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Abstract

The need for performance analysis and business continuity assessment is becoming increasingly important.
Not the last role is played by the worsening economic situation and the economic crisis that is developing against
the backdrop of the Covid-19 pandemic that has swept the world. At the present stage of economic development, in
connection with the acute problem of the financial instability of individual economic entities, it becomes necessary
to accurately predict the insolvency and the likelihood of the risk of bankruptcy of the organization in terms of
carrying out procedures aimed at determining the continuity of activities. The work is of an overview nature. The
work used such economic methods of cognition as methods of selection and analysis of scientific information, a
systematic approach, a method of comparison, and formal logic. The methods of selection and analysis of scientific
information were used in the analysis of literature. The works of domestic and foreign scientists were supplemented
by regulatory and legislative acts in the financial field. Sustainability analysis is based on the concept of business
continuity. Continuity can be analyzed using different models and indicators, but all types of economic performance
evaluation involve studying the company’s balance sheet. The application of the continuity mechanism reflects the
real situation of the company’s stability and allows you to see problems in advance and avoid bankruptcy. The results
of this study may be of interest both to supervisory and regulatory authorities, and investors, and internal services that
control the financial stability of insurance companies.
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KbI3MeT MeXaHn3Mi
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TyWiH

BHIMAINIKTI Tangay >kaHe 6um3HecTw, Y3giKci3giriH 6aranay KaxeTTiniri 6apraH caiblH Maubi3gbl 60/1bIM
oTbIp. Colbl pengi 3KOHOMUKasbIK XKarfaifblH Hawlapnaybl XaHe 3nemai wapnbiraH KoBug-19 naHaeMUsACbIHbLL
ascbliHAA AaMblin XaTKaH 3KOHOMMUKasbIK AarfapbIc oiiHamaigbl. SKOHOMUKa/bIK AaMyAablH Kasipri Ke3eliHie >Xeke
WapyalbIbIKXKY prisyLli cy6beKTiNepaiH KapXXbl/bIK TYPaKCbI3fbITbl M3CeNeCiHiH eTKip NpobnemacbiHa 6aifaHbICTbI
YAbIMHbIH TefieM KabineTci3giri MeH 6aHKPOTTbIK T3YeKeNiHIH bIKTUMaAbITbiH HAKTbl 60/Kay KaxXeT 6onagpl. ic-
apeKeTTepdiH Y34ikci3giriH aHbikrtay. >XyMbIC WOy cunatbiHia. XXymbicTa rbUlbIMW aknapaTTbl ipiKTey >XX3He
Tangay agicTepi, XYWenik Keskapac, canbICTbIpy 34iCi X3He (opMabibl OFMKA CUAKTbI TAHbIMHBIH 3KOHOMUKAbIK
afiicTepi KonjaHblngbl. o aebueTTepAi Tangayga rbiibIMM aknaparTTbl TaHAay X3He Tangjay agicTepi KongaHbingpl.
OTaHAbIK >X3He LeTendik ranbiMgapiblH eHO6eKTepi KapXbl canacbiHAarbl HOPMAaTMBTIK >K3HE 3aHHamaslblK
aKTiflepMeH TOMbIKTbIPbINAbL. TypaKTbUIbIKTbl Tangay 6usHecTL, Y3LIKCI3LIr TyXblpbIMiaMacblHa Heri3fesreH.
Y 34iKCi3LiKTi apTYpni Mofenbiep MeH KepceTKillTepai KongaHy apkblibl Tangayra 6onagbl, 6ipak 3KOHOMUKa/IbIK
HaTaxenepai 6aranayabiH 6apnbiK Typriepi KacinopblHHbIH 6anaHCbIH 3epTTeyai KaMTuibl. Y34iKCi3f4iK MexaHromiH
KonfaHy KOMMaHusl TypaKTblIbIrbIHbIH HAKTbl XXarjaribiH KepceTedi XaHe npobaemanapfbl aiibiH ana Kepyre >XsHe
6aHKPOTTLIKTbI 60nblpMayra MYMKIHAIK 6epefi. Byn 3epTTeyfiH HITWXKeNepi Kajaranay XaHe peTTeyLli opraHiap
YWiH fe, MHBeCTOpnap yLWiH fe, cakTaHAbIPy KOMMaHUANapbIHbIH KapXblIblK TYPaKTblIbIrbIH 6aKblIaATbIH iLLKI
KbI3MeTTep YLUiH e KbI3bIKTbl 60/1ybl MyMKIH.

Herisri cB3gep: aKOHOMMKaA, CTPATErUs, KapXXblbIK TYPaKTbIbIK, Y34iKCi3 KbI3MET MeXaHU3Mi, akTUBTepALL,
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AHHOTaUMA

MoTpe6HOCTL B aHa/IN3e AeATENIbHOCTY M OLLeHKe HEMpepbIBHOCTY Gr3Heca NpUoGpeTaeT BCe 60/IbLLee 3HAYEHUE.
He nocnefHO0 pofib UrPaeT yXyALleHNe 3KOHOMUYECKON CUTyalumMnm U 3KOHOMUYECKUA KpU3KC, pasBUBatoLLMiACS
Ha (hoHe oxBaTuBLUEl mMup naHgemuun Covid-19. Ha coBpemMeHHOM 3Tarne pasBUTUSI 3KOHOMUKK B CBSI3U C OCTPOL
npo6/eMoli (MHAHCOBOW HeycTOMUYMBOCTM OTAE/bHBIX 3KOHOMUYECKUX CYGHEKTOB BO3HMKAeT He06X0AMMOCTb
TOYHOr0 MPOrHO3MPOBAaHUSA HENIaTeXeCnoco6HOCTM 1 BEPOSITHOCTM pucka GaHKPOTCTBa OpraHu3aluy B 4acTu
npoBefeHUsi NPoLeAyp, HanpaBeHHbIX Ha ONpejesieHNe HeMpepbIBHOCTU AesTe/IbHOCTU. PaboTa HOCUT 0630pHbIN
xapakTep. B pa6oTe 6bIM MCMO/Mb30BaHbl TaKMe 3KOHOMUYECKUE MEeTO/bl MO3HAHUSA, KaK MeToAbl 0TG0pa U aHanm3a
Hay4HOI MH(hopMaLIMK, CUCTEMHBIV NMOAX0[, METO/ COMOCTaB/EHNS U hopMasibHast lorvka. MeTofbl 0T60pa v aHamsa
Hay4yHOl MH(opMaLUM MPUMEHSICS MPWU aHanM3e nuTepaTypbl. Tpyabl OTEYECTBEHHbIX U 3apyGeXHbIX YUYeHbIX
ObIN AOMOSTHEHbI HOPMATUBHBLIMW U 3aKOHOAATE/IbHbIMM aKTamMu B (DMHAHCOBOM 06/1acTU. AHaNN3 YCTOWYMBOCTY
6as3upyeTca Ha MOHATUM HeMpepbIBHOCTU [eATENIbHOCTM KOMMaHuW. HenpepbiBHOCTb MOXHO MpoaHanv3npoBath,
UCMOMb3ysl pasHble MOAENN M MOKasaTesM, HO BCe BUAbl IKOHOMUYECKOW OLEHKM 3(h(heKTUBHOCTM MpeanosiaraoT
u3yuyeHve 6GanaHca KoOMMaHWWU. [pvMeHeHVe MexaHW3Ma HerpepbIBHOCTU OTPaXKaeT peasibHyl0 CUTyauuto
YCTOWUMBOCTU KOMMaHUM 1 MO3BOJISIET 3apaHee BUAETb MPo6/eMbl U 136exaTb 6aHKPOTCTBA. Pe3y/nibTaTbl JaHHOTO
UCCNeAOBaHMS MOTYT MPEeACTaBNATbL UHTEPEC KaK A/1 HAZ30PHbIX 1 PEryiMpyoLLIUX OPraHoB, Tak U /11 UHBECTOPOB,
W 4151 BHYTPEHHUX CYX6, KOHTPONMPYIOLLMX (MHAHCOBYIO YCTONUYMBOCTL CTPAX0BbIX KOMMAHWA.

KnoyeBble CnoBa: 3KOHOMUKaA, cTparterund, (*)VIHaHCOBaﬂ yCTOVIHMBOCTb, MeXaHU3M Hel'lpepblBHOVl
[eATENIbHOCTU, Ka4eCTBO aKTUBOB, PUCKN.
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Introduction

Currently, the necessity to analyze operations
and evaluate continuity gains more value, not least
to be mentioned are the economic decline and the
economic crisis, expanding with the COVID-19
pandemics spreading around the world. The
interest in sustainable operations and their
evaluation is growing due to several international
corporate scandals which took place recently.
This conception, in fact, does not represent the
prerogative of audit; it is applied mainly while the
organization is preparing its financial reports.

A pre-condition of sustainable operations
represents one of the main terms for economic
growth and stability both at the national and
institutional levels. Therefore, during economic
and financial crises, the accent while making
managerial decisions shifts to corporate efficiency
and ratio since available internal and external
sources of corporate resources get reduced or
become indefinite. The meaning of sustainable
operations pre-condition increases - the economics
subjects in “hard time” start facing serious
operational problems, if the pre-condition will not
duly implement.

In relation to the significant problem with
financial instability of some economic subjects in
emerging economic circumstances, it is necessary
to introduce quick, accurate, and early forecasting
systems to avoid violation o f sustainable operations
pre-condition. This problem specifically gets
worse due to the increasing number of bankrupted
companies, so the need for early bankruptcy
risk alerts increases. Early bankruptcy alerting
will introduce prevention measures and save
the company by timely execution of recreational
actions. Bankruptcy does not happen at once
and unexpectedly; this is a process when the
deterioration o fthe company state occurs gradually.
Some scientists even divide this process into stages.
A detailed study of the bankruptcy process shall
assist with its early forecasting, at the same time an
early forecast shall assist with its prevention.

The purpose of the study is to consider the
theoretical issues of financial stability and the
mechanism of companies’ business continuity by
analyzing previous studies, scientific literature and
auditing and financial reporting standards.

The practical value of the research. This
research can be of interest to supervisory
and regulatory authorities, investors, internal
departments, and monitoring insurance
companies’ financial stability.

220

Literature review

The work included such economic cognition
methods as a systematic approach, methods of
grouping and comparison, and formal logic.
Financial stability is a notion, which is often
reviewed by different scientists; which has many
definitions and none of them cannot be treated
as generally accepted. The meaning of the word
“stability” “a capability of organization to
implement its liabilities on servicing and to

execute financial liabilities both now and in
future” [1]. The loss of this capability shall be
defined as instability. In general, the notion of
financial stability is used, firstly, to determine an
organization’s capability to function normally and
to stand against different unavoidable consequen-
ces of external and internal impacts.

In the Kazakhstan financial legislation, there
are such terms in use as “financial system stability”
(“The Republic of Kazakhstan National Bank”
Law, article 2-1) and “stable insurance system”
(“Insurance operations” Law, article 41), article
43 mentions monitoring of financial stability and
paying capability. Thus the notion of financial
stability is partially related to and is “accompanied
hand in hand” by paying capability [2].

The law-maker has not revealed the content
of these terms. Still, from the law context, it is
clear, that the word “financial stability” shall be
applied to insurance companies, and “stability”
has a slightly different meaning in the part of the
term, which is related to the insurance industry in
whole.

Traditional analysis of financial stability,
and methods for company’s financial stability
monitoring can also cope with this task; however,
it is a long-term and labor-consuming process.
Consequently, there is always a need for cheap,
quick, simple use and effective ways of trusted
diagnostics based on the company’s financial
indicators. As a result of these efforts, bankruptcy
forecasting models and early bankruptcy alerting
systems appeared based on consideration of
risk factors [3]. These systems and models are
directed at revealing the symptoms of financial
state deterioration and bankruptcy probability
estimation. Such models do not set the aim for
themselves to define the narrow points in the
company to develop the recommendations to
improve the financial state; they only show changes
in the bankruptcy probability estimation and
serve as indicators for quick decision-making
to avoid crisis; they are used for the company’s
monitoring and early diagnostics.

In the beginning of the year 2000, the
International Monetary Fund (IMF) initiated the
financial stability indicators (FSI) program to
define a set of financial indicators to define the
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comparability of such data between countries
and assist compilers and users of such FSI. In
2006 the IMF published its Manual for making
financial stability indicators in English, and in
2007 in Russian, which contains the manual for
conceptions, definitions, sources and methods
for making and distribution of financial stability
indicators [4]. Unfortunately, this manual does
not have the definition of financial stability
conception. Generally, the Manual reviews the
financial stability at three levels: at the level of a
separate organization, at the level of the system
(for example, financial system, banking sector,
industry and etc.) and in the country level as whole.
The manual proposes its indicators calculation
method to evaluate the financial stability by
dividing them into basic or obligatory indicators
and recommended.

Different scientists examine financial stability
from different sides and with different aims, some
for the purpose of measuring the degree of its
impact on organization’s investment attraction
[5], other considers it significant for bankruptcy
prevention [s6]. In their papers, some researchers
highlight in their papers [7] the abundance of
financial stability definitions in the literature
and the absence of a generally accepted definition
in the IMF Manual (2006).

In its publication, the Asian Development
Bank (ADB), devoted to this theme, states that
financial stability is essential for the financial
state, and monitoring of financial institutes
stability shall enable the discovery of any possible
growth of systematic risk, which can lead to crisis
[s]. Except for ADB, other researchers examine
the impact of financial stability indicators by
using them as variables for an explanation of
crisis probability by comparison of several
countries [9].

Pukhov (2013) assumes that stability enables
the organization with efficient smoothing of
negative factors in the early stages of its opera-
tions, by this way reducing their impact in future.
The conception of stability is characterized by
extending stability, but excludes its direct increase
[10]. Pukhov (2013, p. 13) defines stability as a
guantitative and qualitative state of capital, assets
and liabilities, which ensures reinforcement of
operations reliability and stability, and raises the
trust. This is a wider notion than paying ability,
to which the notion of stability is often equated.
In his turn, he assumes, that stability notion is
narrower and shall be referred to bank capability to
stand against all market’s negative factors.

Kovalev reviews financial stability from the
position of liquidity and efficiency position as
presence of available cash assets [11]. Savitskaya
stresses upon presence of available cash assets.

Sheremet and Saifulin consider financial stability
as paying ability guarantee [12, 13]. In such a way,
the review of previous researches demonstrates,
that many authors state their opinion that the
theme is important and indicate that there is no
generally accepted definition of financial stability
conception, which shall be acknowledged by
multiple economists [e, 7].

Korshunova and Shumalina (2019) examined
papers of different economists and differentiated
three approaches to the definition of financial
stability notion, proposing to use them as a whole.
The first approach defines financial stability as a
set of indicators. This set includes profitability,
business activity, and paying capability indicators.
Different economists propose different sets of
indicators, some highlight paying capability
indicators, others highlight available cash assets,
and others propose additionally to pay attention
for absolute indicators, such as presence of capital.
The second approach adds up to the first one
the capital structure indicators, they place their
calculations on financial reporting indicators,
made in line with international financial reporting
standards. The third approach examines financial
stability from the risks assessment position,
which the company faces in its operations [6].

To summarize, financial stability is often
related to the notion of paying capability [12, 13,
14, 15]. Some economists consider that they are
equal, others say that paying capability represents
the component of financial stability, and others
state that it is more expansive and includes
financial stability.

Research Methodology

The work used such economic methods of
cognition as methods of selection and analysis
of scientific information, a systematic approach,
a comparison method, and formal logic. The
methods of selection and analysis of scientific
information were used in the study of literature.
The works of domestic and foreign scientists were
supplemented by regulatory and legislative acts in
the financial field. In this article, the application
of a systematic approach considers internal
and external factors of financial stability as a
quantitative and qualitative state of the existing
business. Further, this method is applied in the
third section when considering the mechanism
of continuity of activities of existing companies.
The comparison method is used in the second
and third parts. The difference between the earlier
and modern versions of the Basel standards and
the conceptual framework for the presentation of
financial statements (IFRS) is considered. Below
is Figure 1, on which the methodological
component of this work is built.
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Findings and
Results
Financial stability
factors

Findings and
Results Conceptual
background

Findings and
Results Operations

sustainability
principle

Discussion
Conceptual
background

Discussion
Operations
sustainability
principle

Discussion
Financial stability
factors

Conclusion

Figure 1- Building a research methodology

Formal logic was used to derive the main
conclusions of the study.

Findings and Results

To achieve the aim of this research, it was
decided to review financial stability as a quantitative
and qualitative state when the indicators describing
the abundance of organization capital, quality of
its assets and liquidity, and operations efficiency
remain within certain limits. Failure to comply
with these limits will bring the organization from
the normal state to instable. The definition of
these limits represents the most important stage
of financial stability evaluation process. As it is
known, the financial indicators constantly change
under the impact of external and internal factors,
and political, economic, social and financial
conditions of every country. In such a way, the
differentiation of financial stability indicators shall
be performed individually for every country and
even better for country’s industry.

The external factors:

>Economic conditions
>Technics and
techology

The importance of this definition is that it
allows early discovery of financial stability loss.
To evaluate financial stability, multiple different
external and internal indicators are in use by
different scientists to create different methods. For
example, in the IMF Manual in 2006, as it was
mentioned earlier, two groups of indicators were
proposed: basic are proposed for calculation for
all companies and recommended are differentiated
depending on an industry of company’s operations
[4].

The primary indicators recommended for
deposit entities are directed at the evaluation of
the country as a whole and its different industries
thus, applying them on any will, mostly, be
impossible. To select indicators based on which
it is possible to evaluate financial stability, it is
necessary to understand which factors affect it. In
general, it is possible to subdivide the factors into
two groups (shown in Figure 2).

The internal factors:

. Kind of activity
. Product structure
¢  Capital size and

>Payment demand Financial structure

>Consumer income stability * Ratio of income
level and expenses

>Tax policy «  Profitability
Credit policy . Solvency

>Foreign economic e Asset structure
activity . Liquidity

>Inflation rate

Figure 2 - Factors, affecting company’s financial stability

Note: Compiled by authors
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The external factors, meaning those related
to the external environment affecting company
operations, are in the first group. The second
group of factors includes internal factors related
to the company’s operations efficiency, accepted
by management’s decisions.

From internal factors, as per the opinion
of Rashid (2021), the most efficient indicator is
profitability; at the same time, liquidity indicators
serve to improve company operations and correct
some managerial decisions. Every indicator shall
not be reviewed without consideration of other
balance indicators. Precisely, in a combination
of vertical and horizontal analysis of financial
reporting it becomes possible to define the most
effective managerial decisions and to forecast the
bankruptcy earlier [16].

Generally, there is no normative regulation
of financial stability for all companies, thus, there
is no need in a generally accepted definition.
Basically, it’s separate components are regulated
and the regulations take place in financial sector,
banks and other financial organizations prudential
standards are under regulation. The international
practice recognizes the requirements of Bazel
committee for banks (the last one Bazel IV) and
Solvency for insurance organizations. The main
indicators in the standards regulation - are the
indicators of capital abundance, risks assessment,
and active application of market mechanisms.

The requirements for capital abundance -
IRB model for evaluation of requirementto capital
- are effective in 140 countries of the world,
including Kazakhstan, Uzbekistan, and other
countries of Central Asia [17].

Regarding risk assessment - there are
requirements not only for individuals but for other
banks. Compliance with these requirements brings
minimization of credit risks and increases the
safety of securitization operations implementation.
The third mechanisms face the transparency
problem - not all members of financial turnover
are ready to provide trustful data about financial
reporting [18; 19].

Some scientists consider that implemen-
tation of Bazel committee requirements lead to
banking system development in the developed
countries, without consideration of developed
countries peculiarities, where financial system
undoubtedly has peculiarities [20]. The other
group of scientists propose to increase efficiency
of Bazel committee requirements implementation
by consideration of variance and as the first step
to make legal background of developed and
developing countries wide. Specifically this
becomes actual when financial-economic crises
happen, and Bazel standards could not prevent or
neutralize the consequences of it [21; 22].

Bazel 11l caused some problems for
Kazakhstan: an increase of capital lead to increase
of interest rates. In terms of developing market
for population, it meant more expensive money
for business conduction. The other significance is
that the crisis, caused by COVID-19 pandemics,
brought new developments for business, which
earlier existed in developed countries. ICT
was more actively introduced in the business
environment in Europe, the USA, in Kazakhstan
such introduction was actively supported only in
the last few years [23].

For Standards implementation, qualified
personnel are required, which cannot be quickly
prepared. In such a way actually developed
countries were more prepared for Bazel standard
[17]. The Value-at-Risk model application was
mentioned too to define the risks within Bazel
Il standards frames, which helps to define the
company’s financial stability. Such a model does
not consider the changes during crises but helps
to reveal vulnerable points in the company’s
operations at the current moment [24; 25; 26].
However, these models are notthe only components
of the regulation system, there are standards set
for indicators of assets quality, liquidity, and
others. Another significance is the crisis.

Conceptual background

Sustainable operations conception is, first
of all, set by the Conceptual background of
financial reporting issuance (hereinafter referred
to as conceptual background), the last revision of
which was released in 2018 [27]. In accordance
with clause 3.9 the conceptual background
of financial reporting shall be made based on
assumptions about operations sustainability. Thus,
reporting company plans to continue its operations
sustainably and continue performing in the nearest
future. So that the organization has no will to
stop its operations. If the pre-condition about
operations sustainability is implemented, then the
company shall make financial reporting based on
international financial reporting standards (IFRS).
If the pre-condition is not implemented, then the
company shall issue financial reporting based on
IFRS 5 Long-term assets, meant for sales [28].

When the matters are around operations
sustainability conception, there is often an opinion
that this notion has a connection to audit. Still,
this aspect shall be particularly remembered by
an accountant and considered when making
financial reporting [29].

Operations sustainability conception entered
the International standards from the English-
American accounting model, and in the United
Kingdom financial reporting standards the
sustainability is defined through management
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decision, thus the company is considered as
functioning unless the management decides to
liquidate it or until management is not forced to
liquidate it. And it is specified that the attention
shall be on available information about the nearest
future, for the period not less than 12 months and
unlimited by this deadline.

A pre-condition about operations sus-
tainability is the main condition for economic
growth and financial stability both in national level
and in company level. Therefore, during economic
and financial crises, the accent while making
managerial decisions shifts to corporate efficiency
and ratio since available internal and external
sources of corporate resources get reduced or
become indefinite. The reason for acknowledging
the significance of operations sustainability pre-
condition is that the subjects of national economics
might face serious operational complications in a
case, if the mechanism is not duly implemented.

Thus, the pre-condition, or it is also named
operations sustainability mechanism is one of
the poles in financial reporting issuance. Every
accountant, who is familiar with IFRS, knows this
principle, but not obligatorily understands why it
is necessary and how it is regulated and measured
[30].

The main idea of this mechanism is evident
for every user, it means an accurate demonstration
of assets and liabilities costs in financial reporting
and an accurate evaluation of incomes and
outgoings. The accuracy often depends on the aim
of asset application and on whether the enterprise
will continue its operations.

Appearing in the XIX century, conceptions
of static and dynamic balance are placed
diametrically against each other. Their application
leads to contradiction in operations sustainability
evaluation and financial stability evaluation. It
was proposed to orient in accounting theory issues
towards the synthesis of these both conceptions
and thus to assist in information base creation for
operations sustainability loss forecast and early
alert through financial stability analysis [31].

The accountant shall scrupulously and
responsibly come to making reports, this means
that he shall not just differentiate long-term assets
meant for sales in accordance with IFRS 5, but
to perform test on implementation of operations
sustainability pre-condition.

The main questions, the accountant shall

place for himself while executing the test is:
the value of the sustainable operations term,
duration of the nearest future, probability of need
to significantly reduce the operations, what other
background to use to make report, if the pre-
condition was violated.
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The reporting - is always a compromise
among compilers and their views and users’ needs.
Thus, the operations sustainability evaluation
criteria can vary from company to company.

The first issue - the significance of
sustainable operations term shall be reviewed
with the understanding that every company passes
through periods of rapid growth and decline
periods. To understand the process and chances
of its forecasting, it is necessary to differentiate
all components. First of all, it is necessary to
clarify what it means to *“sustain” operations.
What information represents the interest of reports
users. It is evident that if the company reduces
operations, the need for additional disclosure
increases.

Consider different options for disclosing
information about a decrease in revenue for one of
the types of activities, depending on the materiality
ofthe change:

- with insignificant reduction, specifically
which can be explained with objective external
factors, depending on other circumstances (for
example, justified-expected positive dynamics),
probably, and will not need any disclosure;

- with significant reduction, reports users
with higher probability will be willing to see in
the comments for income the clarification for
reduction of the forecast for the consequential
reporting period;

- with reduction, leading to the closure of
business direction, IFRS 5 shall be applied, that
will enable showing users the information in the
most comfortable form for decision-making;

- if the closed direction represents a signifi-
cant part of company business, in the comments,
it is necessary to put the management judgment
for the company’s operations sustainability
mechanism with a description of further plans for
compliance;

- if the mechanism mentioned above was not
complied with - the reporting shall be made on
another background.

As evident, if the management is positive
(and can prove this to reports user), the company
can perform its obligations and continue economic
operations even in indicated abbreviations -
the operations sustainability mechanism was
applied reasonably. To ensure production process
sustainability, the owner needs its circulating
assets, the share of which forms the balance
structure and is defined by the correlation of its
own circulating assets to the current assets. This
indicator is reviewed as a source of circulating
assets source and is the main in the liquidity
indicators system when evaluating bank borrowers’
creditworthiness. This is indicated by many
researchers, including Kovalev, Altman, Chelik
and others [32,33,34].
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How far goes “the nearest future”.As usually,
in IFRS the terminology is based on principles
(and not regulations) and highly bypassed. In this
case “the nearest future” shall be understood as
the following financial year, however in different
jurisdictions or in company’s accounting policy
there might be additional limits set for forecast
period. For example, if risks disclosure is made
as per Group accounting policy with consideration
of movements forecast for the nearest five years,
then the sustainability of the operation applica-
bility evaluation shall be made for at least the
same period, otherwise the risks disclosure loses
its value.

When is it “necessary to reduce operations”?
When making reports, the accountant shall be
an expert in business planning and critically
review the same risks disclosure from the
potential investor’s view? What will follow the
cash deficiency, disclosed in liquidity risk, if the
company fails to agree on re-crediting? What
will happen with cash flows with a real increase in
a credit interest rate? The responses to these and
similar questions shall lead to the conclusions:
will the company’s income and outgoings
structure change in the nearest future, will not
the company be forced to suspend some types
of operations due to lack of financing, lack of
capital assets, and due to other reasons.

What are the disadvantages of making
reports on another background? As indicated
in Conceptual background, making reports on
different backgrounds is not prohibited. However,
if we analyze all the reasons and consequences
of such a decision, then the management, in fact,
steps back from the operations sustainability
mechanism only inthe case ofcompany liquidation.

The director shall check the company’s
capability “to sustain its operations in the nearest
future” as a minimum with every making of the
report. Prior to global economic crisis, this duty
was not performed by directors actively. When
it became clear that the crisis affected in some
or another wat all companies, the owners and
auditors tried to remind the directors about their
main function.

At the same time, the volume ofthe disclosed
information in reports increased in most compa-
nies. Because users wanted to understand how
the economic conditions affect company income
and cash flow, on in contracting agents, bank
capability to loan for business, etc.

The users requested more from the company
management, trading the stocks in the market.
Depending on regulations of certain market,
company reports started to put the management
judgment about the presence of a strict internal
control system, description of the risks manage-

ment system and methods to prevent opportu-
nities for management from intercepting the
system. And the management was forced to
inform about all significant events immediately,
and not in the following report, at that the list of
such events was expanded.

Despite enough information about the
forecasted financial future in the last time
in company reports, not all disclosures shall
obligatorily correlate with each other. For
example, various forecasts for liquidity risk shall
not obligatorily confirm the company operations
sustainability principle, as the indicated mecha-
nism (confirmed by management as qualified
for life) does not obligatorily lead to positive
results in risk disclosure.

Operations sustainability mechanism

Reports compilers (and users) shall under-
stand that in the background of risks disclosure
there is only limited information, prepared with
consideration of operations sustainability prin-
ciple. However, while evaluating the applicability
of this principle, the management shall use all the
available information (Figure 3).

So, while evaluating the operations
sustainability mechanism applicability, the reports
compiler shall decide on one of the possible
disclosures of own conclusions. There are three
possible options for conclusions, displayed in
Figure 4.

It is necessary not to confuse company failure
to pay with operations sustainability mechanism
as the basis of reporting.

Company paying capability was tested by
management on the daily (or other applicable
quick) basis, at the same time when operations
sustainability mechanism - only while making
reports. A capability of the company to pay its
debts can change during the year and cannot be
related to the previous evaluation of operations
sustainability principle.

Uncertainty  regarding the company’s
capability to continue its operations, duly
documented in the reports and disclosed in
conclusion, shall not directly mean its failure to
pay.

An important part of operations sustaina-
bility mechanism evaluation is an interaction with
the company auditor. The auditors pay specific
attention to sections of financial reports and their
preparation processes, which are mainly based on
company management judgements.
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possible impact of changing economics on company

impact of changing economics on suppliers and buyers of

company 1
conditions of loan agreements, options for rates chage and
extension, relations with bank 1

relations with leasing company / company's main

production funds leaseholder

impact of external environment upon company's key

personnel and etc.

Figure 3 - Information about evaluation of operations sustainability pre-condition

Note: Compiled by authors

there is no significant uncertainty, which can lead to doubts
regarding company ability to continue its operations

there is significant uncertainty, but director can prove, that

operations sustainability principle can

making

applied for reports

operations sustainability principle not applicable

Figure 4 - Conclusions for operations sustainability

Note: Compiled by authors

Operations sustainability mechanism
evaluation is described in standard ISA 570
“Going concern”, where it is highlighted that
this mechanism is fundamental for reports
making. Consequently, the auditor shall perform
examination of reports for compliance with this
mechanism independently from whether there
are such requirements in the local or industrial
legislation, or in any other.

Reports users shall understand that the
absence of unmodified auditors’ conclusion does
not guarantee company operations sustainability
for the following financial period. As was reminded
earlier, the research follows the definition of
financial stability as a quantitative and qualitative
state of capital, assets, and liabilities, which
ensure raising operations reliability and stability,
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and ensure growth. This is the wider notion, than
paying capability notion, which is often to be
equal to reliability notion. In its turn, the reliability
notion is narrower and is related to the organiza-
tion’s capability to stand against all market
negative factors.

Discussion

Financial stabilityfactors
The interest in studying company efficiency
definition means that such analysis enables
early revealing of financial stability loss. This is
related to the that all financial stability indicators
represent clear predictors, which assist in
discovering early signals of capital abundance,
assets, and liabilities quality deterioration.
Indicators that are put into the calculation
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background can be subdivided into internal and
external. At that, some models are not perfect: can
be suitable for one economics industry and will
not suit the other sector.

In any case, the government of any country is
interested in business development, and accepting
some standards actually has a positive impact
on economics. For example, Bazel standards for
financial reporting issuance are applied in many
countries worldwide. However, such norms have
a more significant positive impact in undeveloped
countries than in developing. At the same time,
during crises, both groups of countries are at a loss.

Conceptual background

The conceptual background of financial
reporting shall be compiled based on the pre-
condition of operations sustainability. The essence
of sustainability shall be considered exactly by
accountants conducting financial reports. This
report is granted to the auditor for examination and
is related to an annual (sometimes longer) period.
Understanding sustainability is based on business
managers’ wish to continue operations, leading
the company to develop. If these companies,
striving for success, are multiplying in number,
then regional economics gets stronger, that leads to
development at the macroeconomic level.

But, there is a problem, that not always
the auditor while making reports can propose
company operations time and accurately define
risks. The management team can get changed or
start applying sustainability mechanisms only
with liquidation danger. At the same time, not
all factors can be calculated accurately due to
the wish to save confidentiality. Provision of
incomplete information in such cases additionally
stops from seeing and accurately analyzing
risks. To avoid such problems, the companies
conducting their operations in the market have
additional requirements set for them.

Operations sustainability mechanism

One of the main components of business
conduction is the firm’s internal information
confidentiality in the current stage. The auditor
has access to company balance and understands
that this firm does not plan to end up its operations
(this means sustainability). Company management
reviewed analysis results to adjust internal work
and external economic connections. Herewith,
in the analysis results, the auditor can show one
conclusions about sustainability: the company
will and shall conduct its operations, not defined
(an interview shall be arranged with the company
manager) and will not.

Surely, the conclusion, which will be placed
in financial report does not mean, that it will

happen. There are cases, when he companies
almost a bankruptcy gets external financing and
stabilize their state. Sometimes government
subsidies or tax exemptions can reanimate
whole industries. Thus, it is possible to say that
the sustainability notion is narrow and does not
always show the accurate result and for a complete
analysis, it is necessary to use complex company
operations indicators.

Conclusion

This document analyzes the mechanism
of continuous operation of companies when
accounting for assets and liabilities in situations
of economic stability and during periods of crisis.
The aim set to consider the theoretical issues of
financial stability and the company’s business
continuity mechanism by analyzing previous
studies, scientific literature, and auditing and
financial reporting standards (Basel standards,
IFRS) was achieved.

The performed literature review demonstra-
ted an evident connection between financial
stability and company paying capability notions.
There are several sets of parameters to define
company operations efficiency. Some analytics
put in the background the indicators of profita-
bility, paying ability, business activity and
etc. Others consider the presence of available
cash assets and consider presence of their own
capital as the most significant. The third group
examines financial stability from the position of
risks evaluation, which the company faces in its
operations. In any case, it is considered impor-
tant to comply with international standards of
financial reporting.

The major part of the researchers concen-
trate on the implementation of literature review,
the other part of researchers differentiated the
models, which calculate financial stability
indicators (Z-models are often used and Bazel
I-111 are considered). The truth is that in such
models the risks indicators are not always
calculated, which deforms efficiency indicators.
In this article, some models were reviewed for
financial stability evaluation based on balance
indicators. And the fact revealed is that the
financial indicators constantly change under the
impact of external and internal factors.

There are the following country-wise
conditions differentiated: political, economic,
social, and financial. These factors are unique
for every country and even for an industry
where the company operates. Further, business
conducting principles were reviewed, the most
interesting of which - the company operations
sustainability mechanism proposed by the auditor
to keep permanent monitoring and introduction
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in the balance of the minor details. Of course,
such information will not be multi-dimensional,
however this approach will assist in the
implementation of complex analysis, which will
reflect the actual situation with company stability
and will enable early problems to reveal and
avoid bankruptcy.
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