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Abstract 
One of the key areas of the Corporate Social Responsibility is considered en-
suring financial stability that needs to be adjusted to the organizational goals. 
Regarded as the competency, financial stability must be considered as the 
prime objective to increase income to the certain level and enhance market 
potentials. Moreover, it is essential to determine theoretical and practical 
tendencies to apply the financial stability assessment of enterprises. The study 
was conducted on the optimal structure of capital resources and the possibil-
ity of using them in management decision-making by estimating some indi-
cators of financial stability. We analyzed content analyses of some theoretical 
and methodological approaches to assess financial stability of an enterprise 
and estimated an effective structure study of assets and sources as indicators 
of financial stability in company. 
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1. Introduction 

One of the objectives of Mongolian Sustainable Development is defined as the 
economic stabilization. The development policies of macro economies and other 
sectors have been determined to supply economic sustainability and the objec-
tives to enhance long-term economic average growth have been put forward. 
Financial information helps its decision makers use financial information to 
cash flows for making decisions. Researcher financial statements in companies 
provide main evidences and facts related to company’s development. The study 
is concluded that understanding financial statement analysis provides that it is 
very important to those who have the businesses as tools for reducing the consi-
derable risks involved in starting and growing the business. The lack of financial 
information to the users can cause non-effective investment decisions and effec-
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tive financial statements are getting more and more required in commercial 
banks (Rwemalika, 2013). Financial states of enterprises, where national wealth 
is created and the initial financial allocation is conducted, are regarded as the 
base for economic stabilization. The economic, especially, the financial stability 
of the business sector can be determined as the provision of economic stabiliza-
tion growth disabling business potential risks in the sector. Financial stability 
describes the equality ratio of assets and sources and is differed from the concept 
of solvency, which assesses current asset and short-term liability states of enti-
ties. Thus, in this paper, we aim to study the possibilities of easing management 
decision process by estimating effective structure study of assets and sources and 
some indicators of financial stability. We use the data of “XXX” company cov-
ering years of 2017-2019. 

2. Data and Methodology 

In order to assess the structure and properties of asset and sources and indica-
tors of financial stability, we have used the data and additional disclosure of the 
4th quarter of 2017, 2018, 2019 financial statements of “ХХХ” company. Moreo-
ver, the data of E-balance of Ministry of Finance of Mongolia was used to esti-
mate average indicators of the sector. 

In the case of XXX, the debt ratios are generally lower than the industry aver-
age and theoretical levels (Table 1). 

In order to consider the research, the related analysis and conclusions in a 
close connection with internal and external business environment the data col-
lection method, the comparison method, the sample collection method and the 
method of average mean estimation have been used.  

In addition, to determine the effective structure of asset sources mathematical 
methods, conventional financial analysis methods and modern computer me-
thods have been widely employed.  

3. Financial Stability Analysis 
3.1. Company Financial Stability States 

We have entered the XXI century and as a result we have been closer to each 
other. At the same time, all countries in the globalization period have aimed to 
implement “The Concept of Sustainable Development”, the overall goal of which  
 
Table 1. Financial indicators. 

Estimation Meaning Coeff. Sector average XXX company average 

Financial stabilization ≥0.5 К1 0.37 0.33 

Solvency ≥2 К2 1.18 0.61 

Debt ratio <1 К3 1.69 2.07 

Asset turnover ≥0.6 К4 0.45 0.18 

Effectiveness ≥0.1 К5 1.48 −0.02 

https://doi.org/10.4236/ib.2020.124010


L. Naranchimeg, Ch. Enkhamgalan 
 

 

DOI: 10.4236/ib.2020.124010 142 iBusiness 
 

is the long-term stability of the economy and environment; this is only achieva-
ble through the integration and acknowledgement of economic, environmental, 
and social concerns throughout the decision-making process. The appreciation 
of our natural resource constraints is also in our best interest. Truly rational and 
“effective governance requires a nation to consider and protect the environment 
and natural resources on which its current and future development depend. Any 
other approach is self-defeating. The connections between the environment and 
development thus provide a powerful rationale for environmental protection: 
enlightened self-interest” (Dernbach, 1998: p. 20). However, currently, there is a 
growing tendency of increasing ecological processes and changes, instigated by 
the negative impacts of human activities. The sustainable development is deter-
mined by the principle in which from the social sphere human is obliged to 
supply their own needs, fitted to the ecosystem capacity. Specific meaning of the 
Sustainable Development applies to the ecological concept; however, the general 
meaning of it characterizes modern forms and processes, directed to pursue the 
fundamental changes in historical orientations of civilization existence in all 
spheres (economic, social, ecological). 

“The Sustainable Deleopment-2030” was first initiated at the United Nations 
Conference on Sustainable Development—or Rio+20—took place in Rio de Ja-
neiro, Brazil on 20-22 June 2012. The goal of the Sustainable Development is the 
continuity of Millennium Development goals (mDgs), which implementation 
ended in 2015. 

The General Assembly of the United Nations opened its seventieth session on 
15 September, and approved 17 goals and 169 objectives of “The Sustainable 
Development Goals”. The official worldwide implementation of SDG started in 
force from 1, January 2016.  

The implementation of Mongolia sustainable development Vision was ap-
proved in 2016 which states “By 2030, Mongolia aspires to be amongst leading 
middle-income countries based on per capita income. It hopes to be a mul-
ti-sector stable economy, and a society dominated by middle and upper-middle 
income classes, which would preserve ecological balance, and have stable and 
democratic governance” (Kammaev, 2000). 

Sustainable development objectives of Mongolia:  
● Sustainable economic development; 
● Sustainable social development;  
● Environmental sustainability.  

The sustainable economic development objective determines implementation 
of macroeconomic policy principles and principles for sectoral development. 

The concept of sustainability from social development dimension is explained 
in modern economic literature in two fundamental levels: 

1) Sustainability at Macroeconomic level (sustainability of economic systems); 
2) Sustainability at Microeconomic level or company’s financial stability.  
Company’s financial stability is determined by the indicators of equality of fi-

nancial assets and resources. The system is considered stable “if the internal con-
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flict can be regulated without submerging legitimate risksx”. Economic stability 
is defined as “a condition in which proper, effective actions are supported to 
finance itself in normal external environment” (Peng, 2017). Sustainability is de-
fined in “Mongolian Sustainable Development Programme for the 21 centuries” 
as “the society can be assessed as stable when sources of economic resources are 
provided with long-term, reliable interrelations; economy sees stable growth; 
output (especially, labor productivity) is increased continually; and proper, fair 
competitive business environment is set up”. Financial stability can be more 
broadly defined as “a condition in which the financial system can facilitate real 
economic activities smoothly and is capable of unravelling financial imbalances 
arising from shocks”. Generally, financial stability can be understood as the re-
liable state of financial system of the country. 

“It can be a shift from the economic model, prevailed in inactive form, and 
method to provide economic development to the steadfast method of the im-
plementation of the investment policy in development” (Laitinen, 2018). Eco-
nomic growth is measured by the changes of the real GDP per capita. However, 
economic development is broader concept in terms of significance than eco-
nomic growth.  

The financial stability of the micro level or enterprise is the proper amount of 
asset resources that can be dealt to implement the objectives to increase the in-
come and accumulate the capital in order to assure liquidity in the normal situa-
tion of the arisen risks (Berthilde & Rusibana, 2020). The financial stability is 
differed from the concept of liquidity, which is intended to assess the states of 
current assets and liabilities by showing the equal ratios of assets and resources. 
Considering properly the resources, put into the accumulation of fixed assets 
and material resources are regarded the principle condition to regulate and 
transform the actions, directed to improve financial state and to provide finan-
cial stability. On the other hand, company financial stability is the process to 
provide effectiveness of commercial and production process by utilizing re-
sources properly; to strengthen financial performance and to provide production 
capacity adjusted to the social development. Enhancing financial stability implies 
the mobilization of capacity to implement the strategical goals. The former Sec-
retary-General Kofi Annan addressed to the International Conference on Fi-
nancing for Development organized on 2002 in Mexico “Unless we mobilize the 
considerable amount of financing from state and business sectors, our pro-
gramme for poverty alleviation and speeding the development will be the pro-
gramme stuck on the paper”. 

Another market requirement implies enterprises shall conduct sustainable, 
competition—tolerance activities, adjusted the situation to extent the effective level 
with their sales amounts, production capacity and financial management level. 
At the company level it should become the base of the financial stability since 
national wealth is produced and accumulated at the level of financial system.  

Finance describes the structure of asset and sources. Financial stability also 
can be defined as the stable level of the financial state of an organization, assured 

https://doi.org/10.4236/ib.2020.124010


L. Naranchimeg, Ch. Enkhamgalan 
 

 

DOI: 10.4236/ib.2020.124010 144 iBusiness 
 

by the percentage of equity capital in the total sources of financing. 
At the enterprise level, national wealth is produced and distributed through-

out the financial system, which is the basis for financial stability. Therefore, the 
financial stability of an enterprise is the foundation of a country’s economy. 
Nowadays, financial stability is studied in the following areas. 

Financial stability is: 
● Object of management; 
● The purpose of the organization; 
● The main determinant of the internal environment in business; 
● Development factors; 
● Security assurance. 

Financial stability can be understood in broad terms not only as the manage-
ment object, the proper amount of asset and sources, the complex state of re-
source elements, organizational objectives, but also the main determiner of in-
ternal environment, development factor determining the future of the organiza-
tion, safety and the criterion of possible financial risks. Financial stability is the 
base for implementing the sustainable development and the capability to streng-
then financial states and carry on its activities continuously existing regardless of 
negative external factors and domestic alteration and utilizing resources proper-
ly (State Great Hural of Mongolia, 2016).  

One part of the analysis of financial stability is to study the equilibrium of 
structure of assets and resources. Therefore, it is more crucial to estimate the 
structure of asset and its resources, financing opportunities for assets for enter-
prises. 

3.2. Asset and Source Financing Analysis 

In the market economy an organization conducts its activities by financing itself; 
however, if the resource is not sufficient, the method to mobilize external re-
sources, is taken place. Accumulating own financial resources and enhancing li-
quidity of its assets has been the fundamental requirement of the market. One of 
the directions to assess financial stability is regarded as the determination of 
sources of financing of current assets and material resources, and the sufficiency 
of them. Some researchers have proposed the efficient structure of financing of 
asset sources in the ways (Table 2) (State Great Hural of Mongolia, 2016; Na-
ranchimeg, 2010). 

Due to business extension, the external financial involvement is increased and 
it urges to proper placement and the finance turnover. We have taken as an ex-
ample, 2017-2019 financial statements of “ХХХ” company, specializes in mining 
industry. 

In regard to ХХХ company, we have estimated that on 2017-2019 yearly aver-
age 43 percent of the total asset accounted for the current assets, 57 percent ac-
counted for the non-current assets, and 55 percent of the total sources was fi-
nanced by the external sources, 45 percent was financed by the equity capital of 
shareholders (Table 3). 
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Table 2. Possibilities of asset financing. 

Asset types 
Possibilities of asset financing 

Innovative (A) Agerage (B) Conventional (C) 

Non-current assets 
40%-LtL 20%-LtL 10%-LtL 

60%-OC 80%-OC 90%-OC 

Fixed parts of Current assets 
50%-LtL 25%-LtL 

100%-OC 
50%-OC 75%-OC 

Variable parts of Current assets 100%-StL 100%-StL 
50%-OC 

50%-StL 

LtL—Long-term obligations; StL—Short-term obligations; OC—Equity capital. 

 
Table 3. Structure of asset and sources (%) /ХХХ company/. 

Indicators 2017 2018 2019 
2017-2019 year average 

u/weight growth, % 

Current assets 26.6 15.6 16.5 43.0 102.0 

Non-Current assets 73.4 84.4 83.5 57.0 138.1 

Total asset 100.0 100.0 100.0 100.0 129.5 

Short-term obligations 29.4 28.0 19.8 35.2 81.4 

Long-term obligations 31.4 28.3 36.2 19.8 103.6 

Total liabilities 60.8 56.3 56.0 55.0 93.8 

Equity capital 39.2 43.7 44.0 45.0  

Total sources 100.0 100.0 100.0 100.0 129.5 

 
Let’s do the valuation of structure of assets and sources, shown in Table 1, 

based on the innovative (A) possibility. 
Table 4 shows the result that the total debt will be 56 percent and the equity 

will be 44 percent for optimal structure for the “XXX” company: 
 

Indicators Short-term liabilities Long-term liabilities Equity capital 

1. Valuated by 2017-2019 yearly 
average 

35.2 19.8 45.0 

2. Valuated by Innovative /А/ model 19.0 35.0 46.0 

 
The estimation of asset and finance /ХХХ company/: 
 

1. Non-current assets 
57% × 0.4 = 0.23 LtL 

44%-OC 
33%-LtL 
23%-StL 

57% × 0.6 = 0.34 OC 

2. Fixed parts of Current assets 
20% × 0.5 = 0.1 LtL 

20% × 0.5 = 0.1 OC 

3. Variable parts of Current assets 23% × 0.1 = 0.23 StL 
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Table 4. The structure of asset and finance /ХХХ company/. 

Asset types 
% Valuated by 2017- 
2019 yearly average 

Asset financing 
possibility (А) 

Financing 
involvement 

Financing 
structure 

Non-current assets 0.57 
0.4-LtL 0,23-Ltl 

44%-OC 
33%-LtL 
23%-StL 

0.6-OC 0.34-OC 

Fixed parts of Current assets 0.2 
0.5-LtL 0.10-LtL 

0.5-OC 0.10-OC 

Variable parts of Current assets 0.23 1.0-StL 0.23-StL 

Total 1   1 

 
Even though 55 percent of the total financing of the company was compen-

sated by the liabilities, there was a tendency of prevalence of short-term obliga-
tions due to the insufficient availability of external sources, especially long-term 
finance to provide business investment growth. We have estimated the asset 
finance by the innovative model, the equity capital and long-term obligations 
involvement was shown in increase, while short-term credits, liability involve-
men in decrease.  

3.3. Indicators of Financial Stability  

As we discussed in the previous section, one of the key areas for corporate finan-
cial stability is the equilibrium of structure of assets and resources. Therefore, it 
is more crucial to estimate the structure of asset and its resources, financing op-
portunities for assets for enterprises. As shifting to the optimal structure of asset 
financing the size of debt increases that is due to the condition of market eco-
nomic. An increase in the amount of debt and a decrease in the amount of equi-
ty directly affect the estimation of key indicators of financial stability. 

To valuate Financial Stability there are modern analytic methods such as ABC 
types of asset, source structure method, the state that provides 5-angles or pen-
tagons, the state that might lead to financial difficulties, and rating estimation 
method (Naranchimeg, 2020). 

We have chosen the following 5 indicators from the main indicators, used to 
do financial stability analysis; they are shown in the form of pentagon on the 
example of ХХХ company. 

In the case of XXX, the debt ratios are generally lower than the industry aver-
age and theoretical levels (Table 5). 

The state of financial stabilization (К1) was estimated by independence ratio. 
The independence ratio determines the percentage of equity capital in the total 
assets and is defined as accurate if meaning coefficient accounts for not below 60 
percent (National conference on Economy and Business Study, 2013; Savitskaya, 
2006).  

Solvency (К2) was estimated by the current ratio. The current ratio is a li-
quidity ratio that measures a company’s ability to pay short-term obligations  
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Table 5. The states of financial stabilization. 

Estimation Meaning Coeff. Sector average XXX company average 

Financial stabilization ≥0.5 К1 0.37 0.33 

Solvency ≥2 К2 1.18 0.61 

Debt ratio <1 К3 1.69 2.07 

Asset turnover ≥0.6 К4 0.45 0.18 

Effectiveness ≥0.1 К5 1.48 −0.02 

 
(Rwemalika, 2013). This ratio measures a company’s ability to pay short-term 
obligations and is defined as accurate if the meaning accounts for not below 2. 

The debt ratio (К3) is defined as the ratio of total debts to the equity capital, 
expressed as a decimal or percentage. It can be interpreted as the proportion of a 
company’s assets that are financed by debt. It is defined as accurate if the ratio is 
not above 1 (Sainjargal & Bat-Ulzii, 2000; Sainjargal et al., 2020). 

The asset turnover (К4) ratio measures the value of a company’s sales or reve-
nues relative to the value of its assets. The asset turnover ratio can be used as an 
indicator of the efficiency with which a company is using its assets to generate 
revenue. We define it as accurate if the ratio is not less than 0.6. 

Effectiveness (К5) is implied by the net income amount accounted for unit of 
asset and we regard it to be not less than 10 percent. 

As the performance meaning of the above 5 indicators increases and is near to 
the accurate level of the theory (figure extends), this implies that all financial 
performances of a company are relatively in good position. The chosen 5 indi-
cators to provide the proper theoretical meaning indicate uneven, or poor per-
formances. In the case of “ХХХ” company, the average meaning stays below the 
theoretical meaning, or not sufficient for 5 angles, or pentagon it is evident from 
Figure 1. As for the indicators of Financial Stabilization (К1) the performance 
has been estimated around 60 percent, the indicators such as, solvency ratio (K2), 
asset turnover (K4), effectiveness (К5, unprofitable) have been at relatively low 
level, debt ratio (К3) indicates 2 times higher. Thus, the indicator impacted the 
financial stabilization level to be occurred. 

In order to strengthen the financial stabilization, it is essential to pay close at-
tention not only to any of the indicators, but also to the complex indicators, es-
pecially, to the return on invested asset (since it becomes the base of provision of 
equity capital growth) financing structure and solvency criterion. Moreover, it is 
required to use them in management decision-making process. 

4. Conclusion 

It is required to define the entities as the core of the economic and financial sta-
bility and the base of the market relation development, since any product, ser-
vice, national wealth, income and output is created at entities and organizations 
and the income is distributed through initial and re-allotment to society, com-
munity, employees, and investors.  
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Figure 1. The state of financial stability.  

 
As a result of the “XXX” company, although 55% of total financing is covered 

by the amount of debt, short-term loans and liabilities dominate due to insuffi-
cient availability of external sources, including long-term financing to ensure the 
growth of business investment.  

Under our new asset financing structure, the estimation shows the result that 
the amount of equity and long-term loans will be increased, and the amount of 
short-term loans will be decreased. In order to ensure financial stability, it is ne-
cessary to take a complex approach, not just one; the more one is to pay equal 
attention to the return on investment (as it will be the basis for equity capita’s 
growth) to meet the criteria for capital and funding structure and solvency.  

Financial stabilization must be seen not only through the process and output, 
but also through organizational objectives, their implementation, timing and the 
factors that influence the result. From this point we can conclude that financial 
stability can be defined as: 
● Organizational priority goal; 
● Chances of the goal implementation; 
● The core management object. 
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