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ANALYSIS OF THE FINANCIAL STABILITY OF AUDIT COMPANIES:
FROM REPORTING TO STRATEGIC DECISIONS

AHAJII3 ®IHAHCOBOI CTIMKOCTI AYIUTOPCHKUX KOMITAHI:
BIJI 3BITHOCTI O CTPATETTYHUX PILIEHDB

The article summarizes the theoretical aspects of analyzing the financial stability of an enterprise, in particular auditing
companies, and emphasizes its significant role in achieving success and sustainable development in the business environment.
Various approaches to defining the concept of “‘financial stability of an enterprise” are presented, and influencing factors are
identified. The model of analysis of financial stability of an enterprise is considered as the interaction of the management entity to
ensure the financial stability of the object through the use of methods, tools, and levers. The most common method of assessing the
financial stability of an enterprise, such as ratio analysis, is considered (the essence, calculation methodology, normative values
of financial indicators, and adjustments to such normative values for an audit company are presented). Strategic directions for
increasing stability are substantiated, in particular through the optimization of the capital structure and improvement of current
asset management. The results obtained can be used to make effective management decisions and strategic planning for the
development of audit organizations. It has been proven that analysis methods may differ for enterprises of different sizes.
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Y yiti cmammi npedcmasneno komniexcHe 00Ci0NCeH s PIHAHCO80i cmabinbHOCMI ayOUmMopCbKUX KOMNAHIL, SKe 3aN08HIOE
NPOATUHY MINC AHATI30M (DIHAHCOBUX 36IMi8 MA OPMYTIOBARHAM CIMpame2iuHux piuiers. JJocnioxcents npucesiere bazamo-
2panmitl npupodi (inancosoi cmaditbHOCMI 6 NIONPUEMCMBAX, WO HAOAIOMb NPOPECIiH NOCTY2U, 3 0COOTUSUM AKYEHMOM Ha
AyOUmMOPCLKUX KOMAAHISX, WISIXOM AHANIZY 6IOHOCHUX (DIHAHCOBUX KOeDIyICHMIE, MAKUX K AGMOHOMHICHIb, 3ANENCHICMb Md
MaHespeHicmb kanimany. Buxopucmogyiouu sx meopemuyni, max i eMnipuuni nioxoou, 00CIiONCeHH OYIHIOE ePeKmUBHICMY
YUX NOKA3ZHUKIB Y 81000PAdICeHH] CIMITIKOCHI KOMNAHIU 6 YMOBAX BONAMUTLHOCI PUHKY, 3MIH Y De2VIAMOPHOMY cepedosuuyi
ma esomoyii ouiKyeany KiieHmie. Ananiz (iHaHCOBUX 36iMiG BUABTAE NPUXOBAHT CIPYKNIYPHI 6PA3IUBOCHIE, 30KpeMd i, Wo
108 ’A3aHI 3 3a71eJ)CHICMI0 8i0 KOPOMKOCMPOKOBUX 30008 A3aHb, 0OMeNCeHUMU pe3epeami JiKGIOHOCHI ma OnepamugHoio He-
eHyuKicmroo. Y cmammi y3aeanbHeHo meopemuyni acnekmi aHanizy Qinancosoi cmabitbHocmi niONpueEMcmed, 30kpema ay-
OUMOPCHKUX KOMNAHIL, Ma NIOKPECIeHO i 8axCIU8y poib Y OOCASHEHHI YCNiXy ma Cmaiomy po36UmKy 8 Oi3Hec-cepedosuiyi.
IIpedcmasneno pizui nioxoo0u 00 8USHAUEHHS NOHAMMA «QIHAHCO8A CMADITLHICIb NIONPUEMCINBAY MA BUSHAYEHO (akmopu,
wo Ha Hei enusaioms. Moodens ananizy (inancoeoi cmabinbHOCHI RIONPUEMCMEA PO32TANAEMBCA K 83AEMOOIS YIPABGTIHCHKO20
cyb’ekma 3 Memoio 3abesneyentss QiHancosoi cmadinbHocmi 00 ’exma 3a OONOMO2010 Memoois, IHCMPYMeHmie ma 6aicenis.
Pozenadaemvcs nalnowupenivuti Memoo oyinku (inancosoi cmabinbHocmi NIONPUEMCMSa, Maxull SIK aHauiz KoepiyicHmie
(npedcmaeneno cymo, MemoouKy po3paxyHKy, HOPMAMUBHI 3HAYEHHS (QIHAHCOBUX NOKA3HUKIE MA KOPULYBAHHS MAKUX HOPMA-
MUBHUX 3HaueHb Osl AyOumopcokoi komnanii). OOTpYHMOBAKO cmpameziuni HANPAMKY RIOBUWEHHS CIMADITbHOCMI, 30KpeMd,
WULAXOM ONMUMI3AYii CMpYKIypu Kanimany ma 600CKOHANEHHs YRpasainHs obopomuumu akmueamy. Ompumani pesyivmamu
MOdICymb Oymu GUKOPUCIAHT O NPUIHAMMS e(DeKMUBHUX YRPABTIHCLKUX PileHb Ma CIpame2iynoeo NAAHYBAHHS PO3GUNIKY
ayoumopcvkux opeawizayii. /losedeno, ujo Memoou aHanizy ModjiCymo iOPIHAMUCS Ol NIORPUEMCING DIZHO20 POSMIDY.

KarouoBi cioBa: ¢inancosa cmitikicms, Modens ananizy, ayoumopcoka KOMnawuis, koegiyienmu (inancosoi cmitxocmi,
TKGIOHICMY, 0iN08a AKMUBHICTY, 3a0e3Nne4eHHs. QIHAHCO80T CIMITIKOCHII.
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Problem statement. Modern economic conditions
require entrepreneurs to be able to respond quickly to
changes in both the external and internal environments
that directly affect the profitability of entrepreneurial
activity and are caused by a number of factors. Among
them, it is necessary to highlight those that are least
dependent on entrepreneurial activity, in particular, so-
cio-economic and political stability in the country, tax,
credit, and investment policies of the state, the level of
real increase of the population, demographic trends, etc.
After February 24, 2022, a significant factor influencing
the Ukrainian economy was the military aggression of the
Russian Federation, which carries the risk of complete or
partial loss of assets, markets, and demand, directly af-
fecting the financial condition of both individual enter-
prises and the Ukrainian economy as a whole, and for the
audit company, it also carries the risk of losing existing
and potential clients. Internal factors include the volume
and structure of the company’s assets and, importantly,
the cost and structure of their financing sources, as well as
the quality of asset and capital management. The impact
of these factors can be assessed on the basis of a compre-
hensive assessment of the financial condition, profession-
al interpretation of its results, and timely implementation
of appropriate measures to strengthen it, which will ulti-
mately contribute to improving business efficiency and
expanding business development opportunities. At the
same time, the issue of the right choice of tools and ap-
proaches to financial analysis of the audit company itself
remains relevant.

Analysis of recent research and publications. Nu-
merous scholars have worked on defining the concept of
“financial stability.” Korobov M.Y. noted that “financial
stability is the stable financial condition of an enterprise.”
[1]. Hrabovetskyi B.E. defined financial stability as re-
liably guaranteed solvency, balance between own and
borrowed funds, independence from market conditions
and partners, trust of creditors and investors and the level
of dependence on them, and the availability of sufficient
profit to ensure self-financing. [2]. According to Marcin
V.S., financial stability is the ability of an enterprise to de-
velop steadily while maintaining its financial security in
a risky internal and external environment with the aim of
maximizing financial results and ensuring expanded re-
production. [3]. Financial stability is much broader than
an enterprise’s ability to generate and allocate its capi-
tal. It also includes the ability to accumulate (and thus
be attractive to investors) financial and other resources,
establish good relationships with business partners, in-
cluding investors, rationally allocate and effectively use
capital, and the ability to increase it. [4]. The main task
of financial stability analysis is to determine the ability of
an enterprise to withstand the negative impact of various
factors (external, internal, and unpredictable) that affect
its financial condition.

The purpose of the article is to analyze the financial
stability of auditing companies based on financial reporting
indicators in order to identify problem areas and develop
strategic approaches to improving their performance.

Presentation of the main research material. Finan-
cial stability is defined as the balance between own and
borrowed funds, which allows the company to fulfill its
financial obligations in a timely manner. [5]. When using
financial stability indicators to determine the effectiveness
of an enterprise’s financial activities, it is necessary to fa-
miliarize yourself with the methods used to assess it. Anal-
ysis of scientific literature has shown that there are various
methods for assessing the financial stability of enterprises.
[6]. When assessing the financial stability of an audit com-
pany, the first thing to consider is the specific nature of its
activities and financial reporting, since financial reporting
is the main source for conducting research using the ratio
method. The main specific features of an audit company in-
clude its field of activity, namely the professional services
sector. Companies operating in this sector are typically de-
pendent on human capital, reputation in the services mar-
ket, stability of orders, customer trust, and specific content
of financial statements. It is unusual for audit companies to
have a large share of tangible resources. Assets are usual-
ly dominated by accounts receivable, cash, and intangible
assets such as licenses and software, and less often good-
will. A significant portion of an audit firm’s expenses are
fixed, so even in difficult periods when the number of or-
ders and, accordingly, revenues may decline, expenses will
remain high. The main expenses of an audit firm include
staff salaries and training and professional development
costs, etc.. Another specific feature of audit companies is
that they operate in a strictly regulated environment. Any
changes in legislation, increased reporting requirements, or
licensing requirements can create difficulties in providing
audit services. The activities of such companies also de-
pend heavily on their reputation in the market and among
competitors. Based on the example of the Big 4 companies,
we can conclude that the structure and organization of such
companies are almost identical, as they are regulated by
the same laws, use the same technical equipment, and have
similar internal processes and pricing policies. The only
thing that distinguishes them from each other is the quality
of their services and their relationship with clients. These
two decisive criteria depend to a large extent on the people
who work in the company — their qualifications, ability to
adapt to the requirements of legislation, clients, and mod-
ern working conditions in Ukraine. Therefore, we would
like to emphasize the importance of such a quality indica-
tor as human capital. To sum up, we would like to highlight
the main quality indicators that affect the financial stability
of an audit company (Fig. 1).

Despite the significant impact of qualitative indicators
on the analysis of an enterprise’s financial stability, quanti-
tative indicators remain decisive (Fig. 2).
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1. Small share of tangible assets,
dependence on customer solvency

2. Stability of the customer base

3. Existence of long-term contracts

4. Reputational capital (absence of scandals,
methodological errors in auditing, lawsuits)

5. Customer Relationship Management

6. Quality and consistency of human resources

Fig. 1. Qualitative indicators of impact on the
financial stability of an audit company

Source: developed by the authors based on [7, 8]

1. Autonomy coefficient

2. Financial stability ratio

3. Financial dependency ratio

4. Financial leverage ratio

5. Equity maneuverability ratio

6. Working capital coverage ratio

7. Availability of own funds

8. Availability of own and long-term funds

9. Availability of common funds

Fig. 2. Quantitative (relative and absolute)
indicators of impact on the financial stability
of an audit company

Source: prepared by the authors based on [7, 8]

The information needed to calculate quantitative
indicators of the impact on the company’s financial
stability can be found in the financial statements:
Statement of Financial Position, Statement of Financial
Results, Statement of Cash Flows, Statement of Equity,
and Notes to the Annual Financial Statements. Therefore,
the reliability and accuracy of financial statements is an
important factor in analyzing financial condition..

The autonomy ratio shows how independent a
company is from creditors. For an audit company, which
often works on a prepayment basis, the normative value
is 0.6-0.8. Achieving such values is a sign of stability,
as it indicates that the company § activities are financed
from its own resources.

The financial stability ratio shows the share of stable
sources of financing in the overall asset structure. Since
auditing companies usually do not have long-term
liabilities, their main support is equity capital. The
optimal value of this indicator is >0.6.

The lower the financial dependence ratio, the smaller
the share of assets financed by external liabilities. For
an audit company, a value of <0.5 is recommended,
ideally <0.3, as this reduces solvency risks.

If an audit firm has a low debt level (financial
leverage ratio < 0.5), this is positive, as it shows low
dependence on external creditors, which is important
for the trust of clients and partners.

The equity maneuverability ratio determines the
flexibility in the use of equity. It is important for an audit
firm to have cash or liquid resources for quick response

(e.g., paying taxes, paying salaries in the off-season).
The recommended value is 0.6—0.9.

There are few non-current assets (office equipment,
furniture) in the service sector, so the working capital
ratio may be high. It shows whether the company has
sufficient funds to finance its current activities (salaries,
rent, etc.). The normative value of this ratio for an audit
company is usually high (>0.5).

Tables 1 and 2 above show the calculation algorithm for
each indicator and compare the general regulatory values
with the regulatory values adjusted for the audit firm.

Improving the financial stability of an audit firm
requires a strategic approach, as such a firm operates

in the professional services sector, where its key assets
are its staff, reputation, and trust. Therefore, strategic
directions must take into account both the financial
component and operational efficiency, market position,
and adaptability to change. The key strategic directions
for improving the financial stability of an audit firm are:

Optimization of capital structure;

* Improvement of cost management system;

» Diversification of income sources;

* Investment in human capital;

 Digitization and automation of processes;

* Increasing customer trust and reputation;
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Table 1
Relative indicators of financial stability
Standard Adjusted standard
Indicator Calculation algorithm value value for z}udit
companies
Autonomy coefficient Equity / Total assets >0.5 0.6-0.8
Financial stability ratio (Equity + Long-term liabilities) / Total assets 0.85-0.9 >0.6
Financial dependency ratio Loan capital / Total assets <0.5 <0.3
Financial leverage ratio Loan capital / Equity capital <0.25 <0.5
Equity maneuverability ratio (Equity — Non-current assets) / Equity 04-0.6 0.6-0.9
Working capital coverage ratio (Equity — Non-current assets) / Current assets >0.1 >0.5
Availability of own funds Equity - Non-current assets >=0 >=0
Availability of own and long-term funds | Available funds + Long-term liabilities >=0 >=0
Auvailability of common funds 21\;123;&313;}:)3?[233 S:I?kl?(r)li;erm >=0 >=0

Source: developed by the authors based on [7, 8]

+ Risk management and adaptability.

The financial stability of an enterprise can be restored by:

+ reasonably reducing the amount of inventories
and expenses;

* accelerating the turnover of capital in current assets,
resulting in a relative reduction per unit of revenue;

» replenishing own working capital from internal
and external sources [9].

The financial stability of an audit company is not just
about balances and ratios. It is a set of strategic decisions
that allow the company to remain competitive, adapt to
changes, and ensure sustainable growth.

Conclusions. Unfortunately, some companies still ignore
the assessment of financial condition based on calculated
indicators. Instead, they make decisions intuitively, based on

previous experience, without reasonable conclusions about
the financial condition and its impact on the company’s
financial results. Another problem with assessing the
financial condition of an enterprise is that the above ratios are
not universal. They should be considered only as indicative
indicators that can highlight the most painful areas in the
enterprise’s activities that require detailed analysis.

It is important to understand that the financial
stability of an audit company is a complex concept that is
influenced by various factors and processes. The higher
the stability of an enterprise, the more independent it is
from market fluctuations, the more opportunities it has to
ensure the development of all areas of activity, the more
solvent and creditworthy it is, and therefore the more
competitive it is.
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