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WHAT INDICATES ABOUT THE EFFICIENT FINANCIAL 

PERFORMANCE OF THE STARTUPS? 

Inga Kartanaitė, Kaunas University of Technology, Lithuania  

Rytis Krušinskas, Kaunas University of Technology, Lithuania 

 

The increasing interest in startups is observed in the literature and business 

environment. Startups are related to the fast growth, high risk (Santisteban & 

Mauricio, 2017), high failure rate (Slavik, 2019), the high expected rate of returns 

(Aydın, 2015) and uncertainty (Tripathi et al., 2019). Many research are trying to fill 

the existing gap in knowledge of what indicates about the financial efficiency of 

startups. The reasons behind this are the great success stories of startups and at the 

same time the high uncertainty and the lack of financial resources necessary to grow 

the business. For this reason, researchers and investors are searching for the signs 

which would indicate their financial efficiency. We are trying to fill the existing gap 

in the literature by summarizing the factors (Figure 1) which would provide the 

insights of the financial efficiency of such companies. 

 

 
 

Figure 1. The signs of the financial efficiency of startups (made by authors) 

 

Different sources in the literature show that efficient startups manage to 

maintain the low level of inventory, have fast inventory turnover (Baek & Neymotin, 

2016a; Lan et al., 2019), low level of accounts receivable, constant cash flows (Lan 

et al., 2019) and have sufficient amount of capital for business development (Chung 

et al., 2021; Matricano, 2020). The ability of startups to maintain the sufficient level 

of capital highly depends on their ability to attract external investments (Cumming 

et al., 2017; Knockaert et al., 2010) and higher efficiency was noticed among startups 

which managed to receive the funding (Hernández-Trillo et al., 2005). The growth 

in total assets (Alperovych et al., 2020) and ROA (Kaiser & Kuhn, 2020) are used 

for the growth in size to estimate, as it is noticed that startups greater in size manage 

to attract more attention from investors. The ability of startups to generate revenues 

and international sales decrease the riskiness of failure as more assured sales are 

Low level of 

inventory 

Rapid inventory 

turnover 
Capital resources 

Investments 

attracted 

Constant cash 

flow 

The growth of 

total assets 

The growth of 

ROA  

Revenues 
generation 

International 

sales 
Profit Higher level of 

retained earnings 

High market 

value 



60 

 

gained from the different markets (Baek & Neymotin, 2016b, 2016a). The level of 

retained earnings is also important for efficiency as this variable might indicate 

either the possible bankruptcy of the business (Fuertes-Callén et al., 2020) or the 

higher profitability in the future. The importance of profit for these companies is 

noticed as profit generation is the most important aim for any investor (Omri et al., 

2015) or the business owners. However, the highly negative ratios of profitability 

either before or after the initial public offerings (IPO) are noticed for these 

companies (Gao et al., 2013; Kartanaitė & Krušinskas, 2022). But the high market 

value is considered as the sign of investors’ trust in startups business development. 

Considering the high uncertainty of the financial performance of startups observed 

in the literature, the values of the ratios of startups financial efficiency are analyzed. 

 

Table 1. The financial efficiency ratios of the unicorn startups (made by the 

authors) 

The ratio (unit of measurement) AVG MIN MAX 

Accounts receivables turnover (times a year) 19,42 0,00 1834,15 

Asset turnover (coefficient) 0,77 0,00 4,67 

Cash flow ratio (coefficient) 0,09 -2,33 0,95 

Inventory turnover (coefficient) 0,08 0,00 2,92 

Return on Assets (coefficient) -0,16 -4,67 0,70 

Return on Equity (coefficient) -15,98 -7118,50 18,27 

Return on Investments (coefficient) -5,67 -373,81 191,63 

Return on Sales (coefficient) -2,90 -1069,83 0,69 

Working Capital ratio (coefficient) 0,36 -1,31 0,95 

Working Capital turnover (times a year) 4,02 -129,37 440,22 

 

We used the five years financial data of 97 unicorn startups with IPOs to 

observe if these companies have the signs of efficiency identified in the literature. 

The choice of these companies was firstly based on the high company market value 

(more than 1 billion USD (Kenney & Zysman, 2019)) and data availability because 

startups are private companies which become public after the IPO (Kim & Heshmati, 

2010). The idea of this research is to observe the actual picture of the financial results 

of the unicorn startups so we did not transform the data. We firstly observed the 

highly negative average ratios of profitability for these companies. The initial data 

analysis revealed that the most of companies in our dataset have the negative net 

income. There are also several unicorns with negative equity as well which might 

have affected the results of ROE. The majority of companies operates in technology 

sector and do not have inventories, which might be the reason of the low level of 

inventory turnover. However, unicorn startups fail to manage their assets properly, 

as the value of asset turnover ratio is low. Working capital is used several times a 

year. On average, unicorn startups manage to collect the receivables fast, but the 
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minimum and maximum values of accounts receivable turnover indicate about the 

existing problems for some companies.  

Our findings show that although unicorns suffer from the negative 

profitability and fail to use the assets efficiently, they still grow and manage to 

expand the business. The continuous startups growth even with the unusual values 

of the financial measures promotes analyzing these companies more detailed. 
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