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CEKIIA 2. KOPIIOPATUBHI ®IHAHCH: CYYACHI ITPOBJIEMH TA
BUKJIMKHN

THE POSIBILITY OF EBIT AND EBITDA USE IN UKRAINIAN
PRACTICE OF DETERMINING THE COMPANY EFFICIENCY

Larysa Hrytsenko, Dr. Sc., Prof.,
Liliia Derkach, student,
Sumy State University, Ukraine

It is important for companies to provide themselves with stable positions in the
market in modern economic conditions. Therefore, they make every effort to
maintain their economic efficiency at a high level. Evaluation of the effectiveness of
the entity is based on many factors. There is a wide range of tools and indicators
used by companies to measure productivity. In this regard, the issue of assessing the
effectiveness of functioning is the subject of close attention and discussions of many
economists.

As of today, indicators related to profit play a significant role. In this context
are popular two indicators, which we want to consider. The first one is EBIT, which
stands for Earnings Before Interest and Taxes. The other one is EBITDA — Earnings
Before Interest, Taxes, Depreciation and Amortization. Despite the variety of
theoretical and practical methods for the disclosure of these indicators, they are not
fully studied, especially in domestic practice. In this regard, their consideration is
relevant in the current realities of economic processes.

The aim of our research is to determine the theoretical foundations and
feasibility of using EBIT and EBITDA in assessing the effectiveness of the domestic
corporate company.

To begin with, EBIT and EBITDA are similar indicators, which can be
understood by their decoding. In essence, they are one of the main indicators, which
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are used in the analysis of financial and economic information. Indicators are
important tools for assessing the financial performance of the company. At the same
time, they are considered ambiguous indicators due to under-research. There are
representatives of different views on these indicators. They still do not have an
unambiguous assessment of EBIT and EBITDA, even though these indicators have
been used in abroad financial analysis for a long time.

As for the Ukrainian economy, in contrast to the developed countries of the
world, these indicators are new. In our country, the calculation of such indicators is
not mandatory, and they are not prescribed in the reporting. But the conditions for
entering the international market require innovations. Ukrainian companies are
beginning to actively implement these indicators now.

Evaluation of these indicators is primarily important for companies whose
shares are listed on foreign stock markets. Besides, it is better for a company to
analyze EBIT and EBITDA if it has foreign investors or creditors. These indicators
are useful for representatives of the company’s internal management, as well as
external stakeholders and information users. In particular, EBITDA research is used
in project evaluation, financial modeling, and especially in profitability comparison
processes. With its help, stakeholders compare companies of different countries, in
different industries, with different accounting policies and capital structures
(Ozeran, 2017).

As it became clear, EBITDA calculation shows investment attractiveness of the
company without taking into account the need to cover depreciation. This is
beneficial for stock-intensive companies (Ozeran, 2017). As it is known,
depreciation is calculated based on the value of fixed assets. This, in our opinion,
has led to the frequent use of EBITDA by companies, especially if there is a
significant share of depreciation costs. Exclusion from the calculation of
depreciation costs allows you to disclose the efficiency of the company on the other,
more profitable side. After all, the company’s management understands that the
financial resources that are written off and reflected in the form of costs, in fact,
remain in the organization. The use of net profit is not very attractive for them,
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because the EBITDA as a result of the calculation will be higher than the net profit.
So, if a company demonstrates its efficiency in this way, it will be able to put itself
in a better position and become attractive to investors. But if you look at the situation
from the other side, this is not always fair and correct. Therefore, for external users,
this is the main disadvantage of using only EBITDA. So, this issue should be
approached more comprehensively. It is important not to forget to calculate other
performance indicators and the calculation of EBIT in particular.

EBIT and EBITDA results characterize the efficiency of the company, taking
into account its financial and investment activities. Today, these indicators are
considered better and more objective than profit. But the main problems are the
presence of a single established order of distribution and the presence of different
approaches to their calculation. We think all approaches that economists describe
have their own pros and cons and it is quite complicated to understand which one is
better to use in Ukrainian practice. It should be noted that corporate companies can
decide which method of calculating the indicator to use independently, but to avoid
misunderstanding, the company should be ready to reveal and explain the chosen
method. We believe that the most understandable and applied method for Ukraine is
the calculation of indicators based on the financial statements of the company
(formula 1 and 2). This approach was investigated by A. Ozeran (Ozeran, 2017),
O. Dobrovolska and N. Dubrova (Dobrovolska et al., 2021).

Financial result before taxationcoqe at line 2290 or 2295)

EBIT = + . . (1)
Financial expenses code at line 2250)

A= EBIT )

EBITDA = + Depreciation and Amortization coge atline 2515) @

EBITDA demonstrates the profit that the company earns before making various
allocations — financing and expenses related to capital investments. In this way the
management of the company from the results of the indicators understands how
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much money it has to pay off existing loans and assesses the possibility of a new
investment (Dobrovolska et al., 2021). As we already understood, EBITDA is
broader than the EBIT. As a result of calculating these indicators, the sum of the first
must exceed the sum of the second. Unlike EBIT, EBITDA includes depreciation
and amortization. If the company does not have this, only then their amounts can be
the same, which is almost impossible.

If we try to describe the standard values of these indicators it is understood that
they have similar explanations, as well as net profit. The calculation results should
output values above zero to show the profitability of the activity. Negative values
mean that the activity is unprofitable already at the operating stage and the company
generates only a financial deficit. Besides, if several periods are taken into account,
which is more accurate for drawing conclusions and making decisions, then the
values should increase over the analyzed period.

Taking into consideration all mentioned above, EBIT and EBITDA are
sufficiently indicative for assessing the efficiency of the company, but there are
many questions about their application. Consideration of the existing procedures for
calculating the values of these indicators requires special attention. A lot of practical
research is needed to improve the EBIT and EBITDA mechanisms at domestic
companies.
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