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Abstract. This text aims to present the latest knowledge of enterprise practice within the
financial management sphere. This text contains following information: who in the company
serves as the financial manager, what is the most common way of financing, what is the most
frequent method of investment evaluation, what financial plans the enterprises prepare and
what information is used by enterprises in accounting statements. The research has shown that
there are two different groups. The first group includes micro and small companies that are
financially managed by their owner, or their executive manager. The second group includes
middle and large companies having their own financial manager. In addition it was found that
the foreign capital belongs to the most frequently used form of financing only for small
companies. The research has also found that a great portion of companies does not use any
method of investment evaluation. The payback period and net current value belong among the
most frequently used methods. It was also found that short-term financial plan is the most often
used one. As for the balance informational function, all companies, regardless their size, use
this statement for their assets management, on the contrary the profit and loss statement is used
as the most often information for operational costs management across companies of all sizes.
The presented research has confirmed several statements that could be expected nevertheless it
also found new information or detailed the current one.
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1 Introduction

This text aims to present the latest knowledge of enterprise practice within the
financial management sphere. This text contains following information: who in the
company serves as the financial manager, what is the most common way of financing,
what is the most frequent method of investment evaluation, what financial plans the
enterprises prepare and what information is used by enterprises in accounting
statements.

This paper based on an own questionnaire survey and so it can describe actual
situation in financial management in the Czech Republic. All type of businesses
across the country were addressed.



2 Statement of a problem

The first problem was to determine what a business is. An enterprise may be
associated with a legal person, but it may also be tied to an entrepreneur — an
individual. [18]. During the questionnaire survey, a problem arises that many
respondents do not compile a balance sheet, a profit and loss statement, and cash
flow. Some people set up a balance sheet and a profit and loss statement, but not a
cash flow statement. As a result of the statistical calculations, these respondents had
to be taken into account while not excluding them from the research, as this would
affect the results. The author has assigned the task of mapping all businesses, so
called micro enterprises as well.

2.1  Financial management tasks

The company financial management (financial management) has four main tasks
[17, 3, 5, 14]:

e To provide the capital for common as well as extraordinary needs of the company
and to decide on its structure and structure changes, i.e. on activities related to
liabilities shown in the balance,

e To decide on capital allocation, i.e. activities related namely to assets in the
balance, based on methods for investment decision-making,

e To decide on the profit distribution,

e To predict, plan, note, analyse, check and manage the economic part of the
company so that its financial stability is assured, which in fact means the capability
of the company to pay its liabilities.

2.2 Ownership separated from the financial management

The author of this article does not primarily rank the profit distribution among
financial management competencies. In the same way, some principal decisions
within the scope of financing or capital allocations can belong to the competency of a
higher body. Thus it is important to state that the financial manager tasks depend on
the competency of that persons who performs such position.

In the vast majority of companies the ownership and the company management are
separated. Only in case of smaller companies the owner or some of owners also
manages the company [2]. The separation of ownership and company management is
namely noticeable in joint stock companies where the shareholders, being the owners,
assign some managing authorities to managers, through the Board of directors of the
joint stock company [7].

Then the ownership separated from the company management can logically initiate
issues due to different interests of owners and managers. The different interests
among owners (shareholder) and managers are for example seen in the sphere of long-
term and short-term goals conflict, revenue maximizing strategy, over-estimated



acquisitions, and risks in relations with suppliers, employees and customer and in the
different approach of managers and owners to risks [1].

Marek [13] defines the situation in which the owners engage the so-called agents
as the so-called costs of representation.

2.3 Procuring of capital

As for the financial manager task to provide the capital, the authors Hrdy &
Krechovska [6] state a list of financing kinds based on various points of view.
The author believes that own external capital, undistributed profit, supplier credit,
financial leasing and bank loans are the form of financing used mostly by every
company.

2.4 Investment evaluation

As for the financial manager task that consists in the evaluation of potential
investment and within the competency scope to decide on its performance the method
defined for it should be followed. Besides the simple statistic methods (for example
the payback period) there are also advanced methods of investment decision-making
that include the factor of time. They include the internal rate of return, rentability
index and the net current value [4, 8, 9, 11,16].

2.5  Financial planning

The financial management is performed through a financial plan.

The financing planning differs based on the size of company. While in large
companies the financial planning has its strong position among particular company
processes, linked to strategic concepts and with defined organisational as well as time
course, it is scheduled rather at its operative level in smaller companies [6].

3 Methods

3.1 Respondents selection

During the first half of 2018 660 questionnaires concerning the financial management
were received. The questionnaire asked about the size of company (based on the
company classification in the Directive for entrepreneurs [19, 21]), financial manager
person, most often way of financing, investment evaluation methods, financial plans
and use of information based on accounting statements.
202 questionnaire were erroneous and thus they had to be eliminated. Thus 458
questionnaires were processed of which 182 were from micro companies, 144 are
small companies, 84 middle companies and 48 large companies.



3.2 Data selection

202 questionnaire were erroneous and thus they had to be eliminated. Thus 458
questionnaires were processed of which 182 were from micro companies, 144 are
small companies, 84 middle companies and 48 large companies.

3.3 Hypothesis

Based on the chapter 2 following hypothesis were defined:

e H1: in small companies the financial manager person is also the company owner,
whereas in larger companies such person is separated from the owner,

e H2: way of company financing independent of the company size,

e H3: the use of investment decision-making methods is independent of the fact
whether the company prepares their long-term financial plan,

e H4: companies that prepare their long-term financial plan also prepare their short-
term financial plan,

e H5: the use of information from the balance does not depend on the company size,

e H6: the use of information from the profit and loss statement does not depend on
the company size.

3.4  Research Methods

The questionnaires were processed with the program Excel, using the contingency
table function [10, 12] and frequency function [12] and the independency test was
also performed [12] because of non-compliance with the assumption of normal
distribution.

The independency test belongs among non-parametric tests unless the division
normality presumption is fulfilled [20]. But it has its limits and thus could not be used
in all intended examples.

The independency test is based on real received data from which the expected
values are calculated. These two matrices are subsequently compared and the sum of
their variations means the value for statistic testing.

The independency test limits are based on the presumption that the expected joint
frequencies shall be higher than 5 (some texts present the requirement for joint
frequencies above 1 and minimally 80 % of all joint frequencies higher than 5) [12].

The further limit consists in the fact that no zero can be in any place of numbers of
really received frequencies because, when comparing the real and expected values,
the frequency of real values frequency is in the denominator and thus it wold not be
possible to perform the calculation.

As for the results of performed research the questionnaire structures are divided in
following five groups: financial manager person, the most often way of financing,
methods of investment evaluation, financial plans and use of information contained in
accounting statements. Following sub-chapters statistically analyse individual groups
and in some case the possible dependency among them is searched.



4 Research results

As for the results of performed research they are divided, based on the above stated
hypothesis, in following five groups: financial manager person, the most often way of
financing, methods of investment evaluation, financial plans and use of information
contained in accounting statements. Following sub-chapters statistically analyse
individual groups and in some case the possible dependency among them is searched.

4.1  Financial manager person

The respondents were asked to state what person in their company is most devoted to
the financial management. They had following options to choose: external company
(consultant), external accountant, financial director (economist), general director,
internal accountant, executive manager and owner. The Table 1 show the frequency
of particular responses based on the company size.

Table 1. Contingency table Financial manager person based on the company size.

Person Micro Small Middle Large
company company company company
External company 2 0 0 1
(consultant)
External accountant 4 0 0 0
Financial director 8 13 42 35
(economist)
General director 0 4 6 3
Internal accountant 4 15 8 3
Executive manager 45 47 14 1
Owner 134 55 12 2

It results from the table above that in larger companies there are financial economists
whereas in micro and small companies the owner, or the executive manager performs
the function of financial manager.

4.2  Most often way of financing

The respondents were asked to choose the most often way of financing from
following: bank loan, supplier credit, financial leasing, undistributed profit,
own external. The frequency of answers is shown in the Table 2. The bank loan and
own external capital belong among the most often used way of financing.

Table 2. Contingency table The most often way of financing based on the company size

The most often way of | Micro Small Middle Large Total
financing company company company company
Bank loan 42 52 35 13 142




Supplier credit 4 5 2 1 12
Financial leasing 13 26 18 5 62
Undistributed profit 28 28 32 15 103
Own external 86 23 15 15 139

In addition, the dependency of company size on the preferred way of financing was
investigated using the independency test. At the importance level 95 % (note: this
level was defined for all test hypothesis) it was calculated that the value of test
criterion belongs into the critical zone. Thus the hypothesis of independency was
refused and it was proven that the company size influences the way of financing.

4.3  Methods of investment evaluation

The Figure 1 shows the apportionment of investment evaluation methods.
The respondents were asked to choose the most often used method for investment
effectiveness evaluation from the following: net current value (CSH), payback period
(DN), rentability index (IR), internal rate of return (VVP) or other. They also could
choose that no method is used.

The performed research showed that 34 % of companies do not use any method for
evaluation of their investments. The most often used method consists in the statistic
method of investment payback used by 22 % or respondents. 17 % use the net current
value.

m NPV

158; 34% m Payback time

M Index of rentability

H Internal rate of return
u Other
None

Fig. 1. The most often used methods of investment evaluation.

With regard to the fact that the investment decision-making belongs among
the long-term financial plans it was tested using the independency test in order to
check whether the chosen methods relate to the fact that the company prepares its




long-term plan. It was statistically found that the use of investment evaluation method
really relates (in positive way) to the preparation of long-term financial plan.
On the contrary companies that do not prepare any long-term plan usually do not use
any methods of investment evaluation.

4.4  Financial plans

Another task for the respondents was to answer whether they prepared any operative
plan, any short-term or long-term plan. For the purpose of clear understanding it was
explained that the operative plan is for 1-3 months, the short-term plan is for
3-12 months and the long-term plan is for the period longer than 1 year. The number
of positive answers, based on the company size, is shown in the Table 3.

Table 3. Companies preparing their financial plans- absolute frequency.

Companies | Operative plan Short-term plan Long-term plan
Micro 98 94 54

Small 90 106 72

Middle 61 77 62

Large 39 44 41

Total 288 321 229

The Table 4 shows the relative frequency with regard to the total number of
respondents in particular sizes of companies. The micro and small companies rather
compile their operative and short-term plans whereas the m idle and large companies
often also prepare their long-term financial plans.

Table 4. Companies preparing their financial plans — relative frequency.

Companies | Operative plan Short-term plan Long-term plan

Micro 68% 65% 38%
Small 49% 58% 40%
Middle 73% 92% 74%
Large 81% 92% 85%

The independency test also has shown that the companies that prepare their long-term
plans also formulate their operative plan as well as that the short-term plan creation is
related to the preparation of operative plan.



45  Use of data from accounting statements

The last part of the questionnaire was aimed to find out whether the data from
accounting statements are used by companies for the purpose of financial
management. The following tables 5, 6, 7 show the summary of research results
within these statements: balance, profit and loss statement, cash flow statement.

Table 5. Use of data from the balance — based on the company size

Kind of information Micro Small Middle Large Total
company | company | company company

Management of time | 61 62 54 44 221

assets and liabilities

structure

Capital structure | 16 17 8 1 42

management

Assets management 105 65 22 3 195

It results from the Table 5 that the companies most often use the data from the
balance to manage the time assets and liabilities structure whereas the micro
companies emphasize the assets management. It results from the statistic
independency test that the informational balance character depends on how big the
company is.

Table 6. Use of profit and loss statement data — based on the company size

Kind of information | Micro Small Middle Large Total
company company company company

Margin optimizing 11 7 10 8 36
Depreciation 8 2 0 0 10
processing

Revenues 37 26 15 15 93
predictions

Wage costs | 10 15 13 2 40
management

Operational ~ costs | 113 94 46 19 272
management

Interest 3 0 0 4 7
expenditures

management

It results from the Table 6 that all companies, regardless their size, unambiguously
prefer the operational costs management.

4.6  Hypothesis testing

The performed independency tests confirmed or disproved the defined hypothesis as
this summary shows:




Hypothesis H1: the financial manager person is the owner in small companies,
whereas in larger companies the separation of the owner was confirmed.

Hypothesis H2: that the way of company financing is independent of the company
size was disproved.

Hypothesis H3: that the use of investment decision-making methods is independent
of the fact whether the company prepares its long-term financial plan was refused.

H4: that the companies prepare their long-term financial plan, they create also their
short-term financial plan, was confirmed.

H5: that the use of the balance data is independent on the company size was
confirmed.

H6: that the use of the profit and loss statement data is independent on the
company size was confirmed.

5 Conclusion

This text aimed to present the latest knowledge of enterprise practice within the
financial management sphere. This text contains following information: who in the
company serves as the financial manager, what is the most common way of financing,
what is the most frequent method of investment evaluation, what financial plans the
enterprises prepare and what information is used by enterprises in accounting
statements. In relation to it the hypothesis H1 to H6 were formulated.

In respect of the person who performs the financial management in the company it
was confirmed that the owners take over this function in micro and small companies
and that the separate function of financial manager exists in middle and large
companies. The research thus has revealed that there are two different groups. The
first group includes micro and small companies, financially managed by their owners,
or executive manager. The second group covers middle and large companies that have
their own financial managers.

As for the most often way of financing it was found that the micro companies most
often choose own external capital whereas the small companies do not hesitate to
have the majority of foreign capital. Middle companies are equally interested in own
as well as foreign capital. And large companies prefer rather their own capital. It
results from the research that the foreign capital belongs among the most often ways
of financing only for small companies.

As for the investment evaluation it was confirmed that the fact that the company
prepares its long-term plan positively influences the fact that it also systematically
evaluates its investments. The research has found that 34 % of companies in total do
no use any method of investment evaluation. On the contrary, the most often used
methods include the payback period (22 %) and the net current value (17 %).

Another point of the research covered the financial plans prepared by companies.
It was found that the most often financial plan is the short-term financial plan for 3-12
months. It was confirmed that the larger the companies are, the most they pay
attention to their financial planning, for example only 38 % of micro companies
prepare their long-term plan.
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The last part of the research was aimed to find out what information from financial
statements are the most often used one by companies. As for the balance, all
companies, regardless their size, use this statement for their assets management which
is right as Brealey and Myers [4] state that the money are generated
on the assets’ side. As for the profit and loss statement all companies across all their
sizes indicated one item of this statement as the most often used information. It means
the item of operational costs management. On the contrary, the depreciations as the
source of self-financing were the least often used information from the profit and loss
statement.

The presented research has confirmed several statements that could be expected
nevertheless it also found new information or detailed the current one.

During the research a limiting factor for investment evaluation methods was found.
The respondents could also mark in their answers that they use another method. Due
to the technical form of the questionnaire it was not possible to detail what method is
concerned. With regard to the fact that 12 % of responded marked the answer of
another investment evaluation method, it would be surely interesting to find out what
other methods are used by companies.

A limitation on the research results could be taken as the fact that no research
related to the business field was mentioned in the research. Although the primary
intention was to compare the size of the enterprise (in connection with the above) it
would be interesting to consider the business aspect for further research as well.
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