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? FINANCIAL STATEMENTS OF COMMERCIAL OR-

GANIZATIONS AS THE BASIS FOR FINANCIAL
MANAGEMENT DECISION MAKING

Abstract

The financial management of the company,
making the right decisions to external stakehold-
ers is determined by the quality of information
support of the analysis, in which special role is
played by the accounting (financial) statements.
From the perspective of content and analysis of
the accounting reporting of the Russian Federa-
tion in article the main areas of decision-making
as the formation of the target capital structure,
liquidity management of assets and liquidity of
the balance sheet, the profit and re-investment
(dividend) policies, accounting policies are gen-
eralized and included, the role of forecasting and
preparation of forward-looking statements in
making managerial decisions is discussed.

Keywords: Accounting (financial) reporting,
regulatory reporting in the Russian Federation,
management decisions, target capital structure,
financing sources.
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The rationality of the company management
is largely determined by the quality of infor-
mation support of the analysis of the financial
activities of the organization, in which special
role is played by the accounting (financial) state-
ments. Objective analysis allows forming an
opinion about the current financial situation of
the organization, its prospects, and responding
to negative phenomena and tendencies through
appropriate management decisions.

The structure and content of the accounting re-
ports of commercial organizations in the Russian
Federation is currently regulated by the follow-
ing main legislative and normative documents:



1. Federal law of the Russian Federation of
06.12.2011, No. 402-FL “On accounting”;

2. RAS 4/99 “Organization Accounting” ap-
proved by order of the Ministry of Finance of
the Russian Federation of 6 July 1999 No. 43n
(amended),

3. The order of the Ministry of Finance “On
forms of accounting statements of organiza-
tions” Ne 66n of 02 July 2010. (as amended by
the Order MF RF from 05.10.2011 Ne124 n)

4. RAS 23/11 “The statement of cash flows”
approved by order of Ministry of Finance dated
2 February 2011 No. 11n.

Financial statements of commercial organi-
zations of the Russian Federation (except for
banks and other financial-credit organizations)
presents:

1. Balance sheet

2. The report on financial results

3. Applications to the balance sheet and the
report on financial results :

—report of changes in equity

— report on movement of funds

—explanations to the accounting balance sheet
and report on financial results

4. The final part of the audit report confirming
reliability of accounting statements (if organiza-
tion is in compliance with the requirements of
the legislation subject to mandatory audit).

Small businesses have the right reporting in
a simplified format, and only two form of ac-
counting balance and report on financial results
(Order of MF of the Russian Federation dated
17.08.2012 No. 113n).

Decisions based on the analysis of statements
depend on many factors: industry sector organi-
zations, credit conditions and prices of borrowed
sources, the current patterns of sources and the
rationality of their placement in assets, the scale
of ongoing investment projects, turnover and
profitability, management of money turnover,
and from the identity of the decision makers (the
management company or third-party users of the
financial statements). The results of the analy-
sis for management decision making should be
primarily in identifying the degree of balance
of financial resources, providing balance sheet
liquidity, in the diagnosis and prognosis of the
financial condition of the organization.

1. Management decisions regarding the struc-
ture of balance should be aimed at the substantia-
tion and formation of the target capital structure.
Target capital structure is the internal financial

regulations, in accordance with which is formed
the ratio of own and borrowed capital specific for
each organization. It is built taking into account
the combined effect of all internal factors and
external business environment of the organiza-
tion, its targets concerning the future business:

—accelerated growth of business generally re-
quires the involvement of equity capital (strate-
gic or financial investor in the share);

— acquisition of long-term assets without one-
time diversion of own funds - debt capital (long-
term Bank loans, leasing, bonds);

— financing of current needs, eliminating sea-
sonality - short-term Bank loans, including over-
draft lending, maximize free external sources
through proper management of payables;

—financing of projects, the disclosure of which
renders the company competitive advantages of
financing through internal (own) sources, the
private (closed) placement of shares;

— generating additional financial flows at the
expense of internal sources requires, as a rule,
the sale of non-core assets, “cutting” spending,
etc.

Of course, any management decision to at-
tract the appropriate funding source is associated
with certain risks and limitations.

Decisions regarding the structure of balance
should be aimed at eliminating disparities in
the growth rates of individual items of assets
and liabilities, in the ratio of borrowed and own
sources. Imbalances can lead to lack of security
with own current assets and the decrease in the
level of liquidity. Lack of working capital, net
working capital (negative value) for dangerous
enterprises, and with the view that, if necessary,
urgent repayment of indebtedness will require a
forced sale of assets or freezing of debts to credi-
tors.

In their actions to manage the financial capital
structure the financial manager of the organiza-
tion should also take into account the generally
recognised rule that must be followed by busi-
nesses of all types in the formation of target
capital structure: business owners prefer a rea-
sonable increase in the share of borrowed funds,
and lenders prefer companies with a high share
of equity, which reduces the risk to lenders.

Of course, the actions of the financial manager
should not be limited to the above-mentioned so-
lutions. Every business is different, and in each
case a course of action and its optimal form and
extent of attracting equity and debt capital are
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2. Liquidity management involves the adop-
tion of certain decisions in respect of individual
groups (species) of current assets. The increase
in the degree of liquidity of current assets, the
decline in the share of illiquid species play an
important role in improving the solvency of the
organization.

When making decisions in respect of tangible
current assets are:

— assets involved in the production process,
the lack of which can lead to problems in the
core business;

— assets, the implementation of which is prob-
lematic (illiquid assets). If possible, you should
get rid of this part of the assets at dumping pric-
es;

— assets that can be implemented without
compromising core activities (unnecessary, ex-
cessive).

Accounts receivable - main tasks in this part
of the management decisions are in the control
of refunds and acceleration of collection of re-
ceivables to minimize losses and to enhancing
its liquidity.

Cash and short-term investments - many com-
panies lack the available funds. But if the needs
of the current activity are sufficiently covered
by cash and there is a certain “reserve”, that the
most rational decision is the placement of their
monetary equivalents are short — term, highly
liquid investments that are readily convertible
to cash and subject to an insignificant risk of
changes in value.

When making management decisions regard-
ing liquidity of balance and solvency of the en-
terprise it is necessary to estimate the size and
structure of short-term liabilities. The growth
is especially dangerous when there is a signifi-
cant increase in the share of the most expensive
sources, including overdue debts on taxes, duties
and deductions in unappropriated funds. In this
situation, you should take steps for release of
current assets by all possible means to optimize
them and to repay the most urgent (expired), and
then the most expensive obligations.

Assessing the liquidity of balance, financial
manager should take into account that a high
level of current liquidity means the excess of
current assets over short-term liabilities only
formally and characterizes only the theoretical
ability to repay the obligations. If this calcula-

@ tion is possible in fact, actually depends on the

optimization of the operating cycle and the ratio-
nal organization of money turnover.

3. Profit (as the main purpose of any business
and the source of dividend payments) and profit-
ability have traditionally been the objects of par-
ticular attention.

Of course, that the analysis and development
of management decisions in this part are particu-
larly important for unprofitable companies that
require the identification of the causes of the
loss and substantiation of possible reserves for
its elimination or minimization. The person who
takes management decisions, you must assess
the nature of the loss is short-term or long-term.
If the loss is due to some force majeure and is
short-term, it is necessary to evaluate the prob-
ability of occurrence of these circumstances in
the future and if possible to eliminate them. If
the loss ratio is observed over an extended pe-
riod, it is necessary to apply drastic influence, in
particular, to implement anti-crisis measures.

Optimal proportions in the distribution of net
profit should be considered in the development
of re-investment and dividend policy, i.e. the jus-
tification of the most rational ratio of capitalized
profit allocated for the development of business
and increase the market value of the company,
and consumed by the profit (dividends), provid-
ing current income and welfare of the owners
and managers. With the problematic financial
situation of the organization to ensure the exit
from the crisis we need the option of capitaliza-
tion of profits (up to a full waiver of dividend
payments).

4. Important and needed in the modern world
the question that should be addressed in the anal-
ysis of the accounting (financial) statements is
the preparation of forward-looking statements.
If you make management decisions in advance
you will be advised in the forecast period the
amount of income, expenses, cash flows, assets
and sources of financing;

It allows:

—on the basis of forecast revenue and financial
results to assess the sustainability of income and
profit in the main activity and the dependence of
future financial results from non-core activities,
to determine the possible value of net profit as a
source of replenishment of own capital and pay-
ment of dividends;

— on the basis of cash flow forecast (the
forecast statement of cash flows) to determine
the size and appearance of the periods of cash



shortages and consider the options to overcome
them;

— on the basis of the forecast balance to
prevailing rate in the forecast period the balance
of assets and funding sources. The projected def-
icit raises the question on attraction of additional
external resources (through equity and debt fi-
nancing), or replenishment of own capital (at the
expense of internal reserves), or sell unnecessary
assets or finding other solutions. The excess of
the “secured” sources of the forecast balance
over assets (which is much rarer) gives the basis
to make decisions about increasing investment
or reducing debt to banks and creditors.

— finally, these forward-looking statements to
assess the level and dynamics of indicators of
financial stability and solvency in the forecast
period.
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