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Abstract

AULOVA RENATA, RUMANKOVA LENKA, ULMAN MILOS: Determinants of the result of economic
activity of agricultural businesses of legal entities in the Czech Republic. Acta Universitatis Agriculturae
et Silviculturae Mendelianae Brunensis, 2013, LXT, No. 4, pp. 849-859

This article deals with the result of economic activity of agricultural businesses of legal entities in the
Czech Republic within the period of the years 2004-2010. First, the main factors that affect the result
of economic activity are identified, and subsequently their effect is quantified. The analysis is based
on sectional data from the databases of the Creditinfo company monitor and HBI Czech Republic;
on average, 2314 businesses were examined within each year. The analysis showed a significant
effect of only some factors, which were indicated as the main determinants of the result of economic
activity. In the long-term, the decisive factors affecting the result of economic activity of agricultural
businesses of legal entities in the Czech Republic can be considered to be primarily the level to which

the business is equipped with assets and capital, and the capital intensity in general.

result of economic activity, agricultural business, legal entity, assets, capital

As stated by Cechura (2012) or Zidkova et al. (2011),
Czech agriculture has, in the course of the past two
decades, undergone significant changes, which
can be considered to include both the accession
of the Czech Republic into the European Union,
as well as the acceptance of Common Agricultural
Policy. However, these changes had a significant
impact on the structure, scope and effectiveness of
agriculture in the Czech Republic. However, Basek,
Kraus (2011) state that Czech agricultural businesses
still have significant reserves in productivity and
effectiveness as compared to agricultural businesses
of highly developed EU states. If these reserves
were successfully reduced, it would undoubtedly
lead to an increase in the competitiveness of Czech
production, and not only within the European
Union.

The issue of the effectiveness of agriculture, both
in the Czech Republic as well as on a European
level, is very closely related to the subsidy system
and agricultural policy of individual states.
Kiistkovd, Habrychova (2011) state that direct

payments fulfill a significant role in the economy
of the Czech Republic, in view of the creation of
the GDP. Nevertheless, they also show their limited
effect on the income of households of farmers,
which indicates their low effectiveness in this area.
Similarly, Beranova, Basovnikova (2011) also state
that the actual inputs into agriculture are utilized
ineffectively and therefore the subsidy system
fulfills a significant role in the effectiveness of
Czech agriculture. Without subsidy aid, agricultural
businesses would evidently face even more
significant economic problems.

The efficiency and effectiveness of agricultural
businesses is dependent on many factors. In view
of the size of farms, Blazejczyk-Majka et al. (2011),
as part of research in regard to EU member states,
state that greater effectiveness is achieved by large
agricultural businesses as compared to small
businesses. Nevertheless, in view of the nature
of production, they also further emphasize the
significance of climatic conditions in regard to
production and its effectiveness. Relatively constant

849



850

Renata Aulovd, Lenka Rumdnkovd, Milos Ulman

production conditions, i.e. without fluctuations in
weather and such, ensure greater effectiveness of
production regardless of the size of the business.

A precondition for the productivity of agricultural
businesses in general is thus primarily the effective
expending of the individual factors of production,
as the cornerstone of competitiveness of businesses
within a market economy. Bervidova (2009) states
that labor (as one of the factors of production) is
the driving force of economic development, as it
enables the creation of conditions not only for the
reproduction of itself, but it also creates conditions
and resources for the development of the other
factors of production. She also expects that with
the development of information technologies, this
factor of production will become scarce and of
course also financially demanding. This factor of
production is monitored within a business by way of
personal costs and its effectiveness is monitored by
way of the achieved productivity of labor.

Anolessimportantrole within the businessis held
by capital as a factor of production. Rosochatecka
et al. (2008) state that the capital (financial) structure
of a business is comprised of the individual sources
of financing on which the asset basis of the business
is based. A positive result of economic activity, as
one of a business’s own sources of financing, is thus
a precondition for investing, economic growth of
the business and thus for the competitiveness of
the business as such. However, it must be expended
effectively, i.e. with costs as low as possible. Costs of
capital thus represent not only one of the important
determinants of the result of economic activity, but
they also evidence the ability of the business to
effectively manage business capital. Determining
the costs of capital enables not only the assessment
of sources of financing within the business, but also
the assessment of their utilization.

MATERIALS AND METHODS

The objective of this article is to identify the main
determinants of the result of economic activity
for the current accounting period (REA) and the
operating result of economic activity (OREA) of
agricultural businesses of legal entities in the Czech
Republic and to quantify their effect.!

The main objective is fulfilled by way of the
following partial objectives:

1. the identification of the main determinants of
the result of economic activity for the current
accounting period and the operating result of
economic activity on the basis of the theoretical
definition of the analyzed issue and the general
structure of REA and OREA;

2. the quantification of the effect of the main
determinants and the assessment of its
development in regard to the result of economic
activity for the current accounting period and
the operating result of economic activity, on the
basis of regression analysis;

3. the derivation of models containing only factors
that significantly affect the result of economic
activity for the current accounting period and
the operating result of economic activity, with the
utilization of regression analysis.

The analytical portion is based on data of
agricultural businesses of legal entities in the Czech
Republic in the period of 2004-2010. The data were
obtained from databases of the Creditinfo company
monitor, HBI Czech Republic and from the publicly
accessible database administrated by the State
Agricultural Intervention Fund (hercinafter the
“SZIF”), containing information on the amount of
direct payments, provided to businesses of legal
entities.

On the basis of those databases, a set of sectional
data was created, including legal entities with
predominant activity in agriculture; according to
the OKEC classification, this is OKEC 01. However,
because the databases do not contain complete
information on all companies, primarily because
of their non-publication by the economic entities
themselves on the pages of the Commercial Register,
the database had to be adjusted for the purposes
of further analysis. The data were aggregated
from several different information sources and
the resulting table contained more than sixteen
thousand entries. The first necessary step was
conducting an examination of the consistency of the
contained data. In view of the requirement for the
preservation of the time differentiation of the data,
redundant data were found in the database, such as,
for example, descriptive and contact information
regarding a business that received subsidies in more
than one accounting period. Data on businesses
were classified according to identification number
(IC). Further, data were arranged according to the
start of the accounting period and each business
was matched with data on the total amount of SAPS
subsidies received according to the identification
number (IC). On the basis of such data, the hectare
areca of individual agricultural businesses was
subsequently determined, specifically by way of the
ration of the received SAPS subsidy and its unit rate
in the given year. For the subsequent examination,
only the data of companies with accounting
statements for a minimum of 6 months within the
given accounting period were utilized.

1 The theoretical definition of the result of economic activity and of the main factors that enter into such variable, as
well as the specifics of the individual factors affecting the economic activity of a business, is provided, for example, by
Griinwald, Holetkova (2007), Kislingerova, Hnilica (2005), Marini¢ (2008), Synek (2003a), Synck (2003b), Valach (1999)

or Valach (20006).
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In view of the nature of the data, these are
sectional data? in individual years of the analyzed
period. In view of the diverse composition of the
sample in individual years, it was not possible to put
together a balanced data panel in such a form so that
it would indicate the truly relevant and trustworthy
correlations. In the case of the compilation of
a data panel, information regarding a great number
of businesses, whose inclusion the authors
consider essential in view of the defined object of
examination, would be lost.

For the quantification of correlations between
variables, a regression model in power form is
utilized, specifically:

y=PByxxPrxxfx L xbxg,

where

T the explained variable,

X ..., X, ..are explanatory variables (determinants
of REA and OREA),

By ---s B, ..are regression parameters (parameters
of the model estimated by way of the
ordinary method of least squares),

Errerereeaenenans is the stochastic (random) element

including errors of the model.

The assumptions of all regression models were
verified, i.e. E(ut) = 0, Var(ut) = 62 < ®, Cov(ui,uj) = 0
for i = j, Cov(xit,ut) = 0, h(X) = k, i.e. nonrandom
matrix X has linearly independent columns and
ut has normal distribution. In some cases some
assumptions are broken, however, Ordinary least
squares method might be employed to estimate
the parameters and the model can be used in
application. Finally, statistical and econometric
verification ~was processed, i.e. verification
of  statistical  significance, multicollinearity,
autocorrelation of residuals, heteroskedasticity,
normality etc. The models have good features and
might be employed in appropriate analysis.

The estimated regression parameters
simultaneously represent the coefficients of
flexibility of the individual variables. Therefore, on
the basis of those, a relative correlation between the
explained variable and the explanatory variables
can be inferred. Specifically, coefficients of elasticity
show a percentage change in the explained variable
in the case of a 1% change in the explanatory
variable.

The quantification of the effect of the factors
on the result of economic activity for the current
accounting period and the operating result of
economic activity is conducted with the utilization
of Gretl econometric software.

RESULTS AND DISCUSSION

In the following text, the main determinants
of the result of economic activity for the current
accounting period (REA) and the operating result
of economic activity (OREA) are first identified, and
subsequently their effect on the selected results
of economic activity is quantified and discussed.
The analysis itself is conducted for agricultural
businesses of legal entities in the Czech Republic
within the period of the years 2004-2010. On
average, 2314 businesses were analyzed within each
year.

1. Identification of Main Determinants of REA
and OREA

It is undoubtedly possible to find many factors
affecting the production, economic results and
position of agricultural businesses. The main
determinants of the result of economic activity can
be considered to be primarily the following:

o level to which the business is equipped with assets;
e level to which the business is equipped with
capital, the capital structure and costs of capital;

e area of agricultural land on which the businesses

farm;

e number of employees
personal costs);

e region in which the business operates;

e subsidies.

These determinants can be considered to be
essential in the creation of the result of economic
activity primarily in view of the following
assumptions:

e The level to which the business is equipped with
assets and capital — in general, it can be stated
that the capital and asset structure of agricultural
businesses is given both by the production focus
of the business, as well as by the legal form. In
terms of the capital intensity, animal production
can be characterized as being more intense in
terms of capital. Tts operation is associated with
high demands primarily in the area of tangible
fixed assets. The high intensity of capital in
such production also leads to the affecting of
the capital structure within the business, where
specifically the area of animal production tends to
be encumbered more often with outside capital.
On the other hand, plant production, as compared
to animal production, does not show such high
capital intensity. The main factor of production in
this case is land, which, however, in the majority
of agricultural businesses does not constitute
a high level of capital intensity, as 90% of it is
rented. Requirements for machinery equipment
for plant production are also increasing, but still
do not reach such capital intensity as is the case

(monitored through

2 Theissue of time series, sectional data, panel data and possible approaches to their processing are set out, for example,
by Gujarati (1988), Dougherty (2002), Hsiao (2003), Baltagi (2008), Cipra (2008) or Arellano (2010).
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for animal production. Every business is oriented
toward such a capital structure (Nyvltova, Marinic,
2010) that fulfills the basic precondition for doing
business, i.e. the achievement of maximum profit
for the owners. For this reason, the structure of
a business must be designed with the goal of its
optimization, i.e. with sufficient capital being
ensured with minimal costs expended for it. The
capital structure and its distribution within the
business thus significantly affects the ability of
a business to achieve profit.

e Arca of agricultural land - the predominant
majority of farmed land (about 86%, Ministry of
Agriculture, 2010) is not owned by agricultural
businesses, but rather is rented land. Such fact
is reflected in the cost ration of production, and
primarily also in the assessment of agricultural
businesses in regard to the granting of loans,
where such factor of production is not owned by
the business and thus cannot increase the value
of assets in the case of the assessment of financial
health, in terms of the option of granting a loan,
as one of several financial resources. The area
of agricultural land on which businesses farm is
very closely tied to another factor affecting the
result of economic activity, that being subsidies.
Specifically, the issue pertains to the amount
of single area payments (hereinafter referred to
as “SAPS”), which are provided to businesses
depending onthesize of the hectare arearegistered
in the LPIS (Land Parcel Information System) land
registry. This type of subsidies is termed as so-
called operating subsidies, which are accounted
for within a business’s accounting in the operating
revenues of the business and thus constitute an
item that very significantly affects the operating
result of economic activity and subsequently also
the capital structure of the business (it is reflected
into the value of equity capital). The provision of
SAPS subsidies additionally represents minimum
costs for the applicant (the precondition for the
receipt is only the fulfillment of certain conditions
of activity) and there is no countervalue required
by the provider (as is the case, for example, for
subsidies relating to a specific investment activity,
where a minimum required rate of return must be
fulfilled, expressed most often as an internal rate
of return percentage that the investment must
fulfill in order to qualify for aid.

e Labor - as one of the factors of production, it
enables the creation of conditions not only for
the reproduction of itself, but it also creates the
conditions and resources for the development of
the other factors of production.

@ Region - in view of the form of the data, the effect
of regional location is not included in the models,
even despite the fact that it can be considered
one of the main factors affecting the economic
results of agricultural businesses. Nevertheless, its
inclusion in the analysisis expected in subsequent
research.

2. Quantification of the Effect of the Main
Determinants on REA

The following text first sets out the brief
characteristics of the analyzed businesses in view
of the result of economic activity within the current
period. Subsequently, the results of regression
analysis of sectional data are then set out and
discussed, which describes the effect of individual
determinants on such variable. Tab. I contains the
basic characteristics of the sectional data within
the individual years of the analyzed period (i.e. the
number of businesses, the average of the result of
economic activity, the decisive divergence and the
variation coefficient), and, further, the quantified
effect of the main determinants (i.e. the estimated
parameters, the P-value and the coefficient of
determination for each model) affecting the result
of economic activity for the current accounting
period. Model 1 shows the effect of all of the defined
determinants on the result of economic activity for
the current period, while model 2 contains only the
factors whose effect can be considered significant
not only from an economic perspective, but also
from a statistical perspective.

Tab. I shows that the number of businesses in the
sample differed in the individual years. The lowest
number of businesses were included in the sample
in the year 2004, the number being 1756, and
the highest number of them in the year 2009, the
number being 2718 businesses. The average result of
economic activity for the current accounting period
in individual years also fluctuated. The highest
average value of REA was achieved in the year 2007,
specifically being CZK 2710 thousand. The lowest
average value of REA was achieved in the year
2009, when the average result of economic activity
actually achieved negative values, specifically CZK
-310 thousand. The unfavorable result of economic
activity in that year can be linked to the world
economic crisis, which also significantly impacted
agricultural businesses of legal entities in the Czech
Republic. The high values of the variation coefficient
further indicate the significant heterogeneity of
the analyzed businesses. In view of the fact that the
analyzed sample of businesses should correspond
to the structure of agricultural businesses of legal
entities in the Czech Republic, it may be assumed
that the heterogeneity within this group of
businesses does truly exist. Nevertheless, the causes
of such heterogeneity are not the objective of this
article, and thus, no further attention will be paid to
them here.

The results of model 1 (see Tab. I) show that the
effect of the main determinants on the result of
economic activity for the current accounting period
is not the same in all the years of the analyzed
period. Additionally, the anticipated effect of the
main factors affecting REA, as stated above, was
not established in all cases as statistically significant
(the P-value as compared to the selected level of
significance).



Determinants of the result of economic activity of agricultural businesses of legal entities in the Czech Republic

853

The estimated parameters shows that an
improvement in the level to which a business
is equipped with assets or capital definitely has
a positive impact on the result of economic activity
for the current accounting period. REA is further
positively affected by the amount of fixed assets,
equity capital and the area of agricultural land.
A decline in the result of economic activity is,
according to the model, caused by an increase in
current assets, registered capital, outside resources
and personal costs. The effect of direct payments
per unit of land (SAPS) was not clearly established
according to the model. In some years, obtaining
them appears to be effective, but not in other years.
However, in view of the statistical significance of
the estimated parameters, this factor cannot be
considered to be decisive in the creation of the result
of economic activity for the current accounting
period. Such fact can primarily be a result of
the nature of SAPS subsidies, which, within the
reporting of the business, are reflected in operating
revenues and thus they directly affect the operating
result of economic activity. REA for the current
period is thus not affected directly by the value of
SAPS, but rather indirectly. However, despite that,
the operating result of economic activity among
agricultural businesses represents the main category
of REA. In general, it may be stated that on the basis
of the results of model 1, SAPS definitely do not
increase the effectiveness of agricultural businesses
of legal entities in regard to REA.

The above thus indicates the effect of the
identified determinants of the result of economic
activity for the current accounting period within
the analyzed period. Nevertheless, in view of not
only an economic perspective, but also a statistical
perspective, it is appropriate to adjust these basic
models, which is also evidence by the values of
the coefficient of determination. Specifically, the
coefficient of determination in individual years
achieves relatively low values (it fluctuates within
arange of 0.2932-0.5057), which indicates a not very
good structure of the models. Therefore, in the next
step, models were derived that contain only such
factors for which a significant effect on REA can be
established both from an economic perspective,
as well as from a statistical perspective. The values
of the coefficient of determination of these models
achieve values within a range of 0.4126-0.6425,
which indicates an improvement of the models from
this perspective as well. However, in all cases, the
reaction of the result of economic activity for the
current accounting period is inflexible to changes of
the individual factors, meaning that a 1% increase in
the given factor causes an increase or decrease of the
REA of less than 1%.

It is evident from the results of model 2 (see Tab. I)
that the main determinants of the result of economic
activity for the current period within the years
2004-2010 can be considered to be primarily the
level to which the business is equipped with assets
and capital. Nevertheless, the effect of the partial

components of assets and capital fluctuates between
the analyzed years. Within the individual years,
other factors can also be considered significant, but
from a long-term point of view, their effect is not all
that significant when compared to the level to which
businesses are equipped with capital and assets, or
they can rather be associated with partial structural
or economic changes in the given year.

Model 2 also shows changes in the structure of
the main determinants of the result of economic
activity for the current accounting period within
the analyzed period. In view of the level to which
businesses are equipped with assets, it may be
stated that within the first part of the analyzed
period, i.e. within the years 2004-2007, REA was
determined primarily by the amount of structure
of current assets, while in the second part of the
analyzed period, i.e. within the years 2008-2010,
REA was determined primarily by the structure
and amount of fixed assets. In 2006, a significant
effect of the level to which businesses are equipped
with assets was actually not even established. The
estimated parameters further show that if there
is an increase in current assets, an increase in the
result of economic activity occurs, while if there is
an increase in fixed assets, a decline in REA occurs.
It is possible to explain such fact primarily through
the nature of the assets of the business themselves.
Fixed assets are of a long-term nature, meaning that
they maintain their value within the business in the
course of several reproduction cycles (Griinwald,
Holeckova, 2007). Their wear and tear is then
reflected in the form of depreciation in the costs of
the business, which directly affect REA. Depending
on the selected method of depreciation of long-term
assets, the business thus has an opportunity to affect
REA. Ontheother hand, in the case of current assets,
a change in their form occurs in the course of one
reproduction cycle. The value of current assets thus
passes directly into consumption, which is caused
by their short-term nature. An increase in current
assets, which thus pass into the value of production
in a one-time manner, leads to an increase in REA.

Model 2 further shows the disproportional effect
of equity capital and registered capital on REA. The
parameters show that if there is an increase in equity
capital, an increase in the result of economic activity
for the current accounting period occurs, but with
an increase of the registered capital, a decrease in
the REA occurs. The registered capital constitutes
one of the components of equity capital and thus
represents own resources put into the business.
Its amount is dependent on the selected legal form
of the agricultural business. The registered capital
does not serve for the development of the business,
but rather, it represents a necessary “financial base”
for the creation of the business, consisting of all
monetary and non-monetary contributions of the
partners/shareholders. Its development does not
usually change in the course of the lifecycle of the
business. In the event that a change in its amount
occurs, this is a case of development relating to
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external financing (Griinwald, Holetkova, 2007).
If the business functions properly, the value
of equity capital is higher than the value of the
registered capital. This fact can then explain the
negative impact of an increase in registered capital
on REA. However, because the registered capital is
reflected into the value of equity capital, it is rather
appropriate to identify its resulting effect with
this determinant. The effect of outside capital was
only established as significant in two years of the
analyzed period (in 2005 and 2009). It can thus be
assumed that REA is determined more by internal
factors rather than by external factors.

As far as the size of the business as one of the
anticipated determinants of REA is concerned,
in this case expressed by way of the area of
agricultural land and the amount of personal costs
(as a factor relating to the number of employees),
a significant effect was not established. In the
case of the size of agricultural land as well as the
number of employees, the nature of the activity of
the businesses is of course also important. Among
businesses focusing primarily on plant production,
REA will likely be more affected by the area of
agricultural land than among businesses focusing
only on animal production. The amount of personal
costs then also relates to the nature of production of
businesses as well as the climatic region in which the
business is located. However, these factors (or the
classification of the analyzed businesses according
to sector or region) are not examined in more detail
in this article, and thus, more detailed conclusions
will not be drawn in this regard either.

Last but not least, the anticipated effect of
subsidies on REA was not fully established either.
Regression analysis established a significant effect of
direct payments (SAPS) only in the year 2004. Tt can
thus be stated that the effectiveness of such subsidy
instrument is not very effective as far as agricultural
business of legal entities are concerned.

3. Quantification of the Effect of the Main
Determinants on OREA

The following text first sets out the brief
characteristics of the sample, and then, further, the
results of regression analysis, specifically within
a structure similar to the structure of the analysis of
the effect of the main determinants on the result of
economic activity for the current accounting period.

Tab. II contains the basic characteristics of the
sectional data within the individual years of the
analyzed period (i.e. the number of businesses,
the average of the operating result of economic
activity, the decisive divergence and the variation
coefficient), and, further, the quantified effect of the
main determinants (i.e. the estimated parameters,
the P-value and the coefficient of determination
for each model) affecting the operating result of
economic activity.

The structure of agricultural businesses of legal
entities included in the analysis of the effect of
the main determinants on the operating result of

economic activity is the same as in the case of the
analysis of the result of economic activity for the
current accounting period. As far as the average
values of the operating result of economic activity
are concerned, the lowest value was achieved in the
year 2009, specifically CZK 182 thousand, while
the highest value was achieved in the year 2007,
specifically CZK 3519 thousand. The values of
the operating result of economic activity indicate
the effectiveness of such activity within the entire
analyzed period. In view of the amount of REA and
OREA (see the previous commentary), it may be
stated that the positive operating result of economic
activity was decreased within the entire analyzed
period by the level of financial activity, or by the
extraordinary events within the individual years.
The high values of the variation coefficient once
again indicate the heterogeneity of the analyzed
businesses.

Model 1 (see Tab. II) shows the effect of the
identified determinants on the operating result of
economic activity. The model clearly evidences that
the operating result of economic activity is positively
affected by the level of current assets, equity capital,
outside resources and the size of agricultural land.
However, not all of these correlations apply without
exception. Inthe case of current assets, equity capital
and outside resources, there is an evident change in
their impact on the operating result of economic
activity. Toward the end of the analyzed period, their
effect is reflected negatively in the OREA, meaning
that with an increase in the said factors, a decline
in the OREA occurs. In the case of current assets,
such fact can be associated with the nature of the
individual types of current assets, primarily with the
value of work in progress. Work in progress binds
to itself the corresponding part of production costs,
but those are not actualized. The negative effect of
individual financial resources within the business,
expressed in the form of equity capital and outside
capital, on the REA, is caused primarily by the costs
associated with their utilization. The setting up of an
optimum capital structure is the focus of a number
of scientific studies. The utilization of individual
sources of financing is thus clearly associated with
the costs allotted to capital, specifically both equity
capital as well as outside capital. In the event that an
optimum capital structure is not set up within the
business, an increase in equity capital or outside
capital leads to an increase in costs relating to their
utilization and the subsequent impact on REA
has a negative nature. Costs for outside capital
are expressed in the value of cost interest within
company reporting. In the case of costs of equity
capital, it is necessary to conduct sophisticated
calculations that are based on various methods,
reflecting primarily the nature of the company
and certain preconditions for their utilization (e.g.
the Gordon growth model, the CAPM model, the
arbitrage pricing model, the market model, and
others). In the case of other determinants, a negative
effect on OREA is seen. Specifically, with an increase
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in fixed assets, registered capital or personal costs,
a decline in the operating result of economic activity
occurs. The impact of SAPS on OREA is not definite
within the analyzed period, but, nevertheless,
aresultindicating their ineffectiveness prevails.

As has already been stated, in view of the statistical
significance of the estimated parameters, the
estimated models cannot be considered the best.
The lesser information capability of model 1 is
also evidenced by the coefficient of determination,
which, for the individual models, fluctuates within
a range of 0.3756-0.5662. In view of the above, it is
appropriate, in this case too, to adjust the model
into a form that accepts the requirements for both
economic as well as statistical significance. Model
2 thus contains only the factors that are significant
from both of these viewpoints. An improvement
in the quality of the model is also evidenced by the
values of the coefficient of determination, which,
in this case, range within an interval of 0.5108-
0.6775. Further, the parameters of all of the models
show an inflexible reaction of the operating result
of economic activity on changes of the individual
factors, i.e. that with an increase of the given factor
by 1%, there is an increase or decrease of OREA by
less than 1%.

Model 2 (see Tab. II) contains the parameters and
their P-values, which express the effect of factors
significantly affecting OREA. Similarly as in the case
of the result of economic activity for the current
period, also in the case of the operating result of
economic activity, its most significant determinants
can be indicated as the level to which the business
is equipped with assets and capital. Also, for OREA,
similar correlations were established as in the case
of REA. Tt can thus be stated that in regard to asset
structure, a shift of effects from current assets
toward fixed assets occurred within the analyzed
period (with the marginal year being 2008). Further,
in this case as well, there is a clear opposite effect of
the change of equity capital and registered capital
(an increase in equity capital has a positive impact
on the operating result of economic activity, while
registered capital has a negative impact). In this
case, the effect of outside resources is not significant
either within the entire analyzed period, but,
nevertheless, when compared to REA, it is evident
that OREA is affected more by the structure and
amount of outside resources. Nevertheless, in the
last years of the analyzed period, this effect was
not established. Further, similarly as in the case of
REA, a significant effect of the size of the business
(expressed in terms of the area of agricultural land
and personal costs) on the operating result of
economic activity was not established. Last but not
least, the effect of subsidies on a unit of land (SAPS)
was shown to be significant, once again, only in the
year 2004. Therefore, in that year, the obtaining of
subsidy aid can be considered effective in view of
the creation of OREA.

CONCLUSION

The objective of this article was to identify the
main determinants of the result of economic activity
for the current accounting period and the operating
result of economic activity of agricultural businesses
of legal entities in the Czech Republic in the period
of the years 2004-2010 and to quantify their effect.
The analysis itself was based on sectional data
obtained from databases of the Creditinfo company
monitor and HBI Czech Republic. The calculations
were conducted with the utilization of Gretl
econometric software.

The main determinants of the result of economic
activity in general were indicated to be the level to
which the business is equipped with assets, the level
to which the business is equipped with capital, the
capital structure and costs of capital, and further, the
size of the business in view of the area of agricultural
land and the number of employees and, last but
not least, also the region in which the business
operates and obtained subsidies. The effect of these
determinants was quantified, but a significant effect
was only confirmed for some of them.

Regression analysis of sectional data established
the level to which the business is equipped
with assets and capital as the most significant
determinants of the result of economic activity for
the current accounting period.

The results of quantitative analysis further
indicated similar results in the assessment of
the operating result of economic activity and its
determinants. Such fact is given primarily by the
nature of the assessed businesses (agricultural
businesses of legal entities), where it is specifically
the operating result of economic activity which
constitutes the main component of REA. In this case
as well, the main determinants can be indicated to
be the level to which the business is equipped with
assets and capital. Therefore, in both conducted
analyses of the result of economic activity, the asset
and capital structure of the business can equally be
considered to be the main determinant. The issue
of the level to which a business is equipped with
capital, or the capital structure of the business, is
a matter that is dealt with by numerous financial
managers. In setting it, the basis is the optimization
of the capital structure, i.e. the achievement of such
a ratio of debt and equity capital at which the costs
of capital are minimized. However, the optimization
of the capital structure is not an entirely simple
matter, as there are a number of factors that affect
it and which also include the asset structure of
the business. Therefore, both these determinants
of the result of economic activity are very closely
correlated and, in the outcome, can definitely be
considered to be the most significant determinants.
For more precise results, it would be appropriate to
conduct a more detailed analysis of the asset and
capital structure, which would answer the questions
of the relationship of optimum capital structure,
asset structure and the result of economic activity.
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This analysis is currently being dealt with by this
group of authors.

Other factors show similar tendencies as in
the case of the result of economic activity for the
current accounting period. On the other hand, the
effectiveness of direct payments in the creation
of the result of economic activity for the current
accounting period and the operating result
of economic activity, as well as the size of the

business, was not established as being significant.
Nevertheless, even so, the effect of these factors on
the creation of the result of economic activity can
be anticipated. More detailed and perhaps more
precise results in this area could be provided by
an analysis conducted with a focus on the size of
agricultural businesses, their production focus and
regional location, which is planned as part of further
research of this group of authors.

SUMMARY

The objective of this article is to identify the main determinants of the result of economic activity
for the current accounting period (REA) and the operating result of economic activity (OREA)
of agricultural businesses of legal entities in the Czech Republic and to quantify their effect. The
analytical portion is based on data of agricultural businesses of legal entities in the Czech Republic
in the period of 2004-2010. The data were obtained from databases of the Creditinfo company
monitor, HBI Czech Republic and from the publicly accessible database administrated by the State
Agricultural Tntervention Fund (hereinafter the “SZTF”), containing information on the amount of
direct payments, provided to businesses of legal entities.

The analysis showed a significant effect of only some factors, which were indicated as the main
determinants of the result of economic activity. The main determinants of the result of economic
activity in general were indicated to be the level to which the business is equipped with assets, the
level to which the business is equipped with capital, the capital structure and costs of capital, and
further, the size of the business in view of the area of agricultural land and the number of employees
and, last but not least, also the region in which the business operates and obtained subsidies.
Therefore, in both conducted analyses of the result of economic activity, the asset and capital
structure of the business can equally be considered to be the main determinant. The issue of the
level to which a business is equipped with capital, or the capital structure of the business, is a matter
that is dealt with by numerous financial managers. In setting it, the basis is the optimization of the
capital structure, i.e. the achievement of such a ratio of debt and equity capital at which the costs of
capital are minimized. In the long-term, the decisive factors affecting the result of economic activity
of agricultural businesses of legal entities in the Czech Republic can be considered to be primarily
the level to which the business is equipped with assets and capital, and the capital intensity in general.
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