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THE ROLE OF FINANCIAL SAFETY MARGIN IN DETERMINIG
LEVEL OF ECONOMIC SECURITY

A. IANIOGLO
Comrat State University, Republic of Moldova

Summary. This article reveals the essence and features of calculating the break-
even point and the financial safety margin. There has been presented the
methodology of determining the level of economic security, depending on the values
of considered indicators. This dependence is shown in the graph for ease of
application. There has been calculated and determined the level of security on the
example of a certain agricultural enterprise of the ATU Gagauzia.
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Introductin. The economic security of an enterprise is a condition of the most
efficient use of resources and business opportunities to ensure stable functioning and
development. An important indicator of sustainability and economic security of an
enterprise serves financial safety margin. Analysis of its values can help
administrator in making right management decisions. Thereby, the study of break-
even point calculation features and financial safety margin indicators in determining
the level of economic security becomes more actual.

Analysis of the latest researches. D. Parmakli’s research laids the
methodological basis of the analysis of break-even level of production for agricultural
enterprises [1]. In some publications it is considered the break-even point calculation
[ 2] and in particular on the example of production of crops [3]. However, it remains
unexplored aspect of the impact of the break-even equal to the economic security of

the enterprise, which requires additional applied research.
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The purpose of the article is to present a method of determining break-even
point and financial safety margin as an indicators of the level of enterprise economic
security.

The results of research. The notion "economic security" is closely related to
the concepts of "efficiency” and "profitability”. In crop production obtaining high
productivity rates is an important condition for profitable production. This justifies
the necessity of break-even point calculation at each enterprise, what means the
determination of crop yield which ensures equality between the sales revenue and
total cost of production. If the actual crop yield is below the minimum one, the
production becomes unprofitable, but if the opposite, the enterprise will get a profit.
The minimum level of crop yield (gmin) can be determined by the formula:

FC

~ poave , g/ha @

Qmin

where: FC — costuri fixe /stands for fixed costs, lei/ha;

p — pretul de vanzare / stands for price per unit, lei/q;

AVC - costuri variabile calculate pe 1 q de productie / stands for variable costs
per unit, lei/q.

Break-even point is different for every enterprise. Thus, the analysis of
financial safety margin gives us more objective assessment of the sustainability and
economic security of enterprise. The financial safety margin shows the actual
production relative to its critical value. A relative indicator of financial safety margin

(D) is calculated as follows:

D= fd“‘?mz’n* 100
a % )

where: q — nivelul real al randamentului / stands for the actual level of the crop yield.

This indicator shows how many percent can decrease the sales so that the
enterprise avoids losses. It indicates how far an enterprise is from break-even point. A
high financial safety margin ensures more opportunities to preserve profits in case of

revenue decrease, which positively affects the economic security of the enterprise.
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We shall analyze the relationship between the value of break-even point and the
level of enterprise economic security. The graph of break-even point may indicate in
what area of economic security the production of certain cultures is. In Figure 1 the
graph of break-even point in the production of sunflower on the example of "Ekinnik
Yeri" SRL is shown.

We’ll note that the produce of sunflower is characterized by the following

indicators:
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Fig. 1. Indicators of break-even point in the production of sunflower in
agricultural enterprises (on the basis of ""Ekinnik Yeri" SRL, 2013)

Source: developed by the author

We distinguish between 4 levels of production security: critical, low, medium
and high. At the critical level, the revenue received from the sale of products does not
cover total costs of the enterprise. The enterprise is characterized by a low level of

security, when it reaches the intersection point of the curves of revenues and fixed
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costs (point "A™). The enterprise receives revenues from sales that cover fixed costs,
while variable costs remain uncovered, and therefore the enterprise incurs losses.

Point "A" on the graph is determined by the following formula:

N=FC 3)

where: N — venituri din vanzari / stands for product sales revenue, lei.
It follows from this that crop yield at the point "A", i.e. the critical crop yield
(ger) can be calculated:
Qer *P = FC
FC

Ter = P, g/ha (4)

At "Ekinnik Yeri" SRL the crop yield at the point "A" is10,93 g/ha, which
provides a low level of enterprise security. Point «B» on the graph represents the
break-even point (Formula 1) and is 18,79g/ha. The enterprise covers all of its costs,
but it still does not receive any profit. After reaching the break-even point, the
enterprise begins to make profit with each subsequent unit of production. The range
of the graph between points "B" and "C" represents the medium level of security.

Reaching the point "C" ensures a high level of security for the enterprise. This is
the level to which enterprises should strive. The enterprises make profit necessary for
further development, i.e. receive return on sales. Accordingly, we suggest to define
point “C" on the basis of return on sales (R):

&= q-p—AVC-q—FC= I_AVC- q+FC
N q-p q-p
q-p-(1—R)—AVC-q =FC

R:

where: Pr - profir brut / gross profit.

It follows that the formula for crop yield can take the form as follows:
FC

- q(1—-R)-AVC g/ha (5)

It iIs considered that the normative value of return on sales is 0.2. Thus, the

q

volume of production and sales at the point "C" can be determined by the formula:
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___ FC

where: g, — randament optim / stand for optimal volume of production.

q.

At "Ekinnik Yeri" SRL crop yield, which can provide a high level of security is

equal to:

q, = 32253,25 _ 28__6"11-

0.8-295,2—-123.55 q/ha

At the same time, the revenue will be:V = 28,64+ 2952 = 84548

Since the actual crop yield of sunflower at "Ekinnik Yeri" SRL in 2013
amounted to 14,18 g/ha, the production of this crop at the enterprise characterizes a
low level of enterprise security. This suggests the need to identify reserves for
increasing crop yield.

By analogy with the method of determining the level of production security
based on the values of break-even point, we shall consider the indicators of financial

safety margin in Figure 2. We distinguish four levels of security.
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Fig. 2. Indicators of financial safety margin in the production of sunflower
in agricultural enterprises (on the basis of ""Ekinnik Yeri'* SRL, 2013)

Source: developed by the author

Based on the formulas (1) and (4), it is proposed to identify the formula for

calculating the financial safety margin at the point "A":
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FC__FC
D_QGT_Qmm_ 1 p—AVC_ B F'C'p —1_ B
N B FC B FC-(p—AVC) —AVC
Qer re 1% p
D
AVC
CAVC —p
Drr: 1r=
Have (7)

"Ekinnik Yeri" SRL financial safety margin in the production of sunflower at
point "A" will be -0,72. Thus, the value of the financial safety margin below -72%,
will testify to the critical level of security, and exceeding of this value — about a low
level. The value of this indicator in the break-even point (point "B") is zero. We shall
note that the negative values of stock of financial safety margin, i.e. until the break-
even point, indicate the riskiness of the business.

The further is the actual sales in relation to critical ones, the greater is amount
of profit. The higher is the value of financial safety margin, the more sustainable is
the activity of the enterprise. The segment on the graph between points "B" and "C"
represents the medium level, and reaching the point "C" it will indicate a high level of
security.

Applying the formula (1) and (5), the financial safety margincan be calculated

as follows:

FC __FC
_ 9 " 9min_ q-(1-R)—-AVC p—AVC
- q FC
qg-(1—R)—AVC
FC-p—FC-p-(1—R) g-(1—R)—AVC  p-R
T (q-(1—R)—AVO)-(p — AVC) FC  p—AVC

D

R
D= AV c

1-
y (8)
Considering that the normative value of return on sales is 0.2, the formula of

the optimal financial safety margin (Do) at the point "C" takes the form:

0.2
D, = —aw

’ (9)
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A high level of security indicates profitability and economic security of
enterprise activities, this is the level to which the enterprise should strive.

"Ekinnik Yeri" SRL financial safety margin in the production of sunflower at
point "C" will be 0.34. As the actual value of this indicator in "Ekinnik Yeri" SRL in
2013 was -0.33, it follows that the sunflower production at the enterprise
characterizes a low level of security. Similarly, the financial safety margin can be
calculated and it can be defined in what range of economic security the production of
major crops in the enterprise is.

Conclusions and recommendations for further research. In conclusion, we
shall note that the method suggested for analyzing the values of break-even point and
financial safety margin has a practical importance in the process of assessing the level
of economic security. One or both indicators may be used as they are interconnected
and equally indicate the current level of security. This method allows to determine
the status of enterprise economic security and to identify directions to improve it.
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AHOTANIIA
HAHniocno A. Ponv ¢hinancoeozo eaxcenn y 6U3HAYEHHI PI6HA €KOHOMIUHOL
Oe3nexu
Y cmammi  poskpusacmuvcs  cymuicmv I 0COONUBOCMI  PO3PAXYHKY
be3z3oumrkosocmi i 3anacy miyHocmi. llpeocmasiiena memoouxa GU3HAYEHHS PIGHS
eKOHOMIUHOI Oe3nexu 8 3anedcHoCmi 8i0 3Ha4eHb posenaHymux axkmopis. 1 paghiuno
npeocmasieno GU3HAYEHHS pigHs 0e330umKo80CMI HA GUPOOHUYMBI COHAUWHUKY 8

oonomy 3 nionpuemcme PecnyOniku [aeaysis. 3anpononoganuii mMemoo — mac
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NPaKmuyHe 3HA4eHHsl 8 Npoyeci OYIHKU pIeHS exoHOMIYHOI Oesnexu. Qoun abo
00U08a IHOUKAMOPA MOAICYMb OYMU GUKOPUCMAHI, OCKLIbKU BOHU 83AEMONO0B'S3aHI
Midic coOor0 1 8 pisHill MIpi 6KA3VIOMb HA NOMOYHUL pigeHs Oesnexu. Poszensanymuii
Memoo 00380J4€ GUSHAYUMU CMIAH eKOHOMIYHOI Oe3nexu nionpuemMcmed i eusaeumu
Hanpsimu w000 1020 800CKOHANEHHS.

Kniwwuogi cnoea. sanac miynocmi, peHmabenvHICTb, NPOOYKMUGHICMb Npayi,

0e330UmKOo8ICMb, eKOHOMIYHA besnexd.

AHHOTANIIUA

HAuuozno A. Poav uuancoeozo poviuaza 6 onpeoesieHuu YPOGHA
IKOHOMUYECKOIl He3onacHocmu

B cmamwe  packpvisaemcsi  cywHocmbs U 0coOeHHOCmMU  pacuema
0e3yovimounocmu u 3anaca npounocmu. Ilpeocmasnena memoouka onpeoeieHus:
VPOBHS  OKOHOMUYECKOU  0e30nacHocmu 6  3d6UCUMOCMU  OWl  3HAYeHUl
paccumampugaemvlx axmopos. 1 paguuecku npedcmagieno onpeoeneHue YpOGHS
0e3Y0bIMOYHOCMU  HA NPOU3BOOCMBE NOOCOJIHEYHUKA 6 OOHOM U3 NPeonpusimuil
Pecnybonuxu ['acaysus. I[lpeonooicennviti Memoo OJisi QHAIU3Ad 3HAYEHUL MOYKU
0e3y0bImOYHOCIU U 3aNAca NPOYHOCMU UMeem NpaKkmuyeckoe 3Hadenue 8 npoyecce
OYeHKU YPOBHS dKoHOMUYecKoll bezonacnocmu. Qoun uiu 06a uHOUKamopa mMo2ym
ObIMb UCNOTBL30BAHBL, NOCKONLKY OHU 63AUMOCEH3AHbI  MedcOy coDO0l U 8 pasHoll
CMeneHu YKazvleaiom Ha MeKywuii yposeHs» bOezonacuocmu. Paccvmompennwiii
Memoo  no3eojsiem  Onpeoenums  COCMOosAHUE  SKOHOMUYECKOU — 0e30nacHoCmu
Npeonpusimusi 1 8blI8UNb HANPABICHUS NO €20 COBEPULEHCMBOBAHUIO.

Kniwuegoie cnosa: sanac npounocmu, penmaoeibsHoCms, NPOU3E00UNENIbHOCHb

mpyoa, 6e3y0blmoYHOCHb, IKOHOMUYECKAsE Oe30NACHOCHTb.
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