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the Republic of Moldova
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Abstract

The object of the research is the financial resilience mechanism of the company
focused on value management indicators. The aspect of financial resilience has been
combined with enterprise value management in a crisis situation. The value
management system was researched using the data from the financial reports of 32
joint-stock companies, the most representative for the industrial sector of the
Republic of Moldova. Three models of financial resilience of the enterprise based on
value management were applied: the operative value management model, the
strategic value management model, and the econometric model. The results of the
research showed the existence of a positive influence of the balance sheet value of
equity and net residual profit on the value of the enterprise. The financial resilience
based on the enterprise value determined according to the market capitalization can
be achieved by the balance sheet value of equity and residual profit.

Keywords: resilience, financial resilience, resilience model, value management,
crisis situation

Introduction

The economic instability of the Republic of Moldova against the background
of global financial crises requires a new approach to financial and managerial
processes, the adoption of new models and strategies of financial resilience, which
will find landmarks to maintain and increase the value of domestic enterprises in
crisis conditions. The turning processes that took place during the global financial
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crisis amplify the actuality of the development of the financial resilience
methodology. The unpredictable dynamics of the market, the fierce competition, the
multitude of norms, and legislative acts, create countless obstacles for Moldovan
companies in terms of development. Under these conditions, conceptual innovations
in the financial management of the company are becoming essentially important for
domestic companies.

The practice of developed countries shows that value has several unique
properties, which make it the best criterion for making management decisions in a
crisis situation and, in a broader sense - the best criterion for assessing the success
of company management, in general. When used correctly, the value criterion makes
it possible to make effective decisions that can improve the long-term economic
situation of companies and contribute to their financial resilience.

Aghimien et al. (2018) argued that the use of value management became
popular in most developed countries in the 1970s. The potential advantages of
market value have long been recognized, but analytical results were very limited
(Modigliani and Miller, 1958). This concept became more popular in the 1990s and
2000s among companies operating in market economy countries.

The necessary conditions for the development of the concept of value
management were highlighted in the works of scientists Modigliani, and Miller
(1958). The research of these authors was based on the examination of the value in
terms of discounted cash flow and capital structure. These ideas have become
widespread, both in the field of theoretical value science and in the practical work of
finance specialists.

As main models, which are the basis for the development of value
management methods, we can highlight the following: Damodaran (2012),
Copeland-Kaoller-Murrin (2000), and Walsh (1996).

Damodaran, Copeland-Koller-Murrin, and Walsh considers that the
management of the company’s value can be carried out based on discounted cash
flows. Copeland et al. (2000) consider that the basis for value management is the
decision on the rationality of the company’s restructuring (in particular after
detecting that the value of the company’s net assets is greater than the value of share
capital, determined by using the discounted cash flow method) and analysis of the
possible consequences of restructuring and, for this reason, they propose the use of
the classical pentagram of restructuring possibilities. Walsh (1996) investigated
another important aspect of managing the company’s value, namely, the balance
between profit, assets, and growth.

In the literature, the issue of financial resilience of the company through the
perspective of the company’s value management is practically not addressed. The
possibilities of using a company’s value in enterprise management in the process of
merger and takeover of enterprises are researched (Damodaran, 2012; Evans and
Bishop, 2001; Reilly and Schweihs, 2014) but some sources address the issue given
in terms of management and evaluation of insolvent enterprises at various stages of
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the insolvency process (Chernozub, 2010). Although previous studies have
discussed the benefits, activities, and effectiveness of value management in several
countries, no effort has been made to determine the effects of implementing value
management on the financial resilience of companies in developing countries. Value
management methods have not received comparable coverage in most developing
countries (Kim et al., 2016). Based on the value management model in crisis
conditions, the authors aim to formulate the financial resilience mechanism focused
on a system of indicators, which will provide the company’s management with
relevant information about the results and dynamics of the company’s development.

To achieve this goal, the paper continues by briefly introducing the main
theoretical explanations that could illustrate the factors that influence the financial
resilience of the company. Section 2 provides information on data collection and the
methodological approach used to conduct the research, and then, Section 3 presents
the results and discusses the findings. Finally, section 4 is devoted to the conclusions.

1. Literature review

According to corporate finance theory, the economic value of any investments
is determined by the sum of the present value of future cash flows. Based on the
given theoretical statement, to most researchers (Brealey et al., 2020; Damodaran,
2012), the notion of enterprise value is the utility (in the form of future flows)
generated by all assets of the enterprise.

In their article, “The Cost of Capital, Corporation Finance and the Theory of
Investment” (1958), American Nobel laureates Modigliani and Miller (1958)
showed that the enterprise value is determined solely by its future income and does
not depend on the ratio of share capital to borrowed capital.

A considerable contribution to the development of the concept of enterprise
value belongs to Gordon and Shapiro (1956), who developed the model for
estimating the value of share capital which later created the foundation for the
development of current methods of enterprise valuation, adapted to the specific
conditions of the contemporary economy.

1.1. Conceptual aspects regarding the value of the enterprise

A perspective direction in the field of enterprise value theory was developed
by Ohlson in the 90s. Its essence lies in the fact that the enterprise value is
determined by the current assets and the surplus profits obtained by the enterprise.

A similar view is held by Rutgayzer (2014), who defines the value of the
enterprise as “equivalent of the current value of future benefits from the enterprise
activity”.

At the same time, Bodie and Merton (2004) state that the enterprise value does
not correspond to the present value of future profits, but may be higher or lower than
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the existing market value. The coincidence is dictated by the fact that the volume of
net investments can be both positive and negative. The authors demonstrate that the
value of the enterprise must be equal to the difference between the present values of
future profit and reinvested profit.

Tonita (2007) establishes that “the evaluation of the organization does not only
imply the determination of the value of some properties or assets from its patrimony,
but also the determination of its capacity to generate cash flows that will benefit the
owner of the organization, as it is a good that, in turn, generates goods”.

From the definitions presented above, we can note that the concept of
enterprise value is defined differently by various researchers, some considering that
the enterprise value is determined by the value of the assets of the enterprise, others
by the possibilities of efficient use of given assets, to generate stable and increasing
cash flows. Therefore, we note that a common element of all definitions is the
financial aspect of the concept of enterprise value, which additionally demonstrates
that the enterprise value is directly influenced by the financial activity of the
company. Respectively, in the process of enterprise managing and assessing its
resilience, financial factors that constitute an internal potential of the enterprise and
that have a considerable impact on value management must be taken into account.
However, we find that the researched definitions do not disclose the aspect of value
as an enterprise management tool and indicator of the financial resilience of the
company, which would create new opportunities to use value in the decision-making
and managerial processes of the company.

In our opinion, an important role in the efficient management of the enterprise
from the value positions can be identified in the definition of the concept of
enterprise value. In the view of the authors of this research, enterprise value is an
analytical indicator for estimating the efficiency of the company’s activity, which
characterizes the prospects of the company’s resilience, the efficiency of managing
the company’s assets and liabilities to generate stable and increasing benefits for
owners, managers, employees, creditors, state and society in general.

The definition proposed by us extends and concretizes the essence of the
realization of the value and favours the construction of an efficient system of
management of the processes of formation of the value, in particular, and a system
of enterprise resilience, in general. In the author’s view, if the object of evaluation is
an operating enterprise, then, its value must be determined not only to establish the
value of the alienation but also to manage the processes of financial resilience for a
stable operation.

The researched definitions allowed the authors to establish and choose the
variables used in estimating the financial resilience models of the enterprise based
on the enterprise value, namely: financial profitability, invested capital (equity),
operating residual profit, and net residual profit.
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1.2. Value-based management (VBM)

VBM can be determined as an aspect of enterprise management that is
formally and systematically aimed at achieving the goal of maximizing the value
creation process and maximizing long-term shareholder value. Copeland et al. (2000,
p. 93) identifies VBM as an aspect of management in which the general tasks of the
enterprise, analytical techniques, and management processes are oriented towards
maximizing the value of the enterprise by focusing the decision-making process on
value creation key factors. At the same time, as Jensen (2001) points out, establishing
long-term maximization of value as the main goal does not provide, in itself,
management with a strategy to achieve this goal.

At the heart of the concept of VBM is the problem of measuring value and the
process of creating it. The evaluation module as a part of VBM involves choosing
the model and procedures for determining the enterprise value for its owners,
monitoring the change in value (for example through its systematic diagnosis),
determining the mechanisms for creating new value.

In the context of the research conducted, we propose the following definition
of the notion of “enterprise value management”: - a management method which
involves a cyclical and continuous process of strategic and operational decisions at
all levels of the company (from board to operational level managers) to maximize
the current and future value of the enterprise, based on a system of interdependent
indicators with an impact on value. In a simpler sense, by value management, we
mean all decisions and measures aimed at changing the current value of the
company.

Guided by the principles of value management, we believe that companies can
make much more efficient and reasonable decisions, regardless of their operating
conditions and operational purposes. Value, as the best economic indicator, allows
achieving much clearer and more precise goals, because the demand of any market
participant is subject to price evaluation.

1.3. Corporate crises and resilience: approaches in terms of enterprise value

In the modern economic literature, the concept of the crisis situation of the
enterprise is described as a variety of phenomena in the life of the production
environment, from a disturbance in the functioning of the enterprise determined by
various conflicts, to the destruction of the enterprise as an economic entity.
Therefore, in a broad sense, a crisis means a process that threatens the existence of
an enterprise.

The crisis situation of the enterprise is defined in the specialized literature as
follows:
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- a combination of external and internal factors that adversely affect the
production and financial activities of the enterprise and lead to a reduction or
cessation of its main activity (Ivashkovskaya et al., 2004, p. 24);

- disruption of economic growth, either to previous growth or to estimated growth
(Tsvetkov, 2012);

- lack of funds to maintain current economic and financial needs for working
capital (Ayvazyan and Kirichenko, 1999, p. 95);

- significant breach of the established system of social and industrial relations,
associated with the loss of previously available resources as a result of changes
in significant factors of system formation and breach of previous stable
characteristics (Korotkov, 2012, p. 28).

However, such an interpretation, in our view, is not complete. In our research,
we will use the following definition of the crisis situation concept: an unplanned and
unwanted process, limited in time, which can block or even make the operation of
the company impossible and which is, essentially, a turning point in the sequence of
events and actions.

A concept close to the concept of crisis is the concept of resilience. Currently,
in the modern scientific community, there is no common understanding of the
concept of resilience, the popularity of the concept of resilience has increased in
various disciplines, including economics, psychology, agriculture, environment,
physics, political science, etc. But still, economic resilience can be considered an
ambiguous notion that presents different interpretations (Volkov et al., 2021).

Two main approaches to resilience are used in the economic literature. The
first refers to resilience as the ability of the system to return to its pre-shock
equilibrium state, either to the growth path it would have been in if the shock had
been absent (Angulo et al., 2018; Fingleton et al., 2012) or to its ability to absorb the
shocks that have the potential to throw it out of its growth path (Wolman et al., 2017).
The second approach sees resilience as the ability to absorb, adapt to, or transform
into a better development path while maintaining its key functions and performance
(Martin and Sunley, 2015).

Rose and Liao (2005) described economic resilience as “the inherent capacity
and adaptive response that allows firms and regions to avoid maximum potential
losses™. Static economic resilience is being referred to by Rose (2007) as the ability
of an entity or system to continue its functionality, such as production when faced
with severe shock faces, while economic dynamics is defined as the speed at which
a system recovers from a severe shock to achieve a state of equilibrium. A more
specific definition of economic resilience is presented by Martin (2012) as “the
ability to reconfigure, i.e. to adapt its structure (firms, industries, technologies,
institutions) to maintain an acceptable path of growth in production, employment
labour, and wealth overtime”.

Financial resilience in the context of enterprise value management presents
the creation of a system of principles and methods, the elaboration and
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implementation of a complex of managerial decisions aimed at preventing and
overcoming the reduction of enterprise value, as well as minimizing negative
consequences on the enterprise.

The main purpose of managing the enterprise value in a crisis situation is the
financial resilience of the enterprise which aims to minimize the reduction of its
value, caused by financial crises.

Studying the peculiarities of corporate crises (Ayvazyan and Kirichenko,
1999; Modigliani and Miller, 1958; Tsvetkov, 2012), the authors summarize the
following characteristic features of the crisis: unpredictability, threat, and lack of
time for reaction. In particular, Ansoff (2009), one of the founders of strategic
management, mentions the following as defining features of crisis situations within
the enterprise: the threat of existence and the acute shortage of time for the adoption
of anti-crisis measures.

Figure 1. The strategies for financial resilience of crisis situations through the
perspective of the enterprise value

The basic Characteristic The vectors of Th:c\ﬁgrt]oir: 2l
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the crisis the enterprise crisis research o
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Source: Authors’ representation

According to the authors, the process of financial resilience of the company
must be viewed with the general characteristics of the crisis situations described
above. Taking into account the proposed logic, we will further address the content
of the financial resilience process of the company’s crisis situations and their
correlation with the company’s value management system, which will later allow us
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to argue the financial resilience mechanism involving the company’s value. The
results obtained are presented in a synthetic form in Figure 1.

For each of the basic criteria of crisis situations presented in Figure 1, the
authors establish the characteristics that correspond to each criterion, the crisis
neutralization mechanism, which then allow arguing on the vectors to ensure the
financial resilience of the company in terms of value. Therefore, the threat criterion
is associated with the existence of a crisis of the enterprise strategy, which is less
visible and not so immediate and occurs when the development potential of the
enterprise (innovation potential) is substantially damaged, exhausted, and (or) a new
one cannot be created. Although the current position of the company (success
situation) seems quite satisfactory, the crisis offensive should be diagnosed to detect
failures in the development of the company.

The problem of detecting deviations from the priority development goals of
the enterprise is solved by controlling the evolution of the enterprise value, which
can be achieved by creating a model of strategic management of the enterprise value.
The elaboration of such a model will allow the neutralization of the crisis threat
criterion.

The strong point of this approach is to highlight the early stages of the crisis
(potential crisis and latent crisis), thus providing the opportunity to examine the
process of triggering the crisis in detail, which increases the likelihood of resolving
the crisis.

The criterion of the unpredictability of the crisis leads to the collapse of
management mechanisms and can seriously affect the management system of the
enterprise by the sudden intensification of the destructive processes. It is important
not to lose control of events, which develop with great speed and intensity. To
neutralize the unpredictability criterion and ensure the financial resilience of the
enterprise, we consider it important to implement a crisis diagnosis system. The
problem of crisis diagnosis can be solved by developing an econometric model,
which would monitor the evolution of the enterprise value and, in case of a negative
trend, will signal the management of the enterprise to expect a crisis.

In order to manage the lack of time for the reaction, an immediate intervention
with anti-crisis solutions is needed, which will be solved by developing a model of
operative management of the enterprise value.

In this article, we will focus on developing models of operative management
and strategic management of enterprise value and econometric model, which will
allow us to annihilate the criteria of threat, unpredictability, and lack of time for
reaction in the process of triggering corporate crises. These models will increase the
inherent capacity of enterprises to continue their functionality in crisis situations and
will help to avoid the negative consequences of crises, i.e. will increase the financial
resilience of enterprises.
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2. Data and methodology

To achieve the objectives proposed by the authors, empirical research was
conducted based on data on the financial activity of industrial enterprises in the
Republic of Moldova for 2012-2017. A number of 32 joint-stock companies were
selected, representing the domestic industrial sector and the economy of the Republic
of Moldova, with total sales of 274.4 million euros in 2012 and 347.9 million euros
in 2017, which is 13.5% of the volume of industrial production of the domestic
industrial sector for 2017. One of the arguments for focusing the research on large
industrial enterprises is because the implementation of the concept of value
management is currently at a certain conceptual level of enterprise development, and
the selected enterprises correspond to the stage of maturity-decline of the life cycle.
The second argument is related to the organizational and legal form of the selected
companies which, being joint-stock companies, have a corporate governance
structure, which allows us to study the decision-making processes of a complex
administration, based on the different interests of the actors involved in the decision-
making process. The third argument relates to the possibility of investigating the
correlation between the market capitalization and fundamental value of the
enterprise because the shares of the selected industrial enterprises are listed on the
Moldavian Stock Exchange (MSE).

The authors applied three models of financial resilience of the enterprise based
on value management: the operative value management model, the strategic value
management model, and the econometric model.

2.1. The model of operative management of the enterprise value

The operative management model contains a system of indicators, related to
the enterprise value, which can perform specific functions - with their help, managers
can assess the impact of some or other operational decisions on the value of the entire
company.

According to the authors’ opinion, the financial factors of the value can be
divided into four groups of indicators: those which reflect the strategic efficiency of
the enterprise, the efficiency of the operational, investment and financial activity,
and the model that unites these indicators is the sustainable growth model (SGM).

SGM implies the maximum level of growth of the enterprise that can be
achieved and maintained by the enterprise without attracting external sources of
financing (Patel et al., 2020). In other words, the sustainable growth rate (SGR) is
the rate of increase in sales that the enterprise can achieve if its financial and
operational policy remains unchanged (lvashkovskaya, 2021). The following
relation can estimate SGR:

SGR=ROEXxR, (1)
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where ROE - financial profitability, R - accumulation rate of profit (not paid through
dividends), which is estimated based on the relation:

Dividends
R= (1 - Netproﬁt) (2)

The strong point of this indicator lies in its integrity, because the factors
included allow following the company’s activity as a whole. With the help of this
model, we can evaluate the markets of the company’s products, the products
themselves, as well as the financial activity of the company.

Figure 2. The factorial model for analysing the sustainable growth rate

RETURN ON EQUITY
v » |RETURN ON ASSETS
ry ASSETS TURNOVER
Total assets v >
Qp—» SGR
Equity —>
” FINANCIAL LEVER v
SGR>g

C compa@—b <

G%Di 1 e
g —sales
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Net profit

Source: Authors’ representation

We can check if the financial activity can support the production activity and the
marketing plans. If our growth potential is insufficient, we can decide to change the
return on sales, the asset turnover ratio, the financial lever, the reinvestment ratio.
To further investigate the causes that had a positive and negative impact,
respectively, both on individual enterprises and in general, we used the SGR factorial
analysis process and developed the SGR factor analysis model, presented in Figure 2.
To assess the use of the growth potential of industrial enterprises, we used the
comparison of SGR indicator with the sales growth rate. The combination of
methodological aspects and practical tools for managing the enterprise value was
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designed by using the models of strategic analysis known, first of all: the 5 market
forces model, the value creation chain (Porter, 2008), and the positioning matrices
(General Electric, BCG, Ansoff (2009), Kearney).

2.2. The model of strategic management of the enterprise value

The model of strategic management presupposes the value diagnosis based on
the residual profit model (MPR), which assumes that the fundamental value of an
enterprise’s equity depends on the size of the capital invested at the time of valuation,
de facto return on capital; the requested return on capital; the period of competitive
advantages, i.e. the ability of the enterprise to generate a return on capital higher than
the required one.

In general, the residual profit size can be expressed by the formula:

PRy =7z —x-1;,, (3)

where PR; - the residual profit of the current period; =; - the accounting profit for the
current period, k - the requested return on capital; lj.1- the balance sheet value of
investments at the beginning of the period (the period preceding the current one).

Depending on what is understood by investments in the organization, we can
highlight two variants of the residual profit indicator: the operational residual profit
and the net residual profit.

The operational residual profit (PRO) is the net operating profit of the
enterprise minus the expenses with the entire capital of the enterprise.

The essence of the indicator of the operational residual profit consists of the
net operational effects of the activity of the enterprise, therefore when calculating,
the investment value is understood as the net asset value (AN) which, in turn, is
determined as the difference between the general size of the assets and the free
attracted debts (most of the creditors). The net operating profit indicator is taken
appropriately as a profit, that is, the profit indicator until the payment of interest, but
after the payment of taxes (PPD).

Therefore, as requested, profitability will be the rate of weight average cost of
capital (WACC). Then, the formula for calculating the operational residual profit
will have the form:

PRO, = PPD; ~WACC - AN, , (4)

The net residual profit (PRN) constitutes the net profit of the organization
minus the capital expenditures. The PRN indicator characterizes the net effects of
the results of the enterprise activity directly from the position of the shareholders.
Then, the formula for calculating the net profit will have the form:
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PRN, =Pn, —~CCP -CP,, (5)

where, CP - the balance sheet value of the own capital, Pn - net profit, CCP - the
equity expenditure rate.

2.3. The econometric model for estimating enterprise resilience

A series of researches by the international scientific community (Courteau et
al., 2001; Penman and Sougiannis, 1998; Penman and Yehuda, 2009), based on data
from developed financial markets, show that residual profit models can better
explain the stock market of listed companies and their dynamics.

For the elaboration of the econometric model, we will start from the model of
net residual profit, by which the fundamental value of the company’s equity is
determined as the sum of the balance sheet value of equity and discounted net
residual profit flows.

The market research of the Republic of Moldova conducted by the authors
was built on a similar model and aimed to test whether the size of the balance sheet
value of equity and net residual profit, as components of the PRN model, can explain
the size of the market value of the shares of listed companies. Thus, the verification
of the given hypothesis was performed by using the methods of regression analysis
against domestic industrial enterprises, whose shares are listed on MSE.

The estimation of the results in the examined models is based on the linear
regression technique, which puts various econometric problems in front of the
researchers to verify the correctness of the result, related to such properties as
heteroscedasticity, autocorrelation, multicollinearity. The problem of estimation is
complicated by the natural lack of statistical data on the capital market of the
Republic of Moldova. But the rather high degree of variation determined by the
result, combined with the importance of all coefficients (which practically excludes
the possibility of multicollinearity), can explain the share prices in developing
markets.

To perform the regression analysis of the dependence between the
fundamental and market value of enterprises’ equity, we will use a two-factor model.

We note that the market capitalization is determined as the product of the
weighted average market price of the shares with the number of shares issued. At the
same time, the fundamental value of equity (V;) is determined as the sum of the
equity value of equity (CPVB) and the annuity of net residual profit (PRN) for the
current period. Obviously, in that case we use the assumption that the company’s
PRN will be fixed in subsequent periods. Respectively, the size Vi with the
reservations made can be calculated according to the formula:
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PRN;

V, =CPyB +
CCP (6)

where - CR0” i the balance sheet value of equity at the beginning of the period, at
the end of which the valuation takes place; PRN; - net residual profit for the period
in which the valuation takes place; CCP - required return on capital.

Unlike the unifactorial model, the bifactorial model allows the regression

equation to take into account the overall impact of each of the elements that form the
fundamental value:

PRN:
Cap, = a; + By xCPy® + B, XFPIM“ (7)

where Capi — market capitalization at the time of valuation; cpy® - the balance sheet

value of the equity at the beginning of the period, at the end of which the valuation
takes place; PRN; —the net residual profit for the period in which the evaluation takes
place; CCP - the requested return on capital; «i, fi— parameters of the regression
equation, &- random variable.

The sample, based on which the research is carried out, includes the data of
the issuing companies, whose shares are listed and traded on MSE. However, to
maintain the demand for homogeneity of data in the sample, the actions of financial
intermediaries were excluded. Thus, the final sample size was limited to 17 domestic
industrial enterprises or 102 enterprise-year observations, which were followed by a
six-year period. The data needed for the research were taken from the financial
reports of the companies for the years 2012-2017. The average market value of
simple shares, presented on the MSE website (www.moldse.md), weighted by the
volume of transactions, was considered as data on the market value of the shares.

3. Results and discussions

In recent years, the main problem of contemporary Financial Management
science has been to develop and propose solutions for the possibility of obtaining
long-term benefits from economic crises. The value management models of the
enterprise presented in the previous chapter constitute the methodological basis of
the financial resilience of enterprises. These models total a wide range of signs of
financial instability in the broadest sense and are useful tools in stabilizing the
financial situation of companies. In this respect, monitoring the value of enterprises
can be considered a methodology in the financial resilience of the enterprise, in
particular to justify the methodology of scientific research in this field.
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3.1. Results of applying the operative management model of the enterprise value

The analysis of the preliminary indicators of the sample of researched
enterprises tells us about the existence of positive dynamics over the period studied
for the indicators of sales, total assets, net assets, and share capital. Net profit is also
positive, except for the years 2013-2015.

General information on the indicators of the financial activity of joint-stock
companies for the years 2012-2017 is shown in Table 1.

Table 1. General characteristics of the sample of the researched enterprises,
thousand euro

Name of the 2012 2013 2014 2015 2016 2017
indicator
% ww% ww% mm% wm% ww% v D
2 3 2 29 2 2 P 28 2 =29 2 =F
5 £ 5 £Eeg 5 £ 5 E€ 5 Eg 5 £¢
g w%g’ w%g’ w%g’ hE 2 w%g D =
1. Sales 278,7 8,7 260,6 8,1 287,8 9,0 297,3 9,3359,8 11,2349,2 10,9
2. Assets 299,7 9,4327,7 10,2347,4 10,9362,1 11,3409,9 12,8453,1 14,2

3. Net assets 1843 581878 591921 6,0199,6 6,2227,7 712430 7,6

4. Social capital 61,1 19 611 19 62,3 2,0 641 2,0 64,2 2,0 66,1 2,1

5. Net profit 73 02 49 02 60 02 57 02 149 05 158 05
Source: Author’s estimations based on the financial reports of industrial enterprises

At a patrimonial evaluation (based on the expenditure method) of the value
management process at the researched enterprises, we find that the net assets of
industrial enterprises register a positive dynamic, from 184 thousand euro in 2012 to
243 thousand euro in 2017 which, at a first sight, tells us about increasing the welfare
of the shareholders of the analyzed companies.

However, to carry out a specific and detailed assessment of the value creation

process, we will apply the tools proposed by the authors for the operative
management of the enterprise value.
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Figure 3. The evolution of the average SGR and the results of the factor analysis
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The determination of the SGR indicator for the years 2012 - 2017 was made
based on the data of the financial reports of the domestic industrial enterprises. The
sizes of the SGR indicator for the analyzed enterprises are different and are in the
range of -75.08% to 49.26%. Taking into account the dispersion of the obtained
results, we will analyse them by establishing the number of enterprises that registered
positive and negative results, respectively, the average values of the indicator for
enterprises that registered positive and negative results, as well as the general
average on all enterprises from the investigated sample (Table 2).

Table 2. Generalized evaluation of the results of the SGR indicator
determination in the domestic industrial enterprises for the years 2012-2017

No. The evaluation result 2012 2013 2014 2015 2016 2017

1. Positive result by enterprises, units 23 23 24 22 29 25

2. Negative result by enterprises, units 9 9 8 10 3 7

3. Average value of the positive 718 766 766 7.72 699 6.49
result, %

4. Average value of the negative -11.84 -843 -8.29 -10.82 -532 -8.68
result, %

5. General average, % 183 314 367 192 583 317

Source: Authors’ calculations based on the financial reports of industrial enterprises

Eastern Journal of European Studies | Volume 12(SI) 2021 | ISSN: 2068-6633 | CC BY | www.ejes.uaic.ro



288 | lurie BESLIU, Oleg PETELCA, Veronica GARBUZ

The positive result shows that most of the domestic industrial enterprises have
a rather high growth potential, respectively, the enterprises with researched shares
have a growth capacity without resorting to external financing sources.

In order to graphically evaluate the dynamics of the SGR and the factors with
impact on the SGR indicator, the authors resorted to drawing the diagram in Figure
3, where they presented the results of the factorial analysis performed and the
influence of the main factors on the evolution of the average indicator of SGR. We
compared the SGR indicator with the sales growth rate (g) to evaluate the utilization
of the growth potential of the industrial enterprises, Figure 4. Due to the comparison,
we established that most enterprises have a higher sales growth rate than SGR, which
demonstrates the maximum use of the internal growth potential.

Figure 4. Evolution of the average values of the SGR and g indicators in the
domestic industrial enterprises for the years 2013-2017
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Source: Authors’ representation based on the results of his estimations

Analysing the correlation between SGR and g for the years 2013-2017 on
industrial enterprises, we established the following:

- in 2015 and 2017, we found SGR> g inequality for most enterprises,
respectively, we can say that, during these years, the enterprises reached lower
sales vis-a-vis the internal growth reserves of the enterprise;

- in 2013, 2014, and 2016 we found SGR <g inequality for most of the enterprises,
respectively, we can say that, during these years, the enterprises achieved higher
sales vis-a-vis the internal growth reserves of the enterprise.

Based on the graphical analysis of the evolution of SGR and g, we can say
that the domestic industrial enterprises achieve a higher sales growth than the
domestic growth possibilities, which is achieved either by finding internal growth
reserves in addition to the existing ones or by using sources of external financing.

Thus, for the financial positioning of the domestic enterprises based on the
SGM, the authors elaborate the matrix “SGR - g” presented in Figure 5, the use of
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which will allow a complex evaluation of the situation and the elaboration of
strategic decisions aimed at the financial resilience of the enterprise.

By analysing the evolution of the positioning of domestic enterprises within
the “SGR-g” matrix, we find that the financial situation of enterprises is worsening,
namely: in 2013, most industrial enterprises registered an intensive growth but were
faced with the problem of the deficit of resources and in 2017, most enterprises
registered a slow growth or even a decline in activity due to a surplus of resources.

Figure 5. The financial positioning matrix “SGR - g” of the domestic industrial

enterprises
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3.2. Results of applying the strategic management model of the enterprise value

After an analysis of the results of the PRO indicator estimates for the domestic
industrial enterprises for the years 2012-2017, we will classify the analyzed
enterprises according to the results recorded for the PRO indicator in the following
table.

Table 3. Generalized evaluation of the results of the determination of the PRO
indicator in the domestic industrial enterprises for the years 2012-2017

No. The evaluation result 2012 2013 2014 2015 2016 2017

1. Positive result by enterprises, units 12 11 13 10 8 10

2. Negative result by enterprises, units 20 21 19 22 24 22

3. Average value of the positive result, 290,1 362,9 529,3 909,1 1789,9 1836,9
thousands euro

4. Average value of the negative result, -535,2 -507,5 -438,2 -676,4 -559,4 -654,9
thousands euro

5. General average, thousands euro -225,8 -208,3 -452 -180,9 279 1238

6. Profitability of invested capital, % 1157 11.25 1253 1411 17.69 15.46

7. WACC, % 1534 1482 1339 16.95 17.37 13.99

Source: Authors’ calculations based on the financial reports of industrial enterprises

The overall average value of PRO during the analyzed period has evolved
positively, from recording a negative result in 2012 of —225,8 thousand euro to
reaching a positive result in 2017, i.e. of 123.8 thousand euro. But this increase was
not caused by the increase in the number of enterprises with a positive result of the
PRO indicator but by the improvement of the results of the enterprises with a positive
result of the PRO indicator.

The negative result shows us that most of the domestic industrial enterprises
do not cover their expenses with all the capital involved in the activity of the
enterprise for the operating profit of the enterprise. Therefore, the share capital of
the enterprise is not remunerated to the minimum necessary and there is a risk that
the share capital would migrate to other branches where it has higher profitability.

For a relevant analysis of the indicator of the operational residual profit at the
domestic industrial enterprises, we will resort to a graphical illustration, shown in
Figure 6.

Based on the graphical analysis of the results of the indicators in Figure 6, the
main cause of the registration of a negative PRO in the domestic enterprises is
highlighted, that is, the inferiority of the return on capital invested indicator
compared to the WACC.

Following the factorial analysis of PRO, the authors state that, in order to
increase the value of the analyzed enterprises, it is necessary to solve the problem of
establishing the optimal structure of the company’s capital.
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Figure 6. Analysis of the PRO indicator for the period 2012-2017 in correlation
with the profitability of the invested capital and WACC
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Source: Authors’ representation based on the financial reports of the enterprises

The evaluation of the results of the estimation of the PRN indicator on the
domestic industrial enterprises is summarized in the following table:

Table 4. Generalized evaluation of the results of the PRN indicator
determination in the domestic industrial enterprises for the years 2012-2017

No The evaluation result 2012 2013 2014 2015 2016 2017

Positive result by enterprises, units 1 2 2 2 1 2

1.

2. Negative result by enterprises, units 31 30 30 30 31 30

3. Average value of the positive result, 424,7 137,3 1919 126,7 6605 982,6
thousands euro

4. Average value of the negative result, -794,8 -886,2 -781,2 -1068 -928,9 -783,1
thousands euro

5. General average, thousands euro -756,6 -822,2 -720,4 -993,3 -879,2 -672,7

Source: Authors’ calculations based on the financial reports of industrial enterprises

In the period analyzed during the years 2012-2017, we find that the number
of enterprises with a positive result is constant and falls within the range of 1-2
enterprises, respectively, and that the number of enterprises with a negative result is
constant within the range of 30-31 enterprises.

The negative result shows us that most domestic industrial enterprises
generate a return on equity lower than the cost of equity, respectively, the authors
believe that joint-stock enterprises should have strategies to increase the return on
capital involved in the activity of the enterprise or adopt policies to optimize this
capital.
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3.3. Results of applying the econometric model for estimating enterprise
resilience

In the estimation of the bifactorial model based on the financial data of the
enterprises in the sample selected for the period 2012-2017, with the support of the
Eviews 8.0 program, the author obtained the following regression equations:

PRN,
TR (8)

After testing the estimated model, the coefficient of determination of R?
demonstrated a high value - 0.8966, which certifies that in 89% of cases there is a
link between the market value of the researched companies’ shares and the financial
indicators estimated in the model.

The results of the control are set out in Table 5. They unequivocally show that
the nullity assumptions must be rejected, and therefore the estimated quantities of
the regression coefficients are true.

Cap, =-23854,33+0,5125 x CPY® + 0,2603

Table 5. Results of verification of bifactorial model hypothesis (CCP=15%b)

Indicator name Coefficients of regression
by b,

Standard error 0.4576 0.0646
t-statistic 9.8908 0.6385
t-critic (signification level 5%) 2.05 2.05
Conclusion on the nullity hypothesis after test results t Is rejected Is rejected
The confidence interval (signification level 5%)
F — statistic 113.9376
F- critic (signification level 5%) 3.34
Conclusion on the nullity hypothesis after test results F Is rejected

Source: Authors’ representation with the E-views program

From the results presented above, we conclude that the coefficients bi and b
are significant, therefore, the balance sheet value of equity and discounted residual
profits have an impact on the market value of the company.

The results examined above refer to the case when the capital expenditure rate
is set at 15%. Related to this is the question: does the size of the required return on
equity have an essential impact on the results of the analysis?

The results of the statistical analysis performed for different rates of return
required are summarized in the following Table 6.
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Table 6. Results of bifactorial model analysis at different rates of the required
return on equity

Indicators Alternative rates of return on equity required
(CCP)
5 10 15 20 25
Coefficients of the regression
equation -23854.38-23854.35-23854.33-23854.35 -23854.36
Coefficient a 0.5125 0.5125 0.5125 0.5125 0.5125
Coefficient bl 0.0868 0.1736 0.2603 0.3471 0.4339
Coefficient b2
Coefficient of determination
R? 0.8966 0.8966 0.8966 0.8966 0.8966
R? adjusted coefficient 0.8806 0.8806 0.8806 0.8806 0.8806
Standard errors
b1 coefficient 0.0516  0.0516 0.0516 0.0516 0.0516
b, coefficient 0.0270 0.5407 0.0811 0.1081 0.1352
Test t (signification level 5%)
t-critic 2.14 2.14 2.14 2.14 2.14
t-statistic (b1) 9.9349 9.9349 9.9349 9.9349 9.9349
t-statistic (b) 3.2099 3.2099 3.2099 3.2099 3.2099

Trusted intervals
b; coefficient

the lower limit 0.4021 0.4021 0.4021 0.4021 0.4021
top limit 0.6229 0.6229 0.6229 0.6229 0.6229
b, coefficient
the lower limit 0.0290 -0.9835 0.0867 0.1158 0.1446
top limit 0.1446  1.3307 0.4339 0.5784 0.7232
Test F (signification level 5%)
F-critic 3.34 3.34 3.34 3.34 3.34
F-statistic 56.34 56.34 56.34 56.34 56.34

Conclusion on the nullity hypothesis  Rejected Rejected Rejected Rejected Rejected

Source: Authors’ representation with the E-views program

The results presented in Table 6 allow us to make the following general
conclusion: the size of the required return is not a relevant indicator, which allows
us to judge the link between market capitalization and accounting indicators of the
equity value and the net residual profit. The first conclusion reached is based on the
fact that when changing the equity expenditure rate:

- the free variable remains unchanged (-23854.3);

- the quantities of the coefficient b; remain unchanged when the CCP changes and
the size of the coefficient b, decreases with the reduction of the equity
expenditure rate but, at the same time, the coefficients for determining the
regression equation remain constant (R? = 0.8966, R?adjusted = 0.8806);
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- the conclusions after the results of the t- and F- tests are unambiguous and
determine the confidence in the regression coefficients.

- The estimated regression coefficients can be interpreted as follows:

- first of all, because b; = 0.5125, we conclude that each additional euro of the
balance sheet value of the equity increases the capitalization of the enterprise by
0.51 euro;

- secondly, based on the coefficient b, = 0.2603 and the capital expenditure rate
accepted in this research CCP = 15%, we conclude that each additional euro of
the residual profit increases market capitalization of the enterprise by 0.74 euro
(0.2603 / 0.15 = 1.735). In the case of the significance of the coefficient b,, we
consider the opposite statement to be true: each euro of the residual losses
determines the reduction of the capitalization within the given size limits. We
mention that, in the analyzed period, most of the industrial enterprises registered
a negative residual profit.

Analysing the results of the estimated econometric model, we note the
existence of a positive influence of the balance sheet value of equity and net residual
profit on the value of the enterprise. Moreover, we establish that the balance sheet
value of equity has a greater impact on the market capitalization of domestic
industrial enterprises than the net residual profit. In the author’s opinion, this fact
explains the existence of the negative market premium for enterprises listed on MSE
on the Moldovan market. In this context, we consider it important to note that the
increase in the residual profit indicator leads to a sustainable increase in the
efficiency of the core business. We mention that this result can be achieved by using
the developed management models without attracting additional capital resources.

Conclusions

Based on the analysis of the evolution of SGR and g, we conclude that
industrial enterprises in the Republic of Moldova achieve a higher sales growth than
domestic growth opportunities, which is carried out either by finding internal growth
reserves in addition to the existing ones or by using sources of external financing.

Analysing the evolution of the positioning of domestic enterprises within the
“SGR-g” matrix, we find that the financial situation of enterprises is worsening,
namely: in 2013, most industrial enterprises registered an intensive growth but faced
the problem of resource deficit and, in 2017, most companies experienced slow
growth or even decline in activity due to a surplus of resources. This is an early signal
of aworsening of the financial situation of companies and a potential crisis situation,
which requires the activation of the mechanism of financial resilience of companies.

The general average value of PRO during the analyzed period evolved
positively, from the registration of a negative result in 2012 of -225.8 thousand euro
to the achievement of a positive result in 2017 of 123.8 thousand euro. However, this
was not caused by the increase in the number of enterprises with a positive result of
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the PRO indicator but by the improvement of the results of enterprises with a positive
result of the PRO indicator.

The negative result recorded tells us about the fact that most domestic
industrial enterprises do not cover their expenses with the entire capital involved in
the activity of the enterprise from the account of the operational profit of the
enterprise. Respectively, the capital of the company’s shareholders is not
remunerated to the minimum necessary and there is a risk that the share capital will
migrate to other branches where it will register higher profitability. The main cause
of the negative PRO registration in the domestic enterprises is the inferiority of the
indicator of the return on invested capital compared to WACC.

Following the factorial analysis of PRO, the authors state that, in order to
increase the value of the analyzed enterprises, it is necessary to solve the problem of
establishing the optimal structure of the company’s capital. During the analyzed
period, 2012-2017, we find that the number of enterprises with positive PRN is
constant and falls in the range of 1-2 enterprises, respectively, the number of
enterprises with a negative result is constant in the range of 30-31 enterprises.

The negative result shows us that most domestic industrial enterprises
generate a return on equity lower than the cost of equity, respectively, we conclude
that another objective of financial resilience is to develop strategies to increase the
return on capital involved in the activity of the company or to adopt policies of
optimization of this capital.

The econometric model shows the existence of a positive influence of the
balance sheet value of equity and the net residual profit on the value of the enterprise.
We can say that financial resilience, based on the value of the enterprise, established
according to the market capitalization can be achieved based on the balance sheet
value of equity and residual profit. Thus, based on the research results, we conclude
that each additional euro of the balance sheet value of equity increases the
capitalization of the enterprise by 0.51 euro and each additional euro of residual
profit increases the market capitalization of the enterprise by 0.74 euro. We mention
that the results obtained in the enterprises of the Republic of Moldova are close to
the results obtained by Bukhvalov and Volkov (2005) on the Russian market and
Ashbaugh and Olsson (2002) and Couteau et al. (2001) on other markets.
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