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Abstract

The main objective of each firm is to achieve amdased profitability,
by determining the quantity of the profit. Thisigador is not sufficient to
assess the degree of efficiency, profitability arsibess profitability. It
becomes useful, therefore, through the determinaifothe financial rates, as
these companies provide information about the timactowards the business
moves.

The financial rates are tools through which firmencmake a series of
tests and may also determine which strategies tsysuin order to achieve
certain objectives.

Based on these considerations, the purpose ofthdy is to determine
a number of financial rates specific to the compamasury, having as a
reference point the cash flow statements, and tope an analysis on the
obtained results.
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The reconstitution of the cash flows on the thre¢egories (operating,
investing or financing) allows to obtain some comiseregarding the possible
treasury difficulties. The financial results retied through the profit and loss
account, on one hand, are often not found in thien fof a surplus of money
because of the gap between receipts and paymetsrathe other hand, due to
the financial and investment operations of the camyp In these circumstances a
firm may be profitable, can make profit, but is rotditworthy because of the lack
of liquidity. This fact increases the importanceala cash flow statement.

Based on the information provided by the cash flatstement, we may
calculate a series of financial rates that allomare accurate assessment of the
firm’s position. Among them we can mention:

1. The rate of return of cash flows reflects the information needs of
managers and is determined using the relationship:

= CF x100

inv

Rr
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Where:

R, = rate of return of cash flows;
CF. = the operating cash flows;
Kiny= the invested capital.

This indicator expresses the revenue generategérating activities at 100
lei invested capital. It is considered as a favbleraituation when this indicator
records a higher level than the economic rate tfrme This reflects a cash flow
superior to profit, on the account of sustainedkivay capital requirements or even
reducing it.

2. The operational cash flow rate is calculated as the ratio of operating cash
flows and current liabilities of the enterprise.

CF, x100
D

c

Rero =

Where:

Rcro = Operating cash flow rate;
CF.= operating cash flow;

D. = current liabilities.

This rate expresses the company’s ability to meaateat obligations due to
the cash flow generated by the operating activitiédse level of this indicator
varies from one organization to another dependingtte sector in which it
operates, its commercial policy, the level of lidieis of the company etc.

3. The rate of recovery of current financial liabilities is determined as the
ratio between cash flow generated from operatiniyities and the company’s
current financial liabilities.

CF, x100
F

c

Rorc =

Where:
Rprc = rate of recovery of current financial liabiig;
DF. = current financial liabilities.

This indicator reflects the company’s ability toypan time the interest-
bearing liabilities. The level of this indicator hégher if the company has a better
situation.

4. The rate of interest coverage is calculated as the ratio of cash flow from
operating activities and interest paid on loans.

CF,
RDob = = x100
Dp
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Where:
Rpeb = rate of interest coverage;
D, = the paid interest.

A supra unitary level of this indicator means tbash flows from operating
activities are sufficient to cover the interesteeTevel of interest coverage through
cash flows is an indicator more relevant than tiepmofit because the accounting
profit is not always found in the form of surplussb.

5. Therate of covering the capital cost is determined by comparing the cash
flow from operating activities with the amount aterest and dividends paid.

= L x100
D, +Div,

Where:

Rk = rate of covering the capital cost;

D, = paid interest;

Div, = paid dividends.

Ry

It is considered a favourable situation if thisigador is supra unitary, in a
contrary case the firm has to appeal to other atsoumorder to paid back the
capital.

6. Therate of investment financing can be determined as:
CF, - Dp
Rr= ——x100
INV,
Where:
Re = rate of investments financing;
INV, = the realized investments.

The level of this rate depends on the investmeratdenby the company. A
supra unitary level of this indicator signifies thavestments were financed
through operating cash flows. A sub unitary levelttos rate indicates that the
firms made large investments to expand the prodeigibtential, their resources
are insufficient and the company is obliged to resmloans.

For example, we present the calculation of thets f@r the Neptun Society,
based on cash flows statement prepared by thetdimethod, the data being
presented in the following situation:
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The cash flows statement

Table 1

- Thousand lei -
Thedirect method Year N | Year N+1
Operating activit
Receipts from sales and service: 18,12¢ 25,55(
(+) advance receipts from clients for the salerofipcts 613 1,94t
(+) other receip 18t 65
(-) payments for suppliers of raw materials and niei 9,00¢ 11,50°
(-) payments for suppliers of servi 2,01z 3,82¢
(-) payments for suppliers of water, electricity ayacd 822 1,48¢
(-) advances to suppliers of materials and sen 481 271
(-) payments regarding the sala 1,38( 1,90
(-) payments regarding the meal ticl 110 26€
(-) restraint payments from salaries in benefit afitbersons 91 21¢
(-) payments regarding the social insura 947 1,257
(-) payments regarding the income 29z 25¢
(-) payments regarding the profit ome 431 13¢
(-) payments regarding the Vi 1,08% 1,50¢
(-) payments regarding the local ta 45 33
(-) payments regarding contributions to special fi 27 33
(-) payments regarding the bank’s commiss 11E 69
(-) other payment 145 12¢
Cash flow from operating activity ( 1,93¢ 4,651
Investment activity
(-) payments for the tangible assets acquis 6,46¢ 5,49
(-) payments for the production of as: 35¢ 59¢
(+) receipts from the tangible assets - -
(-) payments for the acquisition of the financialeas®n - -
short tern
(+) received dividends and intere 2 24
Cash flow from investment activity ( -6,82¢ -6,06¢
Financirg activity
(+) incomes from shares emiss - 3,05¢
(+) incomes from subventio 18 74
(-) paid dividend - -
(+) incomes from contracted cred 5,141 31
(-) repayments of bank loe 97 1,09(
(-) payments regding the interes 21¢ 33¢
(-) payments regarding leasing instalm 68 167
Cash flow from financing activity (. 4,77¢ 1,56¢
Total cash flov -111 154
Cash at the beginning of the per 14¢ 36
Cach at the end of the peri 38 19C
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The analysis of cash flows on types of activitiesvss that the operating

activity recorded a positive cash flow in each loé two years

considered, an

aspect which is considered favourable, the investraetivity recorded a negative
cash flow due to realized investments, a deficiembych was not fully covered
due to the positive flow derived from operatingivdtt, and the financing activity
recorded a positive flow, mainly due to the loaostracted in year N, respectively

because of the capital increasing in year N-1.

Based on this information we will consider a seagfinancial rates that will

allow a more accurate assessment of the firm'dipasi

The calculation of these rates is shown below:

Table 2
- Thousands lei -
Base of calculation Year N Year N+1

Cash flow from operating activity 1,938.00 4,651.00
Invested capital 12,784.30 20,086.00
Cumulated liabilities 3,413.00 3,307.60
Current financial liabilities 1,841.00 1,720.20
Paid interests 218.60 338.00
Paid dividends - -
Realized investments 6,468.30 5,493.00

1. Rate of return through cash flows

Rry= ﬂxlOO: 1516%
127843

Rrns1= 4651 x100= 2316%
20086

2. Rate of operational cash flow

1938

RCFo N = 3><100= 56.78%

4651

RCFo N+1 = 5 x100=14061%

3. Rate of covering the current financial liabilities
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1938

RorcN = x100=10525%
41

4651
17202

R N+1 = x100=27037%

4. Rate of covering the interest

1938

Roop N = x100=886.55%

45i1>< 100= 137603%

Roon N+1 =

5. Rate of covering the capital cost

R¢ N = ﬂxloo: 88655%
21€6+0
R N+ = 4651

5 x100= 1376.03%

6. Rate of investments financing

1938-2186

RoN= 20972185 160= 2658%
64683
Re N+1 = 205173838 1 50— 13778526
5493

Conclusions:

From the analysis of these rates we note the faligaspects:

» The return rate of cash flows recorded in the auryear (N +1) a higher
level than that of the previous year (N).

* The rate of operational cash flow in the currenarybas a value of
140,61%, which means that current liabilities carehtirely covered with the cash
flow from operating activities.

* The rate of covering the current financial lialgl# in both years is more
than 100%, which means that current liabilities bancovered at the expense of
operating cash flow achieved in one year, resubitgwver financial risk.

» The rate of interest coverage is more than 100%¢dar N it is 884% and
in year N+1 is 1,376%), which means that the c&slv from operating activity
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covers entirely the cost of borrowed capital, lagvio the company an amount
available for the distribution of the dividends ahd financing of investments.

* The rate of coverage of capital cost has valueseat00% in both years
(in year N = 884% and in year N+1= 1,376%), whiakams that the company does
not record financial difficulties.

* The rate of investment financing, less than 100%y¢ar N = 26. 55% and
in year N+1 = 78.53%), reflects the fact that thashc surplus after interest
payments does not cover all the investments. Thapaay is obliged to resort to
bank loans for this purpose. This situation is sssg& as normal, taking into
account the high level of investments in the twargeand the fact that the firm is
obliged to resort to bank loans to finance them.
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