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PROBLEMS OF FORMATION OF FINANCIAL-INVESTMENT PROJECTION
OF A BALANCED SCORECARD IN VALUE-BASED ENTERPRISES
OF MINING-METALLURGICAL COMPLEX

Abstract. The directions of improving the methodical principles of Balanced Scorecard as a
system of strategic enterprise management have been highlighted. The need to avoid the simplified
mechanistic dividing of the indicators into financial and non-financial ones has been substantiated;
the authors have also disputed the corresponding binding of financial indicators mainly to tangible
assets and financial strategic prospects, and non-financial indicators — to intangible assets and non-
financial projections of the strategy. The criteria of strategic targeting, efficiency and functionality
have been defined as key criteria in selecting the BSC metrics.

The necessity and the possibility of integration of VBM and BSC concepts, which may be
implemented through the company’s financial control panel by using VBM metrics, has been
substantiated. The unified criteria for selecting VBM metrics for the financial perspective of BSC
(i.e. to take into account the investors’ risk and intangible factors of creating the enterprise’s market
value; to be easily calculated and efficient; to provide for cascading and motivation) have been
determined and their respective comprehensive assessment has been made. The general structure of
the investment-financial perspective on the strategy map of a value-based enterprise of MMC has
been developed.

One can highlight specific features of the management perspective of a value-based
enterprise. Among them:the «investors» projection or the financial-investment projection serves as
the starting point of the cascade of a company’s value creation; unlike the amorphous classical
BSC, the proposed pattern is clearly subordinated to the main indicator (EV); the financial-
investment projection is represented by a limited number of financial, mostly VBM indicators; the
balance of traditional and new metrics; unlike the classic BSC technique, the template developed
does not imply a mandatory quantitative predominance of non-financial indicators.

On the basis of the analysis of interdependence of factors and indicators of the company’s
market value (KPIs / CSFs) absence of a linear relationship between financial indicators — tangible
assets — current cost factors — on the one hand and non-financial indicators — intangible assets —
future value factors — on the other, is defined.

The possibility to use financial and non-financial indicators to measure both tangible and
intangible assets as sources of market value creation is proved.

Keywords: Balanced Scorecard, value-based enterprises of MMC, VBM-metrics, financial-
investment perspective of BSC.

68 ISSN 2306-4994 (print); ISSN 2310-8770 (online)



FINANCIAL AND CREDIT ACTIVITIES: PROBLEMS OF THEORY AND PRACTICE 2021 Ne 1 (36)

JEL Classification C13, L21, M11, M4
Formulas: 0; fig.: 0; tabl.: 2; bibl.: 14.
Daizosa C. O.
KaHouoam eKoHOMIYHUX HAYK,
doyenm Kageopu adMinicmpysanHs, YUPAasIiHHA ma NIONPUEMHUYMEA,
Hayionanona memanypeiiina akaoemisn Yxpainu,
e-mail: faizova4444@gmail.com; ORCID ID: 0000-0002-7243-0726
leanosa M. 1.
OOKMOP eKOHOMIYHUX HAVK, O0YeHM Kapeopu MeHeONCMEHNY,
HTY «/[ninpoecvka nonimexuixka», Yxpaina,
e-mail: ma_riva@ukr.net; ORCID ID: 0000-0002-1130-0186
Cannikoea C. @.
KaHouoam mexHiuHux Hayk, 00yeHm Kagpeopu MmeHeolcMenmy,
HTY «/[ninposcvka nonimexunikay, Yxpaina;
e-mail: svsannikova@ukr.net; ORCID ID: 0000-0002-5676-2528
Bapanuuenxo O. B.
KaHOUOam eKOHOMIYHUX HAVK, OOYeHm Kagheopu MeHeOHCMEeHm),
HTY «/[ninposcvka nonimexunikay, Yxpaina;
e-mail: varyanichenkoelen@ukr.net; ORCID ID: 0000-0002-1331-9673

MPOBJEMM ®OPMYBAHHSI ®IHAHCOBO-IHBECTULIMHOI MPOEKLII
35AJIAHCOBAHOI CUCTEMHU IMOKA3HUKIB BAPTICHO OPIEHTOBAHUX
OIJIIPUEMCTB I'NPHUYO-METAJYPITMHOI'O KOMILJIEKCY

AHoTanisi. BHCBITIEHO HampsMH BIOCKOHAJICHHS METOJUYHHMX 3acaa 30alaHcoBaHOL
cucreMu TmokazHukiB (Balanced Scorecard) sk cucremMm  cTpaTeriyHOro - ymnpaBJIiHHSA
nignpueMcTBoM. OOTpyHTOBaHa HEOOXIIHICTh BIIXOIY BiJ CIIPOLIEHO-MEXaHICTUYHOTO PO3MOILTY
NOKa3HMWKIB Ha (iHAHCOBI ¥ HediHAHCOBi, BIAMOBIAHO TPUB’SI3KM (PIHAHCOBUX TOKA3HHKIB
MEePEBAXHO JI0 MaTepiallbHUX aKTHUBIB 1 (PIHAHCOBUX CTPATETIYHUX TMEPCIEKTUB, He(IHAHCOBHUX
MOKAa3HHUKIB — JI0 HEeMaTepialbHUX aKTHUBIB 1 He(iHAHCOBUX MpOeKUii crparerii. OCHOBHUMHU
KpuTepisiMu BimOopy mokasHukiB g0 BSC Bu3HayeHi KpuTepii CTpaTeriyHoi CHpsSMOBAHOCTI
it epexTUBHOCTI Ta (PYHKIIOHAIBHOCTI.

OOrpyHTOBaHO HEOOXIAHICT, 1 MOXIJIHMBICTH i1HTerpamii koHreniiin VBM ta BSC, mo
3MIACHIOETBCS  Yepe3 (iHAHCOBY TMAHENb YINPABIiHHSA MIJNPUEMCTBOM 1 BHKOPHCTOBYE
VBM-noka3anku. Busnaueno yHidikoBaHi kputepii Bimoopy VBM-moka3zHukiB y ¢iHaHCOBY
nanenb BSC (ypaxyBaHHsS pU3UKIB 1HBECTOpiB, HeMaTepiaJbHUX (PAKTOPIB CTBOPEHHS PHHKOBOT
BapTOCTI MIANMPUEMCTBA, TPOCTOTA PO3PAXYHKY ¥ EKOHOMIYHICTh TIOKa3HUKA, MOJKJIUBICTh
KacKaJlyBaHHS Ta MOXKJIMBICTh MOTHBAIIIT) 1 3/1ICHEHO TXHIO BIMOBIIHY KOMIIEKCHY OILIIHKY.

Po3pobiieno 3aranpHy CTPYKTYpY 1HBECTHIIIHHO-(IHAHCOBOTO HAIMPSIMYy CTPATEriyHOI KapTh
BapTicHO opieHTOBaHoro mianpueMmctsa ' MK. Bunineno cnenudiuni 03HaKu ynpaBiIiHCbKOI MaHesl
MOKA3HUKIB BapTICHO OpPIEHTOBAHOro mianpueMmcta. Cepen Takux: MPOEKIisl «IHBECTOpU», abo
(iHaHCOBO-1HBECTHULIIfHA MPOEKIisA, CIyTy€e BIANPABHOI TOYKOKO KAacKaay CTBOPEHHS BapTOCTI
HIANPUEMCTBA; 3alIPONIOHOBAHUIN MIA0JIOH YITKO MIANOPSAKOBAHUM rojloBHOMY MOKa3HUKOBI (EV);
(biHaHCOBO-1HBECTHIIIITHA TIPOEKIIis MPEACTaBIeHa 0OMEKEHOI KITbKICTIO (JiIHAHCOBHX, MEPEBAKHO
VBM-noka3HukiB; ©OajnaHC TpaJuLIHHUX 1 HOBHUX BHUMIPHHUKIB; pO3poOJieHni 11ablioH He
nepenbdayae 000B’A3KOBE KUIbKICHE TIepeBakaHHs He(piHAHCOBUX IMOKA3HUKIB.

Ha ocHOBI aHamizy B3a€EMO3AJEKHOCTI TOKAa3HHUKIB 1 (haKkTOpiB PHUHKOBOI BapTOCTI
nignpuemctBa (KPI / CSFs) Bu3Ha4Ye€HO BIACYTHICTH JIHIHHOI 3aJIEKHOCTI MIXK (iHAHCOBUMH
MOKa3HUKaMH — MaTepialbHUMHU aKTHUBaMU — (haKTOpaMH Cy4acHOI BapTOCTi, — 3 OAHOTO OOKY,
1 HediHAHCOBMMHU TIOKa3HUKAMU — HEMaTepiaIbHUMH aKTUBaMH — (akTopaMu ManOyTHHOT
BapTOCTI — 3 IPYTOTO.

JloBeieHa MOXKJIMBICTh BUKOPUCTAaHHS ()IHAHCOBHX 1 HE(IHAHCOBUX MOKA3HUKIB ISl BUMIPY
MaTepiaJibHUX 1 HeMaTepialbHUX aKTUBIB SIK JPKEPET CTBOPEHHS pUHKOBOI BapTOCTI.
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Introduction. Influenced by today’s advances in economy, management is seeking for a
«seamless» balanced enterprise management system that would integrate such concepts and
techniques as economic profit, value-based management (VBM), balanced scorecard (BSC),
activity based costing (ABC) etc. This system focuses on the BSC, which, through its financial
aspect, allows more clearly translating the concept of the company’s value creation down to the
company’s units and «cascading» it «down» throughout the enterprise.

Today BSC claims to address the most important management challenge, i.e. how to
formulate a strategy and make it work. However, the domestic practice shows a lack of system and
inconsistency of actions concerning business development according to the world management
standards, insufficient support in the development of the strategy-based business culture.
Accordingly, a clear understanding of the BSC methodology role and its constraints, the assessment
of the conditions, possibilities and methodological format for integration of the BSC into the
management systems of domestic industrial enterprises becomes crucial.

Analysis of research and problem statement. The problem of integrating the balanced
scorecard into the practice of managing industrial enterprises has been investigated in the works of
foreign and domestic researchers, namely A. Gershun and M. Gorsky, R. Kaplan, M. Kizim,
O. Kuzmin, L. Malyarets, T. Momot, D. Norton, Nilsa-Gorana Olve, A. Pylypenko, K. Redchenko,
V. Slinkov, B. Phelps, H.-P. Friedag and W. Schmidt, K. R. Hubert and others. However, the current
research deals mainly with the partial problems of the evolution of strategic management based on the
balanced scorecard, considering the latter in a limited methodological format. Some aspects of the
formation of a qualitatively new, BSC-based level of strategic enterprise management lack theoretical
substantiation, the methodical tools for the formation of the managerial panel of indicators for
enterprises of the mining and metallurgical complex are imperfect and they have not been finalized.

Research results. A balanced system of indicators, the balance scorecard (BSC), emerged
as a system for assessing the company’s value and effectiveness, which uses the measures of
material and intangible factors used to create its value. The BSC has soon turned into a planning
technology and it is evolving into an independent system of the strategic enterprise management
side-by-side with the advances of economy. Certain signs of this tendency have been noticed by
both foreign [1] and domestic researchers [2, p. 138; 3].

The comparative analysis of Kaplan and Norton’s methodological principles of BSC and the
BSC as a balanced enterprise management system leads to a conclusion that there is a discrepancy
in the criterion for balanced indicators in the management perspective. The classic BSC was
characterized by the simplified mechanistic division of indicators into financial and non-financial
ones in a rigid structure (compulsory quantitative predominance of non-financial indicators). At the
same time, it was amorphous, without highlighting the top priority metrics. Yet, focusing on the
implementation of the general strategy requires focusing on relevant factors, metrics and strategic
initiatives.

The feature of the evolved strategic enterprise management in the MMC is a turn to a value-
based management. That is, the management panel of a value-based enterprise should be aimed at:

— management of the investment community;

— assessment and justified choice of strategy for increasing the business value;

— ensuring the creation of the company’s value as a result of balanced performance
management [4].

Addressing these challenges makes it necessary to integrate VBM and BSC concepts
through the enterprise financial management panel and using VBM metrics. The unique features of
the enterprise require defining uniform criteria for the selection of VBM metrics in the BSC
financial perspective. They should take into account:

— principles of value-based management [1];
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— principles of a strategy-based organization, that is, a balanced system of indicators (the
BSC) as a system of balanced enterprise management [5];

— general management principles that can be formulated according to the so-called COT
(clarity, objectivity, teamwork) [6, p. 9].

With the aim of improving the methodology for integrating the BSC and VBM concepts,
unified criteria for selecting VBM metrics for the BSC financial perspective have been developed.
The criteria are based on the integrated consideration of the above principles, among them:

— taking into account the risks through including into the metric the investors’ expectations
about the growth of the company’s market value. This in turn focuses on the BSC-based investment
community management;

— taking into account the intangible factors of the enterprise’s value on the basis of objective
metrics. It allows understanding the key levers of the value creation mechanism and, consequently,
the assessment of strategies for creating the market value, managing the strategies through the
management of intangible assets;

— the ease of calculating the metric and the perceptibility of its logic at all levels of
management, the cost of obtaining information for the calculation, that is, the ability of being
adapted to the current enterprise management system and integration with the budgeting system;

— allowing the strategy cascading on the principle of clarity, that is, the direct relationship
with key success factors; controllability, that is, the possibility to influence the factors and monitor
the degree of target implementation;

— allowing the motivation of the staff based on a clear relationship between the defined goals
and reward for their achievement.

Comprehensive assessment of a metric by the above criteria, as presented in Table 1, takes into
account both the positive characteristics and the argumentation of choice: a significant focus on the
expectations of the investors; possibility of taking into account the contribution of intellectual capital of
the enterprise to the creation of its future value; ease of calculation and perceptive logic of the metric at
all levels of management; the possibility to translate the key factors of value creation down to the lower
levels of management, and incentives for employees for implementing strategic goals.

Table 1
Selection of VBM metrics to the BSC by the balance criterion
Parameters compared
Taking
Metric . into account | Ease of calculation, | Possibility Possibility
Risk management . . . . i
intangible efficiency of cascading of motivation
factors
ROIC - - High at all levels High Limited by the lack
(ROE, of management of connection with
ROA) value increase
EV Included Partly Low for companies Low Low
whose shares are not
traded on the market
EBITDA - - High High High
EBITDA - - High High High
margin
NOPAT - - High High High
EVA Partly through Partly Average due to the High High
assessing the expected WACC algorithm
capital structure
and accordingly,
the WACC rates
TSR Included Included High, based on real Low. Limited by corporate
parameters Aggregative level
index

Note: compiled by the authors.
Source: [1; 5; 7; 8].
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The analysis conducted on the defined criteria demonstrates the high potential of TSR as the
key BSC VBM metric. PAT «Interpipe Niko Tube» has included this metric in its strategy map.
TSR has been used by the stock market for comparative analytics within 3 to 5 years to show the
effectiveness of corporate governance. If a company shows a lower TSR than its competitors, as a
result of a negative response of the capital market to its managerial decisions in the current year,
this may be a reason for the company’s strategy correction. That is, this popular financial indicator
best takes into account the contribution of intangible assets to the value creation.

A general structure of the investment and financial perspective on the strategy map of a
value-based enterprise was developed using the VBM metrics selected by the balance criterion
(Table 2). The key indicator of the «investors» projection is earned value (EV).

Table 2
Balanced Scorecard of a MMC value-based enterprise (fragment)

Strategic Objectives Value created Key success factors Indicator

Investors

Market value
Potential of future

Earned value (EV) = current market

1. Growth of capitalization T .
W praiiz capitalization + market valuation

Effectiveness of strategic

or market value management s
value of a company’s debt
2.1. Increasing investment |Investment Increased market price R / E = market share price: dividend
attractiveness attractiveness of the company’s shares yield
or
2.2. Use of stock.market Attracted financial |Increasing the value
resources and going EV /EBITDA
resources of the company
on an [IPO
C Total Shareholders’ Returns (TSR) =
Increase in dividend flow ercentage increase in stock prices for
3. Increasing Profitability Alternative strategies p a8 . price
. . . o the period under review (share price at
the effectiveness and intellectual to increase profitability AT .
of corporate management |excellence Increase in investment the end of the period: initial stock price)
. + dividend rate (paid dividend at the end
capital e .
of the year: initial share price)
Finance
Operational efficiency
| Tncreased financial Efficiency of financial Economic Value Added (EVA) =
ar'l d economic efficienc Added value activity NOPAT - (WACC x invested capital);
y Efficiency of investment (ROIC - WACC) x invested capital
activity
2.1. Pre-tax profit, depreciation and
Growth of sales and scale  |interest expense on loans (EBITDA) =
Products . . S
. of activity operating profit + depreciation
2. Increased efficiency and revenues . . . .
. L . Growth of profit margins of tangible and intangible assets -
of operating activities Production . .
otential Effectiveness of tax Revaluation of assets
p administration 2.2. Maginal EBITDA =
(EBITDA: sales revenue) X 100%
Increase in asset value
3 Increased efficien. Investment Optimization of Return on net assets
- nereased elticiency vestme redistribution of investment |[(ROIC) = (NOPAT: invested capital)
of investment activities potential .
resources relative to centers [x100%
of value creation
Optimization of the ratio of
4. Increased efficiency Financial potential [O™™ and borrowed capital  |Return on assets (ROA) =
of financial activities P Attracting cheaper borrowed [(NOPAT: assets) x 100%
funds

Note: compiled by the authors.

Despite the low potential of selection to the BSC financial perspective, EV is a rather simple
and obvious indicator of how financial markets assess the company [9]. «Heading» the investment
projection, EV performs a dual function, both as a management tool for the investment community,
through fixing the enterprise’s value and as a tool of creating the reverse positive effect of the stock
market on the company’s share price.
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The EBITDA / EBITDA margin can fulfill the role of the top priority VBM metric for
domestic MMC companies in the initial stages of formation of a balanced enterprise management
based on BSC.

One can highlight specific features of the management perspective of a value-based
enterprise.

Firstly, the «investors» projection or the financial-investment projection serves as the
starting point of the cascade of a company’s value creation. However, it does not make sense to
isolate “investors” as an independent projection, if the company’s strategy does not include the
investment strategy of attracting stock market resources and going on an IPO.

Secondly, unlike the amorphous classical BSC, the proposed pattern is clearly subordinated
to the main indicator. It is «tied» to the financial-investment projection, since a value-based
company is being concerned. «Increase in capitalization or market value» serves as an overall
strategic objective of the BSC financial and investment perspective. A top priority BSC metric is
«earned value» (EV).

Thirdly, the financial-investment projection is represented by a limited number of financial,
mostly VBM indicators. VBM metrics, on the one hand, serve as a vector for strategic development
of a value-based enterprise, and on the other hand, serve as a basis for defining the objectives and
indicators of non-financial projections. Given the type of strategy, variations of financial goals /
financial indicators are possible.

Fourth, the general feature of the financial and investment projection of the BSC is a balance
of traditional and new metrics. Under current conditions, there is almost no reason for a non-
alternative implementation of VBM metrics. They are not stipulated by national accounting
standards; information-analytical system of enterprises is not adapted for their calculation; they are
hard to be perceived by unit managers and the staff as a goal of development and a tool of material
incentives. A complete abandonment of the traditional system of metrics can have a demotivating
effect on the company’s management, lead to a loss of accumulated positive management
experience. Consequently, the VBM metrics that are most consistent with the above criteria for the
integration of the VBM and BSC concepts should be implemented gradually; in the early stages of
formation of a balanced management of the enterprise, they may perform the role of a navigator of
strategic thinking into corporate culture.

Fifth, unlike the classic BSC technique, the template developed does not imply a mandatory
quantitative predominance of non-financial indicators. Selected according to the criterion of
strategic targeting and efficiency, they contain indicators of the most effective factors for achieving
the strategy, whether they are material or intangible, on the basis of balanced selection in the
process of analytical and statistical observations, subjective assumptions based on experience and
managerial art, modeling specific business conditions, taking into account international standards
for the classification of business processes [10, p. 70; 11; 12, p. 180; 13; 14].

When forming a BSC template for a value-based enterprise, we were guided by a
functionality criterion, where grouping of critical success factors (CSFs) results into revealing the
factors that are both the «determinants» of the present value and «makers» of the future value of
MMC enterprises [6]. By the criterion of strategic targeting and efficiency, the focus is placed on
the strategic resource of each indicator, its ability to assess the degree of reach of the strategy and
measure the most effective factors for its achievement. The analysis of the interdependence of
factors and indicators of the company’s market value (KPIs / CSFs) showed the following:

— Absence of a linear relationship between financial indicators — tangible assets — current
cost factors — on the one hand and non-financial indicators — intangible assets — future value
factors — on the other.

— Possibility to use financial and non-financial indicators to measure both tangible and
intangible assets as sources of market value creation.

For example, the return on assets as a top metric of the BSC finance perspective is usually
benchmarked to the average industry level or the corresponding value of a similar company. The
latter makes this purely financial indicator an indicator of competitiveness and quality of
management, and respectively, an indicator of the company’s market value growth potential.
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Consequently, the form of a metric becomes of fundamental importance in the theoretical
context. From a practical point of view, the main criteria for selecting indicators for the BSC should
be the criteria of strategic targeting and efficiency as well as functionality.

Conclusions. In the process of forming a balanced enterprise management, changes are
being made to BSC’s methodological principles in the direction of moving away from the
simplified-mechanistic dividing into financial and non-financial indicators, and respectively,
binding the financial indicators mainly to tangible assets and strategic financial perspectives, and
the non-financial indicators — to intangible assets and non-financial projections of the strategy.
Using a classical BSC with a focus on the mandatory quantitative predominance of non-financial
indicators without their careful selection and balancing makes the system ineffective under
conditions of domination of tangible assets and noticeable underestimation of intangible assets in
domestic industrial enterprises. There is a need to improve the methodical tools for forming the
management perspective of the Balanced Scorecard of MMC companies. It is expedient to include
in the BSC the metrics of the most effective factors for achieving the strategy, regardless of whether
they are material or intangible: some indicators should diagnose and monitor the effectiveness of
the use of the enterprise’s economic potential, while the others are to be indicators of potential
reserves of the enterprise’s development and the corresponding directions of the general strategy
correction.
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