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The study's relevance is determined by the complex nature of the impact of borrowed funds on capital,
which creates a need for a flexible and well-considered approach to managing financial resources. In particular,
it is important to consider the balance between the potential increase in profit from borrowing funds and the
rise in financial risks, which allows the enterprise to optimize the capital structure and ensure a balance
between profitability and financial stability. In this context, a systematic study of the classical financial leverage
mechanism plays an important role, enabling the analysis and planning of the volumes of equity and borrowed
capital, considering the expected increase in profit. The study proves that using borrowed capital is a powerful
tool that can impact the financial results of a manufacturing enterprise. However, its use is associated with
certain risks. It is important to systematically analyze its impact and make informed decisions regarding the
capital structure, considering the integrated effect of financial leverage.
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AKTyanbHICTb AOCNIMKEHHA 3yMOB/IEHA CKNALHOI MPUPOLOI0 BMNMBY MO3UKOBUX KOLLUTIB Ha Kanitan, aka
dhopmye NoTpeby y rHy4ykOMy Ta 3BaOKEHOMY NiAX0A4j A0 yNpaBniHHS diHaHCOBUMK pecypcamMu. Baxknneo Bpa-
XOBYBaTW CMiBBiAHOLIEHHSI MK MOTEHLIAHNM NPUPOCTOM NPUBYTKY Bif, 3a/1yUYeHHS MO3MKOBUX KOLUTIB Ta 36i/b-
LWEHHAM DiHAHCOBUX PU3KKIB. Lie A03BOMSIE BUPOOHMYOMY MiANPUEMCTBY ONTUMI3yBaTW CTPYKTYPY Kanitasy
Ta 3a6e3neunTn 6anaHc Mix Moro NpUBYTKOBICTIO Ta (hiHAHCOBOLO CTIMKICTHO. Y LiIbOMY KOHTEKCTi BaXK/IMBY PO/b
Bifjirpae cuctemMHe AOCNIMKEHHST KNAaCUYHOrO MexaHi3aMy (DiHAaHCOBOTO BaXessl, SKWil A03BO/ISIE aHasli3yBaTy
Ta njaHyBaTy 06CArM B/IACHOIO i NO3MKOBOIO Kanitany 3 ypaxyBaHHSAM O4ikyBaHoro npupocTy npuoéyTky. [Jo-
BEAEHO, L0 3a/Ty4EHHS MO3MKOBOIO Kanitasly € NOTYXXHVUM IHCTPYMEHTOM, KU MOXE BMIMHYTU Ha (PiHAHCOBI
pe3ynbraT BAPOOHMYOro NiANpUEMCTBA, SKLLO MO0 BUKOPUCTAHHS HEe CYNPOBOMKYETLCS BaroMMMu pU3nka-
MU. TOMY BaX/MBO He f1LIE CUCTEMHO aHanidyBaTu AOro BNAMB, ane i NpuiiMaTn 3BaXKEHi PiLLEHHS LWoa0
CTPYKTYpY Kanitasy, BpaxoBytuu iHTerpoBaHuii edpekT (oiHaHCOBOro Bakens. JoBefAeHo, WO Ais MexaHiamy
thiHaHCOBOro Baxkesnsi POPMYETbLCHA Yepes oro aHaliTUYHI MOX/IMBOCTI, L0 € OCHOBOK A/18 PEeTeNIbHOro nna-
HyBaHHS fiii 3 JOCArHEHHSI €Ta/IOHHOTO CMiBBIAHOLIEHHST MiXX B/IACHUM | MO3MKOBMM Kanitasiom. ETasioHHa
CTPYKTYypa Kanitasly 3garHa MakcuMisyBaTyi MpubyTKOBICTb MpU 36epeXeHHi MPUNHATHOrO PiBHS (DiIHAHCOBOTO
pu3nky. KoHcTaroBaHo, L0 aHaliTU4YHa cknagoBa AOCATHEHHS! €TaJ/IOHHOIO CriBBIAHOLIEHHS MK BIaCHUM | Mo-
3MKOBMM KaniTasioM € 3HauyLyM NPOLECOM, L0 peastisyeTbCs Yepes OLiHKY MOTOYHOT CTPYKTYPKU KaniTasty nignpu-
EMCTBA, NOPIBHSA/IbHWIA @aHasi3 NOTOUHOT CTPYKTYPY Kanitasty 3 raly3eBUMU CepPeHIMM 3HAUYEHHAMM Ta NOoKa3HUKaMm
KOHKYPEHTIB, aHas1i3 (iHAHCOBUX PU3MKIB, L0 MOB'I3aHi 3 MOTOYHOK CTPYKTYPOHO KaniTasly, BU3HAUYEeHHS Halikpalloro
CNiBBILHOLLEHHA BMACHOTO i NO3MKOBOTO Kanitasly. 3a3HavyeHo, Lo NnaaHoBa YacTUHa 3a/1eXnTb Bif, aHaNiTUYHOI
i 30cepemkeHa Ha [AOCATHEeHHI eTaJIoOHHOro CniBBiAHOLIEHHA MiX B/1aCHMM Ta MO3UKOBMM KaniTasiom uyepes
BM3HAYEHHS Lifieli NignpueMcTBa, SKi MOXYTb BM/IMHYTU Ha CTPYKTYPY Kamnitasny, OUiHKY MaibyTHIX chiHaHCO-
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BUX NOTpe6, BNGIp mKepen (hiHaHCyBaHHSA LnX NoTpeb Ta po3pobKy AeTanbHOro njaHy 3alyyeHHs kanitasty.
3a 0co6/MBOCTAMM aHanidy Ta NiaHyBaHHS CTPYKTYpU KaniTasly BUPOOGHMYOro mignpuemctBa hOpMyeEThCS
OKyC Ha AOCATHEHHI MakCMMaslbHOT BiANOBIAHOCTI DAaKTUYHOT CTPYKTYPU Kanitasy 3 i eTasIoOHOM.

KntouoBi cnoBa: peHTabenbHiCTb, BfliacHWI Kanitasl, (hiHaHCOBI pecypcu, aHani3, MexaHiam ¢oiHaHCOBOroO

BavKesiA.

Problem statement. In today's conditions of
intensified competition and increasing economic
instability, effective management of financial
resources becomes critically important for the
success of a manufacturing enterprise. One of
the key tools ensuring such management is the
inclusion of borrowed funds (debt) in the capital
structure. The use of borrowed funds has a dual
effect.

On one hand, it opens up broad opportuni-
ties for the manufacturer: the implementation of
large-scale investment projects, expansion of
production, and modernization of fixed assets,
which in turn contributes to increased production
volumes and enhanced competitiveness.

On the other hand, increasing the proportion
of borrowed funds carries risks associated with
higher financial costs in the form of interest on
loans and other debt obligations.

This can negatively impact the financial sta-
bility of the enterprise, especially during periods
of economic instability or declining profitability.
Given the polarizing effect of borrowed funds,
there is a need for a flexible and balanced
approach to managing financial resources.

In particular, it is important to consider the
balance between the potential increase in profit
from borrowing funds and the rise in financial
risks, which allows the enterprise to optimize the
capital structure and ensure a balance between
profitability and financial stability.

The analysis of recent researches and
publications. The study of the effects of financial
leverage has a rich history, shaped by the works
of Sinitsin O.0., Kalinichenko Z.D., Kvasnitskaya
R.S., Davidenko N.M., and others, who focused
on the fundamental algorithms for assessing
financial strength and operating leverage.

Modern algorithms for studying capital
structure (through financial leverage) are
examined by Demyanenko I. V. and Petryk S. V.
At the same time, it is crucial to establish a
general approach to determining the most
effective mechanisms for utilizing borrowed
capital and its impact on the financial profitability
of enterprises.

In this context, a systematic study of the
classical financial leverage mechanism plays an
important role, as it allows for the analysis and

planning of equity and borrowed capital volumes,
taking into account the expected increase
in profit.

Goal setting (formulation of goals of
the article). The study aims to examine the
features of financial resource management in
manufacturing enterprises through the classical
analytical mechanism of financial leverage.

The paper main body with full reasoning
of academic results. Managing financial
resources in manufacturing enterprises through
the classical financial leverage mechanism
has several features influenced by the effect
integrated into the capital structure of the
enterprise [1-2].

Such an effect is a purely economic
phenomenon, which involves the impact of the
capital structure of a manufacturing enterprise
(specifically, the ratio of equity to borrowed
funds [4]) on the profitability of its equity
capital (ROE).

This phenomenon creates opportunities for
controlling and regulating this effect through
a simple mechanism, allowing users to adjust
profitability by changing the proportion of
borrowed funds utilized.

The financial leverage mechanism of a
manufacturing enterprise can be described
through the following transformations of its
capital:

1. The change in capital is due to the
acquisition of borrowed funds. The manufacturing
enterprise obtains a loan or issues bonds to
attract borrowed capital.

2. The change is due to the investment of
the acquired funds. The funds obtained by the
manufacturing enterprise are directed towards
financing investment projects, expanding
production, modernizing fixed assets, acquiring
assets, etc.

3. The change is due to earning profit.
As a result of using the borrowed funds, the
manufacturing enterprise generates profit from
the sale of products or services.

4. The change is due to covering financial
expenses. Part of the profit obtained by the
manufacturing enterprise is used to cover
financial costs associated with servicing the debt
(such as interest payments, fees, etc.).
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5. The change is due to the formation of
net profit. Specifically, it involves the difference
between the obtained profit and financial
expenses, resulting in the net profit or loss of the
manufacturing enterprise.

6. The change is due to the distribution
of net profit or deduction of net loss. Net
profit is distributed among the owners of the
manufacturing enterprise (shareholders or
proprietors) in the form of dividends or reinvested
into the development of the enterprise.

In the case of a net loss, the enterprise has
several options for covering it, such as using
reserve capital, reducing equity, or utilizing
retained earnings from previous years.

7. The change is due to the impact on return
on equity (ROE). If the return on investment
exceeds the weighted average cost of capital,
which includes the cost of both equity and
borrowed capital, then ROE increases (positive
effect of financial leverage).

It means that the use of borrowed funds
enhances enterprise profitability. Conversely,
when the return on investment is lower than the
weighted average cost of capital, ROE decreases
(negative effect of financial leverage).

It means that the use of borrowed funds
reduces profitability for the owners, as the cost
of servicing the debt exceeds the profit obtained
from the investments.

Thus, the effect of the financial leverage
mechanism is shaped by its inherent analytical
capabilities, which form the basis for careful
planning of actions to achieve an optimal ratio
between equity and borrowed capital.

It allows for the maximization of profitability
while maintaining an acceptable level of financial
risk.

In particular, the analytical component of
achieving the optimal ratio between equity and
borrowed capital is realized through [3; 7]:

1. Evaluate the current capital structure of
the enterprise. It involves analyzing the equity-
to-borrowed capital ratio, using indicators such
as the financial dependence ratio, financial
leverage ratio, and interest coverage ratio.

2. Compare the current capital structure
with industry averages and competitors'
benchmarks.

3. Analyze the financial risks linked to the
current capital structure, such as insolvency risk,
the risk of losing control over the business, and
the risk of interest rate fluctuations.

4. Determining the optimal equity-to-
borrowed capital ratio minimizes the cost of
capital and maximizes the value of the business.

Thus, the diagram for analyzing the ratio
between equity and borrowed capital in a
manufacturing enterprise is shown in Figure 1.

The planning phase for achieving the optimal
ratio between equity and borrowed capital is
realized through:

1. Defining the enterprise's goals that may
affect the capital structure.

2. Assessing the enterprise's future finan-
cial needs (including those related to invest-
ment projects, operational activities, and other
requirements).

3. Choosing the source of financing for
financial needs (considering their cost, availabil-
ity, risks, and other factors).

4. Preparing a detailed capital acquisition
plan specifies the amounts, timelines, and con-
ditions for acquiring funds from various sources.

Thus, the diagram for planning the ratio
between equity and borrowed capital in a
manufacturing enterprise is shown in Figure 2.

In addition to the specifics of analyzing and
planning the capital structure of a manufacturing
enterprise outlined above, it is evident that
there is a drive toward achieving maximum
similarity with the benchmark capital structure.
It is interpreted as the optimal ratio of equity to
borrowed capital that minimizes the weighted
average cost of capital (WACC) and maximizes
the enterprise market value.

It is important to note that the optimal capital
structure is determined by several criteria,
including [6-7]:

1. Forming the financial stability of the
manufacturing enterprise (for example, a well-
chosen ratio of equity to borrowed capital
provides the enterprise with adequate liquidity
and solvency, reducing the risk of financial
difficulties).

2. Determinesthe cost of capital, specifically
allowing for the minimization of the weighted
average cost of capital (WACC), which is a key
factor in making investment decisions.

3. Provides financial flexibility, as it allows
the enterprise to quickly respond to changes in
market conditions and capitalize on new growth
opportunities.

4. Enhances competitiveness, as it
enables the minimization of production costs for
innovative products.

According to the defined criteria, the optimal
capital structure is not universal for all manufac-
turing enterprises and is not a static value.

Thus, the capital structure may vary depend-
ing on internal factors (such as the stage of the
manufacturing enterprise's life cycle, overall
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Analysis of the debt-to-equity ratio

1

Assessment of the current capital structure
of a manufacturing company

Analysis of financial risks
associated with the current
capital structure

Comparative
analysis of the
current capital
structure with
industry
averages and
competitor
benchmarks

Determination of the
benchmark equity and
debt capital ratio

Conclusion on the approximation of the actual
ratio of equity and debt capital to the
benchmark

Figure 1. Diagram for analyzing the ratio between equity and borrowed capital
in a manufacturing enterprise

Source: formulated by the author based on [1-2; 5-6]

profitability, and business risk, dividend policy)
and external factors (such as macroeconomic
conditions, industry characteristics, tax legisla-
tion), the characteristics of which are presented
in Table 1.

Given the dependence of capital on numerous
internal and external factors, it is important for
a manufacturing enterprise to regularly review
and adjust its capital structure. However, this
can be quite complex due to the numerous
indicators involved, as it requires simultaneously
considering changes in many factors.

To facilitate this task, a manufacturing
enterprise canuse asystematic approach focused
on a single, most informative indicator — the
financial leverage effect (FLE) of the enterprise.
Various factor algorithms can be applied to this
indicator, as emphasized in previous studies by

the authors [2]. Measuring and adjusting this
effect should be the foundation of analyzing and
planning the capital structure of a manufacturing
enterprise.

Measuring and adjusting the financial
leverage effect (FLE) can be accomplished
through various methods, including those
commonly used in financial analysis.

The first method considers the tax shield
resulting from the deduction of interest on loans
from taxable income, and thus uses a rather
complex formula [1-3]:

FLE=(1-T)x(Ra-C)x(ED), (1)
where:

T — tax rate on profit;

Ra —return on assets;

C — average cost of borrowing from external
financing sources;
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Planning of the debt-to-equity ratio
for a manufacturing company

1 |

Identification of company goals that may affect
the capital structure

Selection of funding
sources for financial
needs

Assessment of the
company's future
financial needs

Preparation of a detailed
capital raising plan

Establishing requirements regarding the
volume, terms, and conditions of attracting
funds from various sources

Figure 2. Diagram for planning the ratio between equity
and borrowed capital in a manufacturing enterprise

Source: formulated by the author based on [1; 3; 6-7]

D — debt capital,

E — equity capital.

This algorithm measures how the return on
equity changes based on the difference between
the return on assets, the average interest rate on
loans, as well as debt to equity ratio. Considering
the outlined features, the advantages of this
method include a precise and comprehensive
approach to analyzing the Financial Leverage
Effect (FLE), accounting for the impact of the
tax shield, which is crucial for companies with
high levels of debt, and the ability to assess
the influence of various factors such as return
on assets, cost of debt capital, and tax rates
on the return on equity. The drawbacks of this
method include the need for a significant amount
of data for calculation, including the tax rate on
profit and the average interest rate on loans,
and complexity in interpretation, especially for
individuals without deep knowledge in financial
analysis.

The second method does not account for
the tax shield and therefore uses a simplified
formula [1-4]:

FLE=(ROE - ROA) / ROA, (2)

where:

- ROE (Return on Equity) is the return on
equity, i.e., net income divided by equity;

- ROA (Return on Assets) is the return on
assets, i.e., net income divided by total assets.

This algorithm shows how much the return
on equity (ROE) exceeds the return on assets
(ROA), which can be interpreted as the
additional profit gained through the borrowed
capital use. Given the outlined characteristics,
the advantages of this method are simplicity
in calculation and interpretation, the absence
of requirements for detailed information about
taxes and loan rates, and the ability to quickly
assess the impact of borrowed capital on return
on equity. The disadvantages of this method
are: ignoring the presence of a tax shield, which
may lead to an underestimation of the financial
leverage effect for companies with a high level of
debt, and ignoring the difference between return
on assets and the cost of borrowed capital, which
may result in inaccurate conclusions about the
optimal level of debt.
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Table 1

Characteristics of factors influencing changes in the optimal capital structure

of a manufacturing enterprise

Impact of factors

of the life cycle

mature companies with stable cash flows can afford
to take on more debt

Profitability
and business risk

Highly profitable companies with low risk can use more
borrowed funds, while companies with high levels of risk
need to be more cautious with debt

Dividend policy

Companies that pay high dividends may have less
available cash for servicing debt, so they might require
a smaller proportion of borrowed funds.

Groups Characteristics of factors' influence on the optimality on capital
of Factors of capital structure struc’?ure
Internal factors
Stage Fast-growing companies often rely more on equity, while

The optimal capital
structure is not
universal for all
manufacturing
enterprises

External factors

Macroeconomic
conditions

Interest rates, inflation levels, and the overall state of the
economy can affect the cost and availability of various
sources of financing

Industry
characteristics

Capital-intensive industries, such as energy, utilities,
telecommunications, and transportation, often have
a higher proportion of debt in their capital structure.

Tax legislation

Tax benefits on interest payments can make debt
financing more attractive, thereby influencing the tax

The optimal capital
structure is not
a static value

shield accordingly

Regulatory
requirements

Some industries may have restrictions on leverage
levels, which affect the capital structure

Source: formulated by the author based on [3—4]

Characteristics of the features of the main
methods for analyzing the financial leverage
effect in manufacturing enterprises are
presented in Table 2.

In addition to the aforementioned methods,
there are other, less commonly used methods
for calculating the financial leverage effect,
which takes into account factors such as degree
of financial leverage (DFL), debt ratio, interest
coverage ratio, and others.

Each of these methods has its advantages
and disadvantages, and their selection depends
on the specific goals of the analysis.

All methods have their advantages and
disadvantages, and none are absolutely precise.
The choice of formula for calculating the FLE
depends on the specific goals of the analysis
and the available information. Thus:

1. When selecting a method for calculating
FLE, one should consider the specifics of the
enterprise, industry characteristics, and data
availability.

2. It is important to remember that FLE is
only one tool in financial analysis, and its results
should be interpreted in light of other factors.

3. For a deeper understanding of the
financial leverage effect, one can use both
primary and additional analysis methods, such
as Degree of Financial Leverage (DFL), debt
ratio, interest coverage ratio, and others.

Conclusions. The study has proven that
borrowed capital use is a powerful tool that can
impact the financial results of a manufacturing
enterprise. However, its use is associated with
certain risks, so it is important to systematically
analyze its impact and make informed decisions
regarding the capital structure, taking into
accountthe integrated effect of financial leverage.
The following conclusions have been made:

The mechanism of financial leverage is shaped
by its inherent analytical capabilities, which
form the basis for careful planning of actions
to achieve the benchmark ratio between equity
and debt capital, enabling the maximization of
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Table 2

Characteristics of the features of the main methods for analyzing the financial leverage
effect in manufacturing enterprises

Basis for
measuring :
the financial | Algorithm action Interpretation of the result Crng;ﬁggf
leverage
effect
FLE > 0: The use of borrowed capital
increases the return on equity (ROE).
This means that the company earns For preliminary
more profit per unit of equity capital assessment
) Shows how much invested due to the use of borrowed or analysis of
Algorithm 114" otiirn on equity funds. : companies with
Considers exceeds the return FLE = 0: Borrowed capital has no effect ||ow levels of
the tax shield on assets on ROE. The profit on equity capital does | debt, Algorithm 1
not depend on the use of loans. can be used.
FLE < 0: Borrowed capital decreases
ROE. The cost of servicing the debt
exceeds the additional profit gained from | For detailed
using the borrowed funds. analysis and
Measures how the |FLE > 0: The use of borrowed capital decision-making
return on equity increases ROE, even after accounting regarding
changes based for taxes. The company earns additional |capital structure,
Alaorithm 2 | N the difference | profit after taxes due to the loans. especially for
Doges not between return FLE = 0: Borrowed capital does not companies
conaider on assets and the |affect ROE after taxes. with high levels
the tax shield | @verage interest | FLE < 0: Borrowed capital decreases of debt, it is
rate on loans, as ROE after taxes. The cost of servicing recommended to
well as the ratio the debt exceeds the additional profit use Algorithm 2
of debt to equity. from using the loans, even with tax
Kanitany benefits.

Source: formulated by the author based on [2; 4-5; 7]

profitability while maintaining an acceptable
level of financial risk.

The analytical component of achieving the
benchmark ratio between equity and debt
capital is the most significant process, which is
realized through the assessment of the current
capital structure of the enterprise, comparative
analysis of the current capital structure with
industry averages and competitors' indicators,
analysis of financial risks associated with the
current capital structure, and determination
of the benchmark ratio between equity and
debt capital.

The planning component is dependent on the
analytical component. This dictates the focus on
achieving the benchmark ratio between equity
and debt capital. This process is realized by
defining the enterprise's goals that may impact

the capital structure, assessing the future finan-
cial needs of the enterprise, choosing the source
of financing for financial needs, and defining the
contents of a detailed capital raising plan.

According to the defined features of capital
structure analysis and planning, the focus
of a manufacturing enterprise is on ensuring
maximum alignment with the benchmark capital
structure. In this process, specific methods for
calculating the financial leverage effect should
be the foundation.

Considering the above points, the obtained
results create a basis for researching the
effectiveness of using borrowed capital under
different economic conditions, various stages of
the enterprise life cycle, and levels of risk. This
will help in developing recommendations for the
use of borrowed funds under uncertainty.
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