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Abstract: The paper presents a method of diagnosing finamesdburces as part of small enterprise re-
sources analysis. Starting from general knowledggarding financial resources, its diagnose objexgiv
and specific demand for small and middle size @nigzs, the paper synthesizes a model to be used in
diagnose analysis procesaccording to this model, we establish a specifithme of evaluation for the
two criteria: profitability-liquidity and securityisk.

For each of these we present the tables with ttenfial indicators.

A scoring evaluation method is associated to thdgmose model in order to facilitate setting thesibu
ness level in accordance to financial resourcetednn. The score function with variables, coeéfis
and the main coordinates of their choice is alsesented.

Following the diagnose score, the business levalsiablished and few methods to improve are sug-
gested.

Finally, the paper presents a case study of a cowpa the field of tourism. We assessed the busines
rate and setting the main conclusions followinggtiase. We added the tables containing values &f ind
cators for the two criteria and also the justifiat for the choice of coefficients significance ahe
conventional score assigned for each domain ofyesisl

The main conclusions regarding the case study sng the paper.
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1. INTRODUCTION

To perform in its activity any company has to face

two constraints [1]:
» profitability-risk;
+ financial resources balances.

Financial resources are the total financial cahat
companies need to achieve all of the economic aoigdls
goals in a certain period of time.

L]
Financial resources must provide enterprises the

technical and material means necessary to carrpmigt
the main functions of production, marketing andeisty
ment but also the secondary ones as supply, maimten
personnel training and so on, in accordance withgén-
eral strategic plan.

Financial resources have to cover, on the one hand

the cost of assets, represented by all tangibldrdadgi-

ble elements of the business process and on thex oth
hand they have to bear the expenses requestedeby tiao

whole activities.

Without financial resources the business perforraanc

can not be achieved in terms of continuity, stab#ind
satisfaction of the owners. In this view, the fiogl
resources are of three types [2]:
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communes; ensure business continuity by founding
the stocks of row material, auxiliary material, -fin
ished product and all other stocks needed in produc
tion activity, until their final recovery by salend
cashing receivable. They also provide founds for
work-related expenses like utilities, salaries,etx
and all other expenses, during the entire economic
cycle;

essential; ensure business stability by achieving a
high level of product competitiveness. This catggor
includes financial resources to improve the qualit
product and services, personnel training, to reduce
consumption and so on);

strategic; ensure higher level of business retumth
profits. This category includes financial resources
used to achieve strategic business developmens plan
(investments, researches, product promotion)

In terms of patrimony, financial resources guarante
mpany’s liquidity and solvency this way underteki

of business partners or creditors to collect debt®ans
repayments.

Sometime financial resources are used to increase

company’s market value in view of future transattio
(sales, merges) knowing that financial resourcesl lis a
barometer of market confidence in its work.

In terms of origin, financial resources (RF) cumula

tive owner’s equity (CP) and capital attracted eattter

according to the relationship (1).

RF = CP+ Dpgte- 1)
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where: D= net indebtedness as difference betweenthe same field of activity. The result is a linéanction

capitals received and granted

of indicators using coefficients empirically deténed

Owner’s equity comes mainly from company’s own- through statistic tests that calculate a staticeassimi-

ers and profits and capital attracted incomes foamks,
leasing companies, investment companies a.s.o.

finance projects when they believe that investeiesivs
about project payoffs are likely to be aligned vitibirs,
thus maximizing the likelihood of agreement with
investors. Otherwise, they use capital attractéd [8

large enterprises. That is why the acces to afidachpi-
tal is more dificult and therefore limits companyssi-
bilities of development and growth.

So the SME management must be conducted on the

basis of accurate and objective evaluation of ithential
resources in order to enable the implementatiocledr
and sound financial strategies to ensure their ¢tiamme
with the organization's overall strategic plan.

Analysis of the financial resources seeks, throtingh
interest in these resources, the meeting of twegypf
balance [13]:

» profitability-liquidity, which ensures the contirtyiof
financial resources correlated to profitability éév

lated to the diagnose score.

Using these functions the objectivity of evaluatien
According to experts, managers use owner’s eqaity t increased and involvement of specialists is reduced
In the method proposed for diagnose of financial re

sources, a group of indicators is assumed to eadheo
two criteria.

Using conventional score and coefficients of signif
Usually SMEs receive less financial resources thancance assigned for each criteria, this method ggtge a

2R

—i=1
DRF=1*=—— 5 .
2.6
i=1

P¢ is a conventional score assigned for each critefria

)

analysis. Its value represents the evaluation daogrto
an increasing scale of five steps between totalapta-
bility and perfect adaptation.

forecast; main indicators are those of the balanceG IS the coefficients’ significance of criterids value,

diagnose sco DRF, according to equation (2), whose
value is between 1 and 5 [2, 3, and 4].

sheet, the income statement and expenses and tt&9ecific to each evaluated company, is given byedzp

cash flow.

» security-risk, which assesses the ability of thenco
pany to finance the investment program from its own
resources; assessing this balance allows the @etect
of early symptoms of malfunction in a firm but has

based on the level of significance in businessomiag
to Table 1 [10].

the disadvantage of not recovering the full speatru
of financial resources;

In diagnose works, the two types of balance become
two criteria that are evaluated differently depagdon

the specific activity.
To SME the security-risk balance is important in

terms of the need to attract foreign capital andidity
balance and to evaluate the potential profitabitifythe

business and managerial performance.

2. DESCRIPTION OF METHOD

Table 1
Coefficient significance of domains
Levd of Consequences of mismatch value
significance on enterprise activities
. Grave, at the level of who
Very high activities 5
. Grave, at the level of sing
Major activity 2
Isolatedto one or mort
Secondary activities 1
Table 2

Conclusionsrating scale following diagnose

According to specialists the models in diagnose ard

communication ways between enterprise and experts
designed to facilitate the knowledge of company and
increase the efficiency of improvement plans. A elod

allows experts to express a qualified opinion altbet
state of analyzed phenomena, based on dates edllect
and evaluated through specific methods [3].

Models in analysis are necessary to highlight the o

ganization’s strengths and dysfunctions [11].

Following a five star evaluation model for privated
autonomous administrations companies [10] we apply
specific method to SME's financial resources diagno

The proposed method is based on the type of indicq
tors and those evaluations are done through anggori
function.

In financial analysis, a score function represemts

combination of financial indicators whose valuetr
given company, allows predicting the risk of busike
[14]. In most of the cases, scoring functions isede
mined empirically to compare samples of companies i

DRF Businesslevel | Improvement plan elements
Non Stop the activity, sell usele
0.1 . assets and change busineg
adaptation profile.
Containment of cs to
1.2 Adaptation existing funds, restricting
” insufficiency investments, looking for
strategically investors.
Own capital input, financie
23 Adaptation to partnerships or attracting
” limit funds. Crediting is a solution
but not in any condition.
Financial evelopment
i . including credits to support
3.4 Adagz)adtlon investment plan. Patrimony
9 fusion for financial
consolidation.
Development by absorptic
45 Adaptation of business. Founding new|
v very good areas of business, financia
market investments.

%)
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According to the values (DRF we set the business
level according to the financial resources critena the

main coordinates of the improvement plan as shawn i

Table 2.

3. INDICATORSOF FINANCIAL RESOURCES

The diagnosis of financial resources uses indisator
of booth profitability-liquidity and security-riskalance

2.

Indicators of profitability-liquidity balance ardewn
in Table 3. Primary data sources are the balaneetsh
(BC), the statement of income and expenses (CP#) arn

the intermediate operating balances (SIG).
Indicators of security-risk balance are shown ibl€a
4. Primary data sources are the balance sheet §BQ)

the trial balance (BV).
Usually, information regarding financial statemént

mainly obtained from the balance sheet (BC) andneg
ing performances is obtained from the statemeninof

come and expenses (CPP) [9].
In diagnose is very important that primary sounees
flect the reality at the evaluation date. That syviinan-

cial statements shall be adjusted especially irsitpeifi-
cant impact positions assessed evaluation [5]hi re-
gard is recommended the audit of financial statésen

before diagnosis [12].
Given the fact that diagnose assesses post-fa¢tem t

use of financial resources level, in the perspeatif’the
development it should be evaluated also the conipany
capacity to mobilize additional financial resourc&his

assessment is difficult due to the diversity antbiugye-
neity, unpredictability and high perishability dfet de-

terminants of the phenomenon of which could be idens
ered:
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Table 4
Indicators of security-risk criteria
Indicators Deter mination
Net fixed assets According to BC
Current assetfA] of
which: :
- stocks B According to BC
- receivablesCr]
Owner's equityf KP] According to BC
Liabilities [ D] of which:
- current Py According to BC
- long termpPy]
Loans [{] of which:
- current [ According to BV
- long term[y]
Amortization and provision According to BV
for loss [Canl
Self-founding capacity - +
[CAF] CAF =RN+Cgm
Financial autonomy rate Raf - KP 100
[Rad KP+1,
Financial stability rat§Rs] P+ 49
inancial stability ra ==
G
Global indebtedness rate D
L = 100
[Ri Rg KP+D
I
Global loans ratéfy] Rgi = -t 100
9" kp
I
Long term loans rateRjy] =t (100
f Rit e
Loan repayment capacit _ It
i =——[00
rate Ro] Rer = Car

willingness to invest of capital holders;

the independence of capital;

relationships between owners;

relations with banks and other financial institngo
relationships with suppliers and their willingness
fund the business;

Table 3
Indicators of profitability - liquidity criteria
Indicators
Net profit or los{RN]
Turnower [CA]
Operating result [RE]
Value added [VA]
Net operating benefit

Determination

According to BC

According to CCP
According to CCP
According to SIG

According to SIG

[ENE]
Gross operating benefit — +
[EBE] EBE=ENE+Cgm
Operating loans rate = (100
p g ] Rie= st cr
o LA
Current liquidity rate [L] )
ts
Return on owners equifyR] R¢ = R—E (100

The importance of these factors is higher in siaadl
medium enterprises that are often forced to pugh th
maximum limits of growth to improve their compet#i
position on the market. Since the information oasth
factors are reliable, an evaluation of the finahger-
spective can be made and is up to the analysésttb-
lished the conclusion’s degree of accuracy.

Of interest in this analysis is also the valuéndfica-
tors and their trend. While the value of indicatmfects
the level of performance achieved, the trend réfléice
management of performancee [6].

The selection of indicators is made by tacking int
account the specifics of SME’s business.Thus, weno
value added and operating result are the most it@apor
internal sources of business financing. Also, gitka
low level of stocks and receivables, the curremtitity
rate is important to evaluate the management of-com
mune resources.

In terms of essencial resources, due to the |y @b
accesing, current liabilities and loans and selfrfting
capacity (CAF), they become important sources to fi
nance business. Their levels define business $g@and
their trend reflects the management of risk.

Indicators like financial autonomy rate, global in
debtedness rate and loan rates define SME'’s sitateg
resources statement.
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o . ~ Tables In these conditions owners decided implementing a
Scor e significance following the profitability-liquidity plan to modernized technical and material baserdtero
criterion to increase the level of activity and profit.
Py Signification Diagnose is necessary in order to evaluate company’
Insufficient financial resour ces to continue capability to mobilize financial resources to aekighe
activity: investment plan without harming current activity.
1 Turnover and value added decreases by over Company’S financial statements, audlted both inter-
10% in the last three years; nally and externally by experts, have a high degree
Operating result is lost in the last three years; relevance in diagnose. N
Current liquidity drops bellow 1; Dlagn05|s covers a period of three years. Du_r_mtg th
Critical leved of financial resour ces. period, company has no resorted to loans for fimanc
Turnover and value added decreases with l¢ss activity.
5 than 10% in the last three years;
Net loss in the last three years;
Current liquidity rate is down in the last three
years even value is up to 1; Table 6
Financial resourcesto limit: Scor e significance following the security-risk criterion
Turnover and value added increase less than P Sianificat
inflation rate in the last year; rf2 iGent |g_n|| \cation -
3 Operating result increased and is profit in the Insufficient financial resour cesto continue
last year. . activity:
Net loss in the last year even decrease; Net fixed assets d_ecreased to ze.ro,
L.=1.15 Adversely own f|r_1anC|aI resourc&® < 0;
Stablefin;ncial r esour ces. 1 . : CAF-<. Oin the last year; .
Stable growth of turnover and valﬁe added but Financial stability rat&decreases continu-
Ies% than 10% in the last three years: ously with over 10% each year or falls beloy
) . . . > 40%;
4 Operating reslggt'?hpr)g't ggg.lncreased in the Loan repayment capacity rate decreases with
Net profit in thglast, car more than 10% each of the last year.
Lp—l 5 2R >100/y ' Critical level of financial resour ces:
i dc fi_nr;lnéia,l resour(ozes Stocks and receivable increase with more than 10%
- . each of the last three years;
Turnover and value added increase over 10% in Current liabilities decreased:
5 ~ thelast three years; , | Financial autonomy rat, decreases continuously
Operating and net profit in the last three years; in the last three years up to values below 40%;
L. > 2 andR; > 20% Self-founding capacity decreases continuously én th
last three years;

Based on the value of indicators and their trexath Indebtedness rateRy, Ry, Rar) increase by up
criteria of the diagnose are scored in five stepoaling to 10% each of the last three years;
to Tables 5 and 6. The tables also give us théfisignce . Financial resourcesto limit:
of scoring in terms of financial management. Theee Fixed and current assets vary in the limit of 0%
defined five meanings corresponding to the fiv@stas in the whole period of analyses;
follows: Owners equity and financial stability are stable

1- Insufficient financial resources. 3 ) ) (+/- 10%);
2- Critical level of financial resources. Financial autonomy ratll, preserve the value
3. Financial resources to limit between 50% and 60% in the last three yeatrs;
4- Stable financial resources ' Indebtedness rates vary in the limittéf 20% in
5- Solid financial resources . the whole period of analyses;
' Stable financial resour ces:
Fixed assets increase or decrease due to amorti-
4. CASE STUDY zation:

Case study refers to a SME operating in the fidld o Owners equity and financial stability increas¢ha
tourism. Basic activities are accommodation (hodeljl 4 . Who.le period of analyses with more than 10%;
restaurant Financial autonomy rat,s increase continuously

. : ; b

The hotel is located in the city center of an iridak in the last three years and value is over 60%;
town without major tourist attraction. Indebtedneoss rateRy, Ryi, Ry) decrease by up

The main tourism branch is business and the cus- tOng frga;hrﬁgxigasggre;g;‘zs’
tomer demands for services are high and increasing. Sol'd?’ Y = pacily . :

On the market, the company is well anchored but its Fixed tl 1 financ drw:ur_ceﬁ ¢ ts made:
position is threatened by competition that riseslity 1xed assels increase due to Investments made,
standards through investments. 5 Financial autonomy ratB, increase continuously

Company holds significant assets in the patrimony I'ndthﬁtladSt three gears and va:jue IS overl 70%:;
but activity is declining due to the high leveltbgir de- naebtedness ra e?éo/Rg' Ry) decrease less

0,

preciation.
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The analysis was made by one expert during two days

of work that include model design and conclusions.
Following these, diagnose is focused on profitabili
liquidity criteria, which has a very high signifitae in
terms of Table 1, without neglecting the securigkr
which is a major criterion.
Considering this, coefficients’ significance of ttweo
criteria in diagnose is:
profitability-liquidity, ¢; = 5;
security-risk,c, = 2.
Table 7 present the values of indicators for the la
three years following the profitability-liquidityriterion.
Table 8 presents the values of indicators for st |
three years following the security-risk criterion.
According to our diagnose method, criteria is sdore
as follows:
profitability-liquidity, Py, = 4;
- turnover increase with 30% in 2011 and with 9%
in 2012;

- value added increases with 89% in 2011 and with

40% in 2012;

Table 7

Indicatorsof profitability-liquidity criteria

Indicators 2010 2011 2012
Net profit or loss _ _ d
[RON] 562 228 363 646 111 654
Turnower [RON] 1083455 1417402 1544060
Operating result _ _

[RON] 624 731 362 089 130 816
Value added [RON] 380 031 684 812 956 236
Net operating benefit| _

[RON] 374 692 189 122 276 961

Gross operating benefjt _ _

[RON] 224 614 2.286 392.021
Current liquidity rate 1.1 1.9 3.5
Return on owners eq- B

uity [%] 18 11 3

Table 8
Indicatorsof security-risk criteria
Indicators 2010 2011 2012
Net fixed assets [RON 3207263 3055622 3301271
Current assets [RON]| 345 g5 | 531 922| 489 168
of which:

Stocks [RON] 65 589 37122 53 957
Receivables [RON] 179 375 142 334 188 704
Owners' equity [RON]| 3187469 3273263 3621907

Current liabilities
[RON] 268.262 278193 141 523
Loans [RON] 0 0 0
Amortisation and pro-
vision for loss [RON] 150 078 186836 115 06(Q
Self-founding capacity| _ d

[RON] 412 150 176 810 226 715
Financial autonomy 100 100 100

rate [%]

Financial stability rate 92 92 96
[%0]
Global indebtedness
rate [%] 9 8 4
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net and operating result are in profit in 2012 and
in loss in 2010 and 2011,

liquidity rate continuously increases and the
value in 2012 is more than 2;

return on owners equity continuousigcrease and
value in 2012 is under 10%.
security-risk,Py,= 3

fixed assets decrease in 2011 due to amortization
and increase in 2012 due to investments;

stocks decrease in 2012 with 44% and increase in
2012 with 45%;

receivables decrease in 2011 with 20% and in-
crease in 2012 with 32%;

current liabilities increase in 2011 with 3% and
decrease significant in 2012 with 50%;

owners equity increases slowly (<10%)
self-founding capacity, negative in 2010 and
2011, increases and turns on positive in 2012;

not having resort to loans the financial autonomy
rate is 100% and indebtedness rates are very
small (< 5%);

financial stability is also high (> 90%) and in-
creasing;

Diagnose score of financial resources computed with

equation (2), is:

®3)

According to Table 2, the situation correspondade
aptation good of the financial resources to thatesgic
plan.The main conclusions are:
company is able to finance the investment plan;
internal resources can be completed by loansri-it
quires modernization plan;
loans are an option due to their high absorptiggaca
ity.

CONCLUSIONS

Financial resources provide the continued develop-
ment without any interruptions of activity, stabjliof
patrimony and can determine owner satisfactionHhsy t
benefits obtained as result of their efficient ngamaent.

Financial resources extracted from the internai-en
ronment of the company, also called owners’ equiteg,
the result of owner’'s contributions and of company’
activity. The cost of their use in one activitytie opor-
tunity cost evaluated by giving up financing anothe-
tivity.

Financial resources extracted from the external-env
ronment, also called foreign capital, are the tesiil
lending activities trough specialized companies. Of
theese, bank financing is the large and most irapbrt
source to SMEs [7].

Their cost is usually high and dependent on market
interest rate and the absorption capacity of thepamy
that influence the company's negotiating power with
creditors. It is known that a company with a sdiithn-
cial situation has a high capacity for absorbingneyo
market loans and can negotiate lower cost credieag
ments.
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Used efficiently, financial resources can incretm®e
business value by financing competitive strategmagh
plans. At the same time, inefficient use of finahaie-
sources can have serious consequences on the cpmparm
which is the cause of most activity stops.

Large enterprises receive significant financial re-e
sources but SMEs, due to lower capitalization, rare
quired to manage financial resources with maximdm e
ficiency, which is an important competitive forae the
market. .

Diagnose model for financial resources as presented
above, evaluates the financial resources of SMEsasp
tive situation in the perspective of implementirgeit
strategic plans.

There are two criteria of evaluation:
[1]

» profitability-liquidity; refers to the use of own-
ers’equity on the consideration that an increases-of
turn may result in a decrease in liquidity;

» security-risk; refers to the use of foreign capftal
financing activities, against owners’ equity.

The method of analysis used is that of financitibsa 3]
based on company annual financial statements and ir{
termediate operating balances. Using these repitms,
diagnose gains objectivity and workability evaloati [4]

The method of analysis is supplemented by a mathe-
matical model of scoring (2) which generates extoa
jectivity in interpreting the results by assessihg phe-
nomenon on a rating scale from 1 to 5 steps (Tahle
So, this is a model that allows synthesizing tlaeshent
in one single diagnose score and solves the problem [6]
short analysis time, requested by most benefigarie

According to the mathematic model there are two
variables that determine the score function: theveao-

tional score assigned for each criteria of analy Prfi

(2]

(5]

(7]

(table 3,4) and the coefficients significance ofmdins,
C; (table 1). Based on these the diagnose score arfifin

(8]

9
cial resources is calculated with a value betweand 5. o)
Based on this value experts can assign a ratirgusd
ness in terms of financial resources between “rtapia-
tion” and “adaptation very good” (Table 2).

Finally, according to the method we set the maiwr-co
dinates of the improvement plan (Table 2).

In the case study the method of diagnose was applie
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designing specialized models for the main specific
activities to SME: commercial, tourism, transports,
buildings;

designing specific forms to facilitate the collectiof
dates;

based on experts experience, development of specifi
guidelines to evaluate the results and assignieg th
conventional diagnose score in terms of high ohject

ity;

training experts in the communication field witmeo

panies to improve quality of collected data andato
cilitate the implementation of the improvement glan
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