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FINANCIAL DECISIONS TAKING
INTO ACCOUNT MANAGEMENT REPORTING OF ENTERPISE

Abstract. The article discusses existing issues in administrative management reporting
which allows obtaining relevant information in terms of enterprise decision management.

The purpose of the study is to develop theoretical and methodical aspects of management
reporting when making decisions within the enterprise management system.

The study of the current state and general trends in the development of the non-financial
accounting and reporting system revealed the urgency of pushing a business entity for more
transparency by disclosing financial data as well as a wide range of non-financial information. An
analysis of empirical data and available research papers has revealed the main advantages of non-
financial reporting by enterprises and assessed their potential impact on the effectiveness of
management decision making. This allowed substantiating a necessity to develop a conceptual
framework for strategic reporting. The form of strategic management report is suggested as
generalization of accounting and analytical information including predictive information of strategic
nature as a set of accounting and calculation indicators that characterize the internal and external
environment of the enterprise as a whole and/or its segments and satisfies the information needs of
users.

The developed and offered format of the strategic management report is relevant and useful
for large and medium-sized companies when implementing a strategic development model as well
as conducting and applied research in the field of business strategies in order to ensure
sustainability.

Strategic management reporting as a format of management reporting is fundamental to the
processing, interpretation and transmission of information for various levels of enterprise
management when making managerial decisions. In addition, it is a tool for improving the
informativeness of management reporting. Strategic management reporting also serves as means of
overcoming information asymmetries in the process of managing business activities.

Keywords: non-financial reporting, users, strategic management report, information,
management, accounting.
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MPUHSATUE ®UHAHCOBBIX PEIIEHUM
HA OCHOBE YITPABJEHUYECKON OTYETHOCTH IPEAIPUASTHSA

AHHoTanus. VccienoBaHne COBPEMEHHOTO COCTOSIHMS M OOIIMX TEHICHLMH pa3BUTHS
CHCTEMBbl HE(UHAHCOBOTO ydYeTa W OTYETHOCTH BBISBIJIO AKTYyalbHOCTH NMPOOJIEMBI HMOBBIILICHUS
YPOBHSI TPO3PAYyHOCTH OHM3HEC-€IUHUIBI IyTEeM PACKPBITHS HE TOJBKO (PUHAHCOBOH, HO H
HIMPOKOTO CHEKTpa He(pHMHAHCOBOH MH(MOpPMAIMU. AHAIN3 SMIMPHYECKUX JTAHHBIX M UMEIOLINXCS
UCCIICIOBAHUI TI03BOJIMII BBISIBUTH OCHOBHBIC INPEUMYIIECTBA OT COCTaBJICHHS HE(PHHAHCOBOW
OTYETHOCTH MPEANPUSATHSMU W OLECHUTh HUX MOTCHIHAIbHBIH BIHAHHE Ha 3()(PEKTUBHOCTH
NPUHATHS YIIPABICHYECKUX PEIICHUH. DTO IMO3BOJMIO OOOCHOBATH HEOOXOAUMOCTH Pa3BUTHS
KOHIICTITYaJIbHBIX OCHOB (DOPMHPOBAHMS CTPATETHYECKOW OTUYETHOCTH. [IpemnoxeHo Qopmy
CTPaTeTU4YeCKOTO YIMPaBIEHUYECKOTO OT4YeTa Kak Qopmara 000OIIEHHS YYETHO-aHATUTHUECKON
UHpOpPMAIMKM, B TOM YHCIIE TPOTHO3HOW HWH(OpPMAIMU CTPATErHYEeCKOro XapakTepa, B BHUJC
COBOKYITHOCTH YYETHBIX M PACUCTHBIX MOKa3aTeye, XapaKTepU3yIOIIUX BHYTPCHHIO U BHEITHIOKO
cpeny TpEANpUATHs B TeIoM M (WIM) ero 4Yacted M yJOBJIETBOpSET HWH(OPMAIIMOHHBIC
MOTPEOHOCTH TOJIL30BATEIICH.

Knrwouesvle cnosa. HepuHAHCOBass OTYCTHOCTh,  IOJIB30BATENH,  CTPATETHUSCKHI
YIPaBICHYECCKUI OTYET, HHPOpPMAIIKs, MEHEIDKMEHT, y4eT.
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Introduction. The complexity of the institutional environment where business entities
operate creates new requirements for the reporting system. This is directly related to the issues of
changes to the existing reporting model which particularly includes extending its purpose through
the development of reporting indicators and forms of their presentation. Traditionally, the issues of
enterprise reporting content, data analyses and their regulatory submission are discussed in
connection with the information needs of participants in economic activities.

Research analysis and problem formulation. Theoretical, methodological and practical
problems of formation and control of reporting and, in particular, non-financial reporting, are
studied by R. O. Kostyrko (principles of integrated reporting) [1], N. O. Lokhanova (the conceptual
basis of integrated reporting) [2], S. Adams (correlation problems in integrated and other reporting)
[3], R. Eccles (development of an integrated report for separate branches) [4], T. Lessidrenska
(integrated reporting for management purposes) [5] and others. In the past few years a significant
progress has been made in researching the development of non-financial accounting and reporting
systems. However, there is huge potential for future research on the subject. For example, over 10
reporting models have been offered by foreign professional companies, audit firms and scientists
(Jenkins Reporting, The Future of Reporting, Perfect Reporting, Sustainability Reporting, The
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Brooklyn Report, Dynamic Reporting, and Integrated Reporting) focused on increasing the
transparency of the business entity by disclosing not only financial but also a wide range of non-
financial information. A topical area of the research as well as an urgent requirement of the present
time is to combine all important data in a single report when making strategic management
decisions by business entities.

The purpose of the present study is to develop theoretical and methodical aspects of
management reporting when making decisions within the enterprise management system.

The research results. Reporting is the final stage of the company’s accounting process. It
encompasses credible information and indicators to track activities of a business entity over a period
of time. They are grouped in a prescribed order and sequence for stakeholders [6]. In recent
decades, reporting on non-financial information has become a significant trend in economy. An
analysis of the statistical data shows that non-financial reports prevail in the industries represented,
as a rule, by large enterprises which often have a negative impact on the environment. At the same
time, companies belonging to the sectors of healthcare and education, transport,
telecommunications and services do not tend to submit non-financial reports [7].

Within the study titled «The development of recommendations on improvement of strategic
management accounting and analysis in order to ensure economic security of a business entity in
terms of its adaptation to a changing competitive environment», the researchers conducted surveys
of top managers and chief accountants at 30 medium-sized and large enterprises in the city of
Kharkiv. The surveys aimed at determining the respondents’ opinion regarding the current system
of non-financial reporting in the companies they work for. The results are presented in Table 1, Fig.

Table 1
The main advantages of non-financial reporting for enterprises (%),
according to their employee-respondents (by status groups)
. Status group
Main advantages Top manager | Chief accountant

Position yourself as a socially responsible market player 98 42
Increase openness, transparency and improve accountability 31 98
Improve company image 52 97
Develop stakeholder engagement 95 90
Increase investment attractiveness 93 41
Increase a company’s performance in the sectors of ecology, social 75 75
activities and business ethics

Identify, evaluate and prevent non-financial risks 48 34
Improve the quality of corporate governance 30 62

Source: calculated by the authors.

= Top manager

m Chief accountant

Fig. Generalized distribution of benefits from non-financial reporting by large

and medium-sized enterprises in the city of Kharkiv, %
Source: calculated by the authors.

This research confirms that on the part of top managers, the interaction with stakeholders
and increasing the investment attractiveness of a company are the main advantages when preparing
a non-financial report. At the same time, accountants believe that openness, transparency and
accountability, image enhancement and stakeholder engagement are the main aspects that are
affected by a non-financial report. A survey by Global Reporting Initiatives (GRI) experts shows
that 82% of US companies and 66% of European enterprises consider transparency as a major
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aspect shaping the corporate reputation. These indicators exceed the proportion of respondents who
name trust, product/service quality, leadership or even financial performance as the main aspect [8].

A survey of top managers has shown that up to 60% of important decisions are intuitively
made. They justify their behavior with poor skills in accounting management, lack of confidence in
the data reliability or failure to provide them. The main reason for this situation is a low informative
nature of their management reporting. Management reporting issues receive much less attention in
the economic literature. Unlike accounting, statistical and tax reporting intended for both external
and internal users, management reports contain information requested by only internal users.

Taking into account organizational peculiarities of business operations, the methodology of
management report preparation should be introduced systematically. Using a systems approach
makes it possible to develop a model of processing, interpretation and transfer of information to
different enterprise management levels when making managerial decisions.

An important element in the systematic approach to management reporting is what it is
focused on. This defines a set of certain criteria, objectives, areas, requirements, approaches and
prerequisites to justify managerial decisions and it must meet a number of requirements. The
authors of publications on management reporting highlight the requirements of timely reporting, the
specificity and availability of reporting information, objectivity and comparability of reporting data,
cost effectiveness (the cost of reporting should not exceed the effect of its use) [9]. However, the
requirements for reliability, completeness, integrity of the data on the business activities and
consistency of their submission are neglected. The main problems when preparing a management
report arise from insufficiency of general recommendations on how to build a system of reporting
indicators and an information base for their calculation. This complicates the development of both
internal regulations on management reporting for the enterprise and software for automating the
report generation process.

In our view, this gap can be partly explained by the specificity of the reporting metrics for
each enterprise. However, multiple and disparate reporting data should be systematized. We suggest
grouping the indicators that characterize different managed objects such as resources (workforce,
non-current and current assets); capital and reserves, long-term and short-term liabilities; economic
processes within the enterprise, its income, expenses and results of the current, investment and
financial activities. The list of indicators within each group is determined in the Internal Regulation
on Management Reporting based on the particular business activities.

One of the important tasks is to identify the data sources for each of the management
reporting indicators. This is necessary for providing an orderly report generation process and
connecting it with an accounting process as well as the processes of developing plans, estimates,
norms, standards, and checkpoints.

When creating an information base for management reporting, it is advisable to use the
whole set of accounting, planning, financial and other data on the company activities. Accounting
data are retrieved from primary information about company activities (business transactions)
recorded in the primary accounting documents at the stage of primary accounting and statistical,
operational and technical accounting. The data are obtained as a result of systematization and
synthesis of primary information in accordance with tasks, requirements and methodology specific
for a separate accounting type. If necessary, the accounting statistics (data on employee turnover,
exploitation of working hours, etc.) should be included in the management report since they are
useful for justifying managerial decisions.

We offer the following means to increase the informativeness of management reporting:

1. Data structuring and grouping. In strategic management, this can be data from previous
years; in tactical management, the metric values should be chosen.

2. Including the necessary analytics in the report.

3. Use the correct base for comparison. The technique of traffic lights is recommended for
the deviation analysis — if the deviation exceeds the accepted limit, for example, by -5% or less,
then the data cell is highlighted in red; if it is on the verge of normal the cell is marked with yellow;
if it is normal — in green.
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The methodological basis of strategic management reporting is represented by systematic
and integrated approaches according to which the reporting is considered as a system: a
comprehensive set of interrelated elements that synthesize financial and non-financial data on
company activities, its business model, strategies and prospects for the main users: company
investors and shareholders (Table 2).
Table 2
Strategic Management Report Template

Strategic Management Report
for the fiscal year ended

Company
Territory
Legal form of Business
Type of economic activity
Average number of employees
Legal address, Telephone number

Section 1. Overview of Organization and Environment
Section 2. Management
Section 3. Opportunities and Risks
1. Descriptive Part | Section 4. Strategies
Section 5. Business Model
Section 6. Stakeholder Engagement
Section 7. Prospects
Section 1. Management Report in the Context of Projections of a Balanced Scorecard
(Generic Indicators)

S Generic Current .
Projection indicators value Target value Dynamics Strategy
Section 2. Management Report in the Context of Projections of a Balanced Scorecard (Partial
Indicators)
Indicators
. Projection grouped by Current Target value Dynamics Strategy
2. Calculations Part areas value
Section 3. Report on Management System Assessment
Assessment parameters Indicators Calculations PI’EV.IOUS Repo_rtmg
period period
Section 4. Assessment Results for Company Strategies
Section 5. Assessment Results for Strategic Stability of a Company
Constituents of stab_lllty economic, social, Calculations Prev_lous Repo_rtmg
and environmental period period

Source: Author’s.

The descriptive part of the strategic management report is to be divided into sections (see
Table 2) where the information about business activities, company’s internal and external
environment is displayed in an arbitrary form.

For example, Section 3 Opportunities and Risks should include the information on the
impact of different opportunities and risks on the availability and quality of fixed capital; the nature
of various opportunities and risks; the company’s forecast of possible opportunity and risk events
and their potential impact on value creation; enterprise strategies for managing opportunities and
risks.

Section 6 Stakeholder Engagement should present the state of key business relationships in
the reporting period; a map of strategic stakeholders and their information requirements.
Calculations are to be divided into sections (see Table 2). This enables to reflect the main indicators
of business activities in the context of projections of a balanced scorecard: finance, marketing,
business processes, and knowledge.

For convenience and the highest management awareness the management report in the
context of projections of a balanced scorecard should be provided in terms of company expenses
(Table 3).
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Table 3
Management Report Template
In the context of projections of a balanced scorecard (partial indicators)

In the context of expenses
Projection Indicators grouped by areas Target value Dynamics Strategy

Advertising expenses X X X

Marketing Evaluation and improvement of product quality X X X
Other X X x
Product quality assessment and manufacturing costs X X X

: Minimizing industrial waste and emissions X X X

Business -

processes Researqh studies related to the development of X X X
innovative products
Other X X x
Bonuses, rewards and other incentive payments for X X X
innovative approaches

Knowledge Training and retraining of employees X X X
Certification training X X X
Other X X X

Source: Author’s.

Evaluating the state of a business management system will greatly contribute to making
managerial decisions. It is important to outline the measurement parameters and indicators and
analyze their dynamics. Every management report on assessment of the state of the business
management system has its individual structure.

The authors suggest the one presented below (Table 4).

Table 4
Report Template — Management System Assessment
Assessment Indicators Calculations Prev_lous Repo_rtlng
parameters period period

Rationality of
organizational

Structural rationality
factor, SRF

SRF = number of line staff /
number of functional staff

X

X

CR = number of managers / other

X

X

structure Centralization ratio, CR employees
Organizational Return on invested capital, Year = net profit / X X
effectiveness year net assets

Management efficiency

MER = management costs / net cost

Economy ratio, MER of commodities
PR = rate of change in labor X X
Performance Performance ratio, PR efficiency / rate of change in the net

cost of commodities

Business model

Stability ratio for a

BMSR = profit from implementing
the main business process / profit

stability business model, BMSR
before tax
. SSOF = number of strategically- X X
Adaptability Factor of systems strategic oriented units / total number of

orientation, SSOF

units

Source: Author’s.

From a methodological point of view, the model of strategic management report generation
is based on basic and additional principles. The basic principles comprise strategic focus,
information cohesion, stakeholder engagement, materiality, brevity, credibility and completeness,
comparability. The additional principles include integrity, consistency, continuous improvement,
balance, and managerial utility. Those reports containing information required for managing an
enterprise is considered useful. This requirement includes the following components: sufficiency:
reports should include the data that are sufficient for an analysis, readiness: metrics included in the
report should be usable, i. e. provided in a form that can be understood by users without resort to
additional calculations or groupings.
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These principles are designed to ensure that reporting: provides a balanced and well-founded
picture of economic, environmental and social performance and thus allows evaluating the
contribution to the long-term development of the enterprise; provides an opportunity to analyze the
changes made over time (through comparison with previous and / or subsequent reports); facilitates
the comparison of the results obtained for different enterprises; accurately reflects issues of interest
to stakeholders.

The process of preparing a strategic management report is a sequence of methodical,
organizational and technical stages.

The methodical stage involves the implementation of successive measures: creating a clear
and comprehensible reporting procedure; determining the reporting frequency; substantiating the
process of determining the materiality and development of domestic policy on materiality; defining
time frames for short, medium and long term; setting the boundaries of the report (outline of
impact); selecting the reporting standard; defining its format and content (what standard elements
will be included and what principles will be used to shape the content of the report elements).

The organizational stage involves the implementation of successive measures: defining the
list of persons endowed with management functions in the process of reporting and establishing
their role and functions in the process; drawing up a schedule for providing information; drawing up
a schedule for reporting; organizing the report verification process (development of measures to
support the report such as internal and external audits (including the development of the internal
audit report procedure and guidance, or revision of an existing one).

The technical stage involves directly collecting and consolidating information, using
information technology, preparing and presenting reports.

The development and preparation of a strategic management report will require significant
company transformation, effort and cost through the following processes: organizing internal
interaction and increasing employee motivation within the reporting process; reviewing a set of
corporate documents (accounting policies) and business processes; improving the methodology for
preparing the entire set of non-financial reports; ensuring the functioning of a formalized system of
information gathering and improving the enterprise activity management system as a whole.

The strategic management report should be presented within the internal standard of the
enterprise — Strategic Management Accounting. This is an internal document containing
information on various aspects of the business activities. In order to streamline the process of
preparing a strategic management report, it is important to clearly identify the data sources for each
report. A chart of accounts must be provided for management services to generate a request for
accounting information about property, liabilities and business processes that will help to establish
the level of detail at analytical accounts. In the same order, management services request for
planning, regulatory, financial and other information they need.

The authors suggest submitting a strategic management report on an annual basis in order to
make a connection with the financial statements and reflect changes and relationships between the
management indicators and the reporting data. Since the company prepares quarterly reports, this
type of management reporting is a purely strategic and analytical tool. Although the reporting is
determined individually by the enterprise, it is important to make a schedule as such reports are
integral parts of the overall internal control system. Any report, including a strategic management
report, is preceded by an analysis, strategy, detailed project and task plan as well as key
performance indicators (KPIs) to achieve the measurable, i. e. manageable goals. A strategic
management report can be a standalone report or a section included in another report or document
as its separate, meaningful and accessible part.

Conclusions and prospects for further research. The paper has substantiated the need to
improve management reporting as a tool for decision making in the system of enterprise
management. According to the survey, top managers and executives have noticed the systematized
benefits of non-financial reporting at enterprises. The data sources used to form indicators of
management reporting have been characterized. This makes it possible to streamline the process of
report preparation and link it with accounting as well as the processes of developing plans,
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estimates, norms, standards, and checkpoints. The structure of a strategic management report is
suggested. The information is provided in the context of projections of the balanced scorecard. The
main stages of preparing a strategic management report are formulated. The prospects for research
should be directed to expanding forms of internal management reporting in accordance with user
requirements.
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