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OCOBJIUBOCTI 3AJYYEHHSA JIJKEPEJI IHBECTHIIIN JJIS HMIAIIPUEMCTBA

ANNOTATION

The issues of investment sources attraction to an enterprise
are explored. It is shown that the technics being used to estimate
the cost of investment sources have their own peculiar features.
To solve the problem of calculating the cost of capital when budg-
eting new projects, a new calculation model is created. It is noted
that attraction of debt financing and internal funds as well could
result in saving of corporate tax due to certain expenses reducing
the taxable base. A new definition “capital attraction performance
indicator” is set forth to signify a quantitatively estimated result of
the influence of the process of formation of the capital structure on
the efficiency of the investment project due to internal factors of the
enterprise, including tax shield.
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AHOTALIA

BrkoHaHO aHania cyyacHux iHO3eMHUX Ny6nikauin 3 NUTaHHS
iHBECTULINHMX anbTepHaTMB Ta PiBHS X pu3nKy. BigokpemneHHi
NUTaHHS OLHKN BapTOCTi iHBECTULINHNX PECYPCIB, SKi BUBYEHI He-
[oCTaTHbO. [ns BUpiLLEHHst NpobremMun OuiHKWM BapToCTi iHBECTU-
LiHUX pecypciB 3anponoOHOBaHO BNACHUW MiAXig 3 ypaxyBaHHAM
0COBMMBOCTEN Pi3HOYACHOCTI HAAXOMKEHHS mxepen (iHaHCyBaH-
HSl B KOHTEKCTI edpekTy «nogaTkoBoro 3axucty». CchopmynboBa-
HO pekoMeHAaLii Woao nparHeHHs NignpueMcTB A0 (hOPMYBaHHS
CTPYKTYpM Kanitany. BusHaveHa HeobxigHiCTb 4OTpUMaHHs godart-
HOro 3HaYeHHS BENUYMHY edeKTy Bif (PiHaHCyBaHHA 3a paxyHOK
[00aTKOBO| €KOHOMIT Bifj NEBHUX [Xepen iHBECTULLIMHUX PeCypCiB.

KnrouoBi cnosa: iHBecTuLii, gxepena, 3anyyeHHs, diHaHcu,
rPOLUOBWIA NOTiK, CTaBka, MOTOYHA BapTICTb.

AHHOTALMA

BbINonHeH aHann3 CoBpeMEHHbIX MHOCTPaHHbIX Mybnukaumi
No BOMPOCY MHBECTULMOHHBIX anbTEPHATUB U YPOBHS WX puUCKa.
BblgeneHbl HeQOCTATOMHO M3YYEHHbIE COCTaBMSOLLME MEXaHWu3-
Ma OLEHKM CTOMMOCTW WMHBECTULMOHHBLIX pecypcoB. [Ons pelue-
HWSE NPoGnemMbl OLEHKM CTOMMOCTU WMHBECTULMOHHBLIX PECYPCOB
npeanoxeH cobCTBEHHbIN MOAXOA C y4eToM ocobeHHOCTew pas-
HOBPEMEHHOCTV MOCTYMMEHWUS WCTOYHUKOB  (DUHAHCUPOBAHWS
B KOHTeKCTe adppekTa «HaANOroBomn 3almtbi». CopMynmpoBaHbl
pekoMeHZauun ANna npeanpusTui no hopMMPOBaHUIO CTPYKTYPbI
kanuTana. OnpegeneHa HeobXoAMMOCTb COBMNOAEHUS MOMOXM-
TENbHOrO 3Ha4YeHWs BENUYMHBLI apdekTa oT PrHaHCUPOBaHUS 3a
CYeT AOMNOMHUTENBHON 9KOHOMWUWU OT OMNpeAerieHHbIX NCTOYHUKOB
VHBECTULIMOHHBIX PECYPCOB.

KntoueBble cnoBa: MHBECTULIMW, UCTOYHUKW, NPUBMEYEHNME,
(hbMHAHCbI, AEHEXHbI NOTOK, CTaBKa, TeKyLlas CTOMMOCTb.

Formulation of the problem. Since the objec-
tive evaluation of investment capital units’ val-
ues is one of the key factors affecting the defini-
tion of the effectiveness of investment projects,
the issue is widely explored in the writings of rep-
resentatives of various economic schools.

In Ukraine, in the context of a worsening
economic situation, the problems of increasing
the effectiveness of limited investment sources
become especially urgent. Effective solutions to
such problems contribute to the growth of the na-
tional economy and increase in its investment at-
tractiveness as well.

In the conditions of resetting of market rela-
tions, when the stock market and its infrastruc-
ture are underway to develop, there is no suf-
ficient statistical database covering investment
alternatives and their risk levels due to the in-
formational closeness of many enterprises. So,
the issues of estimating the cost of investment
sources have their own peculiar features.

Analysis of recent research and publica-
tions. The most widespread approach to esti-
mating the cost of financial resources attracted
from various sources of financing usually comes
down to a ratio of the average annual amount
of costs associated with raising funds to the to-
tal amount of funds raised. This ratio allows us
to get the relative value of funds borrowed from
a particular source.

While exploring the composition of fundrais-
ing costs, some authors usually take into con-
sideration time value of money [1; 2; 3; 4; 6],
and some ignore it [5]. Taxation is accounted for
[1; 3; 6] but sometimes the taxation influence is
dropped as well [1; 5; 6; 7].

One of the most common approaches to as-
sessing the cost of capital, shared by the authors
of this article, is its finding as a discount rate
that ensures the equality of discounted incoming
and outgoing cash flows to give their present val-
ues. As is noted in [4, p. 336], “The cost of capital
is also a key factor in choosing the firm’s mixture
of debt and equity and in decisions to leave rather
than buy assets. The cost of capital is a critical
element in many business decisions.”

The inflow of funds to the enterprise is con-
sidered to be classified as incoming cash flows in
this case, while all amounts of payments due to
funding classified as outgoing cash flow.

As far as financial attractiveness is concerned,
it might be noticed that “When calculating NPV,
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recognize investment expenditures when they
occur, not later when they show up as depreci-
ation. Projects are financially attractive because
of the cash they generate, either for distribution
to shareholders or for reinvestment in the firm.
Therefore, the focus of capital budgeting must be
on cash flow, not profits” [3, p. 380].

Widely employed in economic theory is the view
that as far as loan financing is concerned, its val-
ue must also account for the profit tax savings
due to the effect of tax shield on interest [1, 2,
3,4, 5, 6].

Highlighting the previously unsettled issues
and the formulation of the problem. The ap-
proaches considered in many cases allow us to
determine the real value of different elements
of capital structure to solve the tasks assigned
to the authors. However, these approaches do not
fully account for the specifics of the cash flows
formation associated with the enterprise financ-
ing, which tends to be a peculiar feature of coun-
tries developing transitional market economies.

The authors consider that it is urgent to
work out a toolkit to estimate quantitatively re-
sults of the influence of the process of forming
the capital structure on the investment project ef-
ficiency due to internal factors of the enterprise.
These factors should be taken into consideration
more thoroughly regarding the financial projects
stretched in time.

To reaffirm the validity of our goal, we quote
[2]: “Financial planning involves the proper tim-
ing of investments in order to avoid overexpan-
sion and inefficient use of resources. Optimal use
of available funds means exploring different op-
tions and selecting those that provide the greatest
overall value.”

Formulating the goals of the article (task
statement). To solve correctly the problem of cal-
culating the cost of capital when budgeting new
projects, a new calculation model is created on
the basis of the approach presented in the work
of the French economist Bernard Colasse [6].

To determine the cost of funding sources,
the following formulas are proposed in the book
[6]:

excluding taxation:

R=3S,(1+k)” 1)
=1
including taxation:
V=Y (a,~tV, ,T) 1+ k)" 2)
i=1

where R — the amount of funds received in
the “0” year;

Ss — the amount paid in years 1, 2, ..., p, ..., n;

k — a rate corresponding to the real value
of the source of financing under examination;

V,-1 — the cost of the indivisible loan attracted
by the enterprise;

as — annual payment to the lender at the p*
period, calculated as:

ap = tV,, + mp, 3)
where tV,.; — interest payment to the creditor;
mg — repayment of the principal part of the debt

in the p* period;

t — contractual interest rate;

T — corporate tax rate;

k., — tax-exempt loan value.

In this case, the real cost of capital is based
on a ratio of non-recurrent cash receipts to
the amount of non-simultaneous outflows dis-
counted to the present moment.

However, in our opinion, the inflow of funds
to the enterprise from the source of financing
could be also represented as a sum of different
cash flows. This is typical for long-range invest-
ment, i.e. financial projects stretched in time.
At the same time, the flow of finances into the en-
terprise could be carried out in certain portions in
accordance with investment needs.

It also should be noted that not only the at-
traction of debt financing but also of internal
funds, could result in saving of corporate tax due
to certain expenses reducing the taxable base.
Such expenses may include commissions, insur-
ance payments, issuance and audit costs, develop-
ment of designing estimates and standard techni-
cal documentation.

All of the above fully applies to borrowed funds
since their attraction may cause additional costs,
which, in addition to those listed above, may in-
clude costs of maintaining a pledge, discharging
obligations under warranty etc.

Thus, taking into account taxation, the general
formula for estimating the real costs of an enter-
prise for attracting financial resources S,, could
be denoted as follows:

g _ 8, xg(1-dN)
“ =1 (1—]‘ )t

ma

(4)

where S,, — the expenses caused by a source
of financing, in the t** period of time (payments
directly related to the compensation required by
an investor who financed the project, as well as
the costs borne by the enterprise to cover procure-
ment of financial resources (commission, insur-
ance, etc. ) could be quoted as an example).

I'ma — average market returns;

t — duration of the cost of borrowing suscep-
tible period;

T — service life of a source of financing;

d — the percentage of costs that reduce the tax
base in the total costs of the t** period;

N — corporate tax rate applied to the enter-
prise.

In addition to the servicing costs of invest-
ment source, a loan financing outgoing cash flow
also comprises the principal amount of the debt.

In view of the foregoing, in order to determine
the real cost of financing, the following equation
is applied:

K P T
k k:z

k=1 (1 +r ) =1

S, (1-dN)
I

+ rp)r = (1 + rp)r

()
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Where rs — the real cost of funds or a particu-
lar source of finance;

P, — cash inflows to the enterprise during
the k' period;

K — duration of the money receipt period;

k — an interval of receipt of funds for the en-
terprise;

Sb;, — the return of the principal amount
of funds in the t* period.

In accordance with the essence of the cost
of the source of financing, calculated on the ba-
sis of formulas 1, 2, 5, the effect of utilization
of a certain source of investment (NPV of the fi-
nancing project) is equal to zero.

This conclusion concerns not only transactions
with securities but, in our opinion, can be ex-
tended to other sources of financing for the en-
terprise.

However, the current financing conditions
prevailing in Ukraine does not meet the strict
regulations of an efficient western capital’s mar-
ket. As is well known, the process of formation
of market relations in Ukraine has its own pecu-
liar features and is characterized by a high degree
of information asymmetry as to the capital mar-
ket. It can induce a distorted value of capital far
from being fair.

At the same time, while acknowledging the va-
lidity of Brealey-Myers concepts in conditions
of an efficient capital market, we cannot fail to
note that their theory does not account for a num-
ber of circumstances that are also characteristic
of countries with economy in transition:

1. The “zero” present discounted value of a fi-
nancing decision assumes the equality of discount-
ed outgoing and incoming cash flows between
the enterprise and the investor. This situation
is possible when disregarding additional effects
of financing (both costs and benefits), which arise
directly at the enterprise and have nothing to do
with the investor. Once the agreed-upon cash
flows are taken into consideration, this leads to
an inequality of the present value of financing in
regard to the investor and the enterprise;

2. This overlooks the fact that different types
of special-purpose funding, mainly state fund-
ing, can provide significant benefits, deferrals,
and subsidies, thus influencing upon the invest-
ment policy of enterprise.

3. It is undeniable that some of the additional
effects either might be missed in the formation
of the cost of financing or arise afterwards as well
(when the cost of capital has been agreed upon).

In view of the above, the utilization of vari-
ous investment sources to finance a project can
be associated with a certain additional effect
from financing, which should be estimated as
follows:

K P & S, (1-d.N)

Efzz(1+r)k_Z (1+r)k -

k=0 k=M
6
L (1=d,N)+V,N +Sb, ~U, (1-bN) ©)

. (1+r)"

LN}
k=

The authors consider that it is appropriate
to define the value of E; as a “capital attrac-
tion performance indicator” since it tends to be
a quantitatively estimated result of the influence
of the process of formation of the capital struc-
ture on the investment project efficiency due
to internal factors of the enterprise, including
the tax shield.

The most successful financing decisions for
the enterprise will have a positive value of E;.

Final Statements. The proposed formulas can
be used to determine the cost of funding sourc-
es. Unlike a number of technics explored above,
the approach of the authors of this article set
forth accounts for non-recurrent financing con-
sidering the effect of tax shield as well.

Moreover, it is justified that a number of cir-
cumstances in the capital market might also re-
sult in the formation of non-zero present capital
value. So, enterprises developing investment pro-
jects must commit themselves to forming a cap-
ital structure with a positive value of the effect
of financing.
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ON PECULIAR FEATURES OF INVESTMENT SOURCES ATTRACTION
TO AN ENTERPRISE

The paper studies the issue of investment sources attraction to an industrial enterprise. The prob-
lems of increasing the effectiveness of limited investment sources have become especially urgent. It
is shown that technics being used to estimate the cost of investment sources have their own peculiar
features. Sometimes these toolkits tend to be superficial to tackle the problem.

It is shown that the most widespread approach to estimating the cost of financial resources attract-
ed from various sources of financing usually comes down to a ratio of the average annual amount of
costs associated with raising funds to the total amount of funds raised.

One of the most common approaches to assessing the cost of capital has to do with the calculation
of a discount rate that ensures the equality of discounted incoming and outgoing cash flows to give
their present values.

The profit tax savings due to the effect of tax shield on interest are not taken into account properly.

To solve correctly the problem of calculating the cost of capital when budgeting new projects, a new
calculation model is created applying the concepts of Bernard Colasse.

The real cost of capital calculations is based on a ratio of non-recurrent cash receipts to the amount
of non-simultaneous outflows discounted to the present moment.

It is noted that not only the attraction of debt financing but also of internal funds could result in
saving of corporate tax due to certain expenses reducing the taxable base.

A new definition of “capital attraction performance indicator” is set forth to signify a quantita-
tively estimated result of the influence of the process of formation of the capital structure on the
efficiency of the investment project due to internal factors of the enterprise, including tax shield.
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