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ANALYSIS OF ACCOUNTING OF
FINANCIAL EXPENSES IN THE
PROCESS OF FINANCIAL PLANNING
OF TRANSPORT COMPANIES
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1. Introduction

The state of the external environment complicates the
process of financing of capital-intensive companies, which
include port and shipping companies, primarily political
risks, the economic legislation of the country, changes
in the international financial market and the maritime
market. Under such conditions, if the company wants to
raise enough funds to increase the volume of its means
of production, attracting investments at a low interest
rate and controlling risks in financing its activities, all
aspects of financial planning must be carefully worked out,
primarily the level of financial costs and the risk level.

Risks substantially limit the desire of financial inter-
mediaries to lend and the amount of financial resources
for transport companies. The terms of long-term financing
can offset the positive effect of the financial leverage, as
a consequence, the planning process should be more flexible.

2. The ohject of research
and its technological audit

The object of research is the process of financial plan-
ning of transport companies in terms of financial costs.
Financial planning must take into account, in modern
conditions, first of all, external factors. In order to im-
plement an effective financial planning process, conduct

research on the conditions for raising funds in financial
markets. The problem aspects of the financial planning
system at transport companies are considered. Conditions
of reception of financial resources of the transport com-
panies are considered.

3. The aim and ohjectives of research

The aim of research is to review and analyze the main
factors influencing the size of financial resources of com-
panies and the conditions for implementation of effective
financial planning.

To achieve this aim, the following tasks are defined:

1. To analyze the Ukrainian market.

2. To analyze the possibilities for obtaining financing
from the banking sector.

3. To give recommendations on the accounting of the
financial situation in the financial planning process of the
transport companies.

4. Research of existing solutions
of the prohlem

In general, the focus of practitioners is on the forma-
tion of the optimal structure of capital, cost management,
optimization of management structures and management
decisions [1-12].
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General features of financial planning and scientific
approaches to formation of a financial planning system
with varying degrees of detail are examined by diffe-
rent authors [1, 2, 10]. Methodical bases and practical
recommendations [1] of the system of financial planning
of automobile transport companies are developed. How-
ever, experts [11] note the need to optimize the costs of
transport companies. Financial analysts [7] declare that
financial institutions do not want to conduct long-term
loans to companies and the level of rates does not change
significantly, which increases the financial costs of transport
companies, reduces the level of efficiency and can affect
the financial sustainability of companies [12].

Analysis of the specifics of financial planning in mari-
time transport companies is not given enough attention.
The models proposed in the theory of financial planning
are of a general nature and do not take into account the
industry specificity of companies of this type of transport.

5. Methods of research

To achieve this aim, such general scientific and special
methods and methods of investigation are used: generaliza-
tion, analysis and synthesis — for research of the relations
of transport companies with financial markets, abstract-
logical for theoretical generalization and formulation of
conclusions.

6. Research resulis

Transport companies are experiencing difficulties in
attracting investments in modern conditions. Even if ope-
rations are effective, and the level of financial stability
is high enough, its investment attractiveness is a matter
that is solved taking into account the influence of exter-
nal factors in the first place. The negative influence of
external factors, in turn, is risks, the ways of protection
from which are rather difficult to find in the investment
projects.

According to the experts’ calculations [5], a stagnant
world trades, a decrease in activity in investment activi-
ties and an increased uncertainty of politics have become
another difficult step for the world economy. Moderate
recovery is expected in 2017, however, if commodity mar-
kets are not activated, then for transport companies, the
increase in activity volumes is also undefined. While the
financial incentive may increase global growth above ex-
pectations, the risks to growth forecasts are still shifted
toward deterioration. Important risks of deteriorating the
situation stem from the increased uncertainty of the poli-
cies in the main countries.

In Ukraine, the cost of attracting additional funding (in-
terest rate) has an increasing dynamics (row 1) in compari-
son with the states of the European Union (for example,
Estonia — row 2) (Fig. 1).

However, according to the findings of experts [7], ac-
cording to the NBU and to the results of 2016, the average
rates on hryvnia loans to business customers declined from
20 % to 16 %. That is, the loan drops a further 1-2 %
before the spring. «The main problem is not the cost of
loans, but the complexity of obtaining them. Banks strictly
assess the applications and are ready to lend only for
short terms — there are almost no programs with terms
more than 1-3 years» [7]. However, transport companies

need financing for development, which requires long-term
relationships. The heavy structure of assets significantly
affects the level of liquidity indicators, which also does
not contribute to raising the company’s credit rating (Ac-
cording to the data [6]).
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Fig. 1. Dynamics of the interest rate level. Source: author’s
development (according to data [B])

According to the expert [7], serious changes in the
market can be expected by the end of the year: «If our
economy continues to stabilize, by autumn we can expect
new bank offers with cheaper rates on loans».

Transport companies have access to various financial
markets with a different mechanism for obtaining resources.
For example, shipping is a capital-intensive and risky busi-
ness, on the one hand, shipping companies need a signifi-
cant amount of financing to modernize the fleet in order
to maintain the necessary level of competitiveness, but in
the maritime industry for financial institutions investing
is more risky than in the other sector of the economy.

There are a huge number of transport companies with
financial difficulties that do not have the opportunity
to raise funds from external sources to finance the pro-
duction process and development of the material base.
Companies can obtain the necessary funds on acceptable
term with the participation of financial institutions, it
is profitable to invest temporarily free funds in various
financial transactions. Any financial intermediary, providing
borrowers with services for obtaining the missing re-
sources, and creditors — for placing free money, pursues
only its own interests. A complex intersection of interests
arises, and a financial project can only take place when
the terms of cooperation are acceptable to all parties.
An understanding of the essence and role of financial
intermediaries is necessary for success in the financial
management of the company.

In addition to objective, subjective factors play a role in
decision-making. Any investor, assessing the attractiveness
of investments, uses its approach to valuation. Financial
institutions make investment decisions, they ask not only
information about the company’s revenues and history,
but also a full account of the company’s debts, which
complicates the financing process and, consequently, the
company’s activities.

There are many ways to finance the activities of trans-
port companies, various methods for calculating the credit
rate, with a certain period and the mechanism for return
on investment, as well as other conditions.

The company’s ability to service the attraction of
funds from various sources depends on the effectiveness
of its activities.
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The decision on the capital structure is based on a
thorough and varied forecast of revenues and expenditures.
High and constant level of income allows to reduce the
dependence of the company on external sources, but at
the same time allows on the other hand to use cheaper
and more risky sources of financing.

In the economic downturn, the company’s owners are
more critical about the company’s development projects.
For example, research shows that managers are reluctant
to go for an additional share issue, if this leads to a dilu-
tion of the earnings per share [1].

Formally, creditors claim only a part of the company’s
income (usually fixed) and do not interfere with the ma-
nagement of its activities. However, if significant borrowed
funds are involved as a source of financing, using various
conditions and restrictions specified in contracts (for ex-
ample, providing shares as a pledge of the company, pro-
hibiting an increase in debt and paying dividends, etc.),
lenders can exert significant pressure on the owners and
management.

Financial planning for example for a shipping company
is an optimal choice of one of many practical schemes,
and an equilibrium between the minimum costs and the
minimum risk that can maximize the expansion of the
company for a certain amount of money, as illustrated
in Fig. 2.

In the global financial crisis, the number of banks
that are actively cooperating with shipping companies
has significantly decreased. The reasons, including, were
also included in a large number of unreturned loans. The
success of the bank’s operation depends on many factors,
among which the most important is the credible lending
policy, including the choice of clients, the strength of
the ties with it, knowledge of the specifics of financial
management in the relevant areas of business, etc. Com-
panies-borrowers should carefully study and take into
account differences in credit policy of specific financial
institutions, based on the peculiarities of the positions
of banks and their leaders for the following aspects: loan
risk, the debt-to-equity ratio, the total amount of the
possible loan, the degree of loyalty and, most importantly,
the «<human factor». All this determines the risk that the
bank is ready to go to. Significant economic changes are
a consequence of the last financial crisis, which affected,
first of all, the company’s capitalists. Shipping companies
do not have the resources to finalize the payment for
the started projects.

Before the global crisis of 2008—2009 there was a sharp
increase in contracts for building of new ships, caused by
a record high rates and tariffs on freight markets. The
income level formed the conditions for increasing the inflow
of loan capital. At the same time, many companies started
large-scale programs for replenishment of the
fleet, accompanied by huge shipments of new
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tonnage, which did not correspond to the real
needs of international shipping. The shipyards

|

barely managed to cope with the influx of orders
and continuously increased shipbuilding capacity.
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The pace of development of the world merchant
fleet was sharply accelerated and significantly
exceeded the moderate growth in demand for
maritime transport.

Many shipyards still continued to properly

Choice of the optimal project and its
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Fig. 2. Stages of the financial planning process (own development)

Any shipping company must follow the basic rules in
the field of financing its activities:

1. Moderate amount of necessary capital.

2. The lowest cost of financing capital investments.

3. Optimum capital structure.

4. Variable ways of attracting capital.

These rules can help the company to form an optimal
financing structure, make full use of capital, independently
develop and react to market changes.

It should be noted that formation of the company’s
budget should take into account changes in the way of
attracting capital.

Transport plays an important role in ensuring stable
and sustainable development of the economy, ensuring
the strengthening and optimization of market links of
economic entities.

Development of transport companies of the country
is characterized by complex processes occurring in the
industry.

perform previously concluded contracts in the
post-crisis period of 2010-2012. The further
influx of surplus tonnage into the world fleet,
with the help of the newest high-performance
ships, caused a sharp deterioration in the mar-
ket conditions, a collapse of rates, a prolonged
disruption in the balance of supply and demand
in all major freight sections.

To implement effective financing, it is necessary to be
able to invest at the right time, in the right type of ship,
have the right number and size of ships on the lines, and
manage more efficiently than competitors.

In addition, every time when a company tries to at-
tract a new amount of investment, financial intermediaries
increase interest rates. In the event of a restructuring,
lenders require the presence of a professional restructuring
firm to help them examine the volume of possible reve-
nues and form plans for recapitalizing the business that
undoubtedly increases costs. Attracting capital from new
investors can lead to significant dissolution for existing
investors and in many cases to a complete change in the
control of the company.

The state of the entire world economy is not particu-
larly conducive to overcoming the problem accumulated
in the maritime industry.

Despite complex and contradictory macroeconomic
realities, the world’s maritime trade demonstrates posi-
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tive dynamics without significant fluctuations and failu-
res (Fig. 3).
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Fig. 3. Dynamics of world shipping of goods by sea, min. t (source (8])

Banks know that the value of the ship at the end of
the building process will be underestimated compared to
the size of the loan and reluctantly make final calcula-
tions. Most financial institutions that finance shipping
companies are in the Eurozone, and some have problems
with formation of the necessary financial resources, as
a result, this may affect the cost of the proposed resources.

Some banks do not want to finance transactions with
the acquisition of old ships [3]. In addition, the crediting
of such agreements is associated with the complexity of
efficiency calculation due to the increase in the price of
resources.

Shipping companies are currently faced with signifi-
cantly worsened economic prospects due to the state of
the market for cargo transportation services, and changes
in charter rates. As a result, many companies decide on
restructuring or refinancing.

For port companies, raising additional funds is also
a difficult issue. Some companies actively invested in the
development of infrastructure and in other non-current
assets faced with losses due to changes in the structure
and volume of freight flows.

Commercial structures provide a wide range of services,
including urgent loans. The high cost of the necessary
equipment for port and shipping companies forces its
owners to use borrowed funds to finance the building or
purchase of a new ship. Although the share of bank loans
is relatively small compared to other ways of attracting
resources (sale of shares, bonds), it is loans that are the
main source of short-term and medium-term loans. The
profit of a commercial bank is, first of all, income in the
form of interest on loans. Thus, it is necessary to take
exceptionally seriously the procedure for selecting a partner
bank. Debt financing is probably the most popular source
of financing, as it is a more flexible form and does not
take ownership of the owner.

The key directions of the commercial term loan are:

Loan duration. A loan can be offered for a shorter
period of two to fifteen years, depending on the circum-
stances. Loans for some types of ships can be more than
fifteen years.

The percentage of the loan: the ratio of the loan to
the value of the asset, that is, the value of the ship is
an important factor as to which credit line the bank is
willing to open. Different banks have different policies
that take into account the type of ship, the age and the
influence of other factors on the shipping business. The

loan amount that the bank is ready to offer will change,
the loan will be from 40 % to 80 % of the company’s
assets, sometimes schemes where 100 % financing is pos-
sible through complicated financial schemes.

Effective use of the leasing mechanism for asset mod-
ernization is possible if the main aspects are taken into
account:

— leasing holder should be satisfied with the lessee,

and so, whether he can fulfill his obligations under

the lease agreement;

— changes in tax legislation may be a problem;

— tax schemes often complicate the mechanism by in-

cluding a large package of necessary documentation.

Due to the nature of the isolation of the international
maritime transport market, and given the complexity and
uncertainty of both internal and external circumstances,
transport companies should analyze, evaluate and judge from
various elements so that they can monitor the decision-
making process and maximize the benefits and favorable
outcome. This will reduce the risks of financing.

Some financial institutions prefer to invest in very
profitable operations to finance port companies.

In general, the financial condition of transport com-
panies is characterized by a low level of sustainability.
This necessitates the development of scientifically sound
procedures for financial management at the companies of
the industry, taking into account the specifics of trans-
port, and, first of all, the methods of financial planning.

Companies need a rational system for formation of
financial flows, that is, financial planning, which allows
to make informed management decisions and minimize
financial risks.

The financial planning process should take into account
the industry specific features of their activities.

Principles of financial planning include:

1. The soundness of financial planning. Before the ope-
ration, it is necessary to have information about where it can
find potential investors, and the forecast for financial costs.

2. Complexity of financial planning. It is necessary to
take into account not only the interest rate, but also the
time and resources needed to conduct the search, as well
as the possible losses associated with the incompleteness
and imperfection of the information received.

3. Flexibility of financial planning.

4. Efficiency of financial planning.

5. Development of procedures for prompt budget ad-
justments.

7. SWOT analysis of research results

Strengths. The strength of research is to identify the
current state of the financial market in order to attract
additional financing from transport companies and identify
the most relevant components of the financial planning
process for transport companies.

Weaknesses. The weak side is that the data concerning
the conditions for obtaining loans with commercial in-
formation does not allow to systematize and study more
thoroughly the financial costs of transport companies.

Opportunities. The opportunities for further research are
borrowing the experience of foreign countries in improving
the conduct of risk analysis when obtaining funding.

Threats. The threats to the results of conducted research
are that the conditions for attracting financial resources
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are constantly changing. The globalization of the capital
market at the present stage of development does not just
require the presentation of objective and detailed financial
information, but also provides conditions for comparability
of this information at the international level.

1. The market state from the perspective of financing
port and shipping companies is researched. For financial
institutions investing in transport companies is more risky
than in other sectors of the economy. Companies have
a heavy asset structure, increasing the level of risk.

2. The prospects of the industry development for the
current year are analyzed. Moderate recovery is expected
in 2017, however, if commodity markets are not activated,
then an increase in activity volumes for transport com-
panies is also undefined.

3. The main rules for financing its activities for the
transport industry are a moderate amount of necessary
capital, the search for the optimal cost of financing capital
investments, taking into account the additional financial
costs in the conditions of formation of the optimal capital
structure. The most important is consideration of a changing
the way of capital attraction.
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AHANK3 YYETA YPOBHA PHHAHCOBLIX PACXO/I0B
B NPOLECCE ®HHAHCOBOr0 NMMIAHHPOBAHHA TPAHCMOPTHBIX
NMPEANPUATHI

TIpeamerom paboTHI ABJISIOTCS MPAKTHYECKHE ACTEeKThl (u-
HAHCOBOTO IJIAHMPOBAHUS TPAHCHOPTHBIX Kommauuii. IIposenen
ananu3 (GakToOpoB BIAWSHUS Ha MapaMeTpbl mpollecca GuHamcu-
pPOBaHUS KANNTAJOEMKUX IMPEANPUATHH, K KOTOPBIM OTHOCSTCS
[IOPTOBbIE MPEANPUSATUS U CYJOXO/[HbIe KOMIIAaHUH. PaccMOTpeHbl
COCTOSTHWE W YCJIOBHSI Ha (DUHAHCOBBIX PBIHKAX /I TIPHUBJIEYe-
HUS JTOTIOJTHUTENBHOTO (DPMHAHCHPOBAHNS B MEPBYIO O4Yepeib JJIs
CYJIOXO/IHBIX KOoMMaHuil. l3meHenus ycioBuii (pmHaHCHPOBAHUS
HEOOXOMMO YYUTBIBATh B Mpoliecce (PUHAHCOBOTO MIAHUPOBAHIS,
TIpek/ie BCETO ypPOBeHb (PMHAHCOBBIX 3aTPAaT U yYPOBEHb PHCKA.

Kmiouessie cmoBa: GunHancoBbie 3aTpaThl, (DUHAHCUPOBAHIE
KaMUTATOEMKHUX MPEeANPUSTHi, ¢huHancoBoe TIAHUPOBAHWE, YPO-
BeHb pPUCKA.
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