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THE IMPACT OF INVESTMENT CLIMATE AND FINANCIAL ANALYSIS
IMPLICATIONS IN MAKING INVESTMENT DECISIONS
The paper attempts to expose the most favourable conditions for domestic enterprises to be
to competitive in manufacturing and selling of competitive goods and products and thus have
prospects for further effective development. The study provides insights into the economic nature of
enterprise financial management basics as well as explores the processes of financial and economic
activities to reveal the key indicators dynamics for production and sales, product supply patterns, to
measure the effects from external and internal factors of change over a certain period, to identify
the reasons for change and justify the enterprise development trends, together with building
pathways to boost the enterprise performance. A thorough study on the roots of investment,
investment activity, investment attractiveness and the factors that affect the stability of enterprise
business development and investment activity enhancement have been conducted. The findings also
present the results of an in-depth study on the investment climate specifics and impact factors that
shape the investment climate in Ukraine. The analysis of investment attractiveness of the national
businesses and the factors affecting alternative investment projects have been performed. Based on
the research results, the paper offers a generalized investment solutions framework as well as
suggests the criteria that facilitate effective investment decision making. In this study, financial
analysis is viewed as a critical element within the overall crisis management system to ensure
investment efficiency and identify enterprise development trends as well as the reasons for change
and to be able to justify the enterprise further development prospects. The conclusions provide
recommendations for making effective investment decisions.
Keywords: investments; investment activity; investment attractiveness, investment projects;
investment climate; financial analysis; investment attractiveness assessment; investment decision;
factors; production; enterprise; criteria for making investment decisions.
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BILIMB THBECTHUIIMHOT O KJIIMATY TA ®IHAHCOBOI'O AHAJII3Y
B IPUVHATTI IHBECTUIIIMHUX PIIEHB
Y cmammi 6ioobpadcxceno HeobOXiOHi 8i0n0GIOHI yMOBU ONs1 UPOOHUYMBA Ma peanizayii
KOHKYDPEHMOCHPOMONCHOI MOBAPHOI NpOOVKYil, 3a AKUX GIMYU3HAHI NIONPUEMCMBA 30AMHI
epexmueno possusamucs. Y cmammi po3Kpumo eKOHOMIYHY CYMHICMb YNPAaeliHHA QiHaHcamu
niONpueMcmea ma npoyecié GIHAHCOB0-20CN00APCLKOL OisIbHOCMI, AKI 00360JI10Mb  BUABUMU
OUHAMIKY OCHOBHUX NaApamempis supoOHUymea ma peanizayii npooyKyii, it nocmayanus, KilbKiCHO
OYIHUMU B6NIUE 306HIWHIX MA GHYMPIWHIX YUHHUKIE HA 3MIHY HPOMACOM NEGHO20 Nepiody,
BUBHAYUMU NPUYUHU 3MIHU [ OOIpYHmMYyéamu meHOeHyii po36UmMKY NIONPUEMCMBA, d MAKOIHC
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BUBHAYUUMU HANPAMU MA WAAXU PO36UmMKy nionpuemcmea. Poskpumo cymuicme ineecmuyit,
iHBeCMUYINIHOT OIsLIbHOCMI, IH8eCMUYILIHOI NPUBADIUBOCMI MA BU3HAYEHO YUHHUKU, KT BNIUBAIOMD
Ha CcmadOilbHICMb eKOHOMIYHO020 pPO38UMKY RIONPUEMCME Ma aKmueizayilo ix iHeecmuyiiuHoi
disttonocmi. Poskpuma cymuicmv  iHgeCcmuyitinoeco KuimMamy [ YUHHUKIG, AKI opmytoms
iHgecmuyitinutl Kiimam Kpainu. 30ilicHeno auaniz iHeecmuyiiHoi npueadIusocmi NiONPUEMCma,
BUABIEH] YUHHUKU SIKI BNIUBAIOMb HA ANbMEPHAMUEHI THeeCMUYIUHI npoekmu. ¥ cmammi Ha 0CHO8I
00cni0dcen s 30UCHeHO Y3a2albHeHy Kiacugikayilo piueHb wooo I[H8eCMUYIHUX NpPOeKmis,
BUAIBIEHO Kpumepii, AKI CNpUsoms NPUUHAMMIO IHeeCmuyiuHux piwens. Posensanymo cymuicmo
Qinancoeozco amanizy AK eiemMeHmy Cucmemu AaHMUKPU3I0B8020 YNPAGNIHHA [HEeCMUYIUHUMU
pecypcamu, wo 00380JIA€ BUSHAYUMU MEHOeHYIl PO36UMKY NIONPUEMCMEBA, BUABUMU NPUYUHU 3MIHU
i 00IpyHmysamu po3eumox nionpuemcmea Ha nepcnekmugy. Y cmammi HA0ano pexomenoayii
w000 NPUUHAMMSL IHBECIMUYIUHUX DILUEHD.

Knrouoei cnosa: ineecmuyii; ineecmuyitina OislbHICMb, [HEECMUYINHA NPUBAOIUBICIb;
iHGeCMUYItHI NpoeKmu,; IHeeCMUYiuHUll Kiimam, @QIHAHCOBULl aHANi3;, AHANI3 THBECMUYIUHOT
npugabnusocmi; iHeecmuyiliHe pIeHHS, YUHHUKU; GUPOOHUYMBO, RNIONPUEMCMBO; Kpumepii
NPUUHAMMS IHBECIMUYITUHUX DIULEeHb.
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BJIUAHUE UHBECTULHIMOHHOI'O KIIMMATA U ®UHAHCOBOI'O AHAJIN3A
B IPUHSATUA WHBECTUIIMOHHBIX PEINIEHUIA

B cmamve ompasicenvl Heobxooumvle coomeemcmeyroujue Yciosus 01 npoussoocmea u
peanuzayuy  KOHKYPEeHMOCNOCOOHOU MOBAPHOU NPOOVKYUlU, NPU KOMOPLIX OmedecmeeHHble
npeonpusmus cnocoonsvl 3ggexmueno pazeusamvcia. B cmamve packpvima 3KOHOMUHECKAs
CYWHOCMYb  YAPAGIEHUs. (UHAHCAMU NPEeOnpUsAmus U NpoYeccos QUHAHCOBO-XO3AUCMBEHHOU
OdesimenbHOCU, KOMOopble NO360JISIION 8bIABUMb OUHAMUK)Y OCHOBHLIX NAPAMEMPO8 NPOU3B00Cmaa
u peanusayuu npooyKyuu, ee noCMaeKu, KOIUYeCmeeHHo OYeHUMb GIUAHUE GHEUUHUX U GHYMPEHHUX
Gaxmopos Ha usmeHeHue & meuenue ONpPeoeseHHo20 Nepuood, bla8UMb NPUUUHBL USMEHEHUs U
000CHO8AMb MEHOEHYUU PA36UMuUs Npeonpusmus, d makdice onpeoeiums HAnpasieHus u nymu
passumusi npeonpusmus. Packpvima cywmocms unsecmuyuii, UH8eCMUYUOHHOU OesmelbHOCU,
UHBECMUYUOHHOU  NPUBTEKAMENbHOCMU U UCCIe008aHbl  (haKmopsl, KOmMopvle GIUsAI0m Ha
CMAOUNLHOCMb IKOHOMUYECKO20 PA38UMuUsi NPeoOnpusmuil. U axmueusayuu ux uH8ecmuyuoHHOU
desamenvHocmu. Packpeima cywnocms uHEeCMUYUOHHO20 KIUMAMA U @HAKmopos, Komopbvie
dopmupyrom  uneecmuyuoHHvlli  Kiumam cmpawusl. Ilposeden  amanuz  UHEECMUUUOHHOU
NPUBLIEKAMENbHOCU  NPeONPUAMUll, BblAGIEeHbl (aKmMopbl, GiuAlOWUe HA AlbMEPHAMUBHbIE
uHBeCmMUyuoHHble npoekmsl. B cmamve mHa ocHoge uccredoeanusi oOaHa 00606ujeHHAsA
Kiaccuurayus — peweHul  no - UHBECMUYUOHHbIM — NPOEKMAM U  HA36AMbl  Kpumepuu,
cnocobcmsyrowue NPUHAMUI0 UHBECMUYUOHHBIX peuteHul. Packpeima cywmocms QuHaHco8020
aHanu3a Kak 271eMeHma CUcmembvbl aHMUKPUSUCHO20 YNPABIEHUS UHEECMUYUOHHLIMU Decypcami,
N0360JIA10Ue20 ONpedeums MeHOCHYUY Pa3eUumusi NPeonpusimus, 8blaUmMs NPUYUHbL USMEHEHUs. U
000CcHOBAMb  NEPCneKmMuevl pazeumus npeonpusmus. B cmamve Oamvi pexomenOayuu no
NPUHAMUIO UHBECTNUYUOHHBIX PeUeHU.

Knwouesvie cnoea: uneecmuyuu; UHEECMUYUOHHASA OEAMENbHOCTb;, UHBECMUYUOHHAS
NpUBNIEKAMENIbHOCMb, UHBECTNUYUOHHbIE NPOEKMbl, UHBECMUYUOHHBIU KIUMAM; DUHAHCOBbLL
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aHanu3; aMaIu3 UHEECMUYUOHHOU NPUBTEKAMENbHOCMU, UHBECMUYUOHHOE peuleHue; (Dakmopbl;
npou3800Ccmeo; npeonpusmue; Kpumepuy NPUHAMUSL UHEECTUYUOHHBIX DeUleHU.

Problem statement. Investments are the foundation for the development of the companies,
not only in single industries, but also of the entire country economy. The ability to invest depends
on increasing or decreasing own production, the ability to solve social and environmental problems,
the current conditions and the potential dynamics of physical, financial and human capital. Without
reliable sources of investment, no matter how qualified experts are, it is difficult to hope for the
sustainable development of domestic production, scientific, technical and social progress, and,
consequently, have own place in the world economy.

At the present phase of economic development, the efficiency of investments depends on the
restoration of financial, monetary, credit and investment markets in our country's economy.
Economic growth and investment activity can only be achieved by creating active capital and
investment market.

Ukraine today, as never before, needs efforts to revive its high-quality economic life in order
to stabilize the economy and increase economic growth. Such a result can be achieved through
financial stabilization, stimulation of savings and investments, structural adjustment, privatization
and the creation of a capital market.

Analysis of recent researches and publications. The following economists have made a
significant contribution to solving problems in evaluating the efficiency of investment activities of
companies: O.V. Arefieva, S.O. Arefiev, [.O. Blank, O.M. Vovk, L.M. Hanuschak-Efimenko,
B.V. Gubsky, G.V. Mitrofanov, I. Moskal, O.M. Nifatova, A.B.Omelchenko, S.T. Pyletska,
V.V. Prokhorova, A.M. Proschalikina, M.S. Shkoda, V.G. Shcherbak, G.P. Shchedrovitsky etc.

The purpose of the article is to determine the economic essence of investment, investment
activity and the role of financial analysis in making investment decisions.

Presentation of the main research material. The transition of the Ukrainian economy
from planned to market, the opening of borders, the entrance of international companies on the
Ukrainian market, domestic companies the importance of having appropriate conditions for the
production and sale of competitive marketable products has increased significantly. Outdated
equipment, significant wear and tear on most companies, the impossibility of modernizing it, for
well-known reasons (high inflation in a period of unstable economy and political situation in
Ukraine), does not allow a business entity not only to be competitive, but also to function in these
conditions.

Company’s financial management contributes to the application of financial analysis.
Financial analysis is a set of methodological techniques of financial relations of business entities
caused by objective and subjective factors, which are reflected in financial accounting and
reporting. The subject of financial analysis is the financial and business processes and operations of
financial results of the company, the economic potential and financial condition of the company, the
factors causing the results and the efficiency of the financial and economic activities [6].

Financial and business processes make it possible to identify the dynamics of the main
parameters of production and sales of products, their supply, quantify the impact of external and
internal factors on their change during the analyzed period and determine the direction and
development of the company.

Analysis of financial results is characterized by indicators: net income from product sales,
gross profit, financial result from operating activities, net profit. This allows you to determine the
development trends of the company, compare the results achieved with similar average industry
results and the results of the company in the previous period, determine the reasons for the change
and justify the prospects for the company.
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An important component of the financial analysis is the economic potential and the financial
condition of the company, the economic potential is characterized by the volume and composition
of the property and the sources of its financing, and the financial potential consists of its own capital
and liabilities. The financial condition is estimated according to the degree of dependence of the
company on external sources of financing, according to the indicators of its financial stability,
solvency and creditworthiness.

Factors as a subject of financial analysis represent the circumstances affecting the indicators,
or a number of indicators, of financial and economic activity of the company and lead them to
change in the study period [6].

In modern economic conditions, investments are the most important mechanism for creating
conditions for overcoming the economic crisis, a means of implementing structural shifts in
production, a basis for scientific and technological progress and improving economic efficiency at
the micro and macro level of the economy. Therefore, today one of the most important areas of
stable economic development of companies is the intensification of investment activities.

The investment climate is a combination of political, legal, economic and social conditions
that ensure and facilitate the investment activities of domestic and foreign investors [8].

A favorable investment climate should ensure, first of all, the protection of the investor’s
rights from investment risks, that is, unforeseen loss of income and capital. Factors shaping the
country's investment climate [8]:

- the level of development of productive forces and the country of the investment market is
the country and structure of production, the level of development of the labor force, the country of
the market for investment goods and services;

- political and legal factors — the creation of an appropriate legislative and regulatory field,
which depends on the political will of the legislative and executive branches of government;
measures for country support and stimulation of investment activities; achieving stability of the
national currency; currency regulation: ensuring the attractiveness of investment objects;

- state of the financial and credit system and the activities of financial intermediaries: the
investment activities of commercial banks; the level of development and functioning of the banking
system; investment policy of the NBU;

- status of a foreign investor: foreign investment regime; the activities of international
financial and credit institutions; availability of free economic and offshore zones;

- investment activity of the population: property relations in the country; condition of the
real estate market; the stability of the national currency and the like.

Today, destabilization in the economy of Ukraine from which domestic companies suffer
causes them, due to their limited resources, to actively search for sources of investment in order to
be able to finance any of their projects.

The development and decline (bankruptcy) of companies, in particular, the quantity and
quality of services provided, the expansion of production, the ability to solve social and
environmental problems, the current level and potential dynamism of physical, financial and human
capital, depend on the ability to invest. The problem of investment activity has become one of the
most pressing in the process of economic reform.

The formation of the investment potential of companies is an important component of the
strategic development of the economy of this object. Thus, by attracting investment resources,
companies can ensure the fulfillment of important tasks, which in the future will form a number of
competitive advantages in an economically social way.

But today, considering that “not only the general country of the country's economy, but also
the conditions for doing business, in particular the degree of government intervention and the level
of corruption” [9], significantly reduces the investment attractiveness of businesses, regardless of
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their forms of ownership and activity to be attractive and to have the prospect of “pleasing the
investor”. The intensification of investment activity, the growth of investment from all possible
sources and their effective use is a special prerequisite for economic growth both of the country as a
whole and of individual business entities [4]. Therefore, in order to receive investments, business
entities make an investment decision, which is out of their strategic plans.

Activation of investment activity of business entities, first of all, requires a thorough
comprehensive analysis of its determining factors [7]. The country of investment activity of
domestic companies can be assessed by analyzing their main indicators, such as investment, the
share of investment in gross domestic product (GDP), the share of real investment in total
investment, the share of real investment in fixed capital and others [7].

The value of a comprehensive analysis (which enables a business entity to determine its
financial potential) for planning and carrying out investment activities is difficult to overestimate,
with particular attention paid to the preliminary analysis, which should be carried out at the design
stage of investment projects. This will allow the company's management to make high-quality and
informed management decisions.

The first step in the study of the investment activity of a company should be its diagnosis,
which will allow determining both the current country and the future development of the company.
It is diagnostics, as a comprehensive assessment of investment activity, that opens up ways to
search for reserves to maximize the profitability of companies, to achieve financial stability,
solvency, and to increase the pace of economic development and competitiveness.

Such an analysis allows the manager to effectively manage the investment attractiveness of
companies and it is carried out in the following sequence: at the first stage of a credit operation, an
company determines the nature of its activities (internal organizational and production structure, list
of employees, main activities, etc.), an approximate a set of indicators that is subject to analysis of
investment attractiveness. This makes it possible to select the largest number of indicators and
ensure the transparency and accuracy of analytical calculations. At the second stage, the analysis of
the organizational and production structure of the company is carried out, internal communications
and the subordination of business units are established. This makes it possible to identify the
influence of structural elements on the investment attractiveness of the company. At the third stage,
the creditworthy activity of the company is estimated, its commercial reputation in order to avoid
doubtful relations of the company with partners of market relations.

The analysis is based on the financial statements of the company, subject to mandatory
disclosure. If it is necessary to use informal indicators, they can be analyzed only by experts.

Formal indicators are analyzed on the basis of the company's financial statements, which are
subject to mandatory disclosure. Informal indicators can be analyzed only by experts, because they
have no formulas for the calculation and a clear set of source data. Analysis of financial statements
is essentially a structural analysis of the company.

It should be noted that the assessment of commercial reputation is a comprehensive expert
opinion with recommendations for the introduction of cooperation with the company and if the
analysis is carried out only within the company can begin the analysis procedure for identifying the
borrower, determining its place in the company structure, the specifics and type of its activity, and
then go to the direct calculation and the preparation of expert opinion.

Special attention should be paid to the process of managing investment resources - how to
find and substantiate the attracted economic resources of an company, consists of the following
steps:

- determination of the size and types of required resources;

- search for sources of their formation and their value;

- search for methods of their financing;
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- optimization of the structure of resources and their effective use;

- building investment potential.

It should be noted that in the process of managing investment resources, it is necessary to
minimize the cost of resources, their composition and structure, to justify the need for reservations
[10], and also to maximize the effectiveness of investment activities, taking into account the
possibilities, resources and conditions for their use. Management of investment resources is a set of
processes of formation and increase of investment potential, the implementation of which ensures
the revitalization and efficiency of the investment activity of companies [3].

Management of investment resources in the context of the constant growth of their value and
limitations requires the search and development of new methodological approaches to management.
The system of company resource management "is a complex of principles, functions, methods and
mechanisms of management, which together ensure the execution of the main mission of
management — enhancing investment activity" [3].

The purpose of analyzing the investment attractiveness of companies is to determine the
country of affairs within the company and assess the risk of the possible investment of financial
resources.

The attractiveness of companies for potential buyers is increasing as a result of their
restructuring and pre-privatization training. The conversion and disaggregation of single industries,
the restructuring of financial debt and others will be favorable in this state. It will be the basis for
reducing the cost of production; will ensure its competitiveness not only in the domestic and global
markets. Under such conditions, grow of attractiveness will be privatization of strategically
important companies for investors.

An important tool to increase the attractiveness of Ukrainian companies, the liquidity of
their shares in the domestic and international markets is financial restructuring. Its essence lies in
changing the structure of the company's own and borrowed capital, the composition of its assets, the
separation (sale, lease) of property that is not used in technological processes in order to improve
the financial condition of the company. One of the main measures of financial restructuring is the
transformation of the company's debt into equity or the sale of debt in exchange for granting the
lender a share in the authorized capital. The financial effect of this mechanism is the actual
repayment of debts of the joint stock company in exchange for securities, the rapid flow of funds
into the budget. As a result, the real market value of privatized significantly increases [3].

Making decisions of an investment nature, like any other type of management, is based on
the use of various, formalized and non-formalized methods.

The main focus of the preliminary analysis is to determine indicators of the possible
economic efficiency of investments, i.e. return on investment provided for in the investment project.
As arule, the time aspect of the value of money is taken into account in the calculations.

Very often, an company faces a situation when there are a number of alternative (mutually
exclusive) investment projects. Naturally, there is a need to compare these projects and select the
most attractive ones, and it is necessary to take into account all the factors influencing and the
criteria imposed on this investment project.

Making decisions on investment projects is complicated by various factors: type of
investment; investment project cost; the multiplicity of projects available; limited financial
resources available for investment; risk associated with the adoption of a decision. In general, all
solutions can be classified (Fig. 1).

The task is more complicated if we are talking about investments related to the expansion of
our core business, since in this case a number of new factors must be taken into account: the
possibility of changing the company's position on the market for commercial products, the
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availability of additional volumes of material, labor and financial resources, the possibility of
developing new markets, etc.

Obviously, the question of the size of the estimated investment is important. Thus, the level
of responsibility associated with the adoption of projects, for example, the cost of 100 000 UAH
and 1000 000 UAH completely different. Therefore, the depth of the analytical study of the
economic side of the project, which precedes the decision making, must be different. In addition, in
many business entities, it becomes common practice to differentiate investment decision-making
rights, i.e. the maximum amount of investment is limited, within the framework of which a manager
can make independent decisions.

Decision on the adoption of investment projects

mandatory investments e solutions to reduce environmental harm;

- »{ (which are necessary for * improvement of working conditions to state standards.
the continuation of its
activities)

* solutions to improve the applied technologies;

N Cost reduction solutions »( * toimprove the quality of products, works, services;
* improvement of labor organization and management.
Solutions aimed at e investments in new construction;
—» expanding and updating »/ * investments to expand the company;
the company * investments in the reconstruction of the company;

* investments in technical re-equipment.

The decision to acquire e decisions aimed at the formation of strategic alliances
financial assets (syndicates, consortia, etc.);

* decisions on the absorption of firms;

* decisions on the use of complex financial instruments in
operations with fixed capital.

A 4

The decision to develop
new markets and services

A 4

>

Source: built by authors according to [1, 3, 4,7, 11].
Fig. 1. Classification of decisions on investment projects

Attention should be paid to the definition of projects on the mechanisms of their interaction.
For example, two analyzed projects are independent, if the decision on the adoption of one of them
does not affect the decision on the adoption of the other. And the two projects under consideration
are alternative if they cannot be implemented simultaneously, i.e. acceptance of one of them
automatically means that the second draft will not be acceptable.

Investment activity is always carried out in conditions of uncertainty, the degree of which
can vary significantly. So, at the time of the acquisition of new fixed assets it is never possible to
accurately determine the economic effect of this operation. Therefore, decisions are often made on
an intuitive basis.

Therefore, when making an investment decision, the manager takes into account the
recommended criteria for making investment decisions (Fig. 2).
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In general, making an investment decision requires the collaboration of many people with
different qualifications and different views on investments. However, the last word remains for the
financial manager, who also, apart from the criteria, must refer to the rules for making investment
decisions:

1. It makes sense to invest in production or securities only if you can get a net profit more
than from keeping money in a bank.

2. It makes sense to invest funds only if the profitability of the investment exceeds the rate
of inflation.

3. It makes sense to invest only in projects that are most cost-effective considering
discounting.

Investment Decision Criteria

e regulatory criteria (legal) i.e. norms of national,
international law, requirements of standards, conventions,
patentability, etc.;

Criteria to assess the * resource criteria by type:

reality of the project - scientific and technical criteria;

- technological criteria;

- production criteria;

- volume and sources of financial resources.

A 4

* compliance of the project objectives for the long term
with the objectives of the development of the business

Quantitative criteria to environment;
—»| assess the feasibility of  risks and financial consequences;
the project » the degree of sustainability of the project;

* the likelihood of scenario design and the state of the
business environment.

* project cost;

* net present value;

» profit;

* profitability;

* internal rate of return;

* payback period;

* sensitivity of profit to the horizon (term) of planning, to
changes in the business environment, to an error in data
evaluation.

Quantitative criteria
(financial and economic),
allowing you to choose
from  those  projects
whose implementation is
appropriate

Source: built by authors according to [2, 4, 8,9, 11].
Fig. 2. Criteria for making investment decisions

Thus, the decision to invest in a project is made if it meets the following criteria:
* low cost of the project;

* minimizing the risk of inflation losses;

* short payback period;

* stability or concentration of income;

* high profitability of the project;
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* lack of more profitable alternatives.

Conclusions. So, the predominance of negative assessments of the modern investment
climate of Ukraine requires its deep scientific task, the development and implementation of a
number of measures to improve it.

The attractiveness of companies for potential buyers is increasing as a result of their
restructuring and pre-privatization training. Favorable in this regard are the conversion and
disaggregation of single industries, the restructuring of financial debt, and others. An important tool
to increase the attractiveness of Ukrainian companies, the liquidity of their shares in the domestic
and international markets is financial restructuring.

Investments are called all types of property and intellectual values invested in the objects of
entrepreneurial and other types of activity, as a result of which a profit is created or a social effect is
achieved. In the system of reproduction, investment belongs to the development of the role in the
restoration and increase of productive resources. In turn, it ensure appropriate rates of economic
growth.

Thus, in practice, business entities based on the results of a timely in-depth financial
analysis, make managerial decisions on the choice of investment projects. As a rule, projects are
chosen not so much by the most profitable and least risky, but by those that best fit to the strategy of

the company.
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