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Financial planning as a tool for strengthening the company's financial stability
Abstract

Object: The analysis of financial position indicators and the selection of more optimal ones for effective manage-
ment decision making is a significant task for the formation of a financial stability strategy influenced by financial
planning indicators. This article sets the purpose of analyzing the impact of financial planning on financial stability on
the example of oil and gas industry.

Methods: We wrote this article using the following methods: economic and statistical, abstract and logical, mono-
graphic, economic comparison, methods of system analysis.

Findings: Findings and conclusions given in the article can be used for the financial planning development and
implementation. The analysis on XXX JSC material considering a logarithmic function has helped us to identify fore-
cast for the development of financial planning and conditions of both internal and external environment. Also based on
regression analysis we have given corresponding proposals and conclusions.

Conclusions: Using statistical data based on XXX JSC’s financial indicators, we have analyzed the influence of
some factors - such as the current liquidity ratio, income from sales of products and services—on the final profit by
constructing a regression model.

Keywords: financial planning, financial stability, management decisions, resources, financial analysis, forecasting.

Introduction

The relevance of the research is that in the context of globalization and digitalization of the economy
and situation on the market changing rapidly—also on an international level—companies need to use innova-
tive methods in their management and technological process. The emphasis is on business processes, which
should not just improve methods and form of management, but also constantly transform and react flexibly
to changes in the company's development strategy. All actions encourage and motivate companies to im-
prove their business processes. Company managers should seek out and apply different and effective meth-
ods of business process management. In this regard, the research topic appears highly relevant and signifi-
cant at the present stage.

The company should detect various factors of instability in time, plan both short and long-term tasks to
improve financial stability. This calls for rethinking some of the company's financial management methods
and adoption of methods able to improve planning and financial sustainability.

In modern conditions, the problem of managing the company's financial stability appears to be one of
the most urgent ones. Very low financial stability may cause the company to fail to discharge its obligations
and debts, and the lack of funds for production development (logistical support expansion, investment). Ex-
cess sources of own working capital can hinder development by burdening the company's expenses with ex-
cess reserves and stocks.

Financial planning and forecasting allow the company to resolve main tasks of ensuring its financial
stability:

— coordinate the company's need for investment with the availability of financial sources;

— compare and evaluate various scenarios of the company's financial development and select the most

optimal ones accordingly;

— consider the development of various trends in the company's activities;

— create a timely anti-crisis action plan in case negative events take place;

— harmonize various objectives, often contradictory ones;

— allocate resources more effectively and thus strengthen control in the company.

* Corresponding author.
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The process of financial planning and its stages are closely interrelated and mutually dependent. To
clarify financial tasks, we do not just recalculate natural data into cost data; we determine the effectiveness
of certain costs and choose rational forms of income concentration and distribution based on reasonability
and accurate results (4/len, Wood, 2006).

1 I Drafting a financial plan
2 Negotiation and approval
Execution
3
—
4 Adjusting to reflect changes in financial policy,
external and internal conditions
5 Monitoring the implementation of financial plans
6 | Financial control at both planning and execution stages

Figure 1. Stages of financial planning

Note: Compiled based on the source (Allen, Wood, 2006).

Literature Review

The company's activity cannot proceed effectively without the use of current financial management
methods. One of the key ways to increase financial management effectiveness is to improve financial plan-
ning, forecasting and control. In this regard, “financial planning” appears to be an important concept.

Financial planning stands as planning of all income and expenditure of funds to ensure the company’s
development (Lambekova, Nurgalieva, 2017). The main objectives of this process are a specific correspond-
ence between the need and availability of effective financial resources and selection of effective sources of
creating financial resources and mutually beneficial options for their use (Shakar, 2008).

F. Delmar and S. Shane interpret financial planning as a preliminary activity that plays a central role in
planning the start of the process (Delmar, Shane 2003). R.H. Garrison believes that planning involves setting
objectives and specifying how to achieve them (Garrison, Noreen, Brewer,2011).

In financial management literature, J. Brinckmann shows that financial planning and control help, first,
to ensure a rational and targeted financial resources distribution and, second, to evaluate its effective and ef-
ficient use (Brinckmann, Salomo, Gemuenden, 2011).

Baker, H. Kent and Ricciardi, Victor describes the security of financial interests at all levels of financial
relations, the level of stability, independence and endurance of the state's financial system under the influ-
ence of various external and internal factors, and the ability of the state's financial system to ensure the effec-
tive functioning of the national economic system (Baker, Ricciardi, 2015).

In her publications, Ma, C. proves that financial stability lies in national interests represented by a set
of plans implemented by the state through tax, budget, monetary and investment policies (Ma,2019).

Taskinsoy, John, explains financial stability in the industry due to food security (Taskinsoy, 2020).

Festa, G., Rossi, M., Kolte, A. and Marinelli, L. in terms of existing definitions of financial stability,
emphasizes its role and fundamental importance for creating the structure and level of assessment of the
company's potential for development. Here he considers such concepts of elements as financial activities,
operations and risks associated with financial activities (Festa, Rossi, Kolte, Marinelli 2020).

Keister, T. associate financial stability with the overall financial structure of the company and the de-
gree of its relationship between creditors and investors (Keister, 2016). For the accuracy of the assessment,
we need to analyze the structure of funding sources.
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Methods

Financial stability is a system that includes a set of different elements, based on differentiation and indi-
cators allocated to assess its state, and providing conditions for sustainable development of the company.

By now, many researchers have proposed various approaches to the methodology of financial stability
to justify the company's development strategy (Roundzya, Grebenik, 2017).

Table 1. The main approaches to the methodology of financial stability

No. Approach name Authors Approach framework

1 | Methodology of the | V.V. Bocharov, | General analysis of various financial indicators of solvency, li-
company's financial | N.A. Nikiforova, | quidity, profitability and business activity. The main objective of
stability (quantitative) | L.V. Dontsova financial stability in the company is to assess the company’s de-

gree of independence from both internal and external sources of
financing.

2 | Methodology for as- | A.D. Sheremet, | The company's capital is considered as invested and advanced
sessing the company's | G.V. Savitskaya, | one. Invested capital refers to an investment in the company's
financial stability (dy- | V.V. Kovalyov, | intangible assets. Here, equity is considered as a guarantee to
namic) V.R.Bank etal | creditors and the company's long-term margin of safety.

3 | Methodology for as- | A.P. Gradov, This approach is very rare and is based on an analysis of the
sessing the company's | N.S. Plaskova company's financial stability under different risk types. For ex-
financial stability (risk ample, the risk of financial stability loss in a company arises
based) from a violation of the ratio between the volume of certain

sources of financing and the tangible current assets necessary for
conducting operations.

4 | Financial stability | S.Y. Kovan The study of financial stability for the company's development
assessment methodol- strategy is based on its features. These are based on the distribu-
ogies (structural) tion of assets within the company's property. This includes the

balance sheet structure, financial stability, and firm’s financial
solvency.

5 | Methodology for as- | A.V. Grachyov, | Relationship between financial stability and solvency. It is neces-

sessing financial sta-
bility (monetary)

F.A. Krasina

sary to allocate funds as part of the company's assets that are used
immediately to secure the company's debts without causing any
damage. To a certain extent, it reduces the risk of bankruptcy.

Note: Compiled by the author on the basis of the source ( Roundzya, Grebenik, 2017)

Results

We shall build an econometric model based on the data we’ve collected using the Gretl software.

As an example of our research, we shall consider the model of profit’s dependence in billion tenge on
the following predictors: liquidity, credit debt, income from sales of products and services, inflation level,
dollar exchange rate, oil price for 13 years. Due to the fact that the company's data is restricted for public
disclosure we have renamed the company's name to XXX JSC.

Table 2. Factor and performance indicators

v Xy X X3 X4 Xs X
liquidity 2 income from sales of inflation | dollar exchange iy
profit ; credit debt ) oil price
(cash ratio) products and services rate rate
2006 10530,03 0,83 6327,1 75227,52 8,40 126,8 60,13
2007 13562,63 0,83 11278,96 94993,80 18,77 120,68 93,85
2008 20058,06 0,50 14640,62 118815,10 9,48 120,88 45,59
2009 15538,43 0,38 12890,97 126181,13 6,38 150,71 77,93
2010 19618,30 0,47 14100,51 138240,94 7,97 147,78 94,5
2011 25945,40 1,71 15149,47 140478,09 7,43 146,14 107,22
2012 33501,13 1,89 6502,216 143061,33 6,06 150,15 111,11
2013 63543,60 2,19 10844,99 190021,67 4,9 153,75 110,9
2014 46430,57 1,48 15580,02 206637,11 7,54 182,08 57,54
2015 44712,94 1,04 16212,33 213161,76 13,53 187,45 36,57
2016 44527,92 1,38 15277,51 207107,82 8,29 353,70 56,83
2017 50117,86 1,05 17264,18 222449,95 7,22 335,21 66,48
2018 38484,98 0,86 12271,73 225399,57 5,43 349,68 53,35

Note: Compiled by the author based on Bloomberg data
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To give the model more sense, let us check our predictors for multicollinearity. We have checked
multicollinearity using the correlation matrix in Microsoft Excel software and using multicollinearity in the
Gretl software package itself.

The minimum possible value of the inflationary factor method is 1.0. Values >10.0 indicate
multicollinearity. xjliquidity = 2,733; x,creditdebt = 2,243; xsincomefromsalesofproducts = 6,216;
x4inflationrate = 1,360; xsdollarrate = 3,011; x¢oilprice = 2,098.

We see no multicollinearity between regressors. It is not bad, but despite this, only the following inde-
pendent variables will take part in the model construction: X, X3, X4, Xs. Oddly enough, when constructing
the correlation matrix, the “oil price” indicator did not show a connection with the effective feature; it was
equal to (-0.05). Moreover, connection also proved to be reverse.

The greatest correlation has been observed for indicators X; and X;. We can state these indicators as
main ones that require almost constant monitoring since current liquidity is the indicator by which the com-
pany's solvency is judged.

The coefficient shows the ability to meet current obligations at the expense of the company's current as-
sets only. The higher this indicator, the better the solvency (Liquidity. Calculation of liquidity ratios). Reve-
nue from sales is the main source of cash and displays the company's performance. External indicators are
also included in the model. These are the dollar exchange rate and the consumer price index (inflation rate).
In the global business market, these indicators are treated as important and significant as well. So far, we
have been reasoning based on the tightness of the relationship shown by the correlation matrix, but whether
these indicators are significant in the equation itself, we shall observe by building an equation model (a re-
gression).

We have built the model using econometric modeling software package Gretl.

Table 3. Model 1: : LSM, used observations 2006-2018 (T = 13) Dependent variable:yprofit

Coefficient Std. Error t-ratio p-value
const —18069,2 8761,07 -2,0624 0,0731 *
x1liquidity 10975,7 3526,81 3,1121 0,0144 *E
x3incomefromsalesofproduc 0,27603 0,0586364 4,7075 0,0015 wkx
x4inflationrate —48,0811 498,675 —-0,0964 0,9256
x5dollarrate —29,1808 32,2388 —0,9051 0,3918
Mean dependent var 32813,22 S.D. dependent var 16558,56
Sum squared resid 2,80e+08 S.E. of regression 5913,553
R-squared 0,914972 Adjusted R-squared 0,872458
F(4, 8) 21,52173 P-value(F) 0,000244
Log-likelihood —128,1954 Akaike criterion 266,3909
Schwarz criterion 269,2156 Hannan-Quinn 265,8102
rho —0,154567 Durbin-Watson 2,179921
Note: Compiled by the author based on Table 1

As we mentioned earlier, internal indicators X; and X3 will be significant for the model.

We observe this based on the p-value, i.e. we accept the alternative hypothesis and reject the null hy-
pothesis for the first and third predictors. In other words, the p-value for the alternative hypothesis is <0.05.
Indicators of external factors have accepted the null hypothesis. Based on the calculated data we leave the
financial indicators as they are and build another model but without X, (inflation rate) and X5 (dollar ex-
change rate).

Table 4. Model 2: LSM, used observations 2006-2018 (T = 13) Dependent variable: yprofit

Coefficient Std. Error t-ratio p-value
const —18661,4 5498,41 —3,3940 0,0068 HkK
x1liquidity 12131 2995,83 4,0493 0,0023 HkK
x3incomefromsalesofproduc 0,234057 0,0331862 7,0528 <0,0001 dokeck
Mean dependent var 32813,22 S.D. dependent var 16558,56
Sum squared resid 3,08e+08 S.E. of regression 5553,974
R-squared 0,906248 Adjusted R-squared 0,887497
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F(4,8) 48,33207 P-value(F) 7,24e-06
Log-likelihood —128,8303 Akaike criterion 263,6607
Schwarz criterion 265,3555 Hannan-Quinn 263,3123
rho —0,220343 Durbin-Watson 2,262707
Note: Compiled by the author based on Table 1

Let us outline the resulting equation model:
Y =-18661,4+12131,0 X, +0,2341 X,

The resulting model itself—without checking for various tests, that is—does not tell us anything yet.
Based on this, let us test our resulting model for adequacy and significance.

Model’s significance hypothesis as a whole

1. HO: All model parameters except the constant are equal to each other and are equal to zero. The mod-
el as a whole insignificant.

2. H1: All model parameters except the constant are not equal to each other and are not equal to zero.
The model as a whole is significant.

3. P-value (F) = 0.007 <0.05. Therefore, the null hypothesis is rejected in favor of the alternative with a
95% probability, meaning the model as a whole is significant.

Evaluating the model quality based on graphs
Let us also perform the normality of residuals test, i.e. normal (Gaussian) distribution of a feature in the
sample

0,001z T T T T T
TecT Ha HOpPMAankeHOE pacnpedenneHie: uhatl B0

®M-KBanpat(2) = 3,290 [0,1930] Mi{-2,8631e-013 447,13)

0,001

0,0008

0,0008

MNoTHOCTE

0,0004

0,0002

-1000 -500 0 So0 io0o

Figure 5. Distribution normality graph
Note: Compiled by the author based on the Table
The normality of the distribution test has shown that the probability of the sample we studied satisfies

the normal distribution law.

Tests for heteroscedasticity
The heteroscedasticity of regression models indicates that estimates will be ineffective. In other words,
the phenomenon of heteroscedasticity shows the inadequacy of the statistical results of the research (White's
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Test). For the White test for heteroscedasticity and MLS, we used observations for the period of 2006—
2018. (T = 13). Dependent variable: uhat"2.

Coefficient Std. Error t-ratio p-value
const 1,37041e+08 1,44474e+08 0,9486 0,3744
x1liquidity —1,26635¢+08 9,95337e+07 -1,272 0,2439
x3incomefromsale~ -1271,94 1657,80 —0,7672 0,4680
sq_x1liquidity 9,64329e+07 4,35526e+07 2,214 0,0624 *
X2 X3 —428,465 630,735 -0,6793 0,5188
sq_x3incomefroms~ 0,00580274 0,00570023 1,018 0,3426

Uncorrected R-square = 0,688039

t-ratio : TR"2 = 8,944504,
p-value = P (Chi-square (5) > 8,944504) = 0,111298

Figure 3. A heteroscedasticity check

Note: Compiled by the author based on Table 1

So, P-value = 0.111298 >0.05. Therefore, we accept the null hypothesis and state that there is no
heteroscedasticity in the residues with a probability of 95%. This is good for the model already.

Using the Student's t-test, we can estimate the statistical significance of the multiple regression equation
t values (10). Two-way probability = 0.1. Complementary probability = 0.95. Right-side probability = 0.05.
Critical value = 1.81246.

We see that the table value is 1.81246, which is less than our two calculated values X; and X5 obtained
earlier. So, we conclude that according to the Student's test, our two factors are significant for the model.

Interpretation of model
Hence, taking into account group fixed effects, the equation:

Y =-18661,4 + 12131,0 x; + 0,2341 x,

is valid.

With an increase in the solvency index by 1 million tenge, the profit shall increase by 12 million tenge,
and with an increase in revenue by 1 million tenge, the profit shall increase by 234 thousand tenge.

We conclude that “XXX” JSC effectively manages working capital. They can also optimize current li-
quidity by increasing the share of profit, and to increase current liquidity, they need to ensure the profitability
of the company's activities and its growth. Having analyzed our research, we can say that financial indicators
such as liquidity and revenue have a direct and close relationship with the company's profit. This is also indi-
cated by the coefficient of determination equal to 0.91, that is, our financial indicators describe the resulting
model by 91%.

Conclusion

A clear and accurate assessment of the financial situation stability will help determine the level of fi-
nancial resources’ effective use, determine the direction of future development or financial recovery, clearly
assess financial opportunities, and maximize the internal financial potential. Such an accurate and optimal
analysis will help the company identify problems arising as a result of the rapid change of any factors and
possible sources of new investment projects.

Financial stability is the final indicator that determines the company’s financial condition. Successfully
management of financial stability requires an ability to make effective management decisions and soberly
assess financial stability. Effective financial management means the ability to correctly, effectively and prof-
itably use modern ideas.

Assessing the stability of the financial position allows the manager to determine the activity direction.
Although there is no common definition of financial stability, this is the final indicator that determines the
financial condition of an economic entity as a whole.

Successfully management of financial stability requires an ability to effectively choose methods for
managing and evaluating financial stability. Thus, in our opinion, financial stability is the ability of a compa-
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ny to successfully operate in a constantly changing market environment while maintaining a stable solvency
and investment attractiveness by establishing a stable balance sheet (Krysovaty, Fedosov, Ryazanov, 2013).

Planning shows a general analysis of social and economic development plan of a particular object in the
economy. Financial planning is considered in assessing the impact of factors of company’s both external and
internal capabilities.

The first step is to review the company's capabilities, competitors' market position, and the terms of ser-
vice.

At the second stage, company defines its main tasks as a whole. After that, for further work for each of
its divisions, company sets the exact time period for the implementation of these capabilities.

At the third stage, the company takes a set of actions necessary to complete specific tasks. This set is
formed taking into account various internal and external conditions of the company.

In the fourth stage, the company needs to develop a clear plan based on forecasts and research. Com-
prehensive economic analysis is closely related to planning and forecasting activities. It is a means of justify-
ing plans and monitoring their implementation. The manager must select specific special alternatives.

At the final stage, the approved plan is to be implemented. If necessary, the manager can make changes
or add to the financial plan. Financial planning plays a big role in promotion. Competent financial planning
positively affects the company's financial stability.
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A.A. Kakynosa, 111.Y. Husas6exoBa

Kap:KpLIBIK Kocnapiay KOMIAHUSIHBIH KAPKbLIBIK
TYPaKTBUIBIFbIH HBIFAHTY KypaJibl peTinae

Anoamna:
Maxcamul: KapKbUIbIK SKaFIalIbIH KOPCETKIIITEPIH Talay KoHEe THIMAI 0acKapy IIemiMIepid KaObuiay YIIiH
ONAp/IbIH ©H OHTAWJIBICHIH TaHAAy KAPXKBUIBIK JKOCIHApiay KOPCETKIIITepl acep eTETiH KapXKbUIbIK TYPAKTHLIBIK
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CTPATErusIChIH KAJIBINTACTBIPY/Ia MAaHBI3Ibl MIHAET OOJbIT TaObUIaAbl. MakadaHblH MaKCaTbhl MyHaii-ra3 canachbl
HeT131H/1e KapKBUIBIK TYPAKTBUIBIKKA Kap KBUIBIK JKOCIIApIIayAbIH dCEPiH Taaaay OOJIBIN TaObLIa b

Odici: Maxkana xa3y Ke3iHIe >KOHOMHKAJIBIK-CTATUCTUKAJIBIK, MOHOTPAa(USIBIK, SKOHOMUKAJIBIK CAIBICTHIPY,
JKYHEINIK Tanjgay oficTepi KOMAaHBUIABL.

Kopvimuinoer: Makanazia KenTipiireH KOpbIThIHABLIAP Kap KbUIBIK jKOCTIapIiay /bl 931piiey MEH iCKe achlpy Ke3iHze
nadnananeitysl  MyMmkiH. Tammay mpomeciame "XXX" AK KOMIAaHMACBHIHBIH —MaTepHaiiapbliHaa JorapudMIik
(YHKIHSHBI €CKEePE OTBIPBII, Kap>KbUIBIK >KOCHApJIay bl XKaHE 11IKi, CHIPTKbI OPTaHbIH Kal-KYiiH a3ipIey yuIiH 00/nkam
AHBIKTAJJIbl, COHAAN-aK PErPECCHSIIBIK Tl jay HEeTi3iHAe YCHIHBICTAp MEH KOPBITHIHIBUIAP JKacaibl.

Tyorcoipoimoama: "XXX" AK KapKbUIBIK KOPCETKIIITEPiHIH KENTIPUITeH CTaTUCTUKANIBIK JEPEKTEpiH naiinanana
OTBIPBII, PETPECCHSIBIK MOJACIB/II KYPY apKBUIBI aFbIMAAFbl OTIMIUTIK KOA((GUIMEHTI, OHIMII caTyJaH JKOHE KbI3MET
KOPCETYIeH TYCKEH KipicTep >KOHEe KOPBITBIHIBI Talara KOPCETUIETIH KBI3METTEp CHSAKTHI KerOip (aKTopiapIsiH
ocepiHe Tangay OepinreH.

Kinm co30ep: KapXbUIBIK OCHapiay, KapXKbUIBIK TYPaKTBUIBIK, 0acKapy MIemimMaepi, pecypcrap, Kap KbUIBIK
Tangay, 0oimkay.

A.A. Kakynosa, l11.Y. Husz6exoBa

PuHAHCOBOE IVIAHUPOBAHHE KAK HHCTPYMEHT YKpeIlJICHHS
(puHaHCOBOM YCTOHYHBOCTH KOMIIAHUM

Annomayusn:

L]env uccnedosanus. AHanu3 nokazareneil GUHAHCOBOTO MOJIOKECHHS U MOAOOp Oojiee ONTUMAIBHBIX U3 HUX JJIS
MIPUHATHUS PE3yIbTaTUBHBIX YIIPABICHUECKUX PEIICHUH SBILETCS 3HAYMMOM 3amadeil mpu (GopMHUpOBaHHH CTpaTerHu
(PMHAHCOBON yCTOWYMBOCTH, HA KOTOPYIO OKa3bIBAIOT BIMSHKE MOKa3aTesid (PMHAHCOBOTO IUlaHupoBaHus. Llenpto nan-
HOW CTaThH SIBJISCTCS aHAJU3 BIUSHHUS (PMHAHCOBOTO TUIAHUPOBAHMS HA (PMHAHCOBYIO YCTOMYMBOCTH HA mpuMepe Hed-
TEra3oBOM OTpaciu.

Memoowsr  uccnedosanus. Ilpu HamucaHMM CTaTbH HCIIONB30BAaHBI METOABI, TAaKHE KaKk OSKOHOMHUKO-
CTaTHCTHYECKUH, aOCTPaKTHO-JIOTHYECKUH, MOHOTPAa()UUECKHH, SKOHOMHUYECKOTO CpPaBHEHHS, METOJbl CHCTEMHOTIO
aHanmm3a.

Buigoowi: TlonoxxeHus 1 BEIBOBI, IPUBEICHHBIE B CTaThE, MOTYT OBITh HCITOIB30BAHEI IIPH BEIPAOOTKE U pean3a-
nuu (UHAHCOBOTO IUTAaHUpPOBaHMA. B mporecce ananm3a Ha Matepuanax kommanun AO «XXX» ¢ ygeToM Jorapumu-
4YecKoi (DyHKUUH BBISIBJICH POTHO3 IJIsl pa3paboTku (PMHAHCOBOTO IIAHUPOBAHUS M COCTOSIHHS BHYTPEHHEH, BHEITHEH
CpeIpl, TaKXKe Ha OCHOBE PErPECCHOHHOTO aHANN3a OBUTH ClIENaHbl IPEIIOKEHHUS U BBIBOJIBL.

Pesynomamut: Vicrionb3ys pHUBEIEHHBIE CTATUCTUYECKUE MaHHBIE (PUHAHCOBBIX Tokazateneid AO «XXX», man
aHaJIM3 BIMSHUS HEKOTOPBIX (haKTOPOB, TAKUX KaK KOA(D(UIMEHT TeKyIIel JTMKBUIHOCTH, TOXOAbI OT Pealn3aluy Ipo-
JOYKIMH ¥ OKa3aHUe yCJIyT Ha UTOTOBYIO IPUOBUIBL C TIOMOILBIO TOCTPOCHUSI PErPECCUOHHOM MOJIEIH.

Kniouesvie cnosa: hunancoBoe miaHupoBaHue, (PUHAHCOBasi YCTOWYHMBOCTD, YIPABICHYECKUE PELICHUsI, Pecyp-
CBI, (PMIHAHCOBEIN aHAIIN3, IPOTHO3UPOBAHUE.
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