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Introduction
Nowadays success and development of commercial organizations in a competitive environment depend on the ability of an enterprise to maintain and increase the level of its financial viability.

According to the research carried out by the company Verband der Vereine Creditreform among 8 new EU member-counties the Baltic countries are the most exposed to the world financial crisis. In Latvia in 2008 there were 99 cases of insolvency for every 10,000 enterprises [1]. In general, in 2008 in Europe the insolvency affected  171,000 enterprises which is 11.1% more than in 2007. In Latvia there also was a negative trend – the number of insolvent enterprises rose by 24.2% in  comparison with the year 2007 [2].The enterprises of the service sphere comprised the majority of the insolvent companies – 36.4%. The companies of the trade sphere comprised 1/3 of the whole number of insolvent enterprises, 19,3% - construction, 11% - industry [1].  In order to function successfully and for a long time in the market, enterprises need to constantly control their financial condition Evaluation of financial viability is one of a company’s  crisis management tools the implementation of which is becoming an integral part of sustainable development.   Recently the issue of assessment of financial viability has  been discussed in  the scientific literature quite widely; however the methodological approach to defining the given definition in the concept of sustainability, in our opinion, requires a more profound theoretical interpretation, formalization and economic substantiation. The authors presents the system of interconnection between financial viability and sustainable development based on the morphological analysis of these definitions.  
Having carried out a comparative analysis of the existing opinions of the experts regarding the concept “financial viability” and indicators for its evaluation, the authors came to the conclusion that the methodology of evaluating the financial viability of enterprises in the non-financial sector suggested by the International Monetary Fund (IMF) mainly includes the indicators most frequently mentioned in the sources analysed and which companies could implement as a turnaround management tool.  
The approach to defining a sufficient degree of financial viability offered by the authors will enable an enterprise to evaluate the risk of loss of solvency. The Latvian enterprises of Riga region  which function in the service industry were chosen as the object of the research. The enterprises were selected on the basis of largest business activity in the given region of Latvia (67%) and their contribution to the gross domestic product (42%) [3], as well as their insolvency cases quantity.
1. Financial viability in the concept of sustainability of company

Provision of  financial viability and stable development is necessary not only for the organizations themselves but also for their partners who require the information about their customer’s or client’s prosperity and reliabilty. 
In microeconomics in the sphere of financial analysis authors also examine the financial stability of an enterprise characterizing it in the following way:

· The ability of an entity to continue to achieve its operating objectives and fulfill its mission over the long term [4];
· The ability of an organization to raise the funds required to meet its functional requirements in the short, medium and long-term  [5]; 

· Conditions of financial viability are multiple sources of funding, positive cash flow, financial surplus [6]; 

· The ability to cover costs with earned revenue [7]; 

· Business line that at minimum pays for all the costs, that are required to carry out the related activities [8];
· There is also an opinion that financial viability as a component of sustainability is defined in terms of an adequate return for the level of risk undertaken [9].
The authors who publish the results of their research in the Russian editions contribute greatly to the study of the given issue  [10, 11, 12, 13]. 

The authors examined the concept of financial viability in the context of  sustainable development, assuming that  sustainable development is a kind of function of various elements  (like environmental, social, economic, structural), one of which being financial viability. In the course of morphological analysis of definitions of financial viability and sustainable development the authors have studied the following concepts which are connected with this idea: balance; stability; development; financial viability; hold up. [14;15;16;17;18;19;20;21;22;23]. In the course of the research carried out by the authors they have come to the conclusion that financial viability presupposes such distribution and use of financial resources which allows to sustain the state of a company’s equilibrium in a short-term period and provide sustainable development of a company in a long-term period.  
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Fig.1. System representation of interconnection between financial viability and sustainable development 
Having done the morphological analysis of the terminology ralated to the concepts of  sustainability and financial viability the authors have revealed their essence and interconnection (fig.1) and have interpreted the term “financial viability” as the ability of a company to grow and develop due to the optimal distribution and use of financial resources.

2. Indicators of  financial viability


The analysis of the indicators of an enterprise’s financial viability mentioned in the analysed literature  with their classification into quantitative and qualitative is presented in the table 1.  

Table 1
Indicators of financial viability

	Indicator
	Calculation of indicator
	Economic description

	Quantitative indicators

	provision of inventories with net working capital ratio
	(equity-fixed assets):inventory
	availability of the net working capital of the enterprise, needed for its financial stability

	fixed asset-to-equity capital ratio
	fixed assets divided by equity capital
	amount of  net capital , which should be used for formation of immobilised assets

	long-term debt to equity ratio 
	long-term debt to equity ratio
	evaluates how intensively the enterprise uses borrowed capital for renewal and enhancing of the industry

	accumulated depreciation to fixed assets ratio
	accumulated depreciation divided by fixed assets
	expenditure for change and renewal of fixed assets charged to a depreciation reserve

	property to real value ratio
	total value of fixed assets, stocks of raw materials, non-valuable items and work-in-progress to assets
	defines which part in the property value is alloted to the means of production 

	debt to equity ratio
	debt-to equity ratio
	it indicates what proportion of equity and debt the company is using to finance its assets.

	real assets acceleration tempo
	actual existing property and financial investments according to their real value. 
	real assets acceleration tempo characterizes the intensity of property acceleration

	net working capital
	equity – fixed assets
	availability of financial resources for enhancing activity of the enterprise.

	solvency ratio
	equity to debt
	indicates how much borrowed funds the enterprise attracted per one unit  invested in assets own funds. 

	quick ratio
	dividing the most liquid current assets by current liabilities
	a company's ability to meet its short-term obligations with its most liquid assets

	inventory turnover
	the cost of goods sold divided by the average inventory
	the bigger the index, the more effective the manufacture is 

	receivables turnover
	sales to average accounts receivable
	effectiveness in collecting debts.

	equity to total assets ratio
	equity to total assets
	the property of owners of enterprise in  total capital

	stable financing ratio
	total amount of own and long-term borrowed funds to assets ratio
	demonstrates which part of assets is financed at the expense of stable sources. 

	long term debt to fixed assets
	long term debt to fixed assets
	share of long-term debts in the volume out of working assets of the enterprise

	independence ration in forming stocks and expenditures
	(own funds – out of working assets)/ stocks and expenditures
	shows the share of stocks and expenditures which are financed by own funds

	derivative equipment ratio
	total amount of fixed assests , production stocks and work-in-process to assets
	the level of the enterprise’s production potential

	current ratio
	current assets to current liabilities
	company's ability to pay short-term obligations

	interest coverage ratio
	earnings before interest and taxes to interest expense
	a measure of how well a company can meet its interest-payment obligations

	profitability of assets
	net income to assets
	earnings on assets

	proftability of equity
	net income to equity
	earning on equity

	index of development of company
	gross investments to amortization
	describes how intensively the invested funds are used

	time structure of liabilities
	a number of long-term and short-term liabilities

	diversification indexes
	one client share of income  in profit; one supplier share of income  in profit
	shows the amount of profit one customer and supplier provide to the enterprise

	growth ratio of profit
	growth of profit should be faster then growth of sales. 

	growth ratio of sales
	growth of sales should exceed the growth of assets

	growth ratio of assets
	growth of assets should not be faster than growth of sales and profit

	receivables turnover to  accounts payable turnover
	receivables turnover to  accounts payable turnover
	receivables and payables management

	beaver’s ratio
	((net income + amortisation) / Liabilities
	overdue accounts receivable and payable

	ratio of largest funder to overall revenues
	investigation of the most significant resource in the income 

	ratio of cash to deferred revenues 
	received money funds, factually worked out by the enterprise

	market value of equity to total debt
	the ability to cover  liabilities

	working capital to total asset
	

	Qualitative indicators

	is there continued and sustained support from existing  funding  sources?

	does the organization consistently obtain new funding sources?

	does the organization depend on a single source of funding?

	can the organization sustain itself within a competitive environment?

	does the organization keep a reasonable surplus of money to use during difficult times?

	does the organization monitor its finance on a regular basis?

	does the organization monitor capital assets and depreciation?

	level of diversification of funding sources

	frequency or regularity of hiring to provide services

	proven financial business model


Resources: [24], [25], [26], [27], [28], [29], [30], [13], [31]; [32]; [33]; [34]
Methodology of analysis of financial viability of non-financial entrprises developed by the International Monetary Fund is based on 5 indicators: 

1) Debt to equity ratio. This indicator is calculated as a ratio of total liabilities to equity. 

2) Profitability. The indicators are: net income to equity; net income to assets; net income to sales.

3) Interest coverage ratio. Sufficiency of cash flows is estimated by means of profit to interest ratio
4) Currency positions. If the level of exposure to currency risk is high. Due to the limitation of statistical information available the authors will not be able to calculate this indicator. 

5) Tendency of bankruptcy. It is the number of applications for relief from creditors that is determined by the quality and nature of the legislation concerning the bankruptcy [35].
The methodology developed by the IMF fully reflects the existing ideas on evaluation of the financial viability and sustainability. Nevertheless the authors see some limitations in its application: 1) The indicators can be analysed only in dynamics, as the methodology does not provide the suggestions for defining optimal values of ratios; 2) The indicators can be compared with the standards stated in the financial theory, but they are not optimal for a specific enterprise; 3) Methodology doesn’t provide the general evaluation of financial viability; 4) The methodology does not take into account the contribution of intellectual capital to providing financial viability.
3. Analysis of financial viability applying the methodology developed by the IMF
Having applied the IMF methodology the authors  analysed  financial accounts of the service industry enterprises of Riga region in Latvia [36] and  calculated the values of indicators of financial viability. The results of the analysis are represented in the chart (fig.6).
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Fig.2. Dynamics of indicators of financial viability
As you can see on the chart there was a growth of all indicators of financial viability until  2006 (Fig.2). The authors have performed the analysis of the service market in the period 2003-2007 and came to the conclusion that the real estate property business was the most influental sphere in the service industry. From the beginning of  2007 the amount of the real estate deals started to reduce in average by 60%  every quarter [37;38]. The authors made a comparative evaluation of the results of the research comparing the ratio of the number of active enterprises to the registered ones with the dynamics of indicators of financial viability. The profitability of sales and interest coverage ratios have a similar  tendency with the changes of activity of enterprises. In the authors’ opinion, in 2007 there was a turning point  in the process of crediting, as the government implemented the limitation policy of the rise in inflation,  which affected the  availability of loans. It contributed largely to the provision of profitability of sales, that had led to the reduction of ability of companies to service their interest payments, and as a result accessibility of external funds  also reduced. It affected debt to equity ratio, as well as activity of companies and  led to the loss of financial viability of many companies in the services industry.  
Having analysed financial viability using the IMF methdology and having compared the tendencies of the gained results with the tendency of actual activity of enterprises, the authors came to the conclusion that the given methodology to a sufficient degree reflects the main principles of the loss and provision of financial viability and reveals the factors which influence its level. The given methodology can be used as a good tool for controlling a company’s financial viability but it still requires some additional study. 

4. Controlling  financial viability
In order to make the results of the analysis more reliable, the authors have introduced the definition “permissible values” of indicators of financial viability.  The novelty of the given work is a new approach to determining the sufficient level of values of financial indicators.  The method suggested is based on the calculation of values of indicators which will provide such general level of financial viability that is minimal but sufficient for operating without a risk of bankruptcy.  The suggested  approach can be applied to any enterprise in any sphere of activity. It is not based on the comparison of actual values of indicators of  financial viability with the standards used in the practice of financial analysis which do not always reflect the real financial condition of the company.  

The method suggested by the authors will enable  the enterprises to: 1) determine their position  at the average branch level; 2) timely reveal any drawbacks in the process of managing financial resources of the company; 3) timely adjust financial policy if it is necessary due to the decrease of the general level of financial viability; 4) to make the right decisions in financial planning taking into account forecast financial data and calculations of the sufficient level of indicators of financial viability. 
4.1. Permissible values of indicators of financial viability 

The authors have defined the «permissible value»  of financial viability as such value of indicators when financial viability drags the bottom and its indicators’ values can be poor but permissible for the enterprise operating without a risk of insolvency. A degree of sufficiency of financial viability of the company is determined by the actual values of indicators to permissible values ratio. If the actual value of an indicator exceeds its permissible value, then the enterprise is financially viable. If the actual value of an indicator is equal to its permissible value, then the level of financial viability of the company is 100% sufficient.  In the case when the actual value of an indicator is lower than its permissible value, the enterprise runs the risk of loss of financial viability and  bankruptcy.

Implementing the logical analasys, the authors came to conclusion that permissible values of indicators analysed can be calculated in the following way:

Table 2

Permissible values of indicators of financial viability

	Indicators
	Permissible value
	Description

	Debt to equity ratio
	SL/SC
	Sl- Sufficiency level of liabilities

SC- sufficiency level of own capital

Sufficiency level of own capital = Long-term assets + Inventories – Provisions – Long- term liabilities

Sufficiency level of liabilities = Total assets– long-term assets – inventories [39]

	Profitability of equity


	(R+Ds)/Ocs
	Ocs – sufficiency level of own capital 
Ds – short-term liabilities

R – interests

	Profitability of assets
	R/D
	R – interests

D - liabilities

	Profitability of sales
	(R+Ds)/C
	C – expenditures of company

Ds – short-term liabilities

R – interests

	Interest coverage ratio
	1
	


4.2. Sufficiency of values of indicators of financial viability

The authors suggest to calculate the sufficiency of values of indicators  in the following way: 

· If the increase of the (numerical) value of an indicator in a short-term period positively influences the level of financial viability, then its sufficiency is  determined by the following formula:

Кi=(Kfi/Km1i)*100%,   
  


(1)

where

К i– sufficiency level of indicator i

Кfi- actual value of indicator i

Кm1i- minimum permissible value of indicator i

· If the increase of the value  (numerical) of the indicator in short-term period negatively influences the level of financial viability, then its sufficiency is  determined inversely proportionally to the formula (1)
Determining the sufficiency level of an enterprise’s financial viability refers to the most important economic issues since insufficient financial viability may result in the lack of  development funds at the enterprise, its insolvency and bankrupcy but surplus viability will impede development burdening an enterprise with excessive stocks and reserves.  In the given article the authors examine the sufficiency level of financial stability because from the view point of the bankruptcy risk the given indicator plays a more important role (it characterizes the possibility for further functioning) than the maximal value of financial viability (evaluating the efficiency of functioning). 
5. Determining the  sufficiency level  of financial viability of  enterprises operating in the service industry in Riga region

On the basis of statistical data of financial accounts of enterprises operating in the service industry in Riga region, the authors have calculated the permissible values of indicators of financial viability, as well as its sufficiency level to continue activity with a minimum bankruptcy risk. An adequate level of sufficiency of indicators is equal to 100 % (Kopt). The authors suggest to calculate a reserve (or a lack) of financial viability according to the formula (formula 2):
Fi=Ki-Kopt





(2)

where

Fi – reserve or lack of financial viability according to the indicator I, %

Ki – actual sufficiency of indicator i, % (Tab.3):

Kopt – level of sufficiency of financial viability, equils 100%

Table 3
Results of analysis

	indicator (i)
	permissible values (Km)
	actual sufficiency (Ki), %
	reserve/ lack of financial viability (Fi), %

	Profitability of equity (Kmpoc)
	5.9
	4
	-96 

	Profitability of assets (Kmpa)
	0.03
	166.67
	66

	Profitability of sales (Kmpi)
	0.397506
	15.09
	-85

	Debt to equity ratio (Kml)
	4.99
	147.00
	47

	Interest coverage ratio (Kmpp)
	1
	405.00 
	305


The authors have evaluated  the level of financial viability of the companies operating in one of the most significant of the Latvian economy markets - the service industry of Riga region using the IMF methodology (tab.3). As it is seen from the research made the enterprises operating in the service industry have to increase the level of profitability of sales by 85% and the level of profitability of equity by 96% in order to operate with a minimum bankruptcy risk. 
Conclusions

The morphological analysis of the terminology ralated to the concepts of  sustainability and financial viability shows the essence and interconnection of these definitions. Based on results of morphological analysis authors have interpreted the term “financial viability” as the ability of a company to grow and develop due to the optimal distribution and use of financial resources, what is significant factor of improving the sustainable development of enterprise. 
The issue of evaluating financial viability of the enterprise requires additional investigation. The authors consider that only integration of indicators analysed can provide the possibility to timely and correctly evaluate the level of financial viability.  It can be achieved by the means of adapting the existing methodologies to the conditions of a certain entrepreneurial environment and markets, as well as adjusting the obtained results. The IMF methodology presented and supplemented by the authors is a good decision-making tool when planning activity and financial accounts, as well as when developing effective a company’s financial policy and minimizing the risk of bankruptcy. Companies need to control the level of their financial viability and its sufficiency timely when ratios charactizing the activity of the company such as income, external financing, assets turnover etc., are  changing.  The authors are planning to proceed with their research in specifying the methodology of calculation of  indicators adapted  to a specific activity of every specific enterprise. While investigating the Latvian service market  using the IMF methodology and the authors’ own developments it was revealed that the given enterprises have to increase the profitability of sales not less than by 85% and the profitability of equity by 96% in order to provide the sufficiency level of financial viability, sustainable developmet and to avoid the risk of bankruptcy.
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Koleda N., Lace N. Finanšu stabilitātes analīze kompānijas ilgtspējīgas attīstības  kontekstā
Šajā rakstā tiek izskatīta uzņēmumu finanšu stabilitātes jēdziens, kā arī finanšu stabilitātes vērtējuma metodoloģijas prakstiskā ieviešana, kuru piedāvāja Starptautiskais Valūtas Fonds (SVF). Ši raksta galvenie izskatītie jautājumi:1)Finanšu stabilitātes jēdziena morfoloģiskā analīze ilgspējīgas attīstības kontekstā un finanšu stabilitātes indikatori; 2)Praktiskā ieviešana un SVF metodoloģijas papildinājums; 3)Finanšu stabilitātes indikatoru pietiekoša līmeņa analīzes principu izstrāde;4)Latvijas uzņēmumu finanšu stabilitātes vērtējums, kas operē pakalpojumu sektoru Rīgas reģionā. Raksta autori ieviesa jēdzienu - finanšu stabilitātes kritiskais punkts, un raksturoja to, kā vērtējumu, kurā finanšu stabilitāte sasniedz viszemāko līmeni un tas raksturojošo indikatoru lielumi ir neapmierinoši, bet pieļaujami, lai uzņēmums funkcionētu bez maksātnespējas riska. Latvijas pakalpojumu tirgus pētījuma procesā pēc SVF metodoloģijas un autoru papildizstrādēm tika atklāts, ka šiem uzņēmumiem ir nepieciešams paaugstināt pārdošanas rentabilitāti ne mazāk kā par 85% un pašu kapitāla rentabilitāti par 96%, lai nodrošinātu finanšu stabilitāti un izvairīties no bankrota riska. Autori uzskata, ka tikai analizēto rādītāju integrācija var nodrošināt iespēju savlaicīgi un korekti novērtēt finanšu stabilitātes līmeni. Autoru piedāvāta un SVF papildināta metodoloģija ir labs instruments lēmumu pieņemšanā, kas saistīti ar uzņēmuma darbības un finanšu atskaites plānošanu, kā arī efektīvas uzņēmuma finanšu politikas izstrādi un bankrota riska minimizāciju.

Koleda N., Lace N. Analysis of financial viability in the context of company’s sustainability
The given article deals with definition of company’s financial viability and presents the ways of  practical implementation of the methodology for evaluation of financial viability suggested by the International Monetary Fund (IMF). The main issues covered in the article: 1) The morphological analysis of the terminology of financial viability in the context of sustainability and indicators of financial viability 2) practical implementation of and supplement to the IMF methodology 3) development of the principles of analysis of sufficiency of the indicators of financial viability 4)evaluation of financial viability of the Latvian companies operating in the service industry sphere in Riga region. The authors of the article have introduced the concept  «permissible value»  of financial viability and defined it as such value when financial viability drags the bottom and its indicators’ values can be poor but permissible for the enterprise operating without a risk of insolvency. 

While investigating the Latvian service market  using the IMF methodology and the authors’ own developments it was revealed that the given enterprises have to increase the profitability of sales not less than by 85% and the profitability of equity by 96% in order to provide the sufficiency level of financial viability and to avoid the risk of bankruptcy. The authors consider that only the integration of indicators analysed can provide the possibility to timely and correctly evaluate the level of financial viability. The IMF methodology presented and supplemented by the authors is a good decision-making tool when planning activity and financial accounts, as well as when developing an effective company financial policy and minimizing the risk of bankruptcy.
Koleda N., Lace N. Анализ финансовой стабильности в контексте устойчивого развития компании
В данной статье рассматривается понятие финансовой стабильности компании, а так же практическое внедрение методолгии  оценки финансовой стабильности, предложенной  Международным Валютным Фондом (МВФ). Основные рассмотренные вопросы в данной статье: 1) Морфологический анализ понятия финансовой стабильности в контексте устойчивого развития и индикаторы финансовой стабильности 2) практическое внедрение и дополнение методологии МВФ  3) разработка принципов анализа достаточности значений индикаторов финансовой стабильности 4) оценка финансовой стабильности Латвийских компаний, оперирующих в секторе услуг Рижского региона. Авторы данной статьи ввели  понятие «предельность»  финансовой стабильности и определили его как такое значение, при котором финансовая стабильность достигает самого низкого уровня, а значения  характеризующих ее индикаторов неудовлетворительные, но допустимые для оперирования предприятия без риска потери платежеспособности. В процессе исследования Латвийского рынка услуг по методологии МВФ и дополнительным разработкам авторов, обнаружено, что данным предприятиям необходимо повысить рентабельность продаж не менее, чем на 85%  и рентабельность собственного капитала на 96%, чтоб обеспечить достаточный уровень финансовой стабильности, и как следствие - избежать риска банкротства. Авторы считают, что только интеграция анализируемых показателей может обеспечить возможность вовремя и корректно  оценить уровень финансовой стабильности.  Предстваленная и дополненная авторами методология МВФ является хорошим инструментом для принятия решений при планировании своей деятельности и финансовой отчетности, а так же разработки эффективной финансовой политики компании и минимизации риска банкротства.






























































































































































































