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                                                       INTRODUCTION 

  

  

    In a market economy extremely important aspect of business is the need to 

master the art of financial management in times of economic turbulence and some 

uncertainty. After the financial management of the enterprise requires flexible 

financial philosophy and strategy of permanent search for new teaching methods of 

management decisions, use of new financial technologies and instruments of 

implementation of these decisions. In the system of such technologies takes an 

important place financial controlling. 

   One of the most important reserves of improvement of financial management 

in enterprises is training high-level qualifications, adequate qualitatively new 

approaches to financial management, planning and regulation. 

   As an important element of financial management is controlling, it is 

necessary to capture undergraduates theoretical principles and practical tools for 

mastering the financial controlling. Financial Controlling closely related to other 

disciplines of economics, including finance, financial activities of business entities, 

accounting, taxes and taxation, investment, financial analysis, financial corporations, 

financial management. 

  The purpose of this guide is to expand and deepen the knowledge of masters, 

financial managers and other stakeholders on the theory and practice of financial 

controlling, promoting mastery of system and mechanism for financial controlling, 

theoretical and methodological basis necessary for fluency practice of optimal 

controlling decisions on planning, monitoring, variance analysis, coordination, 

internal consulting and general management information software company in the 

competitive environment and economic instability. 

   According to the author's conception concluded its Ukrainian and English, 

according to credit-modular system consists of two modules of content. Topics of 

completed test questions and tasks, which increases the role of independent work of 
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students and users manual. The workshop includes examples of tests and solving 

problems. 

   In the first meaningful module the theoretical foundations of financial 

controlling, its organizational models, tools, professional and personal qualities 

controller motivational mechanisms and models of employee motivation in the 

system of financial controlling methods to ensure the effectiveness of financial and 

economic activity of the enterprise and the system of basic indicators that allows 

evaluate this performance. 

   The second module is devoted to the serious methodological tools and 

practical implementation of financial controlling. Readers are invited to get 

acquainted with the concept and methods of value-oriented and strategic financial 

controlling and the balanced scorecard, financial monitoring and diagnostics, and 

approaches to harmonize financial reporting as an important source of information 

support businesses and forms of internal financial controls. 

   The proposed user opens a lot of theoretical principles and practical tools for 

controlling the system of financial management enterprise complements the academic 

and scientific literature on financial management in enterprises. This guide is 

designed primarily at undergraduates who study the discipline «Financial 

Controlling» as well as teachers, entrepreneurs and professionals in the field of 

financial management. 
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, .  ,% 
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 1195 1 2 2 – 1, ( 2 1)/ 1 × 100% 

,
,
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×100% 

 
(1095+1195+1200) 

1300 1 2 2 1 ( 2 1)/ 1×100% 

 
 1495 1 2 2 1 ( 2 1)/ 1× 100% 

’
 

1595 1 2 2 – 1 ( 3 2 3 1)/ 3 1
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1695 1 2 2 – 1 ( 3 2 3 1)/ 3 1

×100% 
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        ,   
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5  –     , 

4  –       ,    

  , 

3  –    , 

2  –  ,   ,  

1  –    . 

      ( . 2.4). 

 2.4 
          

  

,
'

1 2 3 5 6 6 7 8

:
3 5 1 5 2,33
4 4 1 5 1 2,50
5 4 1 3 1 2,33

,
:

4 4 1 5 1 2,50
4 4 1 5 1 2,50

,
– '

.
5 3 1 3 1 2,17

3 4 4 1,83

3,57 3,43 * 1,29 4,29 1,29

2,31
2,31

*   
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     ( . 2.3). 

( ( , , ))

  2.3.        

        : 

  

.1.      ((3+4)/2=3,5; 3,57);  

.2.    (4+4/2=4; 3,57); 

.3      (5+5)/2=5; 3,57); 

.4.     (0; 3,57). 

  

.5.    ( (5+4)/2=4,5; 3,43 ); 

.6.  (4+4)/2=4;  3,43 ); 

.7.  (3,5; 3,43); 

.8.  (0; 3,43). 

  

.9.  (0; 0);  
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.10.  (0; 0);  

.11.   (0; 0);       

.12.   (0; 0). 

  

.13.  (1; 1,29);  

.14.  (1; 1,29);  

.15.   (1; 1,29);       

.16.  (3; 1,29). 

     

.17.  (5; 4,29);  

.18.  (5; 4,29);  

.19.   (5; 4,29);       

.20.  (5; 4,29). 

,  ’     

.21.  (0,5; 1,29);  

.22.  (1; 1,29);  

.23.   (1; 1,29);       

.24.  (1; 1,29). 

         2,31.  

          

   –          

 4,29.      – 3,57 ,     
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  ,       
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3.1. ABC-, XYZ -   

ABC-   

ABC-        .   

        , 

     .  ABC-    

 ,      ,  20%  

  80% ,  80%   20% 

. ,   20/80  , 

   ’ .  ,      

 30/70  10/90. 

       .  

 ABC-    3-  : A, B  C.  

       : D  F. 

– . ,     80% . 

– . ,     15% . 

– . ,     5% . 

– D. ,     . 

– F.      . 

 .    -    

  . 

1.         

 . 
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 3.1 

 ABC-     ,    

  

 
1 , 

  
, 

  
, ( ), 

 

 
 
, %

1.  12 5500 66000 37,6 

2.  14 1745 24430 13,9 

3.  
16 180 2880 1,6 

4.  14 2743 38402 21,8 

5. 17 1340 22780 13,0 

6.  22 196 4312 2,5 

7.  19 592 11248 6,4 

8. 5 567 2836 1,6 

9.  22 65 1430 0,8 

10.  20 72 1440 0,8 

 13000 175758 100,0 

     .  

 3.2 
ABC- ,   

  

 
 
, 

 
 
, 

( ), 
 

   
  %

 
 

  

1.  5500 66000 42,3 37,6  

2.  1745 24430 13,4 13,9 B 

3.  
180 2880 1,4 1,6 C 

4.  2743 38402 21,1 21,8 A 

5. 1340 22780 10,3 13,0 B 

6.  196 4312 1,5 2,5 C 

7.  592 11248 4,6 6,4 B 

8. 567 2836 4,4 1,6 C 

9.  65 1430 0,5 0,8 C 

10.  72 1440 0,5 0,8 C 

 13000 175758 100,0 100,0 
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   3      : 

 3.3 

ABC- ,   
 

     
 

  
, % 

 1, 4 63,4 59,4 

 2, 5, 7 28,3 33,3 

 3, 6, 8, 9, 10 8,3 7,3 

XYZ-   

 XYZ-         

.          

,        .  

XYZ-     . 

XYZ-      3 . 

–   . ,    .    

   10%. 

–  . ,     .   

    10%  25%. 

–   Z. ,      . 

      25%. 

  XYZ-  

        , 

 : 

 

: 
 –    (     –   )  ’  

  i-  ; 

 –      ’  ;  
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 n –   . 

 

1.       .   

    (n)  4. 

2.     . 

3.    (V).  

     3.4 

 
  

:  
 
 

 V, %   
 

 1-  
.,  

 2-  
., . 

 3-  
.,  

 4-  
.,  

 , 
 

1.   15000 17000 16000 18000 66000 16500 832,5 5,0 X 

2.   6500 5000 6000 6930 24430 6107,5 719,14 11,8 Y 

3.  
  

 
600 700 830 750 2880 

 
720 20,842 0,7 X 

4.  9500 10500 10000 8402 38402 9600,5 777,05 8,1 X 

5.  5500 6000 5000 6280 22780 5695 592,56 10,4 X 

6.  1000 900 1312 1100 4312 1078 152,5 14,1 Y 

7.  2500 3748 3000 2000 11248 2812 645,78 23,0 Y 

8.  400 650 1286 500 2836 709 344,8 48,6 Z 

9.  
 300 350 480 300 1430 357,5 73,61 20,6 Y 

10.  200 300 590 350 1440 360 143,35 40,0 Z 

     175758      

 

  

    (  + Z)   , 

         9 . 
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                                                                                                            3.6   
    ( . ): 

  , 
 1 

 , 
   2 

 
 

  
 

  a 10 8 2 20 
  b 5 70 5 80 
  c 5   5 
  d 30 5 0 35 
  e 20 17 8 45 
  f 25 15  40 
  n   15 15 

   95 115 30 240 

 -    ,     

.   . 

’ . 

          

(  ).      (  )    . 

   4     83% .  4   

     .    

 . 

                                                                                                                                           3.7 
 A >50 .   B >30 .  C < 30 .  

  b 80   
  e  45  
  f  40  
  d  35  
  a   20 
  n   15 
  c   5 

  = 240 .  80 = 33,3% 120= 50% 40 = 16,7% 

 
2.2.     (CAPM) 

.          
: 

 3.8 
       

1.   , % 10 15 20 
2.   ( )  (s ) 

 , % 
8 12 16 

 
3.   K(RA; RM)   

      
     

0,7 0,9 0,8 

4.   (sM)  
    , % 

7 7 7 
 

5. -  (b ) 0,8 1,5 2,3 
6.     

 (RM), % 
12 12 12 

 
7.       ( ), % 8 8 8 
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     (CAPM)  

  . 

 ’ . 

     (CAPM)     

   ,    

          ,  

     ,   

,     : 

CAPM (RA) = i + (RM – i) · b  ,                                                                      

 CAPM (RA) –     

    .  

         

:      ,     

,   ,   .    

     ,    

     .  ,   

      ,  

  ( . 3.8). 

.  Ra = 8 + (12 – 8) · 0,8 = 11,2       (10 – 11,2 = – 1,2). 

.  R  = 8 + (12 – 8) · 1,5 = 14,0       (15 – 14 = 1). 

.  R  = 8 + (12 – 8) · 2,3 = 17,2       (20 – 17,2 = 2,8). 

       , 

      ,   

        

. 

3.3.     

.       

         

    2026 .    

   2025 .  15 . ;   
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   2025 .  15,5 . ;   

 a,       , 

 0,33. 

     

      2026 .  

’ . 

      

 Pt+1 = Pt + a(Ft – Pt),      2026 . 

 15,165 . :  

2016 = 15,0 + 0,33 (15,5 – 15,0) = 15,165 . . 

3.4.   

.         

500 . ,     – 550 . ,    – 620 

. ,    – 600 . .     

    10 %       

. 

      ,  

     . 

’ . 

        

, . : 

500×0,1=50; 550×0,1=55; 620×0,1=62. 

      : 

Rn1= (550–500+50):500=0,2  20%; 

Rn2= (620–550+55):550=0,227  22,7%; 

Rn3= (600–620+62):620=0,068  6,8%. 

         

     n   ,  

    ,    , 

: 
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                                   n                       
   Rnt =(  Rnt) : n.                               

                            i=1            

  : 

Rnt = (0,2 + 0,227 + 0,068): 3 = 0,165,  16,5 %. 

         

     n   ,  

,       , : 

                                   n                       

   Rnt =(  (1 + Rnt)) 1/ n  – 1.                               

                            i=1            

  : 

Rnt= ((1+0,2)×(1+0,227)×(1+ 0,068)) 1/3 – 1 = 1,163 – 1 = 0,163  16,3% 

3.5.   

.       

 :  

 –      – 10 . ; 

 –      – 18 . ; 

 –      – 8 . ; 

 –    – 50 . ; 

 –    – 70 . . 

’ . 

1.   :  

 =  –  = 70 – (10+18+8) = 34 . . 

        

: 

.11,0
70

8

;26,0
70

18

;14,0
70

10

;I
I
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2.       :  

94,0
81810

34  

3.    :  

..52,794,010

,.92,1694,018

,.4,994,010

CC

BB

A

 

4.    : 

..72,4))8181050(
81810

8
(52,7

,.92,9))8181050(
81810

18
(92,16

,.2,5))8181050(
81810

10
(4,9

)(, I
n

I
n

III

 

5.    : 

..828,1572,4)14*222,0(8

,.92,3492,9)14*5,0(18

,.01,192,5)14*278,0(10

IIII II

 

 
3.6.   

.      (EVA), : 

–    ( ) = 32,8 . ; 

–   ( ) = 2638 . ; 

–   ( ) = 1448 . ; 

–     ( )= 12%  ; 

–   ( ) = 9%; 

–   ( ) = 32 ; 

–    ( ) = 27%; 

–      ( ) = 5%; 

–       ( ) = 17%;  

’ . 

ii

WACCEVA
 

1.     : 
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-   :  

%)15(149,0%100
2638

%10012,08,32
%100 ,  

  –   ,   . 
 
-    ,    

  : 

%)7,0(007,0
360

)18,01)(3209,0(

360

)1)((   

-   ( )     
   : 

%3,15
09,01

)18,01(%17

1

)1(
 

-   :  

%3,23
05,01

)18,01(27

1

)1(

 
( .      ( )   

 ). 
   

 
  

 0,149 0,27 
 0,007 0,02 
 0,153 0,28 
 0,233 0,43 

 0,542 1 
 

..4,18118,0)14482638(8,32

:

18,043,0233,028,0153,002,0007,027,0149,0

:

EVA

WACC  

   ,     

   181,4 . ,     

   ,       

  ,  18 %.        

. 

3.7.     

.       

        

          

291



.          

  .  

’ . 

     ,  

   n = 3.  

 3.9 
    

 
  

( ),  

 
 

,  
 

  
  

, t 
 

 
 , 

t 
 

1 100,0 —  
2 98,0 —  
3 101,0 —  
4 104,0 —  
5 103,0 —  
6 105,0 104,0 (104 + 103 + 105) : 3 

7 ( ) 104,0 104,0 (103 + 105 + 104) : 3 
8 ( ) 104,0 104,3 (105 + 104 + 104) : 3 
9 ( ) 104,3 — — 

 
  

.     1,000,000    16  

( ).         

    .  

 3.10 
     

  
  

 

%  
  
 

  
  

%  

1 13  –2 
2 38  0 
3 28  +2 
4 13  +1 
5 8 ’  –1 

 
’ . 
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 3.11 
      

    
  

 

 
  

% 
 
  

 
,   

17   1 ’  13 –1= 12 120 000 
20   2   38 – 2 = 36 360 000 
21   3  28 = 28 280 000 
22   4   13 + 2 = 15 150 000 
23  5   8 + 1 = 9  90 000 

 
 

    
 

.       
 ,        : 

  20%               ; 
  50%               30 ;   
  28%               60 ;  
  2%                  (   ). 

 :  
  USD   1,250,000 

  USD      750,000 
  USD   1,075,000 
  USD   2,504,000 

 
     :  

–    75 %    ; 
– 25%     ;  
– 50%    30-    ;  
– 25%    60-    . 

     . 
 

’ . 
1.  

 3.12 
      (USD): 

 
 

       
 

1 250 000 250 000 325 000 350 000 - 25 000 

750 000 - 150 000 375 000 210 000 15 000 
1 075 000 - - 215 000 537 000 21 500 

2 504 000 - - - 500 800  

    1 248 300  
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2.  
 3.13 

 ,    (USD): 
 
 

      
      

 1250000×0,75= 
93750 

93750×0,25 = 
23437,5 

    

 750 000×0,75= 
562500 

93750×0,5= 
46875 

562500×0,25= 
140625 

   

  1 075 000×0,75= 
806250   

93750×0,25 = 
23437,5 

562500×0,5= 
281250 

806250×0,25= 
201562,5  

  

 2 504 000×0,75= 
1878000 

 562500×0,25= 
140625 

806250×0,5= 
403125  

1878000×0,25= 
469500 

1013250 

       

 
 ,      : 

. = 1248300 – 1013250 = USD 235050 
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TOPIC 1. BASICS OF FINANCIAL CONTROLLING 

1.1. Nature, necessity and key components of financial controlling 

1.2. Functions of controlling 

1.3. Milestones 

1.4. Types and instruments for controlling 

 

1.1. Nature, necessity and key components of financial controlling 

Low level of management is one of the reasons happening crisis situation on 

many Ukrainian enterprises. Unskilled and wrong management brought a lot of 

enterprises to the financial collapse. Missing effective system of controlling brought 

many wrong management decisions.  

There is no clear definition for concept «controlling». This is new conception 

of management created by modern management for Ukrainian enterprises. 

Controlling (from Eng. «control») is not limited by a control. 

Most of experienced managers understand «controlling» as functional system 

of planning, controlling system, variance analysis, coordination, internal consulting 

and general information support for company’s management. In other words, 

“controlling” its special self-regulating system of methods and tools which directed 

on functional support of company’s management and includes information support, 

planning, coordination, control and internal consulting. 

Controlling services are not so close to taking the designs but they are doing 

preparation, functional and informational support and monitor the implementation. 

The information support should be doing in friendly for a customer way. For this 

purpose certain information is processing, summarizing, analyzing and giving to the 

customers in a form of reports, reports, memos, resumes, recommendations, 

forecasts, etc.  

There are different types of controlling: financial controlling, sales controlling, 

divisional controlling, production controlling and procurement, etc. This book is 

showing main questions which connected to the organization and function of 
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financial controlling. Most of methods and tools are universal and could be used in 

other segments of controlling. 

The main purpose of controlling is providing successful function of 

organization system (enterprise, firm, bank, etc.) in the long-term. Methods: 

– Adaptation of strategic objectives to the changing of outside environment; 

– Coordination of operational plans with the strategic plan of the 

organizational system developing; 

– Coordination and integration the operational plans to the different business-

processes; 

– Creation a system which proving information for different type of 

management in optimal intervals; 

– Creating a system of control over the completion of plans, editing their 

content and timing of it; 

– Adaption the organizational structure of company’s management in order to 

increase its flexibility and ability to respond quickly to the changing demands of the 

outside environment. 

Controlling provides methodical and instrumental support for main functions 

of management: planning, control, accounting and analysis; also for estimate 

situation to make management decision. 

The key components of controlling conception are: 

 – Focus on effective work of organization in the long term – the philosophy of 

profitability; 

 – Creation an  organizational structure focused on achieving strategic and 

tactical objectives; 

 – Creation an information system which following  to the task of target 

management; 

– The distribution of tasks for controlling the cycles that providing the 

flexibility of planning, monitoring and making corrective decision. 
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The cycle of controlling includes iterative stages of planning, monitoring, 

doing and making right corrective decision. Planning stage within the cycle of 

controlling performed under «counter-flow» technology: at first planning held «from 

up to down» (the development of methods of planning, coordination and detailing 

plans by levels). Then it is planning counter flow «from down to top». As a result, 

one of the tasks performed controlling – development methodic of adjustment targets, 

coordination of individual plans and bringing them into a single plan for the 

company. 

Stage of control provides analysis fact information on controlled variables and 

develops measures to avoid unexpected deviations. In addition, each employee of the 

company must act independent to correct deviations in his allowance. If deviations 

are higher than employer’s allowance, he refers to the manager of higher level.  

 

1.2. Functions of the controlling 

Controlling as conception of system management became an answer on 

changing in the outside environment of organization (enterprise). 

Controlling has own subject and object. The object of controlling is 

microeconomic processes and facts in the enterprise, characterized by certain 

indicators, indicators of their dynamics and macroeconomic processes, which directly 

affect the economy and the financial position of the company in the country. 

Subject of controlling is an inputs, which provides economic activity of the 

people (fixed assets, intangible assets, material resources), and results of business 

processes, which show unity of costs and benefits in the process business activity 

(organizational process, the process of delivery, production process, sales process). 

Different authors define the purpose of controlling in different ways as system 

of controlling is different as well. The purpose of controlling reduced to maintain 

effective operation of the business, it is determined by company’s management, and 

can be specified depending on changes in factors of the internal and external 

environment in which the company operates. The purpose may be high-quality 

products, part of the market and expand sales, reduce production costs, lower prices, 
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increase profits, independence from creditors. But in general controlling aimed on 

supporting decision-making processes. It has to provide adaptation of traditional 

accounting system to the information needs of officials who making decisions on the 

enterprise, that’s mean function of controlling includes creating, processing, 

verification and transmission of the system management inform Controlling supports 

and coordinates the planning, providing of information, monitoring and adaptation.  

The objectives of controlling like kind of  activities – directly came from the 

organization's goals and can be expressed in economic terms, such as achieving a 

certain level of income, profitability or performance of a given level of liquidity. 

Function of controlling defined goals set by organization and includes the types 

of management activities that provides achieve those goals. These include: 

accounting, maintenance planning, monitoring for realizing plans, degree of current 

processes, identify deviations, their causes and make recommendations to 

management to address the causes of these deviations. 

The main functions and tasks of the controlling 

Accounting: 

– The collection and processing of information; 

– Developing and providing system for internal accounting; 

– Standardization of methods and criteria for checking of business activity and 

those parts; 

Planning: 

– Information support while state plans are developing (sales, production, 

investment, procurement); 

– Creating and improvement whole «architecture» of the planning system; 

– Settling information needs and time for individual steps in the process of 

planning; 

– Coordinate the exchange of information; 

– Coordinating and aggregating some individual plans in time and content; 

– Checking proposed plans for completeness and reusability; 

– Creating finish plan for an enterprise. 
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Control and regulation: 

– Definition of variables controlled in temporary and contest cuts; 

– Comparing planned and actual values to measure and assess the degree of 

achievement; 

– Definition the limits of deviation values; 

– Analysis of deviations, the interpretation the causes of deviations from the 

plan to fact and develop propositions to reduce deviations. 

Information and analytic support: 

– Development of information system architecture; 

– Standardization of information and media channels; 

– Providing the digital materials that would make the control and management 

of the organization; 

– Collect and systematize the most important decision-making information; 

– The development the tools for planning, control and decisions; 

– Advice on selection decisions and chooses; 

– Providing the efficiency of the information system. 

Special functions 

– Collection and analysis of information about environment, money markets 

and capital market, conditions of the industry, government economic programs; 

– Compare with competitors; 

– General decision on gathering with other firms or opening (closing) 

branches; 

– Carrying out the calculation for special orders; 

– Calculations of investment projects. 

The functions and task pointed before would show area of controlling usage. In 

companies, controlling depends on from these factors: 

– Economic condition of the organization; 

– Understanding of the management and / or owners of the importance and 

usage of controlling functions; 

– The size of the organization (number of employees, production); 
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– Diversification of production, product mix; 

– Level of competition; 

– Training of management personal; 

– Training the officers of controlling service. 

It is common to create a special service of controlling on the huge companies. 

As a rule, small companies don’t have it.  

Manager or supervisor doing the main function of controlling on the small 

companies.  

However, many tasks are integrated and became simpler. For example, the task 

of developing plans to coordinate and check the possibility of implementation could 

be a single for manager, if he is doing it by himself. Small companies don’t solve the 

problems of buying other companies and selling it. Middle-size companies would 

have fewer tasks of accounting and planning to compare with huge companies.  

Functions and tasks of controlling keep adding and evolving for state. Some 

tasks value is changing. 

 

1.3. Main stages of development: historical background  

Scientists proving the following stages of controlling: 

First stage (end of XVIII – the end of IX century) – The fast development of 

manufacturing, researching center of accounting issues is becoming systems of 

production costs and calculation of the cost of products and services which includes: 

cost accounting, budgeting, development vehicle of control. 

Second stage (early XX-century – mid 50s). The growth of world capitalism. 

There is a selection of management accounting as a separate system and parallel 

function of two accountant systems: optional financial and «faculty» management 

systems. 

Management accounting takes up costing system for COST standard and 

accounting of produce goods, and achieving the results. 
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Third stage (mid 50s – 1975). Development of TNCs and MNCs. There is 

providing the method of «cost truncated» or method of direct costs, management 

accounting developed as an independent system. 

Fourth stage «optimization» – since 1975. The integration of national 

economies into a single global market. Controlling becomes a strategic nature, goes 

beyond accounting, and bookkeeping serves as the planning and audit departments 

and analytical services. 

The conception of controlling is similar in most of high-development countries 

with market economies. The differences touch the understanding of two limiting 

situations: pragmatism and the degree of improvement of the system according to the 

mentality of users. Preference to create theoretical state system in the beginning then 

takes for solving direct tasks. This is about Germany. Pragmatic approach dominated 

in the European countries and USA.  There is controlling closely connected with 

management and focused on markets and customers demand.  

As for the countries of post-socialist camp, we note that interest to controlling 

began to appear in the early 1990s. When the economy finally entrenched as legally 

and effectively market principles of management. In Ukraine, controlling became as 

practical matter on start of XXI century.  The biggest interest was paid by 

commercial banks in the practical and theoretical aspects as the most dynamic sector 

of economic. Among the priority tasks of controlling include: 

– Creating the system of management accounting; 

– Development the integrated system of strategic and operational planning. 

We can conclude about great potential of the concept and methods of 

controlling and most important is the possibility of their practical use. 

 

1.4. Types and instruments for controlling 

There are two types of controlling: operative and strategic. These two types are 

close connected by it and transformed into each other. 
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Service of System Controlling acts as consultant for managers and owners of 

the company in the development strategy, strategic goals and objectives. It provides 

the necessary information for management in the decision making process.

The main task of operative controlling is assisting managers in achieving 

planned objectives, which are most often expressed in the form of profitability, 

liquidity and profit. Operative controlling focused on short-term results because it is 

different from the methods and techniques of strategic controlling. 

Strategic Controlling sets the goals and objectives for operational controlling. 

Strategic controlling puts the regulatory limits. Both directions of controlling are 

different in time horizon. Operative controlling is realizing its functions in the short 

period of time for one year. Strategic controlling is not tied hard to the time limits, 

often it is the medium and long term in modern management. 

In that case, strategic controlling is focused on inside and outside environment 

and long-term prospects. Controlled indicators such as objective, strategies, potentials 

and success factors, strengths and weaknesses of the company, the chances and risks, 

limits and consequences are objects of strategic controlling.  

Strategic controlling must provide the survival of the enterprise, tracking 

development goals and achieve long-term advantage over concurrent. Its main 

purpose provides the anti-crisis politics; prevent the emergence of bankruptcy; 

provide success of the company. 

The main tasks of strategic controlling: 

– Participation in setting quantitative and qualitative goals of the company; 

– Responsibility for strategic planning; 

– Development of alternative strategies; 

– Definition of critical inside and outside conditions that belong to the strategic 

plans; 

– Definition of benchmarks in accordance with established strategic objectives; 

– Comparing planned and actual benchmarks to identify the causes of these 

deviations; 

– Analysis of economic effectiveness. 
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The most important practical tool and principles of strategic controlling: 

– Portfolio-analysis; 

– SWOT-analysis; 

– Analysis of competition; 

– Benchmarking; 

– Scenario analysis; 

– Strategic of cost management; 

– Analysis of gaps. 

Strategic methods help in the construction of the information services with aim 

to find «bottleneck» of economic growth. 

System of operative controlling is using for support operational decisions on 

prevention of crisis. The purpose of controlling its profitability and liquidity of the 

company by finding connections when comparing sales and costs. It focused on 

inside environment.  

The main tasks of operative controlling: 

– Current and operational planning; 

– Definition of bottlenecks and the search for weaknesses in the tactical 

management; 

– Comparing planned and actual benchmarks to identify the causes of these 

deviations; 

– Analysis the variations of current plans; 

– Motivation and the creation system of current information for decision 

making. 

The main elements of operational controlling are: 

– Planning product programs; 

– Planning for functional areas; 

– Controlling of marketing; 

– Controlling of production program; 

– Controlling of supply; 

– Controlling of staff; 
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– Controlling of equipment. 

Benchmarks using during operative controlling: 

– Profitability; 

– Productivity; 

– The degree of liquidity; 

– Business activity or turnover; 

– Payment or capital structure; 

– Market activity. 

It is fundamentally different from the tools methods and techniques of strategic 

controlling, because this type of controlling is focused on short-term results.  

The most popular tools: 

– GAP-analysis – Variance Analysis (breaks); 

– Portfolio analysis – analysis the distribution of the company on specific 

strategies about products and markets; 

–SVP analysis – analysis the ratio of «cost-volume-profit»; 

– ABC-analysis – analysis groups of production units based on their 

contribution to profit; 

– Planning the needs in materials; 

– Financial analysis of business; 

– Static and dynamic methods of investment calculations; 

– Budgeting; 

– Costing. 

Using the methodology of strategic and operative controlling as a tool to 

support the activities of managers could increase the efficiency of the management 

organization (enterprise). 

Questions and tasks 

1. What are controlling and its role in the financial management of the 

company? 

2. What are the key components of the concept of controlling? 

305



3. What are the functions of controlling? What factors depend on these 

features? 

4. Discuss the question of controlling the evolution and assess its place in 

the system of financial management. 

5. Analyze the differences in the strategic and operational controlling. 

Which one is a priority to improve the financial condition of the company? 

  

 
TOPIC 2. ORGANISATION OF FINANCIAL CONTROL LING IN    

BUSINESS   

2.1. Organizational models of controlling  

2.2. Professional and personal quality of a controller 

2.3. Phases and pace of controlling  

  

2.1. Organizational models of controlling 

In practice, the most common scheme is presented in Fig. 2.1. 

 

 

 

 

 

 

 

Fig. 2.1. Organization of controlling in medium-sized enterprises 

A specialist that performs the functions of the controller, works in the 

Department of accounting (financial accounting) and is linearly submited to the 

commercial Director. 

Department of Accounting and ControllingComercial
director 

Technical
director 

Purchasing department 

Sales Department

Administrative department

 Director
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On large enterprises services of controlling almost always are independent 

units, there are dozens, and sometimes hundreds of servants. Decide on the 

establishment of an independent service of controlling, the Director must first of all 

answer the following questions: 

–what line of responsibility should be determined to the controller: linear or 

staff? 

–Should be near the central service of controlling decentralised units? 

There are such options (alternative)as basic  when building the structure of the 

management service of controlling$ 

Alternative 1.In such structure the controller from a specific direction, such as a 

controller in the sales department, is disciplìnary subordinated linear to the head of 

appropriate direction, but functionally – to the senior controller (fig. 2.2). 

 

 

The first level of management 

 

 

       The second level of direction  

      

   

disciplinary subordination 
functional subordination 

 

Fig. 2.2. The first alternative  of organizational structure of management
  

Alternative 2.From the outside it looks like a alternative 1, but the controller of 

direction is in another subjection: he is disciplìnary subjected to the controller more 

high level of management, and functional- to the director of  direction of  the  

appropriate level (fig. 2.3).

The head of the enterprise

ProdactionThe  central controller Sales Device 
management

The head of direction

Prodaction Sales Device 
management

The controller of direction
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                                                                        The first level of management 

 

 

 

       The second level of direction  

 

 

disciplinary subordination
 functional subordination 
 

Fig. 2.3. Second alternative  of organizational structure of management
  
Such management structure to a greater extent than others, emphasizes the 

independence of the service of controlling in the enterprise. The controller is directly 

responsible for the results of the unit, which is controlled by him (directly). However, 

this structure of management there are problems between the line head directly and 

controller, which work is avaluated by  a senior controller. So, to solve emerging 

problems, you need to go to a higher level of management. 

The advantage of such a structure first of all  is  that it reduces pressure of 

heads of directions on controllers during the process of performance their duties. In 

addition, this structure has other advantages: 

– more efficiently allows you to share information between controllers, which 

are responsible for directions; 

–improves coordination of units in the process of developing plans and 

increases the efficiency of the implementation of measures to eliminate deviations of 

actual results. 

Alternative 3.With this alternative, which is a staff structure of  management of 

the controlling service  (fig. 2.4), the controller controls the appropriate level of 

management  and performs his functions and tasks on his behalf. Controller does not 

ProdactionThe  central controller Sales Device 
management

The head of direction

Prodaction Sales Device 
management

The controller of direction

The head of the enterprise
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take independent decisions, but only recommends in case of receipt of a request from 

the heads of departments or as a designation by the head of the direction.  In fact, the 

controller in this scheme serves as an internal consultant of the enterprise. Naturally 

his tips and tricks can be taken seriously, if they are  supported by the line manager. 

Under the third alternative, the controller is prevented from opportunity to 

develop and implement new tools for controlling in units, however you can't talk that 

this scheme of control is consciously worse than considered earlier. As practice 

shows, the efficiency of controlling within the third alternative  (The staff structure of 

management) may be similar to the first alternative (the linear structure of 

management). 

 

                                     The first level of management 

 

 

 

       The second level of direction  

 

 

Fig. 2.4. Third Alternative  of organizational structure of management 
  
Taking the decision on which the structure of the service management of 

controlling to stop the manager should remember that the effectiveness of the service 

of controlling depends not only on the type of organisational strukture. For example, 

the staff structure of managemen can give a good result if: 

- the controller and the line manager of direction understand necessity and 

mutual benefit of cooperation; 

- the controller managed to gain prestige among the head of units. 

In second alternative  the controller has more independence compared to other 

considered alternatives. For example, the controller of the first level of the hierarchy 

Prodaction
Controller

Sales Device 
management

The head of direction

Prodaction Sales Device 
management

Controller

The head of the enterprise
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of  management can affect the line manager of the second level to realize his ideas 

and plans. However, it does not mean that his intentions will be implemented with 

great efficiency. Sometimes forceful impact can cause a resistance, and the result will 

not be achieved. 

 

2.2. Professional and personal quality of the controller 

A controller – a specialist who realizes functions and tasks of controlling on 

the enterprise. On the enterprise the controller performs out the enterprise service 

functions in the field of Economics and management, namely: 

– provides transparency about the costs and benefits for the company as a 

whole and for individual units and products; 

–coordinates the goals and plans of units; 

–organizes the work on the creation and keeping  accounting-oriented 

management; 

–responsible for the creation  a methodological and instrumental framework for 

management of profitability and liquidity of the company. 

The following requirements apply to the perfect controller. 

Professional knowledge: 

–the basics of Economics and organization of enterprise; 

–financial accounting (accounting); 

–calculation of the cost of the enterprise; 

–ability to read and analyze the balance sheet of the company; 

–planning, calculation and analysis of investments; 

–possession of methods and tools of planning; 

–possession of the methodology of analysis of deviations; 

–knowledge of computers, allowing you to put the task for the  programmer; 

–knowledge of methods and techniques of controlling: 

–analysis of competitors; 

–analysis of the chances and risks of the enterprise on the market; 

–analysis of the weaknesses and strengths of the enterprise; 
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–analysis of the life cycle of products; 

–analysis of the existing and perspective structure of products and 

services of the company; 

–methods of forecasting; 

–methods of solving problems; the techno-economic analysis. 

Teaching ability: 

– ability to think analytically; 

–ability to think  abstractedly; 

– ability to explain and prove; 

– ability to develop new and learn; 

–communication skills, knowledge of the basic of communication in the 

organization; 

–analytical curiosity; 

–ability to use technical means of communication and presentation; 

–ability to system thinking. 

Requirements for behavior: 

–do not keep themselves very "important" when communicating with others; 

–tolerance, meaning tolerance of other opinions and judgments; 

–ability to present unpleasant facts so that the recipient of the information can 

easily transfer them (ideally to laugh over their failures); 

–not disclose facts that say about the failure of units or employees. 

Additional requirements for strategic controller: 

–see and put problems in conditions of uncertainty; 

–think about the factors that influence the success of enterprises in perspective 

of the payer; 

–to disengage from routine activities; 

–evaluate innovations and contribute to its advancement. 

Consider the basic function of the controller. 

The controller as "the seller of plans." Planning at the enterprise is divided into 

strategic and operational. 
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The controller is not engaged in the questions of making decisions in the field 

of planning, because he is not responsible for the implementation of plans. However, 

service of controlling is fixed an initiative to coordinate and organize the function and 

task of workers of this service. In the process of forming strategic plans the controller 

acts more as an organizer, who must be able to: 

–to adjust  the members of strategic planning to creativity; 

– summarize utterance thoughts; 

–to formulate hypotheses and models of behavior, made by the participants of 

the meeting; 

–to use in practice methods and techniques of production and making 

collective decisions. 

If we talk about operational planning, it requires from the controller to a greater 

extent the ability to coordinate and organize the actions of persons? Who are 

responsible for the development and realization  operational plans. Usually, it is 

about the heads of middle management. 

Operational planning phase controller solves three types of tasks: 

1. Development the technology of planning: 

– establishment of spheres of planning, so that departments where it should be; 

–determination of the content of plans and deadlines for their submission; 

–the development of planning guidelines and forms of making plans. 

2. determination of the main output data, methods and settlement procedure. 

For example, the controller must provide developers with plans for the following 

information: 

–conjuncture of the market; 

–allowed growth rate of costs of materials and wages; 

–additional terms and conditions of implementation of individual plans. 

3. Implementation of the plan, including: 

– installation of sequencing stages of planning and coordination of current 

planning time and meaningful ways; 

–advice for departments that make up the plan of work; 
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–harmonization and consolidation of individual plans in accordance with 

possibilities of financing, strategy, specific operational plans; 

–development of alternative plans; 

–making up the general operational plan based on certain agreed-upon plans. 

The controller as a coordinator in the information system of the enterprise. 

The goal of functioning the information system is to provide the necessary 

information at the right time, in sufficient volume, in the right place and the required 

quality. It is assumed that information system covers all areas of operation and the 

level of enterprise management, so,the  storage, the timing, the objects and purposes 

of submission of information are different for different users. 

Controller’s task as a coordinator is to provide an effective exchange of 

information within the enterprise. For this it is necessary to solve the following 

problems: 

–what should be reported (the content of the information, the degree of 

compaction, precision); 

–how it should be reported (orally, in writing, a combination method of 

processing and transmission of information, feeds); 

–who should report (who creates information who collects, processes, stores, 

sends, destroys the information); 

–when should be reported (in a timely manner, for free, on request); 

–why is reported this or other information (this is the main question, that 

concers the purposes of information exchange). 

To the controller’s arsenal of tools includes methods and tools for the 

identification the needs for information, which is sufficient to make optimal 

decisions. Among them, firstof all, are the following: 

–empirically-inductive methods (interviews, observation, interviewing, etc.); 

–expert score (individual and group); 

–simulation models and method of scripting. 

The controller as a management consultant of the company.Today almost 

impossible to solve successfully the problems of enterprise management with the 
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focus on the future, if you rely only on data of financial (accounting)  accounting. 

The main task of management of the enterprise is to create a potential market success 

in the future, that is achieved firs of all by using a system of strategic planning. For 

making the developed strategy correct, you need to have a system of "early detection" 

of future trends as well as outside of the enterprise, i.e. in the environment and inside 

the enterprise. External "indicators" should inform about the economic, social, 

political and technological trends. Internal "indicators" which represent, in practice 

individual indicators and their systems are designed to inform the management about 

the current state of the enterprise, as well as to predict crisis situations in individual 

areas of activity or the company in general. The tasks of the controller include 

methodological and advisory assistance for the establishment of a system of "early 

detection" trends and factors that can bring to the stage of their development as a 

profit and loss. Tools and techniques that are used by controllers to provide advice to 

the leadership in developing the strategic plan, are widely used in the practice of 

strategic management. These include: an analysis of competition, an analysis of the 

markets, the analysis of the life cycle of products, analysis of weak and strong spots 

(strategic balance), an analysis of the prospects for diversification of production 

taking into account the dynamics of capacity and market share. 

  

2.3. Phase and the pace of implementation of controlling 

Making decisions.The process of implementation begins with the decision to 

develop the system of controlling on the enterprise. Most often, the main reasons for 

making such decision are: 

–deterioration of the main indicators of activity of the enterprise: profit, 

turnover and profitability of capital, liquidity, etc.; 

–antiquated methods of planning, costing and analysis, do not meet modern 

requirements for the management of the enterprise; 

 – existing on the enterprise accounting methods and analysis does not allow to 

give satisfactory answers to the leadership’s questions (for example, there is no 

clarity about the real effectiveness of sales for individual products or their groups, or 
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there is  no real idea about the status of the efficiency of the work of individual units 

of the enterprise, etc.); 

–availability on the enterprise "friction" between individual units about the 

executable functions and the lack of agreed goals; 

– emergence of new or changing existing targeted installations of the enterprise 

in changing conditions of functioning. 

Listing of controlling in the "door" of the enterprise. After the decision to 

develop a system of controlling and performers are assigned, begins phase of 

formation of the instrumental base of controlling. In this phase is still early to talk 

about the beginning of implementation of controlling, it is correct to assume this as 

the initial stage of creation the service of controlling. Creation the service of 

controlling is not the same as creation the systems of controlling on the enterprise in 

whole. 

Before you implement the tools of controlling the practice of management, you 

need  to develop and adapt them to the specific conditions of the enterprise. First of 

all it is about the development of the following tools: 

–the system of planning and budgeting on the enterprise (referring to both the 

strategic and operational planning); 

–methods of calculating the marginal profit on the enterprise as a whole, 

individual departments, products, customers and markets; 

–methods of calculation costs by type, origin and products; 

–reporting system focused on specific users within the enterprise; 

–methods of calculating the effectiveness of investment and current activities 

of the enterprise; 

–methods of analysis of variance of planned and actual figures, and so on. 

Implementation of controlling in the current activity of the enterprise. In this 

phase the controllers should demonstrate the effectiveness of the developed tools and 

convince managers to their application in practice. Here are the main features 

introduction of controlling in the current activity of the enterprise: 

–precise and clear language presentation of the results of the analyzed objects; 
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–persuasive for managers of the enterprise an interpretation of the results of 

their units; 

–the emergence  in the controllers certain independence and persistence in 

argumentation; 

– manifestation of the "clients" (managers) friendly and trusting attitude to 

controllers; 

–readiness for cooperation and communication. 

Usually considered phase of  implementation of  controlling flows long 

enough: 2-3 years. The duration of the phases of implementation largely depends on 

the degree of understanding of the importance and desire on the part of the senior 

management of the enterprise to have a system that allows to do "transparent 

management”. 

The onset of this phase can be evaluated by the following features:: 

–meet the managers results of controllers increases significantly; 

–appears mutual trust, increasing the volume of public works and 

communications; 

–becoming a tangible improvement the results of the units that use the services 

of controllers; 

– management of  units of the enterprise in their operational activities can no 

longer do without controllers; 

–controlling service receives a higher hierarchical level in the organizational 

structure of the enterprise, and the range of  active tasks become expand; 

–controllers are recognized as partners of managers; 

- over the enterprise talk about effective and useful job of unit of controlling. 

The appearance of the above mentioned features say that the first stage in 

creating a system of controlling is almost ended: the system of controlling is created 

organizational and instrumentally and the system of controlling is recognized and 

spread in the units of the enterprise. 

The phase of growthing of significance and scope of functions of controlling. 

For many enterprises the onset of this phase of controlling is possible, but still very 
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distant prospect. Nevertheless, analysis of the practice of controlling in the leading 

enterprises of industrialized Western countries can provide some features  of the 

onset of phase of growth: 

- controller acts as a leader and moderator in the formation of marginal indexes of 

enterprise activity for the planning period; 

- controllers learn new areas of activity on the enterprise, for example controlling 

appears in functional units: appears controlling of marketing, logistics controlling, 

controlling the GDR and the ROC, etc .; 

- appear the cooperation with senior managers in developing long-term goals of the 

enterprise; 

- within the service of controlling appear units of strategic controlling. 

Functions, tasks and instruments of controlling are constantly complemented 

and improved according to the changes occurring in the environment. If controlling 

receives full recognition and equal partner status, its ability to influence future 

development of the enterprise through the using of modern methods of forecasting, 

strategic planning, risk analysis, potential, etc. significantly increase. 

The pace of implementation of controlling. There are three most common 

approaches of transformation in the organization: by "small steps", "bombing" and 

"planned evolution." 

The approach to the implementation of controlling by"small steps" means 

small changes in the old structure of management  with the slow progress to the goal. 

The advantage of this approach is primarily in the absence of the great resistance of 

the changes within the organization. The main disadwantage is the danger of delaying 

the process of restructuring that may eventually lead to a complete cessation of 

implementation. 

"Bombing" means an intense and decisive change of the old system of 

management. As a result of this approach may be a fast implementation of elements 

of controlling system, but there is a strong risk of "friction" within the organization. 

Approach that is based on the principles of "planned evolution" makes it possible to 

some extent to take advantages of the above mentioned approaches, and may reduce 
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resistance to the implementation the process of controlling. The generalized scheme 

of this approach (Fig. 2.5) illustrates an approach to the implementation of 

innovations, based on using the principles of project-controlling. 

 
 
 
 

 

 

 

 

 

 

 

 

Fig. 2.5. The scheme of controlling introduction by "planned evolution" 

method 

First on the higher level of enterprise Management created and adopted the 

concept of controlling system for which create a project of controlling 

implementation. The project is divided into stages, including the appropriate steps 

and measures to achieve the planned goals of the project. Required definitions of 

term implementation plans and budgets, as the whole project, and on its separate 

stages. 

The results obtained after the controlling  implementation of the first stage  are 

discussed by the company's management. If necessary, adjustments are made to the 

content, timing and budget for the next stages. During the implementation of the 

project there may appear circumstances that require adjustment of the concept of 

controlling system. Similarly, manages the menegment of implementation of the 

system of controlling the next stages of the project. 

Control questions and tasks 

1. Analyze the problems, which facing management when it is an organization 

the service of controlling on the enterprise. 

The company's management (the concept of controlling
system) project management 

Implementation of the 1st 
stage

The implementation of 
the 2nd stage

Implementation of the 
3rd stage 
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2. What are the advantages and disadvantages of the functioning the service of 

controllingon the enterprise? 

3. What are the alternative organizational structure of management and what 

are their characteristics? 

4. What service functions in economics and management controller performs 

on the enterprise? 

5. Describe what professional and human qualities must have a controller. 

6. What are the financial and economic methods, which should have a 

controller to perform his tasks? 

7. What factors should be considered when deciding on the implementation of 

the service of financial controlling on the enterprise? 

8. Describe the phases of implementation the financial controlling on the 

enterprise. 

 

 

OPIC 3. BUDGETING AND BUDGETARY CONTROL IN THE 

SYSTEM OF FINANCIALL CONTROLLING 

3.1. The place of  budgeting in the system of planning and types of  budgets  

3.2. The sequence of  budgeting and the role of a controller in the budget 

process  

3.3. Budget control  

 

3.1. The place of  budgeting in the system of planning and types of  

budgets  

On the enterprise planning and budgeting are among the most difficult and 

responsible functions of management and in particular, financial controlling. 

Measures and budget for their implementation, which are  laid in terms servs as a 

basis for achieving goals. Focus briefly on the logic of planning. 

First of all, as you know, is made a strategic planning during which are 

produced goals, objectives and strategies for the enterprise as a whole and its 
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business areas. As a result of the process of strategic planning  are formed the scop of 

operational planning. 

Operational planning is intended to formulate appropriare annual (operational) 

plans based on strategic goals, in order to determine the wayof development of the 

enterprise on short time. The main tool of financial planning is estimated planning 

(budgeting). 

The estimate (budget) - a form of planned calculation that determines the 

detailed program of action on a future period. 

Planned measures, which are expressed quantitatively as revenues, expenses 

and finance, provide information for budgeting. 

Regular compare of achived and planed indicators allows to specify the plan 

during the budget period. The studyof  results and reasons of deviations serves as a 

basis for further action and corrective measures. 

The budget, as you know, is a plan, expressed in natural and monetary units. 

The budget serves as  a tool to manage income, expenses and liquidity of the 

company. 

The budget is made within the formal process of planning budgeting, which is 

based on five main principles: 

- principle of purposes coordination requires that the budgeting process began 

"bottom up". This is justified by the fact that lower-level leaders know the situation 

on the market best and for its part will ensure the feasibility of budget values. Further, 

by harmonization  budget plans between senior and lower-level leaders is provide a 

conformity with the goals of the specific plans of the enterprise. The process changes 

direction and is implemented by scheme "top down"; 

- principle of priority in relation to the task of coordinating of budgeting must 

ensure the use of scarce resources in the most favorable direction. In the budget 

consciously is formed a direction of "main effort", while spending on other directions 

is reduced; 

- principle of causality implies that each participant can plan and answer only 

for the values on which he is able to influence; 
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- principle of responsibility is focused exclusively on values that are exposed, 

provides a transfer each unit a responsibility for the implementation of its part of 

budget with the power to intervene if necessary in the situation with the appropriate 

corrective measures. Using this principle promotes the development in lower-level 

leaders skills of entrepreneurship in thinking and actions; 

- principle of sustainability goals suggests that once bassc values are 

established they should not be fundamentally changed during the current control 

period. 

The system of  budget planning is implemented to save financial resources, 

reduce non-production costs, greater flexibility in the management and control of cost 

of production, to improve the precision of planed indicators. 

Advantages of implementing the principles of budgeting: 

- monthly planing budgets of  structural units allows to obtain more accurate 

indicators of the size and structure of costs than a system of accounting and financial 

statements, and, accordingly, a more accurate value of the profit margins; 

- within the monthly budget approval structural units will be given greater 

autonomy in expenditure savings on the budget payroll, which increases the material 

interest of workers in the successful performance of planed tasks; 

- budget planning will allow to implement the regime of saving financial 

resources of the enterprises. 

Applied in the process of operational planning budgets classified by the 

following features (Fig. 3.1): 
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Fig. 3.1. Classification of the main types of budgets in the operational financial 

planning 

 

3.2. The sequence of  budgeting and the role of a controller in the budget 

process  

At the beginning of the planning process in the budget message of management 

are set the limits of economic data and other indicators of personnel, goods, means of 

production and materials. 

CLASSIFICATION OF BUDGETS by the MAIN classification 
features 

The budget for operating activity 

The budget for investing activity 

By the breadth of the nomenclature of costs 

The capital budget 

The budget for financing activity 

The current budget 

By the type of costs 

 For areas of the enterprise’s activity 

The functional budget 

The comprehensive budget 

By the methods of development 

The stable budget 

The flexible budget 

322



Sales plan is formed as a "top-down" based on the strategic planning (for 

example, based on market size, market share) and the "bottom up", taking into 

account the specific customers or products. This approach increases the reliability of 

planning. 

When forming a budget of the units of the enterprise it is desirable to use the 

method of "zero balance": the budget is not based on the cost of the last period, but 

on the basis of the planned activities. The budget is formed on the basis of one of the 

alternative versions of  a plan. For example, such versions of plans are possible: 

pessimistic (version 1), most likely (version 2), and optimistic (version 3). 

Thus, version 1 is a minimum goal and requires a maximum reduction of 

available resources; version 2 provides an achievement of maximum goals when a 

moderate decrease of resources; version 3 defines the maximum goals with a 

structuring  of resources. 

After approval by management the budget is in force. It must always be 

adopted before the start of the financial year in order to be able to promptly 

implemented the necessary measures. The budget is in force for a whole time period. 

Variable data, setings or goals do not lead to changes in the budget. Information 

obtained from the analysis of deviations, planned from actual, taken into account for 

the future before the validity of the next budget. 

The controller is responsible for the process of planning of th  budget (Fig. 

3.2). He is concerned that the budget was planned systematically. The controller is 

responsible for the preparation and conducting of the budgeting process. It follows 

that the only methods are used and timeframes were kept. Actually, planning the 

sections of a budget carries a manager. The planning process is completed a proposal 

jointly developed budgey to the leadership of the enterprise. 
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Fig. 3.2. Sequence of budget planning 
 

Experts recommend adopting a systematic approach that transforms the 

budgeting process from a routine task into a powerful tool for achieving business 

results. This methodology focuses on the essence and practical significance of each 

stage.  

Let’s examine the stages (steps) of budget planning according to the CFO 

(Chief Financial Officer) methodology2. 

Step 1: Defining strategic goals and key performance indicators (KPIs) for 

budget planning.  

A budget does not exist in isolation. It is a financial reflection of the 

company’s strategy. Before counting the money, it is necessary to clearly articulate 

what top management and business owners aim to achieve in the coming period 

(year, quarter).  

Methodology: 

2 7 Steps to Budget Planning: The CFO's Methodology / https://ubcanalytics.com.ua/blog/seven-steps-budget-planning/ 

Organasation and technical training 

Approval of the budget 

Next versions of the budget 

Limit data 

The action plan and the schedule 

Cordination of sections of the plan 

Check for compatibility 

Preliminary project of the budget 
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– A strategic analysis is conducted. The company’s long-term strategy is 

reviewed. Tactical objectives for the upcoming budget period are identified. (For 

example, entering new markets, launching new products, reducing costs by X%, 

changing competitive policy, and increasing market share in the relevant product 

market by Y%). 

– Goals are cascaded (the process of breaking down the company’s general, 

strategic goals into more specific and measurable goals for each level, department, 

center of responsibility, team, and individual employee). Strategic goals are 

transformed into measurable financial and operational KPIs for each key 

department (sales, marketing, production, R&D (Research and Development), HR 

(Human Resources), etc.). KPIs must be SMART–Specific, Measurable, 

Achievable, Relevant, and Time-bound. 

For example, if the strategic goal is to increase market share, the KPI for the 

sales department might be “Sales of new product X totaling n UAH by the end of 

the third quarter,” and for the marketing department, “Number of qualified leads Y 

within a budget of g UAH” (Qualified leads are potential customers who meet 

specific company criteria and are highly likely to become buyers).  

– Prioritize goals. Not all tasks are equally important or resource-intensive. 

Setting priorities will help in allocating limited resources during the subsequent 

stages of budget planning.    

The importance of this step lies in the fact that it ensures a direct link between 

financial resources and the company’s strategic ambitions and makes the budget 

focused.  

Step 2. Conducting an in-depth analysis of historical data and market trends. 

Planning a budget without considering past results and the external 

environment is like “reading tea leaves.” A factual foundation is needed. 

Methodology: 

– Financial statements are analyzed. The execution of budgets from previous 

periods (at least 2–3 years) is analyzed in detail. In doing so, attention should be paid 

to: 
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-    revenue trends by product type, customer, and region; 

-    the structure and trends of expenses (fixed, variable, direct, indirect, OPEX 

vs. CAPEX). Key cost drivers are identified. (For reference: OPEX–operating 

expenses – are current expenses for the company’s daily operations that will pay for 

themselves in the short term (usually within one year), whereas CAPEX (capital 

expenditures) are long-term investments in assets that yield benefits in several years. 

In other words, OPEX refers to expenses incurred to support core operations, while 

CAPEX refers to expenses for the development and creation of long-term assets, such 

as equipment or real estate); 

Analysis of the P&L (income statement) and Cash Flow (statement of cash 

flows). The largest variances between planned and actual figures and their causes 

are identified; 

– A market analysis is conducted: external factors that may affect the 

business are assessed, including: 

-  macroeconomic forecasts (inflation, exchange rates, GDP), 

- industry trends (market growth/decline, new technologies, changes in 

consumer behavior), 

-  competitors’ actions (pricing policies, new products, marketing activities), 

-  changes in current legislation; 

– Identifying dependencies: establishing correlations between internal 

indicators and external factors. Determining the impact of exchange rate 

fluctuations on product cost. Assessing the correlation between marketing 

expenses and sales growth. 

The importance of this step lies in the fact that it allows you to identify 

patterns, understand the real drivers of the business, and make informed assumptions 

for the future budget. The risk of unrealistic forecasts is reduced. 

Step 3. Realistic Revenue Forecasting. 

The foundation of a budget is its revenue side. Any error in these calculations 

will undermine all subsequent calculations. The forecast should be ambitious yet 

achievable, and based on the data from Step 2 and the goals from Step 1. 
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Methodology: 

– Select a forecasting model: depending on the specifics of the business, this could 

be: 

-    Bottom-up forecasting: sales managers, together with finance professionals, 

forecast volumes for each client or product, and the data is aggregated; 

-    Top-down forecast: top management sets the overall revenue target, which is 

then broken down by business unit or product and assigned to departments. This 

model is implemented more quickly but may be less accurate; 

-    Statistical models: regression analysis and time series analysis based on 

historical data and market factors are used; 

-    Combined approach: a combination of methods is most often used for cross-

checking; 

Revenue is segmented: revenue is forecasted by key segments (products, 

services, markets, customer types). This provides a better understanding of the 

revenue structure and allows for more accurate planning of related expenses; 

– Assumptions are justified: all assumptions underlying the forecast (expected 

sales volumes, price, conversion rate, market share in the relevant product market) 

must be clearly documented. 

The importance of this step creates a realistic, well-founded basis for planning 

the expense budget and determining the break-even point.  

Step 4: Breakdown of Operating (OPEX) and Capital (CAPEX) Expenses 

After determining expected revenues, it is necessary to plan the resources 

required to generate revenue and ensure uninterrupted operations. The breakdown of 

expenses into OPEX and CAPEX is critically important.   

Methodology:  

– Budgeting is carried out by financial responsibility centers (FRCs): each 

department (or FRC) plans its own expenses necessary to achieve the KPIs set for it 

(from Step 1); 

– Expenses are classified as follows: 
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-    OPEX (operating expenses) – current expenses to support the business 

(salaries, marketing, utilities, rent, raw materials, etc.). Planning is carried out by 

expense category, dividing them into fixed and variable costs. Cost drivers should be 

used (for example, raw material costs depend on production volumes, commission 

costs on sales volumes, etc.);  

-  CAPEX (capital expenditures) – investments in long-term assets (equipment, 

real estate, software, R&D). Each investment should be planned separately, justifying 

its necessity (ROI, payback period, alignment with strategy); 

The following cost planning methods are selected: 

-  Zero-Based Budgeting – each expense is justified from scratch, without 

taking previous periods into account. This method is effective for identifying 

inefficient expenses, but it is quite labor-intensive; 

- Incremental Budgeting – the previous period’s budget is adjusted for 

inflation, changes in volume, etc. This method is simpler, but there is a high 

probability of carrying over errors from the past; 

- Activity-Based Budgeting – expenses are planned based on specific 

activities required to achieve objectives. This type of budget links expenses to 

results. 

– Direct cost allocation is used – it is recommended to allocate expenses 

directly to the corresponding products (services, projects) to accurately calculate their 

profitability. 

The importance of this step lies in the fact that the methodology provides 

detailed control over expenses, allows for an assessment of resource efficiency, and 

enables informed investment decisions. 

Step 5. Preparing the Consolidated Budget and Analyzing Scenarios 

All individual budgets (revenue, operating and capital expenditures, and capital 

expenditure budgets) are integrated into a single financial model for the enterprise 

(budget consolidation). This is not merely a matter of adding figures, but rather a 

verification of the budget’s internal consistency and financial viability. 

Methodology:  
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– Data consolidation is performed – compiling data from all departments and 

budget types into key financial statements: 

-  P&L Budget (Projected Income Statement) – profit and loss forecast; 

- Cash Flow Budget (Projected Cash Flow Statement) – cash flow forecast. 

This forecast is very important for assessing the company’s liquidity. A company 

may appear profitable in financial documents but go bankrupt due to cash flow gaps; 

Projected Balance Sheet – a forecast of assets and liabilities at the end of the 

period; 

– An analysis of key financial indicators is conducted: projected profitability 

(ROS, ROA, ROE), liquidity, and financial stability ratios are calculated. Compliance 

with target values is assessed; 

– A “What-if” scenario analysis is conducted: several budget scenarios are 

developed, including: 

-  Base (most likely) – the main plan; 

- Optimistic – if market conditions are more favorable than expected (higher 

sales, lower costs); 

- Pessimistic – if risks materialize (decline in demand, increase in production 

costs, supply issues). 

It is necessary to analyze how profits, cash flows, and financing needs will 

change under various scenarios, assess the business’s “weak points,” and 

determine what reserves need to be established. 

The importance of this step lies in the fact that the described methodology 

provides a comprehensive view of the company’s future financial condition, helps 

identify potential problems, and prepares action plans for various scenarios. It 

improves budget flexibility and overall management.  

Step 6: Budget Approval and Internal Communication 

The budget is not just a document for the finance department, but a 

commitment for the entire company. The approval and communication process 

must be formalized and transparent. 

Methodology:  

329



– Establish a budget committee and organize its meetings (the budget 

committee includes heads of key business units and top management);  

– Budget defense by financial responsibility centers (FRCs): FRC heads 

present and justify their budgets to the committee and answer questions; 

Iterative adjustments are made–based on discussions and analysis of the 

consolidated budget (Step 5), adjustments and reallocation of resources among 

departments may be necessary to achieve overall objectives and financial balance: 

-  Final approval of the final budget version by senior management; 

-  Communication involving the dissemination of approved budget figures and 

KPIs to each responsible department and individual. It is important to explain not 

only the figures but also the logic and priorities behind them. Everyone must 

understand their role in executing the budget. 

The importance of this step lies in the fact that it ensures coordinated action, 

increases the accountability of the CFU, and fosters the entire team’s commitment to 

achieving financial goals. 

Step 7. Continuous monitoring of budget execution, analysis of variances, and 

flexible adjustments 

It is important to recognize that budgeting is an ongoing process. A budget is a 

dynamic management tool; therefore, without continuous monitoring and analysis, it 

quickly becomes obsolete. 

Methodology:  

– Implement an effective system for reporting on budget execution on a regular 

basis (monthly, quarterly) for each business unit and the company as a whole. 

Reporting should promptly and timely provide data for plan-vs-actual analysis; 

– Variance Analysis: 

- It is not enough to simply note the fact of a variance (“more than planned was 

spent on marketing”); the causes must also be analyzed (“why? – higher cost per 

lead, an additional campaign, or a planning error?”); 

The materiality of variances is determined (threshold values are established); 
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- An analysis is conducted of the impact of variances on the final financial 

results (P&L, Cash Flow); 

– Forecasting is performed through the end of the period – the forecast of 

financial results through the end of the budget period is regularly updated based on 

actual data and expected future events. This allows potential problems to be 

identified in a timely manner; 

– Corrective actions are taken – based on the analysis of deviations and the 

updated forecast, appropriate management decisions are made: 

-  Resources are reallocated; 

-  Non-priority expenses are reduced; 

-  Additional sources of revenue are sought; 

- Operational processes are reviewed; 

- In particularly critical cases, the revised budget is formally reviewed and 

approved; 

– Feedback is established – the results of the budget performance analysis are 

used to improve the budget planning process for subsequent periods. 

The importance of this step lies in the fact that the measures described 

transform the budget into a dynamic tool for control and management. They enable 

timely responses to changes in the internal and external environment, minimize risks, 

and increase the likelihood of achieving strategic goals.  

It is worth noting that the described methodology applies primarily to large 

enterprises, but its algorithm and tools are also important to implement in small 

businesses. Effective budget planning is a cyclical, integrated process that requires 

discipline, analytical skills, and close collaboration among all departments of the 

enterprise. Following all steps of the methodology will allow financial managers to 

move from merely compiling formal metrics to creating a real action plan that leads 

the company toward financial stability and the achievement of strategic goals. It is 

important to remember that a budget is not a dogma, but a roadmap that must be 

checked against the actual direction and adjusted as needed. Implementing such a 
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budget planning methodology is an investment in the manageability and future of the 

business.   

The role of the controller depends on the specific characteristics of enterprises. 

The controller on the enterprise - it is essentially a pilot who helps "captain" and 

"team" to achieve marked goals, by passing the "reefs" and "shallow" of market 

economy. Its functions are multifaceted: 

- is responsible for methods and organization of work; 

- Cordinator, responsible for deadlines and budget plans; 

- Moderator and consultant offering services in search of goals and ways to 

solve problems; 

- is responsible for communication of strategic and operational planning; 

- Larry of budget in a transparent and clear manner; 

- is responsible for communication. 

  

3.3. Budget control  

Budget control along with the system of annual budget is a basic component of 

operational financial controlling. If necessary, the budget may be forming by broken 

down by quarters, months, decades or even days. 

It is clear that planning without an effective control of the implementation of 

plans does not make sense. On the other hand, control without planning too 

impossible. Control - is an integral part and condition of planning. Without synthesis 

of planning and control, there is a high probability of an incorrect assessment of 

possible financial risks and as a result - false, delayed or uncoordinated management 

decisions and actions. Relationship of budgeting and budgetary control describes the 

main contents of operational controlling, which, actually, is systematically compared 

the actual indexes of the company and with scheduled and further analysis of 

deviations. 

The range of tasks that are within the competence of budgetary control, 

includes management accounting, analysis of deviations and raportuvannya. In 

operational reports (reports) interpreted the results of the budget, is the evaluation of 
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key financial indicators, and formulates proposals arising from the analysis of 

deviations. 

Control is the basis for identifying the causes of deviations and identification of 

weaknesses on the enterprise. 

Due to raporting information reverse link is provided (Feed-Back-Information) 

between the controlling and the relevant carriers of solutions. Under normal 

economic activity reports on the results of budgetary control are submitted to the 

liedership monthly. On the basis of learning received reports management uses 

operational measures to adjust targets and budget indexes and improving of 

efficiency of activity implementation. An important task of controlling in this regard 

is to develop a system of motivational incentives to achieve current goals. 

 

Control questions and tasks 

1. What is the budgeting and what is its place in the financial planning? 

2. Expand the basic principles of budgeting. 

3. List the types of budget by planning levels. 

4. Identify the benefits of implementing the principles of budgeting. 

5. What kind of  budgets are developed on the enterprise by the main 

classification features? 

6. Define the sequence of planning budgets. 

7. What requirements must meet the budget in terms of controller? 

8. Identify the relationship of budgeting, budget control and raporting under the 

operational financial controlling. 
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OPIC 4. THE INTERNAL (TRANSFER) PRICING 

 

4.1. The essence of transfer pricing in the market economy 

4. 2. Methods for calculating transfer prices 

4.3. Realization of functions of the internal control in the application of methods 

of transfer pricing 

  

4.1. The essence of transfer pricing in the market economy 

Internal calculations in Western firms are based on transfer prices. 

Transfer pricing - is roughly settlement prices that structural units of the enterprise 

pass each other products or service providers. 

Transfer prices are very similar in content to the domestic prices of enterprises that 

have spread due to development in the 80 years of economic calculations models on 

the  domestic enterprises. 

Setting transfer prices – a consuming process, which shows different interests of 

representatives of structural units. There are several approaches to transfer pricing. 

Transfer pricing can be set on the basis of: 

  - market price (or contractual) - in this case, taking as a basis the current market 

price or the average; 

- in the absence of reasonable market prices for the new products - prices for product-

analogues. Introduction of certain discounts is practised, which stimulate units of the 

firm to perform services of  internal, not external partners; 

- actual prices of finished (final) product that is installed, for example on details and 

hardware components based on the actual selling price of the final product, excluding 

production costs and company suppliers’s profits. 

Transfer pricing in a market economy is typical of a centralized management 

structure of the enterprise  where individual structural units of the enterprise 

(responsibility centers) is delegated certain economic and financial autonomy.  

Transfer pricing always involves two sides: the center of responsibility that 

transfers goods (services), and the center of responsibility that receives these products 
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(services) for its following processing and consumption. The manager of such center 

of responsibility is responsible only for the expenses and income that he controls. 

Within the internal control of the costs and income of the enterprise transfer 

pricing using methods gives the opportunity to assess the results of the performance 

of responsibility centers and to consider controlled operating expenses that are 

depending on the specific activity center from another view. Additionally, it makes 

possible to install the appropriate proportions and strengthen stimulating function of 

the internal control. It is justified to claim the various ratio between volume and price 

realization will have important meaning for any company. 

In accordance with the common definition, transfer pricing is the process of 

setting internal settlement prices between segments of the enterprise’s activity. Thus, 

the transfer price is the conditional (estimated) price used to determine the value of 

products (materials, semi-finished products, and finished goods) or services provided 

by one responsibility center to other centers of responsibility within the company. 

Due to this concept, the relationship between the center and the center-seller-buyer is 

recognized in the aspect of the costs.  

Transfer pricing implies a clear record of the fact of acceptance and 

transference of production (services) between the centers of responsibility, which is 

impossible without an organized system of internal control spending. It is based on 

the principle according to which those transfer prices are the best that provide the 

highest possible profit margins for the company. Hence, the established transfer price 

will be fair in that case if this price provides the opportunity of the objective 

assessment of the efficiency of each center of responsibility. 

Transfer pricing is a multidimensional category. Multidimensionality of 

transfer pricing is determined by the several directions of transfer prices using: 

internal cost control and revenue responsibility centers; financial planning at the 

enterprise; effective evaluation of responsibility centers; regulation and coordination 

of management decisions. 

Transfer price significantly influences on the reporting responsibility center 

performance (revenues and expenses) because of the nature, and, therefore, is itself 
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an important tool for evaluation of the department. Transfer price should allow 

manager of the responsibility centers to make better management decisions. Hence, 

the use of transfer pricing is an important choice of transfer pricing methods in the 

organization. 

4. 2.  Methods for calculating transfer prices 

The results of the analysis of existing research confirm that the main methods 

for calculating transfer prices are: 

1. The Contracting transfer prices formed on the basis of market multiples and 

production costs. 

2. The market method. 

3. Spending methods: full actual cost, standard cost, variable cost. 

The contracting method is based on consensus between department-seller and 

department-buyer regarding unit-price of the product or service based on the contract 

price. The chosen transfer price may not be a strict link with cost or market prices. It 

is appropriate in terms of both full and part-time capacity utilization of the industrial 

enterprise. However, the effectiveness of contracting pricing method depends on the 

corporate culture and the availability of information about market conditions. 

The market method for determining transfer prices gained the popularity in the 

countries with market economies. Market set transfer prices when products exist on 

the market price. The advantage of the market transfer price that is objectively and 

realistically reflects the relationship selling and buying centers, but the downside is 

that "fair" market price is not always clearly expressed because different suppliers 

can set different prices for almost identical products. That is, the use of market prices 

for domestic transfers control to create a certain competitive market conditions within 

the enterprise and evaluate the effectiveness of leaders and centers. This method of 

market efficiency is defined by reliability of the forecasts on competitiveness and 

correct positioning in the market. 

Cost method implies the calculation of transfer prices based on cost: complete, 

standardized or variable. Transfer price is calculated according to the algorithm "cost 

plus", i.e., the transfer price index is a fixed cost and a percentage ratio of profit 
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center responsibility. Size premium income reflects the nature of the production 

center of responsibility and output them. Thus, there are three options for the cost 

method, the full costs, man-costs and variable costs. Full cost method is widespread 

because of its clarity, the relative simplicity of calculations for orientation on 

management responsibility centers. 

However, the method is not focused on the long term and choice-making in 

such circumstances: the lack of a reliable information base to assess the performance 

of responsibility centers as profit ratio is subjective; disincentives center-seller in 

reducing costs, since the transfer price costs; the emergence of any additional costs to 

control the formation of the actual costs. 

For example, from the perspective of enterprise, the purchasing of semi-

finishes products by one of its areas using certain transfer price makes bigger profit 

than using the market price. In terms of center-buyer using market prices as transfer 

makes bigger profit than using prices determined by the method of full costs. This 

situation is a typical example of a conflict of interest in transfer pricing based on full 

costs. Thus, the transfer pricing method for the full cost effective only when the 

purpose of managers at various levels coincide with the objectives of the whole 

enterprise. The main condition of the method of total costs - availability of 

information on spending by responsibility centers. Any unproductive expenditures of 

center-supplier transferred to the buyer. Hence, the using of the actual total costs for 

the formation of transfer prices induces necessity of the additional costs to control 

them. 

In the case of establishing the transfer prices on the basis of full cost, 

responsibility centers are considered as cost centers, but not as profit centers or 

investment centers. Therefore, the criteria to assess the value such as income on 

investments or residual income can not be used. To avoid these contradictions using a 

combination of two methods - the total cost and man-spending, which makes it 

possible to identify these problems, is advisable. 

In terms of high underemployment production capacity for domestic industry 

more optimal method variable cost, where information is accumulated in the "direct 
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costing". This transfer pricing method has an advantage related to the first option 

(based on full cost) that is oriented on providing the effective use of enterprise 

resources. This is because the fixed costs on specific types of products are not 

distributed, and covered the profit margin. Fixed costs covered responsibility centers 

proceeds from the sale. The main advantages of the transfer pricing method based on 

a variable cost distribution of direct and indirect costs are as follows: 

1) fixed costs remain the same and any use of no additional fixed costs 

increases profit organization as a whole;       

2) the possibility to develop optimal pricing, not only for the company as a 

whole, but also for the responsibility centers with optimal combination of production 

and selling prices;       

3) the possibility to use production capacity in complete and incomplete 

downloads as department-seller not reimbursed excess spending planned in the 

budget (plus profits); 

4) the possibility of the incentive to control variable costs by responsibility 

centers. Fixed costs within budget are covered due to the total income of the whole 

enterprise. 

However, using the concept of transfer pricing raises several issues: 

- The rate of return is set at enterprise level; 

- Transfer price does not cover fixed costs and does not reflect income; 

- Cost center manager denied the incentive to control costs, which eventually 

may grow as costs fully covered and transferred to other centers of responsibility; 

- The distribution of variable and fixed costs are labor-intensive procedure. 

 

4.3. Realization of functions of the internal control in the application of 

methods of transfer pricing 

Characteristic of functions performance of the internal control implementation 

costs and income of enterprises within the use of appropriate transfer pricing methods 

is shown in Table 2. The table is formed taking into consideration the nature of each 

method and analysis functions and methods of internal control. Analysis of the 
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implementation of internal control in the application of transfer pricing methods 

shows that the straightforward method that contains no uncertain functions (i.e. 

functions that can be realized and unrealized) is a method of variable costs.    

Methods of standard costs and variable costs are the most complete in terms of 

the implementation of internal control. The most variable cost management methods, 

determined the maximum number of uncertain function, can be considered market 

method and the method of contract prices. The greater the variability of the method, 

the more significant will be the impact of enterprise features and objectives of 

internal control in the organization of its application. 

Analysis of the implementation of internal control in the application of transfer 

pricing methods gives reason to believe that most of the use of all methods 

implemented functions of planning and analysis - absolutely all methods and control, 

accounting and regulation. Options analysis, accounting and control belong to the 

dominant majority in the application management costs. 

The function of forecasting is not dominant in any case. This is due to the fact 

that internal controls should be based on accurate information, and authentic 

information, this feature can provide. 

Thus, the features of the implementation of internal control in applying each 

method of transfer pricing affect the choice of method or set of methods, as outlined 

achieve goals using the methods that are chosen directly determined by the 

composition of the dominant features. To ensure a holistic purposeful managerial 

influence must be carried out most functions of internal control, or at least those 

whose implementation ensures the achievement of defined objectives. 

The choice of the best option of transfer price for calculation between the 

centers of responsibility can be made by comparing calculated by usung three 

specified transfer pricing methods, each of which can be used depending on the 

objectives, the actual conditions of enterprises and economic independence of the 

centers of responsibility. The choice of methods for calculating the conditions is 

determined by the presence and influence of several factors. The main factors 

influencing the choice of method for calculating transfer prices are: 
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- type of responsibility centers (cost center, profit center, the center of 

investments) that includes the department of products (works, services) that has 

established transfer prices; 

- the market of intermediate products (works, services) of similar goods 

(works, services) that have established transfer prices; 

- the degree of decentralized organizational structure and the ability to buy 

responsibility center (get) and sell (transfer) inside the enterprise and on the side; 

- the nature of the object of pricing, i.e., whether it is a final product or semi-

finished product (product kits), subject to further processing in the enterprise; 

-technical and economic characteristics of production: composition of 

production, which includes the department (basic accessory) production type (single, 

serial, mass); range of products; 

- prices for existing products department tariff estimate; 

- the order of the current and the accounting organization and reflection of 

results of  the performance of the center of responsibility on the accounts. 

Among the conditions that determine the choice of transfer pricing methods 

can be determined the following conditions: 

- the suitability of methods - implies coordination tactical goals of the 

department with goals of the company. Formalized expression transfer price will 

more reliably estimate the cost of a product or service while anticipating the 

opportunity to cover the cost of department-seller; 

- flexibility - the price must be the incentive for monitoring resource efficiency; 

-harmonization of interests of departments of the enterprise by providing 

stimulus efficient use of resources; 

- autonomy - the choice of method of calculating transfer prices depending on 

the form of production: centralized or decentralized; 

- adaptability regarding the terms of the internal and external markets - a quick 

response to changing conditions of domestic and foreign markets, the ability to direct 

profits to the place where they will find the best application. 
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The method of transfer pricing should be based on the determination of not 

only the actual cost of each center, but the part of the profit of this center, which will 

help form the control and analytical information to identify "bottlenecks" in the 

activities of departments and objective evaluation of the relationship between the 

centers of responsibility. The centre of responsibility that transfer its products or 

services to different centers of responsibility of the same company, can not be 

assessed correctly, if this method of determining the transfer price is not considered. 

The forming of the rational system of internal control outcomes of the relations 

of departments with using transfer pricing method based on variable costs implies the 

creating of a single information system of internal control; organization of accounting 

and control costs by responsibility centers; development of systems for monitoring 

claims for failure to comply with the supply of goods and services by internal 

divisions. 

Control questions and tasks 

1. What is a "transfer price"? 

2. What the basic factors can be taken into consideration to establish transfer 

prices? 

3. Expand the essence of the process of transfer pricing. 

4. What are the methods for calculating transfer prices? 

5. Give the comparative characteristic of methods for calculating transfer 

prices. 

6. Expand the essence of a market method for determining transfer prices. 

7. What options of costly method for determining transfer prices can be used? 

8. What are the main benefits of using transfer pricing method based on a 

variable cost distribution of direct and indirect costs? 

9. What are the features of the implementation of internal control in the 

application of transfer pricing methods? 
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OPIC 5. ESTIMATION OOF EFFECTIVENESS OF FINANCIAL AND 

ECONOMIC ACTIVITIES AND THE SYSTEM OF MOTIVATION  

5.1. Evaluation models of results of activity of the enterprise 

5.2. The system of basic indicators 

5.3. Motivational mechanisms in the system of financial controlling 

 

5.1. Evaluation models of results of activity of the enterprise 

Any company is interested in increasing business efficiency and efficiency of 

the work of staff. The objective assessment of effectiveness of financial and 

economic activities with the help of indicators fosters achieving these goals in many 

aspects. 

The economy under indicators to understand the absolute and relative values 

that reflect certain economic realities of economic organization (enterprise). 

Typically, the figures are not directly serve the purposes of controlling, in this 

connection, in many cases required their selection, ordering and additions. 

To indices are useful for controlling, they should reflect the position or 

performance of any enterprise sphere, have relevance, compactness, dynamism, focus 

on forecasting, to allow comparison. Because of limited information value of 

individual indicators is necessary to use metrics that allow not only quantitatively 

characterize and assess the situation, and uncover its causes, and to conduct structural 

and logical analysis of the factors affecting the performance. System parameters are 

the hierarchical structure specially interrelated indicators. In practice, it is 

recommended to use separate indicators and metrics that are the best way to detect 

and characterize the weakest (narrow) places the company. You must create a system 

of indicators adapted to the conditions of a particular company. 

There are quite a number of individual indicators and metrics that you can 

organize by various criteria. For example, distinguish logical-deductive and 

empirical-inductive scorecard. 
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The basis of logical-deductive systems is a specific top-level metrics that 

gradually decomposes in sequence at a lower level indicators that are meaningful in 

relation to the main index. 

Empirical and inductive statistical system created by selecting the information 

most important indicators. 

Logical-deductive system of indicators considered universal and applicable for 

all purposes of planning, monitoring and management company as a whole and its 

parts, depending on the phase of the planning process. 

The logical-deductive system such as: DuPont, PyramidStructureofRatios, 

ZVEI, scorecard RL are quite widespread.  The system developed by DuPont same 

American company. The central figure in it - return on invested capital 

(ReturnOnInvestment- ROI) 

ROI = (G / U) x (U / K), 

where G - obtained / planned profit; 

U - obtained / planned turnover; 

K - used / planned to use the capital. 

Components "EBIT» (G / U) and "obihovist capital» (U / K) gradually broken 

down into specific components of revenue, expenses and capital. There is a number 

of critical remarks related to that of ROI: 

- the relative performance of the system is not to determine, through which part 

was a change indicator - the numerator or denominator; 

- there is a danger that the optimum low-order will come into conflict with the 

global optimum; 

- a number of features not considered in the model ROI, can be crucial to 

assess the situation, such as non-material potential of the company. 

In spite of these concerns, the system DuPont has taken steady place a 

controlling toolkit, which is mainly explained by the simplicity of its application in 

practice. 

The PyramidStructureofRatios system that is proposed by the British Institute 

of Management especially for comparison of activity. Coefficient upper level system 
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is also ROI. Based on the basic idea of system performance are based on classifying 

different positions of the turnover, which leads to restriction of informative variables 

that are not dependent on turnover. 

The ZVEI system was developed in Germany by the Central Union of 

Electrical Industry (German abbreviation ZVEI). The model is a three-dimensional 

system of indicators, used not only for planning, but also to analyze in terms of time 

and to compare different companies. ZVEI consists of two major parts: analysis of 

growth and structural analysis. 

The analysis of the growth examines the most important indicators of success, 

expressed in absolute terms - portfolio turnover, KF and others.Structural analysis 

comes as the system DuPont, with performance and risk indicators, divided into 

separate groups: 

1) the cost effectiveness; 

2) rates of turnover and profit; 

3) indicators of capital structure; 

4) The binding indicators of capital. 

The ZVEI system is used, for example, to compare several companies at the 

time of detection of potential growth. Using possibly in the opposite direction - to 

analyze the causes and indicators of gradual formation of a higher order. 

The RL system of indicators (named for the author's name and Reichman 

Lahnitta) similarly to ZVEI, is used for various purposes of planning, analysis and 

control. The central value system - profitability and liquidity. The system includes 

general and special part. 

General part is focused on enterprise performance derived from ordinary 

activities for him, and considers the company regardless of industry sector. This 

result has production result and result from unusual for enterprise activity. On this 

basis, the different types of indicators profitability. Analysis is based on liquidity 

flow indicators payments CASH-FLOW (CF) and working capital. 

The special part is oriented on analysis of specific sectoral and structural 

features of the company. The main variables that are taken into account are the sales, 
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the share of variable and fixed costs, profit margin. The decrease in the share of fixed 

costs considered in the same multilevel hierarchy, as is the case with the calculations 

of various indicators of marginal profits. 

Empirical and inductive scorecard developed using mathematical and statistical 

methods through selection for certain types of businesses most important indicators. 

The main purpose of these indicators - early prediction of possible situations of 

insolvency, that determine whether the enterprise is "healthy" or "sick", "successful" 

or "not successful." This group of indicators includes first system of Beaver and 

system of Weibel. For the banking system indicators used CAMEL. Beaver indicator 

system is based on empirical research 79 "bad" and 79 "good" companies. As a result, 

six were selected the most effective for the purposes of prediction coefficients that 

represent the ratio: 

- CF – relate to loan capital; 

- net income - to total capital; 

- loan capital - to total capital; 

- working capital- to total capital; 

- circulating capital – to short-term loan capital; 

- cash used in the current period excluding short-term debt - to production costs 

without depreciation. 

The largest attention is paid for the first coefficient. 

Weibel system of indicators based on studies of 72 Swiss companies. As a 

result, were selected as the most informative indicators such representing the ratio: 

- CF – to loan capital; 

- working capital – to short-term loan capital; 

- cash used in the nearest future excluding short-term loan capital - to 

production costs, excluding depreciation; 

- the average stock in the warehouse - to the cost of materials, multiplied by 

365; 

- average amount of loans received - to the amount of goods purchased, 

multiplied by 365; 
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- loan capital - to total capital. 

The above systems are used to compare the indicators obtained for the 

analyzed company, with values derived from empirical studies of so-called 

"benchmark" companies. 

Thus, the number of complex indicators include KF (CASH-FLOW), which, as 

already mentioned above, describes the flow of funds from the process of circulation, 

and reflects the situation of liquidity and financial development of the company. CF 

index calculated as the sum of profits earned over a certain period and complimentary 

expenses minus revenue, the occurrence of which was not accompanied by payment: 

CF = profit + all expenses not related to payments - all revenues that are not 

accompanied by payment. 

In simplified form CF calculated as the sum of profit for the period, 

depreciation and increase in reserve funds: 

CF = Profit for the period + depreciation + increase in reserve assets. Estimated 

value of CF is interpreted as the amount of funds used for planned (reporting) period 

for investment to pay off debts and profit sharing. Thus, the current production 

payments are outside the CF. Lack CF calculation due to the fact that complimentary 

expenses not accompanied by receipts (payments) revenues do not include all 

production payments and revenue settlement period. Missing all though accompanied 

by receipts and payments, but are neutral with respect to output change positions. 

Thus, CF is not reduced in the procurement of raw materials and making payments in 

this plan period. The outflow of funds offset by an increase in inventories. On the 

other hand, CF increases as a result of the sale of goods, not accompanied by the 

receipt of funds, but the emergence of claim. 

Given the results neutral for component design scheme KFM is modified as 

follows: CF1 = CF + change position, accompanied by receipts, which do not affect 

the end result - changes position, followed by payments that do not affect the final 

result. 

Thus, we can conclude that obtained using the above formulas values KF yield 

only an approximate idea about the movement of liquidity due to turnover. Based on 
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the calculated number of CF ratios, such as CF share in circulation, in CF per 

employee, etc. In addition, the calculations used in practice several types CF: 

CF1 = profit + depreciation - income earned in the current period, but received 

in future periods; 

CF2 = CF1 + increase in long-term reserve funds - reducing long-term reserve 

funds; 

 CF3= CF2 + other operating expenses - other industrial and household income; 

CF4 = CF3 - paid income. 

CF index can be considered as the financial performance of the company. He 

describes the possibility of the company to self-finance. Total revenues exceeded 

benefits over can be used for investments, repayment of loans and interest on them, 

payment of dividends. For sizes CF judge the investment capacity of the enterprise, 

and new investments are known to be key to future profits. 

CF analysis is important in the financial sector: it is the basis for the calculation 

of annual amounts used to repay debt. Each year, the amount payable on loans 

physically can not exceed the value of CF, so the figure has a direct impact on the 

value of the loan and the interest on it: if SF is small, it increases the risk of the 

lender, and therefore increases the cost of credit. 

 

5.2. The system of basic indicators 

Apart from the scorecards, performance evaluation can be done by 

implementing measurable and reliable indicators to assess the -kpi 

(keyperformanceindicators). 

The main advantage of the system, based on the key indicators is its versatility. 

It aims to increase the interest of staff in the performance of the company. In 

developing kpi take into account the specifics of the organization. Apply the same kpi 

as possible for evaluation of the entire company, its individual departments and 

individual employees. The system allows you to match kpi homogeneous processes 

that occur in different conditions. It also makes it possible to compare multiple 

departments for the same period. 
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The main advantage of kpi is that decision-making is reduced to the analysis of 

the data that are available at any time and presented in a pre-approved format. 

The most effective use of kpi major retailers that have an extensive network. In 

this business, every outlet generates the same business processes. This enables the top 

management of the head office through the development of common indicators to see 

differences in the branches and anticipate difficulties. Moreover, based on these 

indicators it is possible to build a system of motivation. In addition, constantly 

comparing and analyzing the results of each of the departments with high probability 

can predict trends for business development. The easiest way to calculate financial 

performance. On the basis of constructed departments budgets, and ultimately 

developed a long-term strategy of the company. Easy calculation of financial 

indicators provided clear form of presentation of financial or management reporting. 

All necessary data are contained in the balance sheet and the profit and loss account. 

Management can get information at any time as soon as it allows the accounting 

system used. In practice, this time is from three to five to 20 days. This term is 

acceptable in order to make timely managerial influence. 

Value scorecard is not monitoring data on a "thought-compared-forget." The 

main thing - it allows you to identify patterns of business as a whole or individual 

business processes. In addition, kpi indicators used in the short and long-term 

budgeting. For budget at its core - a set of financial indicators that are pushing the 

company to perform pre-set strategic and tactical purposes. And usually the main one 

- a profit of the same ebit, which is in line with estimated work of a top manager. 

This demonstrates the relationship kpi system of budgeting. But only one connecting 

function of budget support system is not limited to key indicators. In addition, kpi 

perform other functions, such as: 

- assessing the work of each employee or group; 

- promoting motivation on results; 

- increasing the responsibility of each employee for their area of work; 

- giving the opportunity to develop and improve the most promising lines of 

business; 

348



- giving management database to find "weak" places of business; 

- demonstrating the impact of a process on results in simple graphic form; 

- providing content of each management decisions. 

When designing the kpi should take into account certain requirements that 

apply to each of the factors: 

1) ratio should be clearly defined, then any user will be able to measure it. 

Including employee, whose results are measured by this indicator. For example, a 

simple calculation of workplace manager to work with clients ensures that it can 

easily calculate "their» kpi, using data that is always at hand. 

2) Approved indicators and standards should be achievable. 

3) The objective should be realistic but at the same time act as an incentive. 

4) Each of the indicators should be the responsibility of the people to be 

evaluated. 

5) Indicators should help motivate staff and increase efficiency, which is 

directly linked with the production targets. Thus, when performing sales team plan to 

attract new customers (kpi - the number of new customers attracted in the period), the 

department can count on an additional premium. In default of the plan, on the 

contrary, the premium is not paid. 

6) Indicators should also be comparable, i.e., the same performance can be 

compared in two similar situations. For example, the average check (kpi - average 

daily earnings ratio of the number of checks per day) can not be compared in the 

store, located in the regional scale, and store the same size, but located on the 

periphery. 

7) Changes coefficient should be able to be presented clearly (graphically) 

on the basis of that could draw conclusions and make decisions. 

8) Finally, each figure should be meaningful and be the basis for analysis. 

 

5.3. Motivational mechanisms in the system of financial controlling 

One of the main controlling implementation extends to personnel management 

based on coordination purposes. One of the functions of management is motivation. 
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A personnel can be counted to one of objects of  enterprise. 

On his effective motivation effectiveness of his work andactivity of establishment de

pend on the whole. 

Will stop attention for development of motivationalmechanisms of workers of 

enterprise as factor of increase ofefficiency of functioning of enterprise on the whole. 

Practice testifies that a human resource is one of factors, thatdirectly influences on eff

iciency of work of enterprise. 

Today advantages have those enterprises in that theeffective motivational mech

anism of workers is adjusted andpassing is provided to the new methods of managem

ent onthe basis of controling. 

Providing of effective work of enterprises on a due levels areimpossible withou

t understanding of reasons andnecessities of workers with the aim of the correct use o

fstimuli to labour. 

The built motivational mechanism assists the increase of thelabour of people producti

vity, and it in turn results in effectivework of organization on the whole. The model o

f mechanismof motivation to labour of personnel of enterprise ispresented on rice. 

5.1.  

 

 

 

 

 

 

 

 

It is thus necessary to distinguish integrity of interests ofperformers of entrepreneurial

 activities, namely: the state,proprietor and personnel. 

Also it costs to take into account influence both internalenvironment and external env

ironments in the generalsystem of motivation of labour. 
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Thus, for effective activity of business entity expediently inthe system of 

 to distinguish the function ofmotivation of personnel.  

Personality approach that takes into account the features ofconcrete man and allows t

o obtain more effective use of herpossibilities and energy must become the main cond

ition ofconstruction of effective motivational mechanism. 

Methodological approach envisages influence of externaland internal environm

ent, determination of aims, necessities,stimuli, reasons and fee for the spent efforts. 

For adjusting of the objective system of motivation it isnecessary to know about pay

ment of concrete worker in theachievement of the aim put by an enterprise.  

The system of indexes of kpi considered in a previous pointcan be practically u

sed for the evaluation of payment each ofparticipants to the business process in the re

ceipt of generalresults of activity of enterprise.  

Except the generally accepted indexes ( as a rule, financial),it will be to produc

e every enterprise yet and own. 

It is related to that a different specific of business anddifferent aims that is determine

d by a proprietor are.  

Yes, business that develops can be estimated on the alreadyabove-mentioned 

coefficient of ebit.  

And here an enterprise that passed the becoming periodalready can be estimated after 

the level of gross revenue(grossprofit) or, as a variant, after the level of profitability(g

rossmargin). 

Thus, clear, analysed and other constituents of activity :administrative, general, mark

eting charges. 

                                      Control questions and tasks 

1. What systems of indexes can be used for the evaluation ofresults of activ
ity of enterprise? 

2.  Expose essence and  system DuPont. 
3.  Do advantages of the system built on the base of keyindexes (kpi) consis

t in what? 
4.  What requirements in the system of kpi are pulled out toeach of coeffici

ents? 
5.  Describe the mechanism model of motivation to work personnel. 
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OPIC 6. VALUE-ORIENTED CONTROLLING 

 6.1. Essence and conceptions of the cost-orientedmanagement 

6.2. Elements and constituents of process of management accost 

6.3. Factors that influence on the cost of enterprise 

6.4. Stages of introduction of cost-riented  andhim practical meaningfulness 

 

6.1. Essence and conceptions of the cost-orientedmanagement 

Development of business environment opens newpossibilities before the 

participants of market of capitals. 

Having a special purpose referencepoints of most investorsare not so much inpl

ane providing of operating efficiency ofwork of company, search of ways of increase 

of profitability,  in the increase of profits as a result of increase ofcost of comp

any. 

For this reason all greater distribution in a theory andpractice of financial control is g

ot by conception of the cost-oriented management.  

The Cost-oriented management (eng of value basedmanagement) presents by a 

soba going near amanagement, aimed at maximization of jointstock cost ofenterprise. 

Essence of conception consists in that a management anenterprise in a longterm prosp

ect must be sent to theappreciation of value of enterprise. 

Strategy, aims, business processes, indexes of evaluation ofactivity and reward, is det

ermined on the basis of analysis oftheir influence on the change of cost for proprietor. 

Work in this direction envisages the overvalue of existentlooks to the management an

 operatingroom, by financialand investment activity of enterprise and submission of  

her tothe priority strategic aim - maximization of cost. 

In connection with it scientists examine the package ofquestions that are fundamental

 in realization of cost strategy: ground of logical sequence of factors of creation of co

st,order of their deference to rank and cooperation; management money streams; 

determination of rate ofdiscounting and taking into account of risks; 

an improvementof accounting is in relation to financial results and cash flow. 
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Conception of VBM arose up in 80th in the USA. Afterwardsthis conception became 

popular in Europe, Canada, Japan,Australia, Turkey and other countries. Interest in th

isconception is caused by aspiration to balance interests of allparties (proprietors, cre

ditors, employees, suppliers,customers, government) concerned. 

 A. Rapport, author of "Creating value for shareholders", and BA Stewart ( "In 

search of value") are the founders of the concept of value-based management. 

Authors rethink the role of managers in activity ofenterprise, that consists in the 

appreciation of value ofenterprise for shareholders. Approval of this look results inthe 

necessity of change of strategic and operative aims, methods of estimation of activity 

of enterprise. A term "Value Based Management" was first applied D. Maktahardom 

in a book "Imperative to the cost", written in1994 Author proved that money streams 

managed the cost ofenterprise. 

Among the most famous value-oriented controlling concepts include: concept 

Rappoport; concept Copeland / Koller / Murin; Stern Stewart-concept; Levysa 

concept. Conceptions of the cost-oriented management havedivergences that consist 

in the features of methodologies ofestimation of cost, at that time as initial pre-

conditions andadministrative approaches of scientists are approximately identical. 

Methodical going near the choice of criterion indexes of cost, that is used within the 

limits of the indicated conceptions, arevarious,: concentration on the cost of capital 

for a fewperiods in Rappoport; Simultaneous use of capital value and at a few periods 

in Copeland / Koller / Murryna, Levysa, binding only to one particular period of 

Stern Stewart. While indicators of value over a long period is calculated primarily 

based payments (cash flows), and return on excess profits for the period determined 

on the basis of the settlement or book value (Stern Stewart). Each concept has its 

advantages and disadvantages in comparison with others. Thus, as the concept 

Rappoport strengths can be highlighted practical orientation and integration models 

used therein shareholder value in the concept of competitive strategies. The weak 

point is too simplistic assessment of shareholder value to the implementation of the 

strategy, and exclusion resulting from use of cost of capital. The strength of the 

concept Copeland / Koller / Murin is the combined use and constant balancing 
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economic profit criterion that is easily calculated valuation in the short term and the 

discounted cash flow criterion measuring and control cost - in the long run. Another 

strong point concept - detailed process model with numerous guidelines on the 

assessment of the company and use the results of this assessment. The positive is also 

a system of differentiated performance incentives for managers. It is believed that the 

weakness of the concept Copeland / Koller / Murin that these external adjustment 

account in determining the economic profit is not carried out, leading to a distortion 

of evaluation. There is also the danger of targeting managers to obtain short-term 

profits as strategic costs in the long term lead to additional cash flow, reduce 

economic profit. Stern Stewart's approach is simple, its practical use as proposed 

indicator EVA (economicvalueadded - economic value added) can be used to assess 

the economic efficiency of operational activities and strategic projects. Positively 

evaluated the approach in the implementation EVA. Levysa concept involves 

evaluation method based on SFROI, which is a domestic interest rate at which the 

discounted cash flow is discounted residual value of gross investment. The 

disadvantages of this concept are: the ability to adjust the manipulation of accounting 

data, which can lead to difficulties when comparing the values of this indicator of 

different companies; the calculation to date on the database last period; ignoring the 

future development of the company; Simplified calculation period of the assets on 

which depreciation is not charged; rejection note of such investments, such as in 

education and advertising are not displayed in the active part of the balance. 

Strengths of this method of assessment as value-based ROI: Reduce, accounting 

distortions and manipulation capabilities choosing evaluation methods and balancing, 

and excluding the effect of inflation; high correlation between the estimated and 

actual data of market valuation, which is confirmed in practice. Consequently, the 

value-oriented management of finances can be interpreted as a set of organizational 

and administrative measures aimed at growth in the value of coordinated and is based 

on financial information obtained by calculating value-oriented performance. The 

most common classification divides the cost parameters of the relative (RONA, 

ROIC, ROI, CFROI, ROS) and absolute (EVA, SVA, MVA, VaR, DRV). The 
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possibility and appropriateness of each of them in practice depends on their 

importance for effective administrative decisions (benefit they can bring to the 

manager that they use). Value-oriented management is an integrated system that 

includes the following elements: - Assessment - includes choice of methods of 

valuation for shareholders and monitor the process of creating new value; 

- Strategy - sets the ways in which the main goal is achieved - the growth of 

value for shareholders; 

- Finance - distinguish the main factors influencing the activities of the 

company as a whole and its separate units; 

- Corporate Governance - aimed at balancing the interests of shareholders and 

managers, development managers and systems of motivation employees G. Arnold 

defines the following elements of value-oriented controlling: 

- Increase in the welfare of shareholders in the long term; 

- New value for shareholders, which is created only when the profit exceeds the 

cost of capital; 

- Incentive, which should be based on internal indicators used to assess the 

current activities of the company and provide managers with information on the 

achievement of the main strategic goals - growth of the business. External indicators 

should be used to evaluate the potential of the company to create value in the long 

term.  

6.2. The elements and components of cost management 

The process of cost management contains five components. 

1 - Use the value of thinking in the strategic planning process. Identify areas 

for further development of the company, and it turns out when and where the value is 

created, the efficiency of the value chain elements and correlated metrics divisions 

with those of competitors.  

 2 - Use of operational planning for cost management company. The 

component includes the development and implementation of indicators for 

monitoring ongoing activities. The indicator system reflects the value and 

contribution of each organizational unit of the enterprise in this process. 
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3 - Managing key drivers of value. Along with the strategy of the company 

developed a set of programs to influence major cost factors. 

4 - motivation that establishes the link between remuneration and reach the 

target value. 

5 - means of communication with shareholders, ie the creation of special 

reporting forms related to the management of enterprise value. 

6.3. Factors that affect the value of the company 

Cost Management means managing cost factors. 

Factor cost - the option that the change in the value of the company. 

The system cost factors in large enterprises can generate a large number of 

factors that management requires considerable investments, because the main 

objective is to determine the key factors. When the key factors implied decimal value 

20% factors according to the "Pareto principle" bring 80% of the cost. 

Key factors that affect the value of the company are: 

- Market conditions; 

- The benefits of business ownership that can be obtained in the future (the rate 

of profit growth, return on invested capital); 

- The risk of profit; 

- The degree of control that receives the new owner; 

- The liquidity of the company. 

Factors value allocated to certain levels: 

- General factors, especially the profitability of invested capital; 

- Factors that have an impact on profit (revenue and expenses) and the 

direction of investment funds (asset classes); 

- Specific factors (qualified staff, customer base, etc.); 

- Operational factors (operating costs, prices of certain types of materials, etc.). 

Value factors can be internal and external, financial and non-financial. 

Internal factors include the growth rate of sales, net income and certain items in 

the statement of income, balance. External factors are the level of financial, 

production, marketing and other risks, the level of demand for the products of the 
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enterprise, political factors, competition and so on. Financial factors are sales, cost, 

amount of accounts receivable, inventories and other factors. Non-financial factors 

are goodwill, the presence of the brand, qualified staff and so on. In terms of financial 

controlling, special attention should be paid faktora.m financial Besides the above 

mentioned, these include primarily the net cash flows that can generate the estimated 

object. 

In addition to the net cash flows, the cost impact of the risk of investing in it. 

The risk factor is reflected in the discount rate. However, to calculate the discount 

rate should be determined beta factor, which reflects the level of systematic risk 

investments in estimated asset. The beta ratio illustrates the relationship between the 

rate of the securities of a particular company and stock index profitability index (in 

this case, the PFTS), the dynamics of return the industry to which the company 

estimated. Ratio defined as the ratio of standard deviation of returns of securities to 

the standard deviation of return on the market index, adjusted for the correlation 

coefficient of return on assets and stock index. Taking into account the norms of risks 

in determining the discount rate also depends on the structure of product 

specialization business, assessment of market factors the company on specific market 

segments, quality and availability of transport and communication services, 

nalahodzhenosti dialogue with local governance and regulation in this field, 

monopolizing the market.  

6.4. Stages of implementation of value-based controlling and its practical 

significance 

There are two ways to implement value-oriented controlling the activity of the 

enterprise: 

"Shock", ie value-oriented management immediately implemented for all 

enterprises; 

gradual, ie value-oriented controlling implemented in one of the units as a trial 

project. 

The best period for the introduction of VBM is about a year. Less term is not 

acceptable because it is not enough for the necessary training programs for the staff. 
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An important step in the implementation of value-oriented controlling the company is 

to build a tree key financial indicators. One can distinguish three approaches to 

building a system of indicators: 

1st. Approval important absolute and relative indicators characterizing value is 

the result of the work of identification hierarchical method ("bottom-up" or vice 

versa); 

2nd. Cost parameters defined "top" for both divisions and for the enterprise as 

a whole.   

3. We establish normative values for all parameters for the company and its 

business units. 

To build a tree key performance factors and the rising cost of the first studies 

of business conditions and results of financial and economic activity. Based on the 

information received is determined by the priority and subordination indicators 

(factors), classification is made according to certain criteria. The advantages of this 

approach compared to others is the ability to clearly present the value chain, identify 

sources of value creation, understanding the nature of their relationships. It should be 

noted that the use of the considered factors or fundamental value indicators (EVA, 

MVA, CVA, CFROI, etc.) To manage the cost depends on how management 

companies, owners or shareholders of the advantages and disadvantages of both 

individual performance and system VBM as a whole. Thus, the advantages of the 

system of value-oriented controlling are: 

- Reconciling the interests of owners and managers of the company; 

- The possibility to monitor and forecast changes in value in the long term; 

- Ensuring the link between the value and strategy of the company; 

- Definition of key factors influencing the change in value and can be tools of 

strategic and operational management; 

- Promoting the development of incentive schemes.   

However, the concept is considered like any other, has a number of drawbacks. 

In particular: 

- Enterprise value can not be reliably evaluated through the use of predictive 

data on income; 
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- In conditions of imperfect market stock market value of shares is not an 

objective indicator because it does not give an accurate estimate of the cost of equity; 

 - An attempt to harmonize the interests of owners and managers of 

remuneration ratio by the latter with the growth of value can lead to manipulation of 

information on the part of managers; 

- The owners are not always interested in the growth of value in the long run, 

because they have their own benefits related to the consumption in the current period; 

- None of the indicators are not capable of showing all aspects of the enterprise 

and enhance long-term value. 

 

                                             Control questions and tasks 

1. What is the value-oriented management? 

2. Identify the elements of value-based management. 

3. What are the key factors affecting the value of the enterprise? 

4. What are the possible ways to implement value-oriented controlling? 

5. Identify the measurement system values in value-oriented controlling. 

6. What are the advantages and disadvantages of the system of value-oriented 

controlling? 

 

 

TOPIC 7. STRATEGIC FINANCIAL CONTROLLING AND 

BALANCED SCORECARD 

7.1. Nature and purpose of strategic financial controlling 

7.2. Strategic financial controlling tools 

7.3. Balanced Scorecard 

7.4. Practical implementation of GSP 

 

7.1. The essence and purpose of strategic financial controlling 

Financial problems that arise in business entities, often due to lack of clear 

leadership in strategic development, long-term financial plans and lack of 
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understanding of the mission of the entity. As a result, enterprises are having 

difficulty with the definition of capital requirements and other types of resources: 

power idle funds frozen in illiquid stocks and receivables, certain sectors of activity 

are unprofitable and so on. To avoid (or neutralize) the strategic nature of problems in 

the company should introduce mechanisms for strategic controlling. 

Under the strategic financial controlling understand complex functional tasks, 

tools and methods for long-term (three more years) financial management, cost and 

risk. It is believed that controlling the strategic time horizon is unlimited. 

As part of the strategic financial controlling force financial services companies 

focused on fulfilling the following main objectives: 

- Determination of strategic directions of the company; 

- Determining strategic success factors; 

- Identify goals and develop a financial strategy of the company; 

- Implementation of an effective early warning system and response 

(permanent analysis of opportunities and risks, strengths and weaknesses); 

- Determination of planning horizons; 

- Long-term financial planning: planning gains and losses, Cash-flow, balance 

sheet, key financial indicators; 

- Long-term cost management company and the profits of its owners; 

- Ensuring the integration of long-term strategic goals and operational 

objectives that are put before individual employees and departments. 

The most important task of strategic controlling is to ensure the viability of the 

company in the long term based on existing management potential and create 

additional success factors. Available in enterprise development potential determined 

by the following factors: 

- Financial support and opportunities to raise additional capital; 

- Availability of qualified personnel; 

- The existence of reliable and cheap sources of raw materials; 

- Availability of markets for products; 

- Production potential; 
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- Effective organizational structure; 

- High quality management. 

7.2. Strategic financial controlling tools 

The main tools of strategic controlling includes analysis of strengths and 

weaknesses, building strategic balance, portfolio analysis, organizational analysis, 

functional and cost analysis, lifecycle model, early warning system and response, 

discriminant analysis, shareholder-value, Balanced-Scorecard, benchmarking and 

others. 

Many enterprises run into the problem of absence of logicalcombination of stra

tegic aims and operative tasks that isexecuted by separate workers and structural subd

ivisions. 

The corporate strategic strategic planning and short-termannual budgeting is 

often enough examined as a twoparallel, even something autonomous processes. 

Under the control of the focus on compliance with budget targets without 

binding them to the strategic goals that jeopardizes their achievement. On the other 

hand, it appears that the implementation of specific operational tasks lacking the 

necessary resources or budget deficit too. 

Particularly balanced is to achieve monetary goals. To overcome this kind of 

weaknesses in the present controlling recommended to implement specific 

operational measures special tools to ensure the transformation of strategic 

objectives, which is denoted as Balanced-Scorecard. Vzayemouzhodzhenist specific 

targets strategic and operational controlling is achieved by building an integrated 

system of long-term and operational planning. Structural-logical scheme planning as 

part of the controlling system shown in Fig. 7.2. A prerequisite for successful 

strategic controlling is upscale accounting, financial and management accounting. 

The main areas of control and analysis of deviations in the context of strategic 

controlling are: 

 - Strategic goals (both monetary and non-monetary); 

- External factors underlying long-term planning; 

- Internal bottlenecks strategic nature. 
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Fig.7.2. Order of planning within the controlling 

 

The strategic planning system can be built not only on the level of individual 

enterprises, but also on a consolidated basis - at the level of the group. Large 

companies tasks that are the responsibility of strategic controlling, often solves 

specially created department of strategic planning. Along with the strategic planning 

crucial for effective strategic controlling a balanced scorecard, which will be 

discussed later. 

Inextricable link between strategy and structure of the capacity of the 

organization is one of the basic elements of scientific direction, titled the Balanced 

Scorecard (BalancedScorecards - BSC). In the context of the principles BSC strategy 

- is an effective tool that converts a single organization focused mechanism. 

The essence of the BSC is all based management processes - planning, 

allocation and use of resources, budgeting, periodic reporting and activity 

management - focused on overall strategy. Organizational processes are directed from 

the top down - a concept (mission) of the company, strategy and resource allocation, 

and implementation tasks carried out by innovation, feedback and information flows, 

moving from top to bottom, from the immediate perpetrators to top managers. As a 

result, the practical implementation of this approach have been obtained outstanding 
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results - an amount higher than the parts, that is achieved by synergy efforts of 

individual units. This system is formed by two main provisions: 

First, some financial indicators are not enough to fully and comprehensively 

(balanced) reflect the state of the company, and must be supplemented by other 

indicators; Second, the system parameters can be used not only as a comprehensive 

indicator of the enterprise, as well as a management system that is able to link 

strategic policy owners or top managers and operations management company. 

Balanced retains traditional financial figures, but these figures give only a 

description of past events. Management approach that was based only on financial 

performance was adequate for the industrial age, when investments in long-term 

competitive advantage and relationships with customers and partners have been 

critical to business success. 

The main structural BSC idea is to balance the metrics in the form of four 

groups. The logic of the relationship of these parameters is shown in Fig. 7.3. 

Balanced Scorecard. 

 
Fig. 7.3. The structure of the Balanced Scorecard 
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The first group includes traditional financial indicators. It would not have 

proved the importance of market orientation of the company and improve internal 

processes, primarily owner interest rates of financial return on invested capital. 

Because balanced system should start (in classification) and end (the final 

assessment) financial indicators. 

 

7.3. The system of balanced scorecard  

The second group describes the external environment of the company, its 

customer relationships. The focus here: 

- The ability of the enterprise to meet customer needs; 

- The ability to keep the enterprise customer and buy new; 

- Profitability of the client; 

- Of the market; 

- Market share in the target segment. 

The third group describes the internal processes of the enterprise, including: 

- Innovation process; 

- Product development; 

- Preparation of production; 

- The supply of essential resources; 

- Production; 

- Marketing; 

- After-sales service. 

The fourth group to determine the ability of companies to learning and growth, 

which focuses on the following factors: 

- People with their abilities, skills and motivation; 

- Information systems that enable supply critical information in real time; 

- Organizational procedures to ensure interaction between stakeholders and 

determine the system of decision making. 
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An essential element of the Balanced Scorecard is to establish the relationship 

between indicators of individual groups. The chain of causes and effects must 

penetrate all four directions and combine all BSC targets and indicators. 

Balanced Scorecard is a consumer trend that is primarily associated with the 

creation of consumer strategy. The focus here is on an advantage of consumer groups 

in terms of price, quality, functionality, prestige, reputation and nature of customer 

relationships  

 

7.4. Practical implementation of the balanced scorecard  

Practical implementation of the CAP Example balanced scorecard development 

bank market operations and nontraditional services Building a balanced scorecard, 

both for the creation and implementation of a particular type of product, and for the 

development of the whole enterprise requires compliance with certain rules. Such 

rules have been reflected David Norton and Robert Kaplan in five basic principles: 

- Bringing the strategy to operational level; 

- The creation of strategic relevance; 

- Strategy as the daily work of each employee; 

- The strategy as a continuous process; 

- Activation changes as a result of effective management of top managers. 

The first principle requires consideration in a balanced scorecard of all the 

factors that may affect the achievement of strategic objectives in the field of leasing 

Factoring and remote customer service. You need to consider not only financial 

(growth financing) or quantitative component (the share of the bank in the market of 

individual services, increasing the number of customers, speed of information or 

payments and payments) and qualitative components - a sufficient level of 

professionalism front-office, customer satisfaction, proximity centers selling products 

to consumers. Also, this principle requires proof of the strategic objectives directly to 

artists using strategy maps, which is a reference and information sources available to 

all departments and employees. This is reflected in strategic maps of indicators 

characterizing the efficiency of the operation or provision of services. Any bank has a 
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large number of structural units, departments, branch offices, divisions, each of which 

performs certain functions. To the bank was able to achieve defined strategic 

objectives, all structural units to be seamlessly linked. This is a requirement laid in 

principle the establishment of strategic relevance. To address the problem of 

fragmented to highlight sections that are most closely associated with the 

development of unconventional operations and services. So for leasing and factoring 

characteristic is that all clients are entrepreneurs, users of remote services are 

individuals - owners of plastic cards, as well as large and medium-sized enterprises 

engaged in calculations on the "Client-Bank" and "Internet-client-bank". So trust 

units implementing the strategy for development in the operations and services 

department is working with entities (corporate clients) unit to work with plastic cards 

department and back office (accounting) that provides for payments. That employees 

of structural units require the most thorough explanation of the strategic objectives of 

financial institutions to expand the range of non-traditional operations. The third 

principle requires proof strategy directly to the performers - the front office staff 

personally communicate with customers by offering a particular banking product. It 

is necessary to work incentives aimed at implementation of the basic indicators of 

implementation strategies. Often this collective remuneration that defines a 

particularly important role teamwork. The fourth principle is constant monitoring of 

the dynamics of indicators, identify negative trends and implement corrective action. 

Considerable importance in this process is the system of controlling and operational 

meetings of middle managers and senior executives. Also part of this principle is the 

system of open accounts, in which ordinary performers have access to the necessary 

information to perform their tasks. So for the increase in funding for the leasing or 

factoring, increased non-cash payments "Internet Client-Bank" by increasing the 

customer base, employee front office requires certain information about potential 

customers: the volume of revenue and expenditure (cash turnover), the accounts debt 

level of depreciation. The last principle assigns a decisive role in the implementation 

of GSP senior managers that are able to prepare some changes to the organization and 

guide it in the direction of implementing strategic objectives. 
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Readiness of the bank's management to the implementation of these principles 

is a prerequisite for creating an effective balanced scorecard. Let's build this system 

of indicators covering the following components of the bank in the market of non-

traditional banking products: finance, customers, internal business processes, learning 

and career growth (Fig.  7.6). 

 

 
Fig. 7.6. Elements of Balanced Scorecard performance of the bank in the market 

of non-traditional banking products. 

 

The main strategic objectives of the bank on market of nontraditional operations 

and services is further increase in financing leasing and factoring, increase the 

number of customers using the services of remote banking services; fully meet 

customer needs. To achieve the strategic goals of developing local system of 

differentiated targets for each segment of the bank (table 7.1). 
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Table 7.1 
Determination of the main objectives for each segment of the bank on market of 

nontraditional operations and services 

Leasing operations Factoring operations 
Services for remote customer 

service 

The financial component 

The growth of bank profitability 

Expanding income structure through: 

The increase in the customer base; 

Reducing the number of problem loans 
Reducing the cost of service (time 

saving of processing electronic 
documents) 

The client component 

Increasing the level of customer satisfaction in the service 

Growth market segment 

Holding various promotions 

Bringing the customer information about the main advantages of using unconventional operations 
and services are: 

legislative incentives (tax benefits) 
reducing the length of 
the operational and 

financial cycles 

lower rates of service, than 
manual processing of documents 

(for legal entities) 

the convenience of obtaining 
information about card account 
in the implementation of various 

bank transfers) 

A component of internal business processes 

Learning the basic needs of customers and develop appropriate banking products 

The differentiation of products depending on the operating conditions of customers 

Making cross-service 

Reduced processing time requests 

The implementation of an effective monitoring system aimed at 
reducing arrears 

Improving communication 
facilities, information support 

Continued work on improving the customer base The gradual reduction of tariffs 

New sales channels of banking products 

A component of learning and career development 

Holding conferences, seminars, tests 

Interaction with universities in terms of training and selection of new specialists 

Providing strategic information (access to customer financial statements) 

Stimulation of staff 
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Strategic indicators represent a "balanced view of the overall strategy," which 

reflects, in addition to the financial component, customer, internal business processes, 

and learning and development components. This approach allows the early stages to 

evaluate how successful have financial institutions. 

Strategy Map helps bring to the attention of individual units and employees of 

their role in implementing the strategy. It should be noted that one of the benefits of a 

balanced scorecard is a possibility of correction at any stage of the strategy. Once 

feedback system begins to operate, management can check the relevant hypothesis 

for the development of various processes, the impact of some other indicators, 

establish the closeness of the connection between performance using mathematical 

and statistical methods. At the divergence of actual results with the expected 

priorities and Balanced adjusted. 

 

Control questions and tasks 

1. What is the strategic and financial controlling, what its objectives? 

2. What factors determined the development potential of the company? 

3. Justify the importance of strategic financial planning in system of 

controlling. 

4. What are the financial and economic objectives of the enterprise are 

monetary in nature? 

5. Consider and comment on non-monetary goals of the company. What is their 

role in achieving the main goal of the business? 

6. What is the feature of the Balanced Scorecard? 

7. Identify the main directions of the Balanced Scorecard. 

8. Define the place of Balanced Scorecard in strategic controlling and its role in 

improving financial management in the enterprise. 
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TOPIC 8. FINANCIAL DIAGNOSIS AND MONITORING IN SYSTEM 

OF CONTROLLING 

8.1. The main provisions and principles of financial diagnostics 

8.2. Goals, objectives and methodological basis of financial diagnostics 

8.3. The use of diagnostic elements in the financial controlling 

8.4. Monitoring as an integral part of the financial diagnosis 

 

8.1. The main provisions and principles of financial diagnostics 

Diagnostics aims to assess the state of the objects under incomplete 

information and aims to identify problems in the functioning of the systems and their 

causes. 

Based on the diagnosis of the current state of the enterprise can build forecasts 

of its development and evaluate future state without implementing controlling. 

Analyzing the impact of internal and external factors on the activities of the company 

for the introduction of controlling forecasting future possible changes at the company 

and assessing their value, we can determine the effect of the introduction of 

controlling. Thus, determining the effect, you must also consider not only save 

overall costs of the enterprise or the growth of its revenues and the cost of 

implementation. Clearly, in the case of a negative economic effect of introduction of 

controlling unnecessary. So give full circuit diagnosis based on the introduction of 

controlling: 

- Assessment of the current state of the enterprise; 

- Predicting the future state of the company "without introduction of 

controlling": identification of key indicators; 

- Modeling the future of the enterprise "after the introduction of controlling": 

identification of key indicators; 

- Valuation of introduction of controlling; 

- Comparing the projected key performance indicators "without controlling" 

and "with controlling." Determining the economic effect of its implementation. 
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Along with this important element rooted in the company of financial 

controlling is a financial diagnosis. In the current economic conditions financial 

diagnosis serves as the main instrument of management decisions at the company, to 

achieve its strategic and tactical objectives. The quality of the results depends on the 

financial diagnostic methods chosen, the skills of professionals engaged in diagnostic 

procedures, information and software. In financial diagnostics conducted using a 

variety of methods. Scientific unreasonable choice of various methods depending on 

the specific characteristics of enterprises leads economic biased interpretation of 

diagnostic results. 

Financial diagnosis based on a comprehensive analysis of financial statements 

and statistical data, non-accounting statements - both internal and external. 

The main provisions of the diagnosis can be formulated as follows: 

1) diagnosis identifies two areas of use (performance of the company and its 

core business processes); 

2) diagnostic tools should not only be limited to the calculation of financial 

indicators; 

3) need to use methods of financial analysis within an optimal adequacy; 

4) compliance the principle of comparing and matching; 

5) compliance the principle of temporal consistency; 

6) diagnosis should end with concise presentation of key findings. 

1. Based on the first position, diagnostics of company identifies two areas of 

application (diagnostic facilities). 

In the diagnosis of the company are two objects of analysis: 

- The results of the company for the relevant period and their current status; 

- Major business processes (diagnostics business management). 

2. In carrying out diagnosis seems obvious that its instruments should not be 

limited only to the calculation of financial indicators. 

Indices are calculated at the final stage of diagnosis and are inherently 

generalization. Therefore, a situation may arise: the whole Controlling Service 

powerfully worked for a month or a quarter, then the estimated financial performance 
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and "cried out." To solve this issue is fundamentally not possible when using only 

financial indicators. It's not forget that the diagnosis is not made by itself - it serves 

the purposes of management. And now manage with just financial ratios - is the same 

as the control car using the rear view mirror "seen from the left by themselves, but it 

is not clear how it happened." 

The structure of financial diagnosis can be made in the form of tools (Fig. 

8.1).

Fig. 8.1. Financial diagnostics tools 

3. You must use the methods of financial analysis within the optimal 

sufficiency. 

This provision is based on the need to take into account that financial 

instrument of diagnostic of  performance of the corporation rather lengthy, contains a 

large number of financial indicators (ratios) that often overlap. It is not always 

obvious need for certain factors. The principle of adequacy using techniques of 

financial analysis is as follows - for the purposes of diagnosis, use only those 

indicators that are the informational basis for management decisions. 

4. Respect for the principle of comparing and matching.  

The essence of this position is that their own financial performance may not be 

useful for decision-making, if the manager does not compare them with other data 

relevant to the subject of diagnosis. 

There are two types of indicators for comparison: 

- Indicators of the Company in prior periods; 

- Similar indicators of other companies of the same area (usually competing 

enterprises). 
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This provision represents the pragmatic simplicity of the main objective of 

diagnosis - getting the following conclusions: 

-How state enterprises changed compared to previous periods - worsened or 

improved? 

- How successful is our company compared with competitors. 

5. Respect for the principle of temporal consistency. 

According to this principle diagnosis of corporation should be done by a 

certain time regulations. From a practical point of view it is expedient to adhere to the 

following rules of diagnostics: 

- Once a year conducted a fundamental diagnostics, which involves the use of 

all diagnostic tools; 

- Monthly evaluation carried out for a limited number of indicators for the 

results of the current period (monitoring). 

Keep in mind that during the monitoring process indicators are monitored 

characterizing the operational performance of the corporation. In particular, the 

monitoring of indicators does not make sense to include integrated indicators, such as 

return on assets or equity as they are formed during the year. At the same time, more 

expedient to "monitor" such as gross profitability index (the ratio of gross profit to 

revenue) to promptly identify negative trend deterioration in operating corporation. 

6. The final provision of financial diagnostics serves the principle of 

completeness. 

The essence of this provision is that after calculation of all financial ratios of 

horizontal and vertical analysis of financial statements and describe its features in the 

period is analyzed, it is necessary to draw conclusions for which, in fact, been 

performed all of the work. Conclusions should be concise and constructive. The 

practician recommend to use the format SWOT-analysis, a feature of which is that all 

of the many factors of the corporation are grouped as follows: 

– S (Strengths) – strengths of the company, 

– W (Weaknesses) – weaknesses of the company, 

– O (Opportunities) – enterprise capabilities that help improve their condition, 
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– T (Threats) – threats that the company may encounter on the way to improve 

its activities.  

Following basic positions of SWOT-analysis financial controller should 

formulate recommendations on key areas of improvement. Only then the process of 

diagnosis can be considered as complete. 

 

8.2. Goals, objectives and methodological basis of financial diagnostics 

The purpose of the financial diagnosis is the evident evaluation of dynamics of 

the company and its financial condition. 

The main objectives of financial diagnostics of company are: 

- A study of the profitability and financial viability; 

- Study the effectiveness of the use of property of enterprise security by its own 

working capital; 

- An objective assessment of the dynamics of liquidity, solvency and financial 

stability of the company; 

- The definition of the enterprise in the financial markets and quantitative 

assessment of its competitiveness; 

- Analysis of business activity; 

- Determine the effectiveness of financial resources. 

Financial diagnosis based on the implementation of the internal (traditional) 

analyze of the financial condition of the company, the content of which is: 

- Analysis of property of the company; 

- Analysis of financial stability and sustainability of the company; 

- Assessment of business activity; 

- Analysis of the dynamics of income and profitability of the company and 

factors that affect them; 

- Analysis of the creditworthiness of the company; 

- Evaluation of the use of assets and invested capital; 

- Analysis of their financial resources; 

- Analysis of the liquidity and solvency of the company; 
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- Analysis of sustainability of the enterprise; 

- Analysis of the cash flow statement (form 3); 

- Analysis of the report on equity (form 4); 

- Analysis of other statistical data reports and other available data. 

All levels of balance and other financial statements are interrelated, and their 

value to the timely and qualitative assessment of the financial condition of the 

company depends on the probability of systematic and submitted by them appropriate 

information. 

Basic requirements for accounting statements in terms of implementation of 

financial diagnostics of company boil down to the fact that it must provide accurate 

and quality information to: 

- Assessment of the dynamics and prospects for profit enterprise; 

- Evaluation of existing financial resources and the effectiveness of their use; 

-Working out reasonable financial management solutions for effective 

investment policy. 

As the financial results of the company is the difference between revenues and 

expenditures, it is believed that this difference can be achieved through revenue 

management, cost management, whether as a result of simultaneous direct impact on 

first and second. In the system of controlling in the company specified carried by the 

distribution objects to the centers of profit, centers of expenditures and cost 

interaction between departments. 

So the first stage of research is the analysis of revenues and expenditures. 

When analyzing the income necessary to solve such problems: 

- To assess the implementation of the financial plan on revenues; 

- Study the dynamics and structure of income; 

- Use factor analysis of revenue to identify reserves of its increase and develop 

proposals for the mobilization of the reserves. 

Full scorecard comes to the field of controlling and ranged in importance. 

According to the system of priorities of firstly key indicators of the first level are 

selected, then emerging the second level priorities, which are in connection with the 
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performance factor of the first level, and so on. This approach facilitates the analysis 

and explanation of deviations of actual values from the plan, objectives or standards. 

These systems may be diverse in nature and highlight priorities: 

- For individual responsibility centers; 

- For different areas of operational and financial activity; 

- For different aspects of resource use. 

In addition, during the diagnosis must be remembered that at each stage of the 

life cycle of enterprise preference should be given to some specific indicators. 

The first stage - the stage of inception. The focus should be given to liquidity 

and financial stability. 

The second stage - acceleration of growth. The most important figures at this 

stage is liquidity and independence. 

The third stage - the stage of slowing growth. Special attention at this stage 

should pay profit ratio of operations as integrated indicators. 

The fourth stage - a stage of maturity. At this stage need to focus on indicators 

that characterize the investment of company. 

The fifth stage - the recession; quite difficult stage that requires continuous 

monitoring of the changes in all groups of indicators, but require special attention to 

liquidity and profitability. 

 

8.3. The use of diagnostic elements in the financial controlling 

The right choice of aim and objective during diagnosis of the financial 

condition of the company are important. On this basis, and taking into account the 

existing capacity is determined by the true financial condition, producing ways to 

achieve optimal solutions, selecting management practices, producing various 

changes in organizational, technological, commercial and other activities of the 

company. The system of aims and objectives in FAT diagnosis should be specified in 

content, timing and implementation levels. 

Here is an example of the previous system diagnostics company. Herewith, 

natural for each application specialists, including experienced controller, there is a 
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desire not to start with complex technology. Therefore, it is advisable to start 

gradually diagnosis. For this purpose proposed tool qualitative analysis of the 

enterprise. This tool is based on the ranking of problematic features of the company. 

The general scheme is as follows. Defining segmentation principle in areas of 

concern of the company. Typical problems are formulated, the importance of each 

issue measured at three ranked system: 

L – low significance of the problem (ie, you can do not care yet); 

S – secondary significance of the problem; 

H – high significance of the problem (should cause concern to management). 

To complete the measurement can be added level - "?", Which means that at 

the moment the management of the company is unable to determine the significance 

of the problem. 

When it becomes difficult for the accounting department to track the cost of 

goods and inventory movements for each item (with 50–100 transactions per day), a 

company may consider implementing IT solutions that utilize artificial intelligence. 

 

8.4. Monitoring as an integral part of the financial diagnosis 

The issue of monitoring in system of diagnosis requires consideration of 

conceptual apparatus. When monitoring in a general sense (Eng. - Monitoring, Ger. - 

Monitoring) to understand complex of scientific, technical, technological, 

organizational and other measures that ensure systematic monitoring (tracking) the 

status and trends of natural, technological and social processes. In this context, 

monitoring of financial diagnostics is considered as complex of financial, economic, 

technical, organizational and other means to ensure systematic control (monitoring) 

the state and trends of economic development enterprise. 

Methodologically monitoring - is a series of typical measurements of the object 

and the subsequent analysis, evaluation, comparison of the results to identify certain 

patterns, trends, variables and their dynamics. 

Monitoring classified according to different classification criteria: 

Depending on the methodology: 
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- Dynamic - analyzes data on dynamics of growth or change of object, 

phenomenon or certain characteristics. This is the easiest way of monitoring used to 

analyze relatively simple systems, prices, income and expenditure, employment and 

so on. The main objective of this study is to establish trends, not identifying their 

causes or prerequisites. 

- Competitive - by this methodology are studied in parallel one, several or a 

number of identical or similar systems. Allows you to evaluate and compare systems 

to distinguish between them, establish advantages and disadvantages. 

- Comparison - compare individual performance or the results of a 

comprehensive study conducted on identical criteria, several of the same level or 

higher and lower systems. This approach makes it possible to optimize performance, 

identify the causes that increase or decrease the difference between them. 

- Comprehensive - combines research methods used in different types of 

monitoring. 

Depending on the purpose: 

- Information - is the structuring, accumulation and dissemination of 

information. 

- Basic (background) - identifies new challenges, dangers, trends before they 

will be realized at the level of management. By the monitoring facility, arranges 

continuous monitoring with periodic measurement. 

- Problem - finding patterns, processes, risks, problems that are already known 

and understanding, removal, correction of which is important in terms of 

management. 

The process of diagnosis, is usually very time-consuming and not for 

technical reasons related to the calculation of financial performance, but because of 

the need for a correct interpretation of diagnostic results. In fact, when adjusted 

accounting system the company is easy to automate the calculation of and they can 

be counted in such quantity that wish financial manager or leader. Much more 

difficult to understand what these figures say. 
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Monitoring of the current state of the enterprise made for rapid diagnosis, 

which should be a timely signal negative trends change in the enterprise. For this 

reason, financial indicators used in monitoring should be highly informative. 

However, as noted, the number of these indicators should not be very large. 

Otherwise it would be difficult to analyze them together and take adequate 

decisions. 

There is one very specific feature a system of indicators that can be used for 

monitoring. These indicators should reflect the current status and operational 

dynamics of companies. Everyone is clear that the "measure" every month return 

on assets and on this basis to make conclusions about the current state of the 

company, hardly reasonable. This figure is formed throughout the year and 

therefore calculate and analyze it should be, most likely once a year. At the same 

time liquidity indicator, obviously, should calculate and monitor monthly. 

The amount and composition of indicators for monitoring the financial director 

of the company selects based on their own ideas about the importance of certain 

factors on the business. To monitor, use the ones that define the operational 

characteristics of the business and to compare them in a temporary aspect makes 

sense at least once a month. Finally, based on selected indicators management 

company should be able to influence tactical decisions. In fact, the company creates a 

monitoring system for early detection of impending crisis, which potentially threatens 

every enterprise. 

The task of drawing up a list of indicators for monitoring formally solved quite 

simply. We consider all financial ratios divided into groups. With each group selected 

those indicators suitable for monitoring the previously listed criteria. It is possible 

that some group financial manager will not select any indicator. Once again, the task 

of selecting indicators for monitoring an individual, but, nevertheless, scientists 

offered general advice on the matter. 

The system of indicators for monitoring the condition of the company, at a 

minimum, should include the following financial ratios: 

- Trend in sales; 
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- Relative gross income; 

- The average repayment period of receivables; 

- Turnover of an inventory; 

- Quick liquidity ratio. 

Indicator "trend in sales" is the most important as an indicator of well-being 

company. 

On the basis of the trend in sales is estimated rate of change in sales, calculated 

formula which is: 

(volume of sales revenue for the current period - volume of sales revenue for 

the previous period) / volume of sales revenue for the previous period 

 

Control questions and tasks 

1. Identify the circuit diagnosis based on implementation controlling. 

2. What is the financial diagnosis? 

3. Expand the essence of the main provisions of financial diagnostics. 

4. What is the format of the SWOT-analysis and what are its main points? 

5. What are the main objectives of financial diagnostics company? 

6. What are the main indicators characterizing the financial and economic 

performance? 

7. What are the main indicators characterizing business activity of the 

company? 

8. What are the main indicators characterizing the financial stability of the 

company? 

9. Define the essence and main purpose of financial monitoring diagnostics. 

10. Describe the main types of monitoring classification criteria. 

11. Determine the amount and composition of indicators for monitoring the 

financial health of the company. 
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TOPIC 9. HARMONIZATION OF FINANCIAL STATEMENTS AS 

COMPETENCE OF CONTROLLING 

 

9.1. The content, objectives and methods of financial statement analysis 

9.2. Approaches to harmonize financial statement as an important source of 

enterprise information supply 

9.3. Users of inside information of enterprise 

9.4. Interconnection of management, controlling and informatics 

9.5. Factors of complex solving of management problems through information 

provision 

9.1. The content, objectives and methods of financial statement analysis 

Financial statements - a set of reporting forms that are made on the basis of 

accounting in order to provide internal and external users summary information about 

the financial position in a manner which is convenient and understandable for these 

people for making certain business decisions. 

In international and national practice construction of financial statements based 

on the following principles: 

- Disclosure; 

- Clarity of financial statements for makers of business decisions based on it; 

- Usefulness or relevance and credibility; 

- Assumptions and constraints that allow an adequate interpretation of financial 

statements. 

The main purpose of services of controlling in the analysis of financial reports - 

timely identification and elimination of shortcomings in the financial statements and 

finding reserves of improving of the financial condition and solvency. 

Upon reaching the main goal the following problems should be solved: 

1) Based on the study of production, investment and financial activities to assess 

the implementation plan for the flow of financial resources and their use of the 

position to improve the financial condition of the company. 
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2) Prediction of possible financial results, ie profit and profitability, based on the 

actual business environment and the availability of equity and debt resources, 

development of models for the financial condition of different variants of using the 

resources. 

3) Develop specific measures aimed at efficient use of financial resources and 

strengthen the financial condition of the company. 

The main sources of information for financial analysis of the enterprise is the form 

1, 2, 3, 4. 

Financial Statement Analysis helps to: 

- To prove financial plans; 

- To identify weaknesses in the financial operations of the company; 

- Take action to help rectify the situation; 

- Decide on the efficient use of funds and resources of the enterprise; 

- Adequately adjust future direction of the company; 

- To examine the liquidity, solvency, financial stability and solvency of the 

company; 

- Provide the information needs of users (owners, investors, lenders). 

The main task of financial controller in the analysis of financial statements - to 

understand and correctly interpret the results of data processing. 

Analyzing financial statements using different methods and techniques of 

financial controlling, discussed in previous chapters. 

Methods of analysis include: 

- Horizontal (temporal) analysis; 

- Vertical (structural) analysis; 

- Trend analysis; 

- Analysis of relative indicators (ratios); 

- Comparative analysis; 

- Factor analysis. 

Methods of analysis: 

1) non formal: 
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- Expert assessments; 

- Comparative; 

- Building a system of indicators; 

- Building a system of analytical tables. 

2) formal: 

- Chain substitutions; 

- Arithmetical differences; 

- Balance; 

- Percentage numbers; 

- Simple and compound interest; 

- Discounting. 

3) traditional methods of economic statistics: 

- Average and relative values; 

- Grouping; 

- Index. 

 

9.2. Approaches to harmonize financial statement as an important source of 

enterprise information supply 

The main requirement for the information provided to external users of developed 

financial markets - is its usefulness. 

To this requirement was performed, it is necessary that the financial statements 

meet the criteria and quality characteristics that ensure its harmonization (see. Fig. 

9.1). 

According to the Law of Ukraine "On Accounting and Financial Statements in 

Ukraine" entails the following qualitative characteristics of financial statements: 

- Clarity and adequacy of interpretation; 

- Reliability; 

- Comparability; 

- Appropriateness; 

- Availability. 
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Financial statements should enable users to compare: 

- The financial statements of the company for various periods; 

- Financial statements of different companies. 

 
Figure 9.1. Ensuring the harmonization of financial statements based on quality 

characteristics 

 

9.3. Users of inside information of enterprise 

Users of financial statements - natural or legal persons who need information 

about the company for decision-making (art. 1 Law of Ukraine "On Accounting and 

Financial Statements in Ukraine"). 

Financial statements provides information needs of users about: 

- The acquisition, possession and sale of securities; 
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- The equity of the company; 

- Assess the quality of management; 

- Assessing the ability of the company to fulfill its obligations in a timely manner; 

- Security obligations of the company; 

- Determining the amount of dividends to be distributed; 

- Regulation of the enterprise; 

- Decisions. 

Parties interested in information about the company in terms of market conditions 

can be divided into two main categories: internal and external users. 

The internal users of information related management company that takes 

different decisions productive, economic and financial nature. For example, based on 

reporting financial plan is on next year, decisions on pricing and so on. 

Among external users select: 

1) users directly interested in the activity of enterprise: 

- Current and potential owners, who need to determine the increase or decrease in 

the share of equity of the company and evaluate the efficiency of resource use by 

management; 

- Current and potential lenders that use reports to assess the feasibility of granting 

or extension of credit, the definition of credit conditions, guarantees of repayment, 

estimation of confidence in the company as a client; 

- Suppliers and buyers that determine the reliability of business relations with the 

client; 

- The state represented by tax authorities that check the accuracy of accounting 

documents, tax calculation, determine tax policy; 

- Employees of companies that are interested in data of statements in terms of 

their wages and prospects of the company. 

2) users, indirectly interested in the activity of enterprise, for which study of 

statements is necessary to protect the immediate interests of users: 
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- Audit service which reviewed the data of statements for compliance with the law 

and generally accepted rules of accounting and statements in order to protect the 

interests of investors; 

- Consultants on financial issues, which are using statements to develop 

recommendations to their clients on capital allocation in a particular company; 

- Exchange of securities; 

- State authorities who decide on the registration of businesses cease their 

activities and assess the need to change methods of accounting and statements; 

- Legislative bodies; 

- Lawyers who need statements to evaluate the implementation of agreements, 

compliance with legal regulations in the distribution of income, and to determine the 

conditions of pensions; 

- Statistical agencies that use statements for statistical generalizations by industry, 

for benchmarking and performance evaluation at the regional level; 

- Press and news agencies that use the statements to prepare surveys, assessment 

of trends and analysis of individual companies and industries, the calculation of 

generalized financial performance; 

- Trade unions interested in financial information to determine requirements with 

respect to wages and conditions of employment contracts; 

- The public, who need information on a range of business, providing him the 

number of jobs and so on. 

 

9.4. Interconnection of management, controlling and informatics 

Management of modern enterprise requires increasing efficiency. During the 

rapid changes in the market, a shorter cycle of turnover of products and services, 

customer demand variability is important to ensure comprehensive information base 

for making operational and strategic decisions and monitoring their implementation. 

The traditional paper media are a clear barrier to the introduction of advanced 

technology management. In this regard the use of modern methods of collecting, 
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processing, storage, analysis and presentation of information for the preparation of 

administrative decisions is one of the most important tools of business development. 

Controlling as a system of management of the future plays a special role in 

ensuring the long-term functioning of the company and its business units. The core of 

the system is to compare planned and actual values of monitored parameters based on 

a development plan and budgeting enterprise. As the development of the system of 

management on the enterprise control and management are giving way to self-control 

and self-government in a particular organizational unit. This follows the cycle 

support management decisions "plan - organization performance - Accounting - 

Control - Analysis - regulation" at each of three levels: strategic, operational and 

tactical. 

From the information point of view is the core of decision support system 

(DSS) - a kind of add-on after operational information systems used in the enterprise. 

The purpose of the development and implementation of DSS - information support of 

operation and comfort for top management and leading specialists in making 

informed decisions that meet the mission of the company and its strategic and tactical 

objectives. 

The basis of this system are: 

- Providing data and analytical information and the consolidated nature of both 

internal and external sources for economic and financial evaluation, comparison of 

plans, development models and forecasting in business; 

- Forming in cooperation with management systems of information, financial, 

mathematical and heuristic models of economic and administrative processes. 

Conceptually, the solution of the problem should be based on ensuring access 

to data and information and forming adaptive system of business models. It is 

necessary to ensure that: 

- Access to internal and external information sources, using databases that 

mass-produced; 

- Management of data and information in a variety of (MultiBase) complexes, 

which allows for their openness; 
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- Storage of data and information in a standardized format suitable for further 

analysis, synthesis and presentation, including models "what ... if ..."; 

- Analysis and synthesis of financial and economic information, modeling of 

processes and conditions; 

- Presentation of information in the form of charts, graphs and maps in a form 

that is intuitively understandable to management for decision making. 

Thus, in order to create a system is to provide guidance and information 

support preparation of decisions on key financial and economic issues top 

management and middle management on the basis of factual and statistical analysis 

and forecasting of financial and economic indicators. This involves the use of 

permanently methods of forecasting, monitoring, analysis and adjustment of the 

company and its business units, as well as information about the market and 

competitive environment. 

One of the main differences between analytical system and data processing of 

operation system is not only a huge amount of data processed but also the need to 

maintain arbitrary treatment in advance ad hoc requests from various sources. The 

implementation of the tasks is impossible without widespread use of automated 

information systems (AIS). The information, software and technical support AIS 

should provide online access and systematization of both internal and external 

information sources to form a common information space. 

Common information space means a series of methodical, organizational, 

programmatic, technical and communication tools that provide quick access to any 

enterprise information resources within the authority and access rights specialists. 

 

9.5. Factors of solving complex management tasks by using informative 

providing 

Critical in development the strategy of building an integrated AIS should be 

consider four factors: time, availability of resources, potential development, 

succession. 
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The time factor. Given the strategic importance of timely information support 

for all activities and growing competition it is necessary that the first stages of 

creation the information system were completed and the first results of its operation 

were obtained as soon as possible after the decision to develop the system and start 

funding. Development itself should also be completed as soon as possible. 

The time factor should be taken into account in the operation of the system 

because in an increasingly competitive quality of business management  and 

timeliness of information to the user for its speedy analysis and decision making are 

strategic components of success. 

Availability of resources factor. Investments in development funding can be 

significant, but they should: 

– achieve the goal of development and implementation of system; 

– provide maximum benefit (profit) from development; 

– be optimal in comparing to other implementation options. 

To substantiation for the project should be developed a business plan. We must 

also take into account economic trends, such as the relatively rapid rise in labor 

highly skilled professionals, the intensive development of the market of equipment 

and information technology, which in many ways does not lag behind world. With 

this take place a relative cheapening of technical means. On the other hand, a gradual 

decrease in the proportion of "pirated" or not official use of software, especially for a 

relatively new technology platforms, increases the cost of software when creating an 

integrated AIS. 

Factor of potential development. As the situation in the business sector in 

Ukraine is subject to rapid and sometimes turbulent transitional change (legislation, 

political changes and decisions, macroeconomic decisions that lead to changes in the 

methods and parameters of calculation various existing indicators and the 

introduction of new indicators, new areas and species of activity), these changes must 

be easily and quickly reflected in the AIS by modifying and expanding its 

functionality. In addition, should be ensured the possibility to transfer decisions on 

new computing platforms, new technology and software. 
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Succession factor. In information providing always uses existing enterprise 

resources and know-how. This is explained by gradual transition to new technologies, 

habits and presence in each of the previous decisions of positive components. In 

addition, succession is extremely important in analytical systems for continuous 

business analysis and presentation of information from external sources to obtain 

substantially new information and fundamental expanding class of decisions. 

Creation of information systems requires systematic targeting of developers at 

all stages of the life cycle of the system.  

System approach envisages: 

– definition of the concept of development AIS; 

– development of technology platform based on the concept of development of 

system; 

– formation a model of business processes and develop business rules; 

– modernization of the rules (regulations) of business management system; 

– development of measures for implementation of qualitatively new elements 

in the work of the staff and the entire organization as a result of comprehensive 

computerization. 

Success largely depends on organizational measures (including efforts to 

formulate the mission and goals of the company, for the distribution of responsibility 

and control) to which has to be ready the senior management. 

Consistent use of the system approach provides: 

– adoption decisions on the development of architecture of controlling system, 

that require knowledge of both the subject field and in the sphere of development of 

computer systems; 

– choice of technology platform, system integrators and technology of 

designing; 

– parallel development of documentation, including technological 

documentation; 

– elaborate the plan of implementation, maintenance and development. 
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In practice, with the level of qualification of attendant staff and users, the terms 

for the development and implementation,availability of resources, the need to train 

professionals possible modification of the general scheme subject to the basic 

requirements and principles. 

 

Control questions and tasks 

1. Recount the types of financial reports and describe them. 

2. Formulate methodological approaches to assessing the financial statements. 

3. What are the methods that used in the analysis of financial statements? 

4. What tasks need to be addressed for financial controlling for achieving the main 

goal of financial statement analysis? 

5. Determine how to ensure the harmonization of financial reporting?? 

6. Describe the principles of inclusion the information in the financial statements. 

7. Discover the nature and conditions of implementation of decision support 

systems (DSS). 

8. What factors take place in the development strategy of building an integrated 

AIS? 
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TOPIC 10. THE INTERNAL FINANCIAL CONTROL ON THE 

ENTERPRISE 

10.1. The state and value of internal financial controlling. 

10.2. Function and forms of internal financial controlling. 

10.3. Methods of internal financial controlling. 

10.1 The state and value of internal financial controlling. 

To improve the management, heads of the companies and other parts 

(including public) are creating specialized units for financial control in their managed 

objects. This is internal financial control its independent from outside influence, 

activity of business or state of management about control and evaluation of it work 

which provide in its own interest. Financial controlling becomes the theoretical and 

practical significance as an important part of the theory and practice of financial 

management in the market conditions. It is organized process of all management 

decisions by companies’ administration in the financial sector to ensure the 

implementation of financial strategies and tactics, and to prevent crises that lead to 

bankruptcy. The system of internal financial control is created linearly or functional 

features or contains a both elements at the enterprise. The state of the system of 

control puts division of responsibilities between the various departments and their 

managers. Financial control is included as well. The system of control is provided to 

assist managers in business issues: 

1) Choosing between alternative actions that can be applied in a particular 

period; 

2) Detection the mistakes of specific workers. It might appear unrealistic plans 

to establish with right forecasts, or failure of the actions that need to be applied for 

specific financial, investment, marketing, and other decisions; 

3) Doing actions that could correct the mistakes and build on the success. 

So, internal financial control – activities the department of finance and 

controlling directed on providing reliable information to the structural divisions about 

using financial resources, evaluate the effectiveness of their financial and economic 
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activity; identifying and preventing the deviations that prevent the lawful and 

efficient use of assets and funds. 

Internal financial control it is self-control that made by institutes for their own 

financial business and business of its units.  

Internal control is belonging to a leader who organized it, but it should be 

possible independent like functionally and organizationally. 

The purpose of internal controls it’s assistance the management or 

administration (including state body) for effectively performs its functions. Internal 

controllers represent management data analysis, marks and other necessary 

information obtained as a result of inspections. This information helps management 

to decides what measures are necessary to eliminate (if found) and areas where there 

is room for improving efficiency. Internal control: 

- Doing within the organization (or management structure) by the officials 

(controllers); 

- Organized by the decision of the organization (or governing body); 

- Internal control information is usually intended for management staff of the 

organization; 

- Internal control is funded by the organization. 

The list of responsibilities that could be included for internal controllers: 

- Check the efficiency of control; 

- Counting the effectiveness of the organization; 

- Determining the level of achievement of program objectives. 

Internal controllers could hold the management audit functions. 

Administrative audit it’s the study of business operations in order to develop 

recommendations for the economical and efficient use of resources, achieve high 

results and policy of organization. It should assist the managers in carrying out their 

functions and lead it to increase profitability of the organization. 

10.2. Function and forms of internal financial controlling. 

The important role belongs to systems and methods of internal financial control 

as part of financial controlling.  
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Internal financial control is an organized process of checking performance and 

providing the administrative decisions in the financial management of the enterprise. 

The purpose is achieving the strategic goals and prevents crises that could lead to 

bankruptcy.  

The function of financial management and controls usually are carried out the 

financial director, auditor (controller) and treasurer in the big Western corporations. 

The functions of internal auditor are run records, document research and 

monitoring financial performance on past and current trade and financial transactions. 

The Inspector is the head accountant. He is entrusted the preparation of operational 

financial reports, tax returns, annual reports and paperwork for government 

regulators. The auditor should ensure that funds are used efficiently and by a purpose.  

Treasurer has on outside function. He manages the capital of the company and 

has contacts with lenders, investors, shareholders, insurers and with the public 

authorities. Treasurer is responsible for the effective management of assets and debt 

of the company, financial planning, investment, development credit, investment and 

dividend politic. The financial director of corporation organizes and coordinates the 

work of the auditor and treasurer. He was assigned to control all stages of the 

financial activities of the company and has the role of financial advisor of the head 

part. It is involved in the development of financial and investment politic. 

The main reasons for deviations from the actual values from planned 

(normative) are studying in the business as a whole, its branches and centers of 

financial responsibility. They are looking the financial performance and financial 

responsibility centers, where there are "critical" deviations are different from current 

plans, budgets, regulations and standards during the analysis. For each "critical" 

deviation figures out it causes. Control reports are using indeed (heads of 

departments, divisions, services). The financial monitoring system can be adjusted by 

changing the control objectives and indicators of operational production plans and 

budgets which developed by company. A similar system of actions carried out in 

situations where opportunities to optimize certain aspects of financial activity is 
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limited or not exist. It may be decided to stop the activities of individual 

responsibility centers in the exceptional cases. 

Forms of the financial control 

The form of financial control is the concrete determination of the organization 

of the control action. The forms of financial control can be classified by different 

ways. 

Depends on time of control and time of doing the financial and business 

operations there are three main forms of financial control: the previous, current and 

after control. 

Previous control doing before tested operations. It is usually held on the stage 

of drafting, review and approval of budgets and financial plans of business, estimates 

of profits and costs of the organizations, draft legislation, contractual agreements, 

constituent documents, etc. It is going before economic and financial transactions. 

Previous control allows eliminating attempts to break the financial laws and no 

purpose wastage of resources and identify sources of additional financial resources. 

The current control or operational is produced in the course of economic and 

financial operations, providing of financial plans, budgets. The current control is 

based on data of primary documents, operational and accounting inventories and 

visual observation. The current control allows to monitor and regulate the economic 

situations which are changing quickly, to prevent loss or damage, prevent the 

occurrence of financial crime, no purpose wastage of funds. 

The after control sets the results of formation and use of funds. It checks 

completeness of financial resources, legitimacy and appropriateness of their spending 

during budget execution, execution of financial plans of business, estimates of 

budgetary institutions. The counting of business activity of controlled subject 

producing in the result of analysis the material, labor and financial resources, law 

committed financial and business operations, achieved financial results. After control 

is different by depth study of business activity for some period. It results closely 

connected with the results of previous or current control that allows open mistakes of 

it produce. 
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Control is divided into documentary (formal) and actual by the nature of the 

material on which is carried out. The sources of information for a documentary 

(formal) control is the primary documents, accounting registers, accounting, 

statistical and technical and operational reporting, regulatory, design, technological 

and other documentation. 

Actual control is based on a study of the actual state of objects that inspected 

according to inspection (conversion, weighing, laboratory analysis, etc.), and it 

cannot be comprehensive because of the continuity of the economic situation. Special 

methods of actual control help to set the usefulness and undeniable evidence of 

primary documents and accounts. Therefore, both types of control are not isolated, 

but complete each other. 

 

 10.3. Methods of internal financial controlling. 

In total there are following methods of financial control: inspection, audit, 

inspection, analysis. These forms can be used in the system of internal financial 

control, if company has structural units. 

Inspection is a single control action or study the certain section of the subject. 

It is procedural action to control financial and economic activity in terms of financial 

audit law. It is compare the actual data with the control data displayed in (tax, 

accounting, balance, consumables). It determined the legality and if necessary, 

effective use of financial resources, determine the violations of financial discipline 

during the inspection. Generally, inspections are belonging to some issues of 

financial and economic activity. These results are help to eliminate the mistakes.  

It is important to admit there is desk and field inspections by the place of 

providing. 

By the complete coverage of the material: full inspection is checking all the 

documents of the organization, without gaps and thoughts about the lack of mistakes 

(in the actual control is checking the wealth); particular inspection is checking only 

part (a certain sample) of the documents. 
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Inspection could be complex, selective and thematic (target) by the term of 

issued question. 

Internal financial control of the enterprise may focus on particular aspects of 

the business activity (business unit). There are practical types of the internal financial 

control: 

- Control of the planning, 

- Control of the capital structure, 

- Control the investment of the company. 

The control of planning. Many of the business problems are beginning from 

unskilled completed business plans, budgets and estimates in the practice. These 

mistakes could be intentional that mean it came from adopting the technology of 

preparation the financial documents. On the other hand, companies are able to 

significantly increase its effectiveness where budgeting and business planning are 

controlled by internal auditors. 

The control of the capital structure. This is another subject of internal financial 

control. Ideally, it maximizes the enterprise value while minimizing the total cost of 

its capital. First of all, it has to analyze and evaluate the ratio of debt and own capital, 

the level of financial leverage, its dependence on financing structure, size and 

composition of debt sources. 

Control the investment of the company. It may finance the enterprise by 

attracting investment. In this case, the company will have to determine it’s politic on 

the payment of income on securities documents. Therefore, it will inevitably face a 

problem. On the one hand, it is maximizing stability of dividend payments and affects 

the growth of quotations (in case the owners of the company are its employees, then 

its increase productivity). On the other hand, it is increasing dividends payment helps 

the company automatically reduces the share of profits that is reinvested in 

production. We have to look for the "golden mean» to tying together the strategic 

goals and operating objectives of the company. 

In summary, commercial enterprise is oriented self-organizing social system 

which operates in harsh competitive environment and has full economic 

398



independence in the market system. The system of internal control of industrial 

enterprises should focus on the providing of key indicators of effectiveness 

functioning in modern conditions: 

- A strong position on the markets; 

- Financial state of the enterprise; 

- Quick adaptation the system of production and management of the company 

in the dynamic environment (market conditions); 

- The quality of information security in the company; 

- The quality of internal control at the company. 

The necessaries and effectiveness of internal financial control are the basis of 

performance of any system. 

Questions and tasks 

1. What is internal financial control? 

2. What questions designed to address the system of control? 

3. Identify and compare the features auditor and treasurer. 

4. What forms of financial control at the company? 

5. What is the previous and current control? 

6. What is the role and nature of after control? 

7. Determine the nature, purpose and inspections at the plant. 

8. What is the control of the planning and what it means in financial controlling 

system? 

9. Describe and define content control of the capital structure. 

10. What are the procedures, factors and indicators can be assessed in the 

investment analysis? 
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PRACTICAL WORK 

 

Examples of tests 

Content module 1. Theoretical foundations of financial controlling and methods 
of ensuring the effectiveness of financial and economic activity of the enterprise 

Theme 1. Fundamentals of financial controlling 
Test. Controlling as the system which support management decisions was first 
introduced in enterprises in: 

1)  United Kingdom; 
2) USA; 
3) Germany; 
4) continental Europe. 

Test. The most important components in controlling concept are: 
1) philosophy of profitability and division of controlling tasks into cycles; 
2) formation of organizational structure, focused on achieving strategic and 

tactical goals and synchronization of the enterprise objectives; 
3) continuous evaluation of customers under criteria of  profitability and control 

of units; 
4) creation of information system which adequate to task of target management. 
 

Theme 2. Organization of financial controlling in business 
Test. Linear management structure is characteristic of (is typical for): 

1) alternative 1 organizational structure of management; 
2) alternative 2 organizational structure of management; 
3) alternative 3 organizational structure of management; 
4) all  . 

Test. Such task like regulating information flow, financial controller performs within 
functions: 

1) coordination; 
2) budget control; 
3) internal consulting and methodological support; 
4) internal audit and revision. 

 
Theme 3. Budgeting and budget control in financial controlling system 

Test. The starting point for budgeting usually is: 
1) plan of reserves; 
2) sales plan; 
3) resource plan; 
4) plan-balance. 
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Test. The document which interpretes the results of the budget, evaluates main 
financial indicators, and formulates proposals that arise from the analysis of 
deviations, is called: 

1) report; 
2) conclusions of controller; 
3) controlling act; 
4) analytical reference. 

Theme 4. Internal (transfer) pricing 
Test. Transfer pricing in a market economy is characteristic for:  

1) decentralized management structure; 
2) centralized management structure; 
3) enterprises with mono production; 
4) public enterprises. 

Test. To the costs method of forming transfer price belongs method:  
1) full actual cost;  
2) regulatory costs; 
3) variable cost; 
4) All answers are correct. 

 
Theme 5. Estimation of effectiveness financial-economic activity and 

motivation system 
Test. The method which based on the consideration of specific top-level index that 

gradually in sequence decomposes  at a lower level indicators that are in 
meaningful connection with the main index, refers to: 

1) empirical-inductive systems; 
2) Du Pont system; 
3) logical-deductive system; 
4) ZVEI system. 

Test. One factor that directly affects the performance of the enterprise, is … 
1) human resource; 
2) competition; 
3) demand; 
4) owners of the company structure. 

 
Content module 2. Methodical toolkit and practical implementation of 

financial controlling system 
Theme 6. Value-oriented controlling 

Test.  The founder of the concept of value-based management is: 
1) J. Mc Taggart; 
2) Rapoport A. and B. Stewart; 
3) Copeland and Koller; 
4) Stern Stewart and Lewis. 

Test. To the non-financial value factors belong: 
1) size of receivables; 
2) competitive environment; 
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3) staff qualification; 
4) demand for products. 

 
Theme 7. Strategic Financial Controlling and Balanced Scorecard 

Test. The most important form of expression  of strategic financial controlling is: 
1) system of strategic (long term) planning; 
2) financial support and the possibility of attraction the additional capital; 
3) availability of qualified staff; 
4) the availability of reliable and cheap sources of raw materials. 

Test. To the non-monetary goals of the enterprise belongs: 
1) increase in credit worthiness and investment attractiveness; 
2) achieving a certain level of profitability sales; 
3) achievement of the determined growth rate of profit; 
4) providing a certain amount of hidden reserves. 

 
Theme 8. Financial diagnosis and monitoring  in controlling system 

Test. The term "financial diagnostics" in the economist's dictionary  first introduced: 
1) Bernard Kollans; 
2) Michael Eugene Porter; 
3) Mike Kennerly; 
4)  Andy Neely. 

Test. Financial diagnosis based on: 
1) objective assessment of the dynamics of liquidity, solvency and financial 

stability of the company; 
2) determining the effectiveness of financial resources; 
3) analyzing the dynamics of income and profitability of the company and 

factors that affect them; 
4) implementing internal (traditional) analyze of the financial condition of the 

company. 
 
Theme 9. Harmonisation of the financial statements as the competence of 

controlling 
Test. The main requirement for the information provided to external users developed 
financial markets - it is: 

1) compliance with international accounting standards; 
2) timeliness; 
3) uniformity; 
4) utility. 

Test. The principle of preparation the financial statements, for which the company is 
considered as a legal entity that is separated from the owners - individuals - is: 

 1) conformity principle; 
 2) the principle of autonomy of enterprises; 
 3) the principle of consistency; 
 4) corporate principle. 
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Theme 10. Internal financial control of the enterprise 
Test. The study of business operations in order to develop recommendations for the 
economical and efficient use of resources,  achieve  optimal end result and produce 
organization policy  - is … 

1) management audit; 
2) financial controlling; 
3) financial diagnostics; 
4) anticrisis management. 

Test. In practice, financial controlling advisable to carry out this kind of internal 
financial control: 

1) control of planning; 
2) control of capital structure; 
3) control of company's investment; 
4) all answers are correct.      

 
Examples of solving problems  

Problem . Make ABC-XYZ-analysis of product groups in specific gravity 
circulation (ABC) and the velocity per month for such data: 

Group 
Number of  
products 

Annual turnover, 
in mln. UAH 

A 500 192 

B 750 36 

C 3750 12 

Together 5000 240 

Make conclusions and bring in appropriate proposals to enterprise management. 
 
Solving. 

Group 
Number of  
products 

% of full 
assortment 

Annual turnover, 
in mln. UAH 

% of turnover 

A 500 10 192 80 

B 750 15 36 15 

C 3750 75 12 5 

Together 5000 100 240 100 
 

velocity 
(share of assortment) – (share 

of value) 

X (>5) Y (>1) Z (<1) sum 
(position) 

(10%) A (80%) 100 200 200 500 

(15%) B (15%) 150 200 400 750 

(75%) C (5%) 50 100 3600 3750 

sum (position) 300 500 4200 5000 
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Problem. Identify for management, the most powerful in terms of turnover or 
market space regions, based on the data table. It should be noted that realized sales  
on profitable products and regions is the starting point for further planning and 
market strategy.  

                                                                                                                      Table   
Initial statistics (mln. UAH): 

Regions Level of  
turnover,  
product 1 

Level of 
turnover, 
product 2 

Other 
products 

Turnover in 
general 

District sale a 10 8 2 20 
District sale b 5 70 5 80 
District sale c 5   5 
District sale d 30 5 0 35 
District sale e 20 17 8 45 
District sale f 25 15  40 
District sale n   15 15 

Turnover in general 95 115 30 240 

Perform ABC analysis and identify areas that require special attention of 
management. Formulate appropriate proposals. 

Solving. 
One third of the turnover achieved in only one of districts sale (group A). Next 

three shopping areas (group B) give more than half of turnover. Or only 4 shopping 
areas realize about 83% of turnover. These four regions are the major with the highest 
proportion of market. They require special attention of management. 

                                                                                                                                          able 
 A >50 mln. UAH B >30 mln. UAH C < 30 mln. UAH 

District sale b 80   
District sale e  45  
District sale f  40  
District sale d  35  
District sale a   20 
District sale n   15 
District sale c   5 

Turnover in general =240 
mln. UAH 

80 = 33,3% 120= 50% 40 = 16,7% 

 
Problem. Using the ABC analysis combined with the margin calculation 

system, which is based on the calculation of costs by groups of goods and turnover 
statistics, hold (lead, conduct?) grouping of basic goods depending on their 
contribution to the success of the enterprise (see table). 

                                                                                       Table 
Product group The cost of 1 unit. in 

UAH 
Price for 1 unit on 

market 
Sold, thousand 

units 
A. Pants - in general    
1. Pants from costumes  50 70 40 
2. Work pants 25 30 100 
3. Sport pants  45 60 30 
B. Coats - in general    
4. Winter coats 80 90 30 
5. Summer coats  70 85 15 
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C. Another assortment    
Blouses - in general    
6. Blouses Grade 1 25 30 20 
7. Blouses Grade 2 15 25 4 
8. Jackets 70 75 3 
9. Anorak jackets 100 100 70 
10.  Shirts 25 25 300 
11.  Caps 12 10 15 

Together    627 

Make conclusions and bring in proposals to company's management . 
 

Solving. 
                                                                                                                                        ble 

Product group The cost of 
1 unit. in 

UAH 

Price for 
1 unit on 
market 

Difference 
(Prices to 

costs) 

Sold, 
thousand 

units. 

Profit, 
thousand 

UAH 

The share in 
total profit, % 

A. Pants – in general      72,8% 
4. Pants from 

costumes  
50 70 20 40 800 33,3% 

5. Work pants 25 30 5 100 500 20,8% 
6. Sport pants  45 60 15 30 450 18,7% 
B. Coats - in general      21,9% 
6. Winter coats 80 90 10 30 300 12,5% 
7. Summer coats  70 85 15 15 225 9,4% 
C. Another 
assortment 

     6,4% 

Blouses - in general      5,9% 
12. Blouses Grade 1 25 30 5 20 100 4,2% 
13. Blouses Grade 2 15 25 10 4 40 1,7% 
14. Jackets 70 75 5 3 15 0,6% 
15. Anorak jackets 100 100 0 70 0 0 
16.  Shirts 25 25 0 300 0 0 
17.  Caps 12 10 -2 15 -30 -1,2% 

Together      2400 100% 
 

Problem. Assess feasibility of investing in individual stocks for the following 
data: 

Table 
Indicator Stocks  Stocks B Stocks C 

1. The expected return on investment (ROI), % 10 15 20 
2. Average square (standard) deviation (sA) for ROI, % 8 12 16 

 
3. The correlation coefficient K (RA; RM) between planned 

investment rate of return and the average rate of return on the 
market as a whole 

0,7 0,9 0,8 

4. Average square deviation (sM) ROI in the market as a 
whole, % 

7 7 7 
 

5. Beta coefficient (b ) 0,8 1,5 2,3 
6. The average yield of a diversified investment portfolio 

(RM), % 
10 10 10 

 
7. The risk-free interest rate for the capital market ( ), % 9 9 9 

Use Capital Asset Pricing Model (CAPM) and formulate investment decision. 
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Solving. 
Capital Asset Pricing Model (CAPM) can be represented as an  expected 

equilibrium return on investment, which amounts the sum of the risk-free interest rate 
and risk premium on investments in certain asset which defined as the product of 
systematic risk inherent in this asset, and the average risk premium: 

CAPM (RA) = i + (RM – i) · b  ,                                                                      
where CAPM (RA) – the expected return on investor capital assets subject to 

market equilibrium.  
Rule of acceptance the investment decisions according to the CAPM is as 

follows: should invest in those investments, the expected return which is higher than 
the equilibrium profitability, calculated by CAPM. If there are many alternatives, 
should be preferred by most profitability which differs from the equilibrium upwards. 
To understand the mechanism of investment decisions using CAPM, consider a 
hypothetical example. 

.  Ra = 9 + (10 – 9) · 0,8 = 8,0 (10 – 8,0 = 2,0). 
B.  R  = 9 + (10 – 9) · 1,5 = 15,0 (15 – 15 = 0). 
C.  R  = 9 + (10 – 9) · 2,3 = 23,0 (20 – 23,0 = –3,0). 
According to rule of acceptance the investment decisions for the CAPM, the 

most profitable investments is option A, because the expected profitability is the most 
distinguished upwards from equilibrium profitability. 

Problem. To financial controller tasked to make projections of the volume of 
receipts from sales for the financial plan for 2016 year. Projected values of the cash 
flows in 2015 was 15 mln. UAH; the actual amount of revenue in 2015 amounted to 
15.5 million. UAH; the value of smoothing factor which is taken into account in 
calculating the company's forecast is 0.33. 

Using the method of exponential smoothing of the first order find the value of 
the forecast figure for 2016 year.  

Solving. 
By using the method of exponential smoothing of the first order Pt + 1 = Pt + a(Ft 

- Pt), the desired value of the forecast figure for 2016 will amount to 15,165,000. 
UAH:  

2014 = 15,0 + 0,33 (15,5 – 15,0) = 15,165 mln. UAH. 
Problem. The market value of the portfolio at the beginning of the first period 

is 500 thousand UAH at the end of the first period - 550 thousand UAH at the end of 
the second period - 620 thousand UAH at the end of the third period - 600 thousand 
UAH. Payments for the portfolio for each period equal to 10% of the market value of 
the portfolio at beginning of period. 

Determine the yield of the portfolio in each of the periods, the arithmetic mean 
and the geometric mean interest rates. 

Solving. 
Payments for the portfolio for each period respectively are, thousand UAH: 
500×0,1=50; 550×0,1=55; 620×0,1=62. 
Determine the yield of the portfolio in each of the periods: 
Rn1= (550–500+50):500=0,2 or 20%; 
Rn2= (620–550+55):550=0,227 or 22,7%; 
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Rn3= (600–620+62):620=0,068 or 6,8%. 
 

The average arithmetic interest rate  is  analogue of simple percent and reflects 
the average yield of the portfolio over n periods provided that income of portfolio 
periodically removed and lost funds renewed, ie: 

                                   n                       
   Rnt =(  Rnt) : n.                               

                            i=1            

For the nonce: 
Rnt = (0,2 + 0,227 + 0,068): 3 = 0,165, r 16,5 %. 
The average geometric interest rate is the  analog of complex percent and 

reflects the average yield of the portfolio over n periods provided that the income 
earned on the portfolio in each of the periods reinvested: 

                                   n                       
   Rnt =(  (1 + Rnt)) 1/ n  – 1.                               

                            i=1            

For the nonce: 
Rnt= ((1+0,2)×(1+0,227)×(1+ 0,068)) 1/3 – 1 = 1,163 – 1 = 0,163  16,3% 
 

Problem. Calculate the transfer price for centers of responsibility for these conditions:  
- Variable cost for center responsibility  – 10 thousand UAH; 
- Variable cost for center responsibility  – 18 thousand UAH; 
- Variable cost for center responsibility  – 8 thousand UAH; 
- Total operating expenses – 50 thousand UAH; 
- Sales revenue – 70 thousand UAH. 
Solving. 

4. Calculating the marginal income:  
I = SR – VC = 70 – (10+18+8) = 34 . . 

The proportion of variable costs of each center of responsibility in the value of 
revenue: 

.11,0
70

8

;26,0
70

18

;14,0
70

10

;
V
CiV

Ci SR

C

 

 
5. The calculation of the proportion of marginal income in variable costs:  

94,0
81810

34
VMI

C

I  

 
6. Marginal income of center of responsibility:  
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.52,794,08

,92,1694,018

,4,994,010

I

I

UAHthousandCI

UAHthousandCI

UAHthousandCI

V
CC

MI
V
BB

V
A

 

 
4. Planned profit of center of responsibility: 

.72,4))8181050(
81810

8
(52,7Pr

,92,9))8181050(
81810

18
(92,16Pr

,2,5))8181050(
81810

10
(4,9Pr

)(,Pr

UAHthousand

UAHthousand

UAHthousand

CCCwhereCI FF
Ci

n
Ci

n
CiCiCi

 

5. Transfer price of centers of responsibility: 

.828,1572,4)14*222,0(8

,92,3492,9)14*5,0(18

,01,192,5)14*278,0(10

CPrC CRCR

UAHthousand

UAHthousand

UAHthousandP

ICP V
CRCRCR

V
CR

 

 
Problem. Calculate the rate of economic value added (EVA), if: 

net profit = 32,8 thousand UAH; 
equity = 2638 thousand UAH; 
non-current assets = 1448 thousand UAH; 
the size of the dividend payments to owners = 12%; 
discount price = 9%; 
time of delay = 32 days; 
the cost of bank loans = 27%; 
costs to attract bank loans = 5%; 
rate loan with registration of bill = 17%;  

Solving. 

assetscurrentnonequitywhere

WACCNPEVA
 

 
1. Calculation of weighted average cost of capital: 
- value of functioning capital:  

%)15(149,0%100
2638

%10012,08,32
%100

E

NP
VCF p

 

- Calculating the cost of commercial credit granted in the form of a short-term 
deferred payment: 

%)7,0(007,0
360

)18,01)(3209,0(

360

)1)(( IT
S

RTDDP
CCK   

- The cost of commodity (commercial) credit in the form of deferred payment with 
registration of bill: 
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%3,15
09,01

)18,01(%17

1

)1(

DP

RR
CCK ITR  

- The cost of bank loan:  

%3,23
05,01

)18,01(27

1

)1(

B

ITBL
B CL

RR
CKL

 
 

Element of capital The rate of return Specific 
weight 

VCF 0,149 0,27 
CCKS 0,007 0,02 
CCKB 0,153 0,28 
CKLB 0,233 0,43 
 0,542 1 

 

.4,18118,0)14482638(8,32

:

18,043,0233,028,0153,002,0007,027,0149,0

:cos

UAHthousandEVA

addedvalueeconomictheofnCalculatio

WACC

capitaloftaverageWeighted

 

According to the results, level of income lower than the minimum required on 
181.4 thousand. UAH.  

 
The methods of forecasting cash flows 

Problem. To financial controller tasked to calculate forecast indicators of 
receipts from sales by the moving average method  in the third quarter of the plan 
year in terms of individual months. At his disposal is information on revenue in the 
previous six months.  

Solving. 
The following table shows the calculation of estimated figures when studied interval 
of n = 3.  
 

Serial number of 
the period 
(month),  

The value of the 
studied 

parameter,  
 

Moving average in 
the extreme 

period, t 
 

Calculation of the 
moving average, t 

 

1 100,0 —  
2 98,0 —  
3 101,0 —  
4 104,0 —  
5 103,0 —  
6 105,0 104,0 (104 + 103 + 105) : 3 

7 (forecast) 104,0 104,0 (103 + 105 + 104) : 3 
8 (forecast) 104,0 104,3 (105 + 104 + 104) : 3 
9 (forecast) 104,3 — — 
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Model of distribution 
Problem. The company releases 1,000,000 euro checks on the date of August 

16 (Thursday). What income can be expected during the coming week under the 
conditions of the above graph of distribution.  
 

Number of days 
after the release 

of the check 

% of the expected 
amount of clearing 

Day of effect 
on week 

% of effect 

1 13 Monday –2 
2 38 Tuesday 0 
3 28 Wednesday +2 
4 13 Thursday +1 
5 8 Friday –1 

Solving. 
Define the forecast cash flows 

Date  Number of 
days after the 
release of the 

check 

Day of the 
week  

% of 
expected 
revenues 

The predicted 
flow 

17 august  1 Friday 13 –1= 12 120 000 
20 august  2 Monday 38 – 2 = 36 360 000 
21 august  3 Tuesday 28 = 28 280 000 
22 august  4 Wednesday 13 + 2 = 15 150 000 
23 august 5 Thursday 8 + 1 = 9  90 000 

 
Forecasting revenues and payments 

 
Problem. According to a retrospective analysis of the company have 

information that its receipts from sales is as follows: 
  20%             Calculation in fact; 
  50%             The calculation in 30 days;   
  28%             The calculation in 60 days;  
  2%           high probability of non-payment (allowance for doubtful accounts). 
Graph of sales:  
June  USD   1,250,000 
July  USD      750,000 
August  USD   1,075,000 
September  USD   2,504,000 
 
Also the company should make the following payments:  
– The amount of payment is 75% of the total revenue realization; 
– 25% of payments relating to current procurement;  
– 50% of payments are paid 30 days after purchasing;  
– 25% of payments are paid 60 days after purchasing. 
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Determine net cash flow for september. 
 

Solving. 
1. Cash flow of revenue from main activities:  

Income June  July  August   September  It will not be 
returned 

1 250 000 250 000 325 000 350 000 - 25 000 

750 000 - 150 000 375 000 210 000 15 000 
1 075 000 - - 215 000 537 000 21 500 

2 504 000 - - - 500 800  

Together    1 248 300  

 
2. Cash flow, directed to purchase: 

Month of 
purchase 

Sum of purchases Total payments for purchases 
June  July  August   September  Together 

June  1250000×0,75= 
93750 

93750×0,25 = 
23437,5 

    

July  750 000×0,75= 
562500 

93750×0,5= 
46875 

562500×0,25= 
140625 

   

August   1 075 000×0,75= 
806250   

93750×0,25 = 
23437,5 

562500×0,5= 
281250 

806250×0,25= 
201562,5  

  

September  2 504 000×0,75= 
1878000 

 562500×0,25= 
140625 

806250×0,5= 
403125  

1878000×0,25= 
469500 

1013250 

       

 
Net cash flow in September is: 
NCFseptember. = 1248300 – 1013250 = USD 235050 
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