CONCEPT OF RESOURCE CAPITAL IN COMPANIES

Marlena Grabowska, marlena@zm.pcz.pl
Czestochowa University of Technology, Poland
Faculty of Management

Abstract. Resource capital might be defined as a remaining, after exclusion of share capital,
value of the equity being mainly a result of the company’'s operation and also a result of the
formulated and implemented strategies of forming a capital structure within a particular entity.
Therefore a resource capital is an equivalent of fixed and current assets of the company’s owners,
but not financed through share capital. A level of a positive or negative impact of resource capital
on the value of equity depends on the value of each component of resource capital. Influence of net
financial loss on value of equity is also remarkable.

The concept of resource capital can be derived from the term ‘resource’ (resources),
commonly identified as a particular amount of property amassed as inventory or a reserve to be
used in the future." This definition is attributed to both material and non-material items. The term is
mainly used for natural resources, information, or energy. It is commonly used to determine, in the
context of energy, financial, cash, know-how, fiscal, raw-material and language resources as well as
in relation to experience, power, knowledge, foods and words. Among usual phraseological
collocations, where a pivot point is a word ‘resource’ an expression pointing to ‘own resources
might be highlighted,? contrary to ‘ outside resources’, which is not commonly used collocation.

In consideration of lexical meaning of the term ‘resource’, it must be assigned some
positive features identified with the phenomena which are commonly approved. It should be also
highlighted that a resource, being synonymous with inventory and reserves, relates to a wider
category of meanings. Amassing and owning the resources is not only a reflection of activities
associated with an attitude of being careful and having foresight but also a symptom and a sign of
stability and somehow of wealth, prosperity and clear future.

Thus a resource might be treated as an amassed source of a particular property. Such an
approach to the concept of resources leads, in consequence, to analogy of this term with equity in
companies. It is also remarkable that both operational and strategic activity of a business entity is
connected with using avariety of resources. It is necessary, in the course of company’s operation, to
own not only capital resources. It is also essential for managers and employees to own appropriate
resources of knowledge and experience as well as cash or material resources which ensure
continuity and cycle regularity of production or sales.

R. Borowiecki, J. Czgjaand A. Jaki argue that a company means resour ces which accept a
material or non-material, property, personnel or financial form amassed in right proportions and
reasonably used in order to create and sell goods and services and to bring their owners
measurable financial benefits® R. Finney, N. Campbell and M. Powell highlight that resources
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mean specific, for a particular business, components of property and competence controlled and
used by the companies to develop and implement their strategies.” ‘Resource’ strategy is aso
emphasized by J. Czupiat and M. Karas.> According to this theory, a company is a set of resources
and abilities which determine effectiveness and efficiency of the entity in terms of execution of its
goals. Company’s operation is more efficient if the company owns more appropriate resources and
knowledge within its strategy.

The literature survey indicates identification of the concept of company’s capital with a
concept of resource.® In this light a capital as a resource is one of the productivity factors used
during production and exchange.” H. Walica indicates that capital resources in companies impact on
both current operation of a company and the possibility to finance restructuring and development
initiatives, and they usually determine a company’s value and the benefits to the owners.®

Similar approach adopted B. Wozniak — Sobczak who argued that capital resources
determine existence of a business and they essentially influence its condition, continuity and
development.® The abovementioned meaning relates to the capital in total as an economic resource
in a company necessary to finance property of the unit.™® Resource capital, however, is a narrower
concept associated with a part of company’s equity.

R. Borowiecki identifies resource capita with reserve (supplementary) capital while
emphasizing that it is created by a company from the profit and becomes a reflection of its self-
financing.* Thus this capital should be treated as a part of equity separated from the share capital.
This definition might be attributed a narrower approach to a resource capital which suggests that
such a capital assumes only positive values.

H. Towarnicka presents similar division of equity. The author highlights in own sources of
financing of a particular entity, two fundamental components. share capital and reserve capital,
emphasizing that the latter might be defined as a resource or reserve capita.*? D. Kania and E.
Dreliszek also associate level of resource capital with reserve capital in a company and claim that it
increases the net value of the assets i.e. contribution of share capital to financing of property
resources.™

J. Durgj, M. Gmytrasiewicz, A. Kramanska and |. Olchowicz also treat resource capital as
a part of the equity. However, their approach to resource capital is more complex. This capital is
composed of three fundamental components: supplementary capital, reserve capital (encompassing
revaluation reserve and other reserve funds) and self-financing capital.'* The latter is created from
undivided financial result from previous years and financial net result of the financial year. The
above-mentioned definition of resource capital, relating to a wider meaning of this economic
category also suggests that this capital might accept, in particular cases, not only positive but also
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negative values. Its positive or negative nature in this case might be determined by the value of
financial net result for the financial year.

Thus two fundamental components should be highlighted in equity, i.e. share capital and
resource capital. When the company starts its operation, share capital is equal to the value declared
by its owner and high enough to set up the business. However, it is remarkable that, according to
current law regulations, a minimal share capital is defined by the provisions of the Commercial
Companies Code (Art. 308)."> A comprehensive view of the primarily invested capital is received
through reduction of the declared value by called-up and not paid share capital (art. 36 of the
Accounting Act).™ This value corresponds with initial capital contributed by the owners. The value
of share capital might be changed as a result of the policy accepted for this value. According to the
provisions of the Commercial Companies Code (Art. 430 — 458) the processes which lead to rise or
decrease in the value of share capital in aparticular company should be indicated.

Resource capital might be defined as aremaining, after exclusion of share capital, value of
the equity being mainly a result of the company’s operation and also a result of the formulated and
implemented strategies of forming a capital structure within a particular entity. Therefore aresource
capital is an equivalent of fixed and current assets of the company’s owners, but not financed
through share capital. A level of a positive or negative impact of resource capital on the value of
equity depends on the value of each component of resource capital. Influence of net financial loss
on value of equity is aso remarkable.

In consideration of the abovementioned interpretation of the resource capital, its form can
be broadened by so caled ‘hidden reserves being a difference between a market value of a
particular component of the assets or liabilities and the value of its valuation within the balance.’
Creation of hidden reserves follows as a result of valuation of the assets below its actual value and
also as a result of presentation of costs or liabilities with excessive values.”® This discrepancy
undoubtedly impacts on the rise in real capital at company’s disposal. Hidden reserves are
generated as aresult of apurposefully led and legally accepted balance policy.

Moreover, M. Gmytrasiewicz, A. Karmanska and |. Olchowicz argue that this type of
reserves is a tool for ‘principle of prudence’ for valuation of the financial result and company’s
property. Its consegquence is a conscious creation of worse view of a particular entity than the view
of rea status of its property and income. This procedure might be claimed to be a sign of being
careful, which results from managers’ efforts to improve comfort of business management.’® Users
of accounting information are sure that the property and financial standing of a company might be
actually better, but never worse, than the one described in the financial report.®® Value of hidden
reserves does not determine a balance level of equity and therefore it is not present in financial
reports.

Effect of financing by hidden reserves appears at the moment of their release, when a book
value for a particular element of assets or liabilities differs from the value of a particular economic
event (its market value). Hidden financing, which is not directly reflected in the balance, does not
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influence the increase in balance value of equity. This means that its value can not be determined
without additional information.?*

Abovementioned considerations concerning three-stage interpretation of the resource
capital are presented in Fig. 1.

Figure 1

Three-stage approach to resource capital

Pdsitive components of resource
Capital

Source: own study

First stage shows a narrower approach to resource capital indicating that it assumes only
positive values. Moreover, it can be proved that this value is a reflection of the positive equity
separated from share capital and the reflection of the increase in the value of own sources of
financing company’s property.

Second stage indicates resource capital as a difference between a balance value of the
equity and the value of share capital. This difference can accept both positive and negative values.
In this case a nature of resource capital depends both on the policy accepted for formation of capital
structure in a company and on the results of its operation, which respectively impacts on the rise or
decrease in the described economic value. Due to this fact there are negative and positive values of
the resource capital.

Third, and most extended, approach to resource capital indicates that it also contains the
value of hidden reserves. However, it is remarkable that their scope, apart from the current
regulations on valuation of assets and liabilities, is influenced by the specific financial policy
executed within a company. Its consequence is a lack of possibility to find, within the financial
report, avalue of hidden reserves and objective valuation of its level.

These considerations enable to argue that the concept of resource capita is integrally
connected with classification of company’s capital, whose execution is based on a property
category. The resource capital is a part of equity presented within financial report of a particular
entity which is not a share capital. This definition corresponds to a second from the described
approaches to resource capital.

Resource capital is a reflection of changes in value of equity during company’s operation.
Thus, this capital is a reflection of a difference between the company’s property belonging to the
owners and the value of share capital. Considering the abovementioned, the processes forming level
of resource capital should be highlighted. These processes — in a general meaning — might be
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defined as a resource capital management understood as acquisition, amassing and using of this
source of financing according to current legal regulations and formulated and executed strategies of
capital structure formation in a particular entity.

In a broader sense, the process of resource capital management might be related to the
mechanism of management of financial resources being at company’s disposal. R. Borowiecki, J.
Czajaand A. Jaki prove that the process of capital management in a company is also connected with
making autonomous decisions which lead to proper execution of goas in a particular entity.
Synthetic view of a management process might be reduced to the form of chain: production —
distribution — exchange — consumption. Moreover, these authors claim that the transformation of the
property, including capital property, leading to exchange of one set of items for another with
increased market value, results in creation, by the entity, of new added values.

J. Durg argues that company’s resource management should be understood as conditions,
methods, processes, tools and mechanisms which impact on efficient acquisition, amassing and use
of resources in order to satisfy social needs. This author also claims that the problems of such
management within company must be solved with consideration of the rules and principles
formulged from a point of view of realization of particular goals in management of a particular
entity.

H. Walica aso associates the term of resource capital management in companies with the
capital management in general. The author argues that the essence of capital management
encompasses mainly the processes which consist in acquisition of necessary value of financial
sources and then in reasonable, efficient and effective use which leads to multiplying the involved
value of capital. Such an expression enables separation of the following components of the capital
management process>*:

- reasonable and efficient use of the existing resources,

- making investment (development) decisions,

- (transformation) restructuring of the owned, and possible to be used, property and
capital components.

E. A. Helfert also claims that the goal of reasonable management in companies is
managing selected resources on a strategic level so that, in the course of time, to create an economic
value which ensures not only covering but also a fair return on the incurred expenditures, not
exceeding alevel of risk accepted by the investors.®

Thus it should be emphasized that management of elements of equity should be performed
through creation of long-term conditions for efficient and reasonable development of a company
which results in actual improvement in economic standing of its owners. Thus resource capital
management in companies should lead to improvement in the importance of share capital and, in
consequence, of the equity in a particular company, resulting in creation of long-term conditions of
its operation and efficient and sustainable growth.

The issues of resource capital management, athough existing in the theory of
management, is presented in a fragmentary way during considerations of company’s financing. In
economic references concerning issues of the capital one can find descriptions of the issues of
capital reserves created by the entities, particularly the issues concerning supplementary capital and
reserve capital.®® However, perceiving these economic categories within the criterion of resource
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capital in companiesis not a common approach in the subject literature. Thus, thereis aneed for in-
depth presentation of the issues of managing of resource capital due to the necessity of complex and
systematic approach to equity management.
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