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Company’s Rentability Board through Cash Flows

Nicoleta CONSTANDACHE

ABSTRACT

The objective of the current research is to emphasize the financial balance between the sources of financing and the economic means needed
for the commercial and investment activities regarding the minimal financial balance, the maximal indebtness ant the financing limit. The
determination of the financial balance is important, because it reflects the rentability of the company's activity when the net treasury is
positive and it helps establishing the indebtness optimum. Within this context, the current article is to introduce the rentability board through
flows that correlate on one hand the gross surplus of the exploitation, with is the financing resource of the exploitation activity, and on the
other hand, the maximal degree of indebtness by assuring the corresponding financial balance so that it does not afflict the company's ability
of paying its debts.
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1. Introduction

In order to develop the link between the yearly financial
situations, respectively the balance of accounts and the win and
loss account that offer a static analysis, and the flows approach
interferes, that offers a dynamic analysis regarding the past and
forecast evolution.In order to study the rentability of one
company using the flows, the analysis begins from the
functional balance sheet and continues with the board of
financing and the board of flows, in order to ensure the proper
financial balance, so that the company will be able to cover all
its financial debts.

2. Resources - Stages
2.1 The financial board - tool of the financial balance

According the functional balance sheet approach, the financing
board is adjusted to the forecast management and it emphasizes
the change in the working capital as a result of the comparison
of two successive financial balance sheets, explaining the

patrimony variation. The financing board is situated between the
opening balance sheet and the closing balance sheet of the
financial exercise.At the base of the financing board elaboration
stands the functional balance of accounts that reproduces the
posts in the balance of account with their gross value in order to
emphasize the primary decisions regarding the needs and way of
financing of the company. The functional balance of accounts,
comparing to the financial balance of accounts, groups the posts
of the balance of accounts to their gross value, depending on the
nature of the activities: investments, exploitation, financing and
treasury. The difference between the financial balance of
accounts and the functional balance of accounts is that the first
one allows an external analysis achieved from the sight of the
slowing down -activity and designed for the creditors, while the
functional balance of accounts allows an internal analysis
achieved by managers from the perspective of the continuous
activity of the company. In order to achieve a estimation of the
financial situation and an internal analysis used for the
management of CNFR NAVROM, one must analyses the
functional balance of accounts between 2005 and 2010, with the
sums registered in the rollover of the accounts, as it results from
the trial balance.

Table 1: The functional of accounts

USAGE el 11 i 1T W7 M el 1 210
Caross Value
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In order to draw up the financing board, the relevance of the financial balance indicators is needed. Based on the functional balance of
accounts from 2005 to 2010, the investment policy and the financing policy of the CNFR NAVROM is analyzed and the principles of the
financial balance are verified in order to see if they had been respected in the past, according to table nr. 2

Usage | Resources [ 2005 [ 2006 [ 2007 [ 2008 [ 2000 | 2010
I. Variation of the global net working capital :
A FRNG = A Stable Resources- A Stable usapes

Noncurrent assets Stable - +13585 + 10033 9082 44282 +7223
growth Resources
erowlh

IL Variation of the total working capital demand :
A NFRT = ATotal Usages - Atotal Resources

I, Curremt assets | . Current - +15524 +2126 +1069 -2596 +2X0875
erow'th assels

2. Redwction of | reduction

liabilities 2

Liabilities

growth
II.I. Vanation of the exploiting working capital demand :

A NFRE =~ A Exploitation Usages - A Exploitation Resources

1. Exploitation | 1. Current - +22880) +6673 -1643 2068 +7295
assets growth assels
2, Exploitation | reduction
liabilities 2.
reduction Explottation
liabilities
erowth

IL2. Varation of the waorking capital demand excepting the exploitation :
A NFRAE = A Usages excepting the expl. - A Resources excepting the expl

1. Assets growth i Other - -7355 -4548 +2712 -529 | +13580
2. extra  expl. | assets
liabilities reduction | reduction
2. Extra
expl.
liabilities
growth
I Variation of the net treasury ATN:
a) ATN= AFRNG - A NFRT - -1939 +7907 | -10151 +6878 -13652
80174
by ATN=ATN,-ATN, - -1939 +7907 | -10151 +6878 -13652
80174
As a result of the financing boar analysis, one can notice the exploitation through the short term financial
following: investments the company made that year.
4. The net treasury (TN) presents a fluctuating variation
. . that can be interpreted as a company dependence on
L gT::e%ozilsi?fvtevgrli(;?i%nca&?elpfii F;Ng%;aivﬁsg ii external resource. The net treasury is positive in ZQO7
experienced a negative ’variation and tl’1e stable and_ 2099’ Wh'Ch reflects the fa_ct that .t he working
resources were greater than the stable usages, which _capltgl is bigger thap'the worklng capital deman_d !
reflects the absorption of some permanenf needs insuring th? .POSS'b'I'ty of_placmg resources in
contrary to the financing principle. As a whole, there efficient a_ctnvntles._The negative treasury points that
has been a safety margin on the company finéncing the working - capital _demand_ cannot be totally
and its solvency. _flnanced from the working capital, and the company
is forced to use external resources.

2. The exploiting working capital (NFRE) demand has
had a generally positive variation due to the increase
in the exploitation assets that covered the slower 2.2 Cash flow board
increase of the exploitation liabilities, but in 2008
and 2009 the variation got negative as a result of the
faster increase of the exploitation liabilities compared
to the exploitation assets.

3. The activity apart from the exploitation (NFRAE)
has had a fluctuating variation. During the first years,
the variation had been negative as a result of the
faster increase in the liabilities apart the exploitation

In order to evaluate the strength of an entity, more definite the
solvency and liquidity, the users of the financial situations ask
for information regarding the cash resources, the capacity of the
company to generate cash resources and the using of the cash
resources by the company.

compared to the increase in the assets apart from the The goal of IAS 7 is to provide references regarding the way
exploitation. In 2010, the variation became positive cash flow info should be presented. The situation of the cash
as a result of the increase in the assets apart from the flows also is relevant for the identification of:
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»  The cash flow sold changes for a while;

»  The moment of emergence and certitude of cash
flows;

» The ability of the company to generate cash
resources;

>

The forecast of the future cash flows ( useful for the
evaluation models) (Hennie van Greuning, 2011)

The flow board has the central role in the treasury, considered a
genuine financial and economical board. A dynamic approach is
exclusively based on the cash flows that allow the anticipation
of the short term risks by emphasizing the strengths and the
existing or possible imbalances. One of the key point that

describes this board is its division in three flow categories
regarding the exploitation activity, the investment activity and
the financing activity, the net sum creating the liquidities flows
in a certain time period, the financial exercise. This presentation
gives the advantage of a better measurement of the performance
and it fosters the data interpretation, though in some cases, the
distribution of the flows in categories is a more controversial
one.(Patrick Pellicer, 2001) S.C. CNFR NAVROM presents in
table 3 the cash flow situations between 2005 and 2010. This
interpretation uses the direct method regarding the main classes
of receipts and payments, because this method provides extra
info that is useful in forecasting the future cash flows.

Table 3: Cash flows board

Cash flow 2005 2006 2007 2008 2009 2010
indicators
Exploitation +13625019 +7028812 415252237 424710526 423646251 +8376855
activity cash
flow
Investment -23974647 40993301 - 14606340 -23922552 -T561809 -13077059
activity cash
flow
Financial +13524614 432025007 +7261155 -10939108 -92005892 -895 1977
activity cash
flow
Total cash +3174986 -1939392 +7907052 -10151134 +6878551 -13652181
flows
Bcginning 9260986 12435972 10496580 18403632 8252498 15131048
exercise cash
Final period 12435972 10496580 18403632 8252498 15131048 1478868
cash
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Figure 1: The evolution of cash flows
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By analyzing the cash flows, one may notice:

1.  The exploitation activity cash flow between 2005 and
2010 has been positive. This situation is the result of
the increase in the turnover during these years, of the
net profit and the positive variation of the working
capital demand.

2. The investment cash flow presents negative
variations between 2005 and 2010 as a result of the
retrofit of the own ship fleet, in order to adapt the
transport capacities and ensuring the technical
performance depending on the goods traffic and the
technical requirements of the EU.

3. The financing activity cash flow has been positive
between 2005 and 2007 as a result of charging of the
treasury accounts with credits, with funds attracted
from the shareholders by increasing the capital.
Starting with 2008, the flow became negative as a
result of the emerging economic crisis, and gathering
funds became a problem.

2.3 The financing board vs. the flows board

The financial analysis based on the functional balance (the
financing board) or on the flows method (flows board) starts
from a single point, the gross excess of the exploitation (EBE).
The gross excess of the exploitation is an interim management
balance which is important and represents the starting point of
the flows functional analysis. By adopting the two methods, the
functional analysis and the flows analysis, the final result would
be the same but the construction approach is different. The
financing board clarifies in a partial manner the financial
balance because it divides the functional balance of accounts
from the functional analysis and the result account. There should
be a common link between the three documents so that they can
be united in a single table. These unclear have led to the
development of a method advanced by Geoffroy de Murard
called the flow analysis based on the multiannual financial flows
boards (TPFF), that can be used as means of strategic analysis

for the development of a strategic diagnostic. (S. Petrescu, 2010)
.The basic idea of de Murad's belief is the integrated operational
approach of the connection between the board of the financial
flow, the result and balance of accounts account and focusing
not on self-financing but on the gross excess of the exploitation.
the multiannual financial flows boards does not mention the
ability of self-financing and does not consider the need of
explaining the working capital variation, as the treasury excess
is seen as a secondary calculus, the main role being given to the
exploitation excess.(N. Chebac, 2009).Geoffroy de Murard, the
author of the multiannual financial flows boards divides the
financial flows in four balances in an original manner:

< the exploitation or economic balance (E balance) or
the remaining spare after the internal financing of the
activities that are exploitation-specific;

<+ the banking balance (B balance) or the remaining net
spare after deducting the amortization, the variation
of the total liability and the financial expenditures;

<+ the financial balance (F balance) that applies on the
financial ~operations regarding the ineptness
wherefrom the profit tax and dividends are deducted;

< the management balance (G balance) reflects the

company's ability to allocate dividends and it

represents the sum of the economic balance and the

financial balance.

2.4 The board of rentability through flows

Starting from the functional balance of accounts and going on
with the financing board and then with the flows board, one may
analyses the board of rentability through flows beginning with
the gross exploitation excess, which is the financing resource
used for the company's exploitation activity up to the maximal
debt, which is ensuring a corresponding financial balance so that
the company is would be able to cover all its financial liabilities.

Table 4: The board of rentability through flows

Indicators IS MM 20T el 101 UMK 201
Ginoss explodtation [ETRNNEE] 26592687 40363011 STRDGG2 ELETTETT 53R542H
cxcess { EBE)
Auddbed wvalue {(WA) 2IRTAGIE 31396357 45913767 BI2A2T D TN T3 05 T2 230X
Rate af indusirial B3.73 B, T L | B597 T o798
marein 1 Rmiy
{EBEMN A0 G
ANFRE - 2IRFDS LG BETI LGS -1 643015 2T ] TI04518
Treasury  exploitation ITIALTI I IGRGRAL S94AD63T 51661707 AB5597 56
excess ETE {EBE -
AMFRE)
Cirnoss assets [ I5A6RG432 IGTOOT 650 536423353 BT IO Bl GRG0 G550 S
MFERE 19123618 A20003 134 4 Bl TR0 ATMIITRA A4 643 52250 ] €51
Invested capital CH I ITIH LD 4392 10TEA 5T S0rPGS2 674332951 GREBGSS2T3 TOR22S6G
+ MERE)
Rate of ecoonomic B4 5.86 RR2 TS50 657
rentability
CrETECirs
Rate of EroEs 501 6,05 7.02 BS57 T7.20 760
coonomic  nentabilin
Reb {EBEM ) %
Economic or AT 3TD ~“ATI2RSTD LABFMED 3IFTIS230 S 105 20
exploitation balance
1SE
=3 ng balance { SEY A0 #7639 -5 DS040H - 26D L TSRG -220320 34 ~20E0TT 03
Financial balance {SF) 422231 -LGETS020 - ZEIRGTED -24 187589 -220M3 1 35
Managemem  balance 521 A8 i UL ERLL ] - L3477 LT GE2THESD BT 394
SCH SE %)
Total liabilities (D0 31325604 71354761 TAGRIS L B0 LIIHAS B2 L B505 G147ITH
Own Asseis CpoiCi - EEEFTEEET IGAS56M 3 SOOL1ITLIA1 G5 2FRGE 62443676 [T ETERE]
]
Rate of assets growith - 11.32 [N 662 361 227
dc)
206 A wn asseis i1.67 [N {333 1.53 131
Rate of financial D65 1.25 439 4.13 357
rentability Rf  {c +
SGIC pr) %
lever 02l 15 ol [ERTH) [ERTH)

Ginoss financial .70 1,14 462 4.34 3,77
rentability

{c+{ S E+SB 140 pr r%
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The results of the analysis of the flows rentability offer the
following conclusions:

The rate of industrial margin (Rmi), calculated as a ratio
between the gross exploitation excess and the added value has
had a positive evolution which has influenced the evolution of
the gross economic rentability rate, by improving the company's
exploitation activity, which reflect the degree of technical
abilities of the productive fixed assets. Between 2005 and 2007,
the economic rentability (Re) had been less than the assets
growth rate, which means that the company had not been able to
self-finance the economic balance investments, being forced to
use credits. Between 2008 and 2010, the economic rentability
experienced a relative increase comparing to the assets growth
rate, which shows that the company has had a positive balance
after using the investment credits. The financial rentability (Rf),
depending on the investment growth level and the liabilities
level had a positive though decreasing evolution as a result of
passing over the assets investment growth rate (c) until 2008,
followed by a decrease in the assets growth rate. This evolution
is confirmed by the management balance, with a negative
balance (SG < 0) until 2008, which made the exploitation and
financial activity levels inadequate for financing the company
growth, which forced the company to search for other financing
resources by using credits and stock issues. From 2009, the
balance became slightly positive (SG > 0) and permitted a slight
company autonomy. The financial gross rentability (Rfb) is still
positive and decreasing comparing to the economic rentability
(Re > Rfb). This is the effect of the interest rate growth (d) over
the economic rentability rate (Re) by negative results (Re - d) <
0. These negative results created a negative lever effect that
leads (ELF < 0) to the decrease in the financial rentability. It
will further go until reaching the indebtness optimum (Sd),
which allows the balance between the financial and economic
rentability, in order to establish the maximal limit of the
indebtness level of the company. The indebtness (Sd) optimum
has had a negative evolution as a result of the increase in the
interest rate compared to the increase in the economic
rentability. This indebtness optimum has also influenced in a
direct manner the size of the banking balance (SB), which had a
negative evolution from 2005 to 2010. In order to maintain a
positive banking balance, liabilities must increase as well as the
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added value, leading to the ability to cover the fiscal liabilities,
and ensuring a adequate financial balance covers the other
financial liabilities (credit refunds, paying dividends).
Considering the increase in the invested capitals on term of
decreasing indebtness optimum, the total of maximal liabilities
should come down by 80 percent compared to the total
liabilities.

3. Conclusions

Coming to a conclusion, the result of combining the financing
board and the flow board is the flow rentability board, which
represents an optimal financial method for any company,
because it can self determine in a direct manner its rentability
and the risk it involves.
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