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CAPITAL EVALUATION IN FISCAL ACCOUNTING
WITH THE OBJECT OF BUSINESS OPERATION

Summary: Valuation of company’s capital is considered a useful tool of its management;
also it is considered to be criteria of economic well-being, basis of plans and strategies
development, as well as determinant of management effectiveness and choice of directions
and ways of development. Therefore, the study of the conditions and methods of the
valuation ofcapital cost, which is presented in the present article, is relevant and topical
within current economic conditions.

Key words: valuation, value, cost of capital, liabilities, efficiency, management.

1. Introduction

At the present stage of the development of the accounting system in Ukraine, a vital
issue is the reformation of its methodological and managerial principles,
reconsideration of the accounting concept itself, one of the main issue of which is the
concept of accounting of enterprise equities (capital, property) and the capital that is
attracted to enterprise activity, as a considerable agency of enterprise’s value.

One should note a number of authors of modern studies on capital as a constituent of
accounting under the term “equities”. Among Ukrainian researchers one can mention
M.T. Bilukha, F.F. Butynets, S.F. Golov, V.V. Sopko, N.M. Tkachenko, M.G. Chuma-
chenko, V.G. Shwets, V.O. Shevchuk and others. Among foreign authors one should
note the works of the following scholars: H. Anderson, Yi. O. Danylevskyi, W.D.
Koldwell, V.F. Palii, Ya.V. Sokolov, E. Helfert, E.S. Hendriksen, A.D. Sheremet.

Increase of the effectiveness of enterprise capital (equities) management and its
constituents is impossible without measuring its efficiency on the basis of a
definition of the system of its activities.

The main task with respect to solving the issues of capital management is
certainty in the evaluation of enterprise equities, since the enterprise equities, as a
source of formation of its economic resources, are of great importance in to
providing financial and economic activity and enterprise profit earning.
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2. Evaluation as a method of liabilities recording

In the system of the foundations of capital formation, the notion of its value is of
great importance. Scholars distinguish accounting and economic evaluation. Economic
evaluation is realized on the basis of accounting evaluation with a corresponding
application of calculations. As for the accounting evaluation of capital (property) of
Ukrainian enterprises, all fundamentals are defined by the Law of Ukraine
“On Accounting and Financial Reporting in Ukraine” and Accounting Provisions
(standards). Thus, the law declares the methodological basis of the evaluation of the vast
majority of equities articles, historical (actual) net cost is that methodological basis of the
evaluation. However, there are also approaches, which are based on the implementation of
some other principles of accounting: credibility, predominance of essence over form, etc.

3. Indicators of the cost of capital
as a factor of company’s success on the market

The utilization of the activities concerned with equities evaluation is necessary for

resolving managerial decisions in following issues:

— when choosing the direction and scheme of financing a new business (one
should consider all alternatives); when determining the commercial value of a
management agent (for sale);

— when evaluating the profit level;

— when evaluating integrated risks of financial and economic activity; in the case
of a need to decide about the integration or disintegration of an enterprise;

— for the purpose of working out the financing policy of current and noncurrent
assets, etc.

An important element of an overall evaluation of equities is consideration of
capital as a factor of production, which, having its own value, can generate income.
The economic indicators of capital value are important for all users, both internal and
external. As for owners and workers, the interest arises concerning the value of
expenses used for capital formation and operation. In other words, it means what
price the agent of management pays for the use of capital and whether it is profitable
for him or her. For investors and creditors, the level of capital value is estimated in
terms of potential incomes that will be gained in the case of their investment in
business. In this case, the matter concerns relative and absolute indexes.

4. Example of the valuation of one of the equity components
— obligations

It is worth dwelling on the issue of evaluation of such equity constituent as
liability. Therefore, to determine book value of liabilities, the following types of
evaluation are used:
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— the historical net cost is the amount of income gained in exchanged for
liabilities or in other circumstances, the amount of cash means or their
equivalents that are expected to be paid off for the purpose of meeting
liabilities in the ordinary course of business;

— the current net cost is an undiscounted amount of cash means or their
equivalents that would be currently required to meet liabilities. The cost of
paying off is an undiscounted amount of cash means or their equivalents that
are expected to be paid off for the purpose of meeting liabilities in the ordinary
course of business;

— the cost of calculation (payment) depends on the type of liability;

— the present cost is the present (undiscounted) value of future net outflows of
cash means, which are expected to be paid off for the purpose of meeting
liabilities in the ordinary course of business.

If one requires applying current, present and estimated costs, the problems arise
mostly when evaluating liabilities. As known from the regulatory documents, the
condition of liabilities acknowledgement in the balance is the possibility of its
reliable evaluation. In other words, the most successful and understandable
evaluation is the evaluation, which is established according to the data of accounting
and displayed, in basic (prime) documents. But this is not always possible. The
consideration of the reliability criterion applies to those situations in which the
payment amount for liabilities depends on future events. For instance, if contract
provisions stipulate that the amount of advance payment for a specified quantity and
quality of goods can be adjusted by the supplier in the case of a change in the foreign
exchange relative to the hryvnia, or the alternative of a discount application is
possible in the case of liabilities payment in a shorter period of time.

The peculiarity of corresponding liabilities is the dependence on future events.
Actually, it is impossible to determine the extent of such liabilities; therefore, the amount,
which is determined with the application of the previous expert or analytical judgments,
is taken as a basis of evaluation. Liabilities indicated in accounting are represented as
working balances and presented in the accounting period when goods were sold. When
evaluating the abovementioned liabilities, scholars suggest considering the average
percent of an actually attained level in the last accounting period, which is adjusted to the
official (or predicted) inflation level of an accounting period.

In economic literature, it is recommended to distinguish capital according to the
components (elements) when evaluating capital cost. As capital elements, it is
recommended to use the capital that is attracted by the reinvesting of gained profit by
an enterprise, the emission of privileged shares, the emission of common shares, the
obtaining of a bank loan, the emission of bonds, financial leasing. The abovementioned
elements differ considerably from the component source of economic means, which
are represented in the accounting and balance-sheet. For instance, despite diverse
names, the first constituent in the accounting is classified as undistributed income, the
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second as capital issues, the loans are distinguished for repayment periods (long-term
and short-term), etc.

It should be noted that the idea offered by the representatives of different
research communities primarily relates to attempts at evaluate the capital and
gained income over a period of time. Therefore, it will be appropriate to consider
the basic concepts of capital retention, which determined the accounting models of
the evaluation of the cost of an enterprise and its constituents.

In the conceptual framework of International Financial Reporting Standards, two
main concepts of capital are distinguished: financial and physical. The notion of
physical capital is based on the ideas of productive and operating ability of an enterprise,
which are in its assets. The financial concept of capital provides acquisition of two forms:
invested cash means and invested purchasing power. In both cases the capital of an
enterprise is associated with enterprise’s own capital and is synonymous with net assets.

The choice of a capital concept is determined by an approach to the support
(renewal) of capital size, which is crucial from the perspective of a selection
method for determining profit and needs of financial information users. Thus,
profit growth will be the book value of assets (net assets) only under certain
conditions. In agreement with the notion of capital concepts, it can be stated that
the difference is in the evaluation method of the results of a change in the book
value of enterprise capital.

At the theoretical level, one can form five concepts of capital saving. Thus, as
the income for the period one recognizes only such financial results that could be
distributed as dividends: firstly, without reducing the original value of equity at the
end of the year in comparison with the beginning of the year; secondly, after the
renewal of purchasing power of the equity at the end of the year in comparison
with the beginning of the year; thirdly, after the renewal of production capacity of
an enterprise at the end of the year in comparison with the beginning of the year;
fourthly, the renewal of purchasing power enterprise assets at the end of the year in
comparison with the beginning of the year; and lastly, after the renewal of the
value of enterprise assets that were consumed during the year.

The implementation of national regulations (standards) of accounting increased
the possibility of using mixed concepts of representation in the balance of assets
and equities, which allows evaluating objectively the real cost of an enterprise on
the basis of the property approach.

5. Conclusions

Taking into account the above mentioned issues, we can conclude that the basis for
the admission of administrative decisions concerning investment, crediting, insurance
and other issues related to the evaluation of property should be the indicators that
characterize enterprise value. These indicators, apparently from the general accounting
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model of valuation may be different depending on different types of information.
In the present conditions, what is the most progressive to our mind is the approach
according to which the strategic analysis and accounting are the most important
information sources of the formation of a certain model.

The considered approaches and issues from the theoretical point of view can be
solved by using certain transformational processes of available accounting information,
and the combination of accounting evaluation with economic evaluation will be the
basis for the admission of administrative decisions.

Consequently, the achievements of an appropriate level of the management of
enterprise capital require the balanced approach to all the constituents of this
process: accounting, control and analysis. But the central issue is the construction
of the capital account (liability, property) as a whole and its individual components.
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WYCENA KAPITALU W RACHUNKOWOSCI FINANSOWEJ
A ZARZADZANIE PRZEDSIEBIORSTWEM

Streszczenie: Wyceng kapitalu przedsigbiorstwa uwaza si¢ za pozyteczny instrument
zarzadzania oraz kryterium oceny sytuacji ekonomicznej przedsigbiorstwa. Wycena kapitatu
przedsigbiorstwa jest rowniez podstawa dla opracowania plandw i strategii rozwoju, okres-
lenia efektywnos$ci menedzmentu i wyboru kierunkow oraz sposobow rozwoju. Dlatego
badanie warunkoéw i metod oceny wartosci kapitatu jest aktualnym i waznym zagadnieniem
w obecnych warunkach.

Stowa kluczowe: wycena, warto$¢, koszt kapitatu, zobowiazania, efektywnos$¢, zarzadzanie.



