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THE ROLE OF FINANCIAL MONITORING IN THE MANAGEMENT OF BUSINESS
REHABILITATION

ROLA MONITORINGU FINANSOWEGO W ZARZADZANIU REHABILITACIA
BIZNESU

3HAYEHUE ®UHAHCOBOIO MOHUTOPUHTA B YNPAB/IEHUM CAHALIUEN
NPEANPUHUMATE/IbCKOM LEATENbHOCTU

Abstract

The article deals with the key aspects of financial monitoring during the
implementation of the rehabilitation procedure at the enterprise and discloses its tasks
in order to exit the enterprise from a crisis. It was found that in this case, the objects of
financial monitoring are the depth and factors of the crisis, the size payables and
receivables accounts, the production profitability and labor productivity, the level of
creditworthiness and investment capacity of the enterprise. In particular, financial
monitoring of business rehabilitation is aimed at identifying failures, deviations,
inconsistencies with the planned reorganization plan and their reasons for timely
elimination and correction of planned activities of the enterprise. With the help of
financial monitoring, forecasts of possible risks and duration of sanitary procedures
are formed, the estimation of the additional received profit amount in the future is
made, with its subsequent comparison with the capital investments amount required
during the process of rehabilitation. The reorganization of the enterprise is based on
the conclusion about its financial status and the probability of its bankruptcy, which
can not be formed on the basis of one indicator, this should be done, taking into
account the results of monitoring the complex of indicators and monitoring the trend of
their change. The article also refers to the sanation plan submitted to the court by the
sanation manager, which is appointed for a period of one year, that is, for the period of
mandatory fulfillment of the terms of the rehabilitatio plan. Stages of financial
monitoring should be coordinated with the sections of the rehabilitation plan that are
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analyzed in the article. On the basis of the submitted material, it was concluded that the
rehabilitation process of an enterprise may prove ineffective without adequate financial
monitoring, which should be consistent with the objectives of the strategic plan for
rehabilitation.

Keywords: financial monitoring, stages of financial monitoring, business
rehabilitation, financial monitoring instruments, rehabilitation plan, crisis
management, financial crisis.

Streszczenie

Artykul uwzglednia kluczowe aspekty monitorowania finansowego w podczas
wdrazania procedury sanacji w przedsiebiorstwie i ujawnia jego zadania, W celu
wyjscia przedsiebiorstwa ze stanu kryzysowego. Ten stwierdzil, ze w tym przypadku
przedmiotem monitorowania finansowego jest glebokosé i czynniki kryzysu, wielkosé
zobowigzan i naleznosci, optacalnos¢ produkcji i wydajnosé pracy, poziom zdolnosci
kredytowej i zdolnos¢ inwestycyjna przedsiebiorstwa. W szczegolnoSci monitorowanie
finansowe rehabilitacja przedsiebiorstwa ma na celu identyfikacje niepowodzen,
odchylen, niespojnosci z planem reorganizacji i ich przyczyn, w celu ich
wyeliminowania w odpowiednim czasie oraz skorygowania planowanych kierunkow
dzialania przedsiebiorstwa. Z prognoz monitorowania finansowego pojawiajgcych sie
zagrozen i procedur sanacji trwania wykonywanych ocene otrzymala dodatkowego
dochodu w przysztosci w dalszym porownujgc jq z wielkoscig inwestycji wymaganych w
procesie rehabilitacji. Rehabilitacja biznesu opiera sie na konkluzji o sytuacji
finansowej i prawdopodobienstwie jego bankructwa, ktorego nie mozna sformutowac
na podstawie jednego wskaznika, nalezy to zrobié, biorgc pod uwage wyniki
monitorowania kompleksu wskaznikow i monitorowania trendu ich zmiany. Artykul
odwoluje sig rowniez do planu sanacji przediozonego sqdowi przez kierownika sanacji,
ktory jest powotywany na okres jednego roku, czyli na okres obowigzkowego spetnienia
warunkow planu rehabilitacji. Etapy monitorowania finansowego nalezy skoordynowac
z sekcjami Planu rehabilitacji, ktére sq analizowane w artykule. Na podstawie
przedstawionego materiatu stwierdzono, ze procedura rehabilitacja przedsiebiorstwa
mogq byc¢ nieskuteczne bez odpowiedniego nadzoru finansowego, ktory powinien byc
zgodny z planem strategicznym rehabilitacji.

Stowa kluczowe: monitorowanie finansowe, etapy monitorowania finansowego,
rehabilitacja przedsigbiorstwa, instrumenty monitorowania finansowego, plan sanacji,
zarzqdzanie kryzysowe, kryzys finansowy.

AHHOTALIUA

B cmamve paccmompenvi xnouesvie acnexmvl QUHAHCO8020 MOHUMOPUH2A NPU
ocyujecmeaeHuy npoyedypsbl CaHayuy nPeoOnpusmus U packpovlmo €20 3a0aHus ¢ Yelwio
6bIx00a Npeonpusimusi U3 KpusucHo2o cocmosnus. Ilpu smom ycmauoeneno, umo 6
MAaKom ciyuae 00beKxmamu QUHAHCOB020 MOHUMOPUH2A AGIAEMCS 2TIYOUHA U PaKkmopul
Kpusuca, pamep Kpeoumopckou u 0eOUmopcKol 3a00AHCeHHOCMU, PEeHMAbel1bHOCTb
npou3800Cmea U NpPoU3BO0UMENIbHOCHb mMpyod, YPOBeHb KpeOumocnocooHocmu u
UHBECMUYUOHHOU — CNOCOOHOCMU — npeonpusamus. B uyacmuocmu,  @QuHaHCco8blll
MOHUMOPUHE CcaHayuu npeonpusimusi HayeneH Ha GvlagleHue cOoes, OMKIOHEHUI,
HecoOmeemcmeuti ¢ HAMEUeHHbIM NAAHOM CAHAYUU U Ux APUduH 01 Mmoo, YymoOvl
606peMsi  UX YCMPAHAMb U KOPPEKMUpogamv  3aNIAHUPOGAHHLIE HANPABTIEHUS
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Odesmenvuocmu  npeonpuamus. C  nomowpio  (PUHAHCOB020 — MOHUMOPUHSA
dopmupyromcs npocHO3bl BO3MONCHBIX PUCKOE U NPOOOINCUMETLBHOCHIU CAHAYUOHHBIX
npoyeoyp, oCywecmeansaemcs OYeHKa pasmepa noay4eHH020 OONOIHUMENbHO20 00X00a
6  mepcnekmuge ¢ NOCIEOYIOWUM €20  CONOCMABIeHUeM ¢ GelUYUHOU
KAnumanognoxicenull, HeooXooumvix 8 mnpoyecce npogedenus canayuu. Canayus
Npeonpusmusl OCHOBAHA HA 3AKTIOYEHUU O e20 (OUHAHCOBOM COCHOSHUU U
BEPOSAMHOCIU €20 DAHKPOMCHEA, KOMOPLL HEB03MONCHO (OpMUPOBAMb HA OCHOBE
00H020 NOKA3amens, 9MO HYHCHO OCYUWECMEIAMb, VUUMbIEAsl  pPe3yibmamvl
MOHUMOPUH2A KOMNIAEKca noxkazamenel u Habnooas 3a meHoeHyuell ux usmenenus. B
cmamve 208opumcsi makyce o lliane camayuu, nooaeaemozo 8 cy0 CAHAYUOHHLIM
VYIPAGNAIOWUM, KOMOPBIU HAZHAYAEMCS CPOKOM HA OOUH 200, MO ecmb Ha Nepuoo
0053amenbHO20  GbINOJHEeHUsl  YCIO0GUIL  NIAHA — canayuu. Dmanvl  npogeoeHust
Gunancogozo MoHumMoOpuHea OO0NNCHVL Ovimb  coznacosamvl ¢ pazderamu Ilnana
canayuu, Komopule npoaHaiusuposansvl 8 cmamoe. Ha ocHosanuu npeocmagniennozo
Mamepuana coelan 8bl800 0 MOM, 4MoO Npoyeoypa CaHAuuu NPeOnpusimus Moicem
oxazamvcs HedphexmusHol 6e3 cOOMBEMCmeyIue20 YUHAHCOB020 MOHUMOPUHSA,
KOMOpblli 00JIHCeH COOMBEMCMB08AMb YeAM CIMPAmMe2uiecko2o NilaHa canayuu.

Knwouesvie cnosa: punancoswiti MOHUMOPUHS, Manbl QUHAHCOB020 MOHUMOPUH2A,
canayusi NPeOnpusmusl, UHCMPYMEHmbl (UHAHCOB020 MOHUMOPUHEAd, NJIAH CAHAYUL,
AHMUKPUBUCHOE YNPAGIeHUe, (PUHAHCOBBIT KPUSUC.

Statement of the problem in general Analysis of latest research and
outlook. In recent years, the opportunities for publications where the solution of the
effective functioning of enterprises in Ukraine problem was initiated. The researches of
have deteriorated significantly, as evidenced financial monitoring of the business entities
by the high share of loss-making domestic rehabilitation were carried out by economists
enterprises and the disappointing statistics of whose main areas of scientific works were
bankruptcy  cases. Real unfavorable theoretical aspects of crisis management
macroeconomic conditions, internal economic rehabilitation, the basis of sanitation
instability, lack of own financial resources, management and a systematic approach to
which leads to insolvency, encourages monitoring organization at the enterprise. In
business entities to implement sanitation particular, these problems were studied by
measures for financial rehabilitation into their 1. Blank, L. Ligonenko, O. Tereshchenko,

practice. The construction of the company |. Makarenko, T. Bilokon, O Kruglov,
reorganization mechanism involves returning it O. Polinkevich, V. Galitsin and others.
to an optimal financial state, restoring its However, in the domestic economic

liquidity and competitiveness, and improving literature, the notion of financial rehabilitation
the resource management system. However, of the enterprise and its financial monitoring
the reorganization is closely linked to the are used mostly not in a complex way,
activity of the controlling services of the insufficient attention is paid to the significance
enterprise, and, consequently, from the of monitoring during the implementation of
subjects of financial monitoring. Thus, an sanitation measures and the organizational
important problem for contemporary business aspects of financial monitoring of business
entities is the creation of appropriate systems rehabilitation are not outlined.

for providing information on the state of the Aims of paper. The purpose of the article
enterprise and its changes, strategic controling is to study the theoretical foundations of
and regulation in order to prevent the financial monitoring of the rehabilitation of
emergence and recurrence of crisis situations business entities as an effective tool for crisis
in the future. prevention, regulation and control over the
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implementation of the necessary measures for
financial "healing".

Exposition of main material of research.
Restoration of the rhythmic and efficient
activity of the enterprise as a complex system
with its own peculiarities of functioning should
include diagnostics elements and monitoring of
problem points or zones and a complex of
special "treatment and prophylactic" measures
which are able to bring the company out of the
financial crisis.

An effective means to overcome the crisis
of solvency and liquidity, as well as to prevent
business bankruptcy, is its rehabilitation. The
debtor's rehabilitation procedure is a very rare
phenomenon in Ukraine as compared to the
number of liquidation procedures, as it requires
the business entity to take appropriate action to
improve the efficiency of its activities, due to
procedural difficulties and the need to attract
additional capital.

The period of rehabilitation should be
accompanied by constant monitoring of the
implementation of sanitation measures, starting
with the period of detection of crisis
phenomena in the enterprise, and, completing
the restoration of its solvency. It is important
to use the financial monitoring of the
enterprise system, which is an instrument of
sanitation crisis management.  Financial
monitoring of business rehabilitation is a
prerequisite for the implementation of quality
sanitation management and serves as a source
of information support for making operational
decisions at the enterprise, which may become
a potential bankrupt without the introduction

of a financial rehabilitation procedure
(Blank 1. A., 2011).
In economic literature, financial

monitoring is considered as an information
system that includes flexible and operational
measures for focusing in the area of control
over financial indicators of entrepreneurial
activity, their evaluation. In addition, it is
aimed at response to the effects of various
endogenous and exogenous factors, the
calculation of the deviations of actual results
and the identification of their causes, the
formation forecasts and decisions, adjustments
and coordination of the strategic plan of the
enterprise.

The tasks of financial monitoring of the

enterprise rehabilitation are:

- interaction of the financial monitoring
system with the enterprise management
system in order to provide financial
information about the depth of the crisis
phenomena at the enterprise that is the
subject of the rehabilitation;

- selection of key indicators and financial
monitoring tools for tracking changes
that are taking place in the process of
rehabilitation, comparison with
previous results of economic activity
and determination of the rehabilitation
potential of the business;

- assessment of the achievement degree
of the objectives of the enterprise
financial  rehabilitation and the
implementation of sanation measures
level;

- identification of the reasons for the poor
quality of the rehabilitation plan
conditions to find alternative ways for
their effective implementation
(Makarenko 1. O., 2005).

Thus, financial monitoring of business
rehabilitation (sanitation) is a complex of
focused, problem-oriented measures, which
involve  receiving information  through
continuous observation, accumulation,
processing of information on the crisis type
and depth, the level of rehabilitation capacity,
the results of business sanation.

Turning to the question of business
rehabilitation, it should be noted that the
financial monitoring direction depends on the
choice of ways to implement it and on the
requirements of the rehabilitation plan
approved by the enterprise managers and
creditors.

The Law of Ukraine "On restoring the
debtor's solvency or recognizing it as a
bankrupt" defines two ways that prevent a
debtor from bankruptcy and restore his ability
to pay for his obligations:

e rehabilitation before the bankruptcy

proceedings (pre-trial sanation);

¢ rehabilitation when an economic court
initiates a bankruptcy proceeding.

The crisis overcoming by a business entity
is a common goal of the rehabilitation
procedure in both of these cases. In the future,
it will be just about pre-trial sanation as an
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effective means of preventing bankruptcy
before a bankruptcy proceeding is opened by a
commercial court.

According to the current legislation on
bankruptcy, pre-trial sanation is a complex of
measures to restore the solvency of the debtor
company, which takes into account the
application of administrative, organizational,
economic, technical, investment and legal
procedures. In other words, sanation is a
complex of all possible measures that can lead
an enterprise to financial healing. The law
provides for the possibility of pre-trial sanation
on the initiative of both the debtor and creditor
(The Verkhovna Rada of Ukraine, 1992).

The main objective targeted by the
company's managers in the process of pre-trial
rehabilitation is to ensure the requirements of
creditors under current liabilities, eliminating
factors that may lead to an "escalation" of the
financial crisis and its penetration into the
main structures of the enterprise and the
reasons for their emergence, recovery or long-
term security the ability to quick liquidity of
assets and solvency of an entrepreneur, to
reduce debt, improve the structural elements of
working capital and form the fund in the
financial resources necessary for carrying out
sanitary measures of industrial-technical and
organizational character (Tereshcheko O. O.,
2006).

The rehabilitation financial improvement
plan of entrepreneurship subject should be
developed in accordance with the Typical form
of the plan for the reorganization of the debtor
in the bankruptcy case, which describes the
methodology for its formation and filling
(Ministry of Justice of Ukraine, 2013).
Requirements for the preparation of a plan of
reorganization in accordance with the Typical
form of the plan for the debtor reorganization
in the bankruptcy case approved its next
structure.

Section I. Introduction (Preface). The
section should have a general description of
the purpose, the essence and expected results
of the sanitation measures implementation.

Section Il.  General information on
bankruptcy cases. The section should contain
data on the creditors of the debtor company
that initiate the bankruptcy case and the total
amount of their claims.

Section I1l. General characteristics of the
debtor's business. The section contains
complete information about the subject of
entrepreneurship, against which the bankruptcy
case has been initiated, information on the
main types of economic activity, information
about the authorized capital, structural units
and owners.

Section IV. Analysis of financial, economic
and investment activity of the debtor company,
its position on the market. In the plan of
rehabilitation information about the financial
activity of the debtor for three years, which
preceded the violation of the bankruptcy case.
This information should include:

e the conclusions of the enterprise’s
financial monitoring service regarding
the financial condition of the debtor;

o financial monitoring and evaluation of
the degree of influence of negative
factors, which caused the insolvency of
business;

e evaluation of the prospects for the
rehabilitation of the enterprise;

e data of financial monitoring regarding
the structure of assets, own negotiable
assets of the debtor company, the
structure of accounts receivables and
payables;

e results of monitoring the enterprise’s
level of profitability, production costs,
the use of labor resources. Investments
and innovation;

e estimation of long-term and current
financial investments;

e data of property status monitoring of
the business entity, which is the debtor
(Ministry of Justice of Ukraine, 2013).

Section V. Measures to restore the solvency
of the debtor company. The section should
contain a description of the rehabilitation
measures, indicating their sequence, terms of
execution, responsible persons. There must be
specified the ways of carrying out the
rehabilitation, in particular:

- the possibility of restructuring the
enterprise  or its  assets, the
restructuring of production;

- the closure of  unprofitable
productions;

- the deferral of debt;

N. Kushnir, D. Voitovych
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- the liquidation of accounts receivable;

- the sale by the debtor of a part of the

property;

- increase of the authorized capital of

the business entity that is the debtor;

- obtaining credit funds and investment.
The complex of measures in the
rehabilitation plan is determined independently
by their developer in conjunction with the
subjects of enterprise’s financial monitoring.

Section VI. Satisfaction of creditors'
claims. The rehabilitation plan indicates
priority (by law), size, terms and schedule of
repayment of creditors' claims and debts with
indication of sources of their repayment.

Section VII. Measures to ensure the
protection of state secrets. They are developed
in the case of the activity of the debtor-
company, which is related to state secrets.

Section VIII. Forecasting of economic
consequences and results of rehabilitation
measures. The section contains forecasts,
which are formed by the enterprise’s subjects
of financial monitoring, the probable results of
implementation of sanation in the enterprise
and the consequences of its impact on various
structures of the entity, in particular, the
planned production and sales of products or
services, the planned ratio of income and
expenditure, forecast financial indicators of the
debtor company. In this case, entities of
financial monitoring develop such a system of
indicators, which will reflect the financial
performance of the enterprise after the
introduction of rehabilitation measures.

Although the result of the reorganization
and its main goal is to eliminate insolvency of
the enterprise, the tasks of financial monitoring
are, however, to monitor the progress of the
sanation procedure and compare the current
and planned state of the enterprise.

Section IX. Final statements. This section
may incorporate the procedure for amending
and supplementing the reorganization plan
(Ministry of Justice of Ukraine, 2013).

Operational monitoring, which
accompanies  the  entire  process  of
rehabilitation, is part of its mechanism.
Therefore, the interaction of the sanitation
subjects and the entities of the enterprise
monitoring takes place before the sanitation
measures are implemented and includes a stage

of assessment of the sanational capacity of the
enterprise. The stages of financial monitoring
of the debtor’s rehabilitation are represented in
Fig. 1.

Thus, the period of implementation of the
business rehabilitation coincides with the
implementation of seven stages of its financial
monitoring. At the same time, the financial
monitoring of the enterprise preceding the
sanation procedure is aimed at identifying and
assessing the depth of the crisis. This allows
managers to create an analytical picture
appropriate to real conditions and to evaluate
the negative changes that led to the emergence
of insolvency.

During the implementation of the stage of
determining the sanitary business capacity, an
assessment is made of the possibilities for
forming an effective sanation concept and
resource potential for effective activities. The
rehabilitation capacity is the presence at the
enterprise, that is on the verge of bankruptcy,
the appropriate financial resources, production
and organizational capabilities that are
necessary for the full implementation of the
rehabilitation plan of the enterprise.

The financial monitoring tools for
determining and assessing the rehabilitation
capacity are:

- indicators of solvency, liquidity and
profitability of the enterprise, analytical
indicators of the balance sheet structure ;

- SWAT-analysis and DuPont model;

- methods and models for determining the
probability of a bankruptcy of a crisis
enterprise (Polinkevych O. M., 2010)

A positive decision on the rehabilitation
capacity of the enterprise and the absence of
the need to recognize it as a bankrupt will be in
the case when the values obtained on the
results of financial indicators monitoring
within one to two years will be close to
normative or will exceed their normative
range. The sooner the rehabilitation process
will begin on the sanitary welfare company,
the more it will have a chance for financial
rehabilitation and return to its initial state.
Therefore, financial monitoring should be
operational and should not contain unnecessary
information.

If the financial monitoring of the enterprise
shows the stable and negative dynamics of
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indicators with significant deviations, it will
show the "chronic" insolvency of the company
and the need to make a decision in favor of the
such an enterprise liquidation. In the opposite

Rehahilitation procedure
realization

7

case, this will only result in a loss of financial
resources and time in vain attempts to
rehabilitate and remedy the situation.

[ Stages of financial monitoring

7

Detection of crisis phenomena in the enterprise
and assessment of the crisis depth

Substantiation of expediency of carrying out
of rehabilitation

Determination of the level of insolvency and
the threat of bankruptey of the crisis enterprise

The decision on liguidation or sanation

Determmation of rehabilitation capacity

Establishment of the goals of rehabilitation
(in case of making a decision in faver of
rehabilitation)

(rehabilitation potential), risk assessment

Estimation of the external and intermnal

Formation of the rehabilitation strategy

environment factors of the enterprize

Creating a plan for rehabilitation

Finaneial monitoring of current parameters of
the enterprize, creation of financial indicators

Development of sanation measures

system for monitermg the process of
rehabilitation

Implementation of the rehabilitation plan

Observation and supervision of the process of
rehabilitation measures implementation

Adaptation of the enterprise and management
system to the new conditions of activity

Estimation of the actual rehabilitation results
and deviztions caleulztion from the planned
ndicators

Determming whether the goals of the
rehabilitation and the results achieved are in
line

Forecasting of business actrvity financial
parameters and possibility of crisis simations
recurrence in the future

Fig. 1. Stages of financial monitoring in the process of business rehabilitation
procedure realization

Source: Developed by authors.

The following stages of rehabilitation
realization are carried out in cooperation
between the remediation manager and the
entities of the enterprise monitoring, since their
purpose is to increase the efficiency of the
rehabilitation administration. During the
rehabilitation plan formation and the creation
of rehabilitation strategies, an important task
for financial monitoring is the prompt receipt
of complete, reliable information. The nature

and sources of this information depend on who
is its users (business owners, lenders,
sanatoriums, investors), and which have
certain reorganization goals.

In parallel with the development of
sanitation measures, monitoring entities form a
system of indicators with their particular
reference values (or range of values), which
will be evaluated in the future for the
effectiveness of the rehabilitation, and create a
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program for periodic monitoring. Along with
the planned growth of financial indicators,
financial monitoring forecasts the growth of
the value of the company and its property.

After rehabilitation plan approval at the
monitoring stages of the sanitation measures
implementation, the conformity definition of
the rehabilitation goals and the results obtained
there is coordination and ongoing control over
the achievement of the respective values of
these indicators. Usually this stage is rather
complicated for controlling and monitoring
services due to frequent inconsistencies, or
incompatibility of long-term strategic planning
(rehabilitation plan) and short-term planning
within the enterprise divisions. Under these
conditions, integrated plans should be created
at the enterprise that combine operational and
long-term planning, as well as specify the
budgeting remediation terms.

The evaluation of the actual sanation
results and the conformity of its goals with the
achieved parameters coincides with the stage
of adaptation of the enterprise and its
subdivisions to the changed conditions of
management. At this stage, the task of
financial monitoring is to analyze the
effectiveness of carrying out rehabilitation
activities. Comparison of the enterprise
financial condition before and after the
rehabilitation is carried out, the degree of
achievement of its main goal - overcoming
insolvency (partial or full) is estimated. For
this purpose, monitoring services formulate
conclusions on the status and repayment of
current payables, restoration of

Bibliography:

competitiveness and investment attractiveness,
increase of marketing markets and increase of
production potential.

In the conditions of partial achievement of
the sanation objectives, the activities of the
sanction manager continue. They take into
account the deviations identified in the course
of financial monitoring, in order to meet the
requirements of the enterprise’s creditors and
to implement the rehabilitation plan to the
fullest extent.

Conclusions. Therefore, the financial
monitoring of the business rehabilitation is
intended for effective management of its
implementation process, starting with the
identification of crisis phenomena in the
enterprise, and completing the assessment of
the sanation results, as well as forecasting the
emergence of possible threats in the future.
The main problem that arises during this is the
synchronization of the objectives of financial
monitoring and rehabilitation goals indicated
in its plan, as well as the actions of the
reconstruction manager with the activities of
the entities monitoring the enterprise. The
sanation procedure may be ineffective without
proper monitoring of its implementation and
without proper coordination of the enterprise's
activities. Therefore, in order to avoid this
situation, the entities of the reorganization
administration should rely on the actual data of
financial monitoring, clearly understand the
need for receiving reporting information on the
course of rehabilitation and the measures
implementation for the financial improvement
of business.
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