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their degree of social responsibility, confirms the strong stability of traditional financial-
accounting criteria compared to extra-financial criteria for evaluating organizational 
performance (Figure 1) (Mironiuc, 2008c, pp. 1-22). The analyzed subjects have been 
requested to rank ten performance criteria/indicators according to their importance for 
organizational perspectives and financial communication, namely:  

„Rank the importance (using figures from 1 to 10, 1 = the most important) of the 
following indicators, from the perspective of your organization: a) profit; b) balanced relation 
with 3rd parties; c) turn-over; d) profitability; e) market share; f) liquidity and solvency; g) 
social initiatives (job creation and work safety, involvement in community life, sponsorships 
etc.); h) company image; k) stock market price; l) prestige of the management team”. 
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Figure 1. The importance of the performance indicators 
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According to the data in Figure 1., it is apparent that, in order to evaluate 

organizational performance and perspectives, the most relevant criteria are: profit (by 
43.69% of the questioned subjects); profitability (11.39%); balanced contractual relation 
with 3rd parties (9.67%); sales figure (9.51%); stock market price (6.38%); market share 
(5.47%); liquidity and solvency (5.30%); prestige of the management team (5.21%); 
company image (2.20%); social initiatives (by only 1.18% of the questioned subjects). 
There can also be noticed that 29.29% of the questioned subjects place the criterion „social 
initiatives” on the 10th position out of 10. 

 
Despite the limited information valences for financial communication, traditional 

financial-accounting performance indicators are predominant in the practice of the questioned 
subjects and most frequently communicated compared to extra-financial criteria: social 
initiatives (job creation and work safety, involvement in community life, sponsorships, etc.), 
company image, prestige of the management team, which are the least communicated and 
used in order to reflect performance, especially in small and medium enterprises. 

A positive fact is that the evolution of the Romanian business environment, the 
openness towards global economy, and the growing role of the civil society tend to change 
the mentality and perception of the individuals who give more attention to the principles of 
environmental preservation, human rights, and safety of work conditions, etc.  

 
4. Conclusions 
In order to ensure long-term competitiveness, nowadays companies cannot ignore a 

series of external factors, such as: the evolution of regulations, media pressures, stakeholders’ 
suggestions, pressures from the rating agencies, etc. Companies must integrate in their 
development strategy responsibilities that cover all fields: business ethics, reducing the 
impact in the environment, relationships with their partners, human resource management, 
developments and innovations. These aspects, susceptible to generate financial risks, tend to 
represent new benchmarks in evaluating the performance of sustainable companies, 
subscribed in a logic that cannot have an exclusively financial-accounting nature.  

The multiplication of extra-financial rating agencies is the expression of the fact that 
companies are nowadays exposed to the critical eye of society with respect to their behavior 
as citizens, and that they need to take into account the opinions of a public more and more 
attentive with ethical values, who reacts against excesses and social and environmental 
externalities.  

The partnership conception of the governance of sustainable companies causes the 
manners of analyzing and quantifying performance to be in the impossibility to stay behind 
the new realities. Therefore, financial analysis complementarily and progressively integrates 
the extra-financial analysis component. It is based on a stakeholder approach, quantifies non-
financial (extra-financial) performance derived from corporate social responsibility and 
values the immaterial capital that concentrates a large part of the growing and developing 
opportunities of the company. Together, these two types of analysis will answer to the 
financial community with respect to: the economic impact of environmental and social 
aspects; risk factors, social and environmental opportunities; the causes of the discrepancies 
between the market value and the economic value of the company. The difficulty in making 
an extra-financial analysis mainly comes from the fact that the reporting system of 
sustainable development remains a voluntary action, and from the lack of homogeneity of the 
practices in the field.  
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ADAPTATION OF PRODUCTION TECHNOLOGIES WITH THE AIM  

TO INCREASE THE QUALITY OF THE AGRICULTURAL PRODUCTION  
AND THE RESPECT TOWARDS THE ENVIRONMENTAL NORMS 

 
Adrian ANICA-POPA 

Irina Daniela CIŞMAŞU 
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Abstract. The respect of the EU norms from the environment and agricultural 

production quality angles of view impose the search for the optimum variants to plant them. 
The present study aims the identification of the correlations between the production 
technologies and the agricultural companies’ performances. The article presents some 
considerations regarding the production cost, the quality of production and the performance 
indicators. Based on the research results, some conclusions are described, related to the 
influence of the production technology on the production costs and on the performances of 
the agricultural farms, along with the future research directions. 

 
Keywords: agricultural farms; quality of production; performances; production cost. 
 
 
Introduction 
When the alignment of Romania with the European standards is derived from the 

agricultural point of view, the practice of a developed agriculture is absolutely necessary. In 
the latter there are mandatory some methods and techniques for intensification (based on the 
effective allocation of factors) and even ecological, that suppose rationality and control on 
what is administered in the agricultural production and breeding. Al these lead to the gradual 
improvement of the present production systems. Taking into account the present status of the 
production systems from agricultural exploitations in our country regarding the orientation of 
the structures and the technologies used (number and type of works, means used, seeds, the 
biological quality of the livestock, the foraging mode, the nutrient content of the fodder etc.) 
it is imposed the analysis of resources and modalities to provide them, necessary to achieve a 
superior level of quality, from all the points of view. 

The act of taking some economic decisions regarding the production and distribution 
of products realized inside the agricultural exploitations is influenced by a multitude of 
factors. Amongst them, we can include too: the pollution control, the national priorities, 
moral and political factors and even the climatic conditions. Each one of these factors can be 
quantified or not. Each factor has a certain value and it is up to the analyst’s decision the 
identification and measurement of a greater number of factors of influence. 

 
An overview on the agriculture 
The wheat is a key factor for the control of global inflation. The perspective of the 

increase of the wheat production could prevent tensions generated by the lack of food in 
many regions of the world, that were severely hit by the increase of the production cost for 
the main alimentary production, including the bread. Among the main factors that provoked 
the present food crisis are the unfavorable meteorological conditions and the increase of the 
weight of arable land used for cultures of bio fuels.  

At global level, the European Union holds the first place in the production of wheat, 
followed by China and India.  
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Table 1 
Distribution of the world’s wheat production in 2007 by the main producer countries 

(mil. tons) 
Name 2002 2003 2004 2005 2006 2007 2008* 

 European Union 133,6 111,7 149,4 135,4 126,7 121,0 124,7 
 Romania 4,4 2,5 7,8 7,0 5,5 2,9 3,1 
 China 90,3 86,5 91,6 96,3 104,5 109,9 104,0 
 India 72,8 65,1 72,1 72,0 69,4 74,9 69,3 
 United States of 

America 
44,1 63,8 58,7 57,1 57,3 53,6 49,3 

 Russia 50,6 34,1 45,4 47,6 45,0 49,4 44,9 
 Canada 16,2 23,6 25,9 25,6 27,3 20,6 25,2 
 Pakistan 18,2 19,2 19,5 21,6 21,3 23,5 21,7 
 Turkey 19,5 19,0 21,0 21,0 20,0 17,7 17,5 
 Argentina 12,3 14,5 14,6 16,0 14,0 14,0 15,2 
 Iran 12,5 13,4 14,0 14,5 14,5 15,0 14,8 

Total world production 574,7 560,3 633,3 628,7 605,9 607,0 725,0 
*) estimations 
Source: FAOSTAT - Food and Agriculture Organization of the United Nations. 

 
Inside the European Union, 2,40% of the wheat production of 2007 was provided by 

Romania. 
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Figure 1. Wheat production in 2007 on the main producer countries 
 
The placement of Romania, as well as of other countries in Europe, in the temperate-

continental clime area, leads to the fact that seasonality is determined, in the first row, by the 
climatic conditions. For the Romanian exploitations, it can be ascertained the major influence 
of the seasonality on the production realized, and implicitly on the unit production costs, on 
the obtained turnover, and finally on the profit of the exploitation. The reduction of total 
const, and primarily of the fixed ones during the season, that are distributed per product unit 
does not reflect a more rational use of the consumed resources and implicitly a real saving. 
The seasonality has a series of negative effects on the use of resources of any type, these 
being more overtaxed during the season and incompletely used outside the season. 

By definition, the quality comprises the ensemble of properties and characteristics of 
a product or service that confers to it the aptitudes to satisfy the expressed of implicit needs. 
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In the case of agricultural production the quality is hard to be defined, because its usages are 
multiple and each on of these needs specific technological categories. 

In the European Union, the sustainable development in agriculture is characterized by: 
− the production of highly qualitative and sufficient food products, that is to respond 

to the expectations of the society; 
− the assurance of the viability of the agricultural exploitations; 
− protection of the surrounding environment; 
− the maintenance of the natural resources in the present status. 
 

Table 2 
Usage of fertilizers in agriculture (thousand tons) 

 

Name 2002 2003 2004 2005 2006 2007 2008* 
Chemical fertilizers 
(active substance) 

326 362 380 461 363 387 385 

- Nitrogenous 239 252 270 299 252 265 269 
- Phosphates 73 95 94 138 94 103 98 
- Potassic 14 15 16 24 17 19 18 
Natural fertilizers 15746 17262 17749 16570 14900 13498 13786 

*) estimations 
Source: Romanian Statistic Yearbook, 2008. 

 
The realization of some highly qualitative agricultural products has as premise a 

biological agriculture, that is to be based on the increase of the organic matter content of the 
soil, through the use of the national fertilizers (stable garbage, green fertilizers, turbidity, 
stable garbage mush). This type of agriculture can be successfully practiced in the 
agricultural exploitations that have a bovine zoo technical sector. 
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Figure 2. Usage of fertilizers in agriculture in 2002-2008 

 
Table 3 

The main technical and economical indicators related to the agricultural sector 
 

Indicators MU 2002 2003 2004 2005 2006 2007 2008* 
Cultivated surface, of which: Thousands ha 9.002 8.881 8.528 8.468 7.884 7.777 7.877 
- Cereals for berries, of 
which 

Thousands ha 6.038 5.542 6.265 5.866 5.114 5.129 5.237 

- Wheat Thousands ha 2.298 1.735 2.296 2.476 2.013 1.975 2.079 
Annual production of cereals 
for berries, of which 

Thousand tons 14.357 12.964 24.40
3 19.346 15.759 7.815 12.34

3 
- Wheat  Thousand tons 4.421 2.479 7.812 7.341 5.526 3.045 5.689 
Average production of wheat 
per ha 

Kg 1.924 1.429 3.403 2.965 2.746 1.542 2.737 

*) estimations 
Source: Romanian Statistic Yearbook, 2008. 
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Form the point of view of the wheat production, the main usages are found in the 
sectors of milling and panification, production of biscuits and pasta, fabrication of starch and 
gluten, fodder for the livestock, alimentary alcohol, bio-ethanol etc. 
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Figure 3. The average production of wheat per ha in 2002-2008 

 
The specialists consider that the sectors that are most affected by the financial crisis, 

are the constructions, the real estate developers and the agriculture. The bad effects appear 
due to the fact that the agriculture is under financed, crumbled and with aged technology. 
Among the most affected sectors is the zootechnics, because its activity is influenced by the 
increasing costs of the utilities. The effects of the economic crisis will be felt prevalently on 
medium and long terms, and mostly at the rural level, thus deepening the currently recorded 
disparities, between the Romanian agricultural sector and the European countries one. The 
crisis of the agricultural products prices, already felt on an European plan, will led to the 
decrease of the profit, and respectively to the de-capitalization of the agriculturist, that will 
not be able to cover its production costs.  

In fall 2008 only 50% og the surfaces for fall cultures were seeded. 
Regardless the destination of the wheat production, one of the traced indicators refers 

to the quality indexes, each one with specific requirements regarding the protein content and 
its composition. In general, the wheat producers must make a compromise between the 
agronomic quality and the technologic quality of the harvest. 

The qualitative criteria of wheat and flour refer to: 
− The commercial quality, that views the relationships between the characteristics of 

a wheat sample and the qualitative restrictions of the buyer, imposed through contract and 
can evolve according to the availabilities of the market, number of customers and pressure of 
the price; 

− The regulated quality, defined by administrative manner, that amalgamates the 
ensemble of qualitative elements that makes the sample healthy and marketable, thus 
permitting the avoidance of releasing on the market of products that are inadequate for 
human or animal consumption; 

− The industrial quality, the only one that takes into consideration the ensemble of 
objective elements and that depends on the wheat and flour behavior during the process of 
transformation and consumption from the agriculturist to the consumer; 

− The intrinsic quality that refers to the hereditary patrimony of a kind, that 
represents the primary factor of variation for the quality; 

− The hygienic or sanitary quality, that guarantees the absence of pathogen products 
in the berries and in the derivatives (micro-organisms, toxins, chemical product wastes used 
in various treatments); 

− The nutritive quality, the cereal products must constitute the basis of the alimentary 
pyramid, elaborated by the US Department of Agriculture, based on human epidemiologic 
and physiologic studies. 
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Implementation of new technologies and the increase of the agricultural  
production 
The integrate technologies contribute at the preservation of the surrounding 

environment and the realization of safe and highly qualitative products. These technologies aim 
towards the sustainable management of the highly productive exploitations, through the better 
use of the biological mechanisms of the culture systems. The increase of agricultural 
production and of its quality does not exclude the use of fertilizers and pesticides, but is based 
mainly on the limitation of the usage of chemical substances and of more natural methods 
regarding the protection of the cultures, than the ones used in the intensive agriculture.  

Renouncing at the specific technologies for plans cultivation represents a problem 
found at the level of Romanian agricultural farms. In this sense, we exemplify the mentioned 
above through the presentation of the actual performances recorded by a firm in the industry, 
whose activity object is the cultivation of cereals. Even if the turnover and the profit record 
sustained increases in 3006-2008, there are of interest the evolutions of the expenses’ 
efficiency and of the profitability ratios. 

The risk regarding the quality of products will be reduced, the varieties and hybrids 
cultivated by the society being chosen together with the customers, in respect of their needs 
regarding the quality and characteristic of the production.  

The functioning of the agricultural exploitation is based on a series of “inputs” 
represented by material (seeds, fertilizers etc.), human, financial, informational, technolo-
gical, scientific elements that, inside the executive or operational subsystem, are transformed 
in vegetal products, services, information etc, that reflect the results achieved and represent 
their output.  

The price policy is focused on the maximization of the price-quality report, to ensure 
a high potential and an increasing or constant cash flow, necessary to attenuate the specific 
variations that are affecting the demand for these products. The establishment of the prices is 
realized taking into account the production costs involved, the purchasing power of the 
population, but also the impact that the evolution of the currency exchange ratio has on the 
inputs (insecticide, pesticide etc.). 

The activity development in 2007 and 2008 through acquisition of equipments has 
attracted an increase of the agricultural production, a slight increase of the quality, but also a 
significant increase of the operating expenses, a situation that is considered normal taking 
into account the change of the production technologies.  

 
Table 4 

Evolution of the expenses’ efficiency in 2006-2008 
 

Indicators 2006 2007 2008 
Operating expenses per 1.000 lei turnover 977,05 961,39 927,01 
Material expenses per 1.000 lei turnover 362,44 354,33 375,86 
Personnel expenses per 1.000 lei turnover 58,84 189,50 193,83 

 
At the level of the operating expenses, it has been recorded an increase of the 

efficiency, from 977,05 lei in 2006 to 927,01 lei per 1000 lei turnover in 2008. in 2008, due 
to the different action of the factors of influence, it is ascertained a decrease of the level of 
material expenses per 1.000 lei turnover with 21,52 lei. The personnel expenses per 1.000 lei 
turnover have recorded ascending evolutions in 2006-2008. in 2008, the salaries related 
expenses have grown at 193,83 lei per 1.000 lei turnover. The average annual productivity of 
the labor force has increased with 13.76% in 2008, while the annual average salary increased 
with 16,31 in 2008. This situation can be considered abnormal, but the salary increases were 
meant to stimulate the personnel existing in the firm. 
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In the contractual reports, the most profitable way is chosen, in order to obtain the 
lowest costs. The acquisition is realized from internal producers, private societies. The 
acquisition is realized in coordination with the quantitative and qualitative necessity and with 
the assortment of products.    
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Figure 4. Evolution of the efficiency of the expenses in 2006-2008 
 

Table 5 
Evolution of the profitability ratios in 2006-2008 

 

Indicators 2006 2007 2008 
Commercial profitability 2,30% 3,86% 7,30% 
Profitability of consumed resources 2,35% 4,02% 7,87% 

 
The evolution of the profitability ratios has recorded an ascending trend in 2006-2008, 

following, mainly, the increase of the operating expenses in an inferior rhythm than the 
operating incomes.  
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Figure 5. Evolution of the profitability ratios in 2006-2008 

 
The material expenses have into view the necessary of seeds, fertilizers, pesticides, 

fuel, spare parts, and other expenses as well. 
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Table 6 
Volume and structure of the complete costs 

 

Value – lei Weight Expenses Old technology New technology Old technology New technology 
Seed  54.000,00 54.000,00 25,89% 13,23% 
Fertilizers 86.950,00 107.730,00 41,69% 26,39% 
Chemical treatment 2.070,00 10.350,00 0,99% 2,54% 
Irrigations 0,00 180.000,00 0,00% 44,09% 
Gasoline 51.763,83 42.084,41 24,82% 10,31% 
Personnel 3.121,40 2.645,25 1,50% 0,65% 
Partners 976,00 738,28 0,47% 0,18% 
Indirect expenses 9.700,89 10.708,22 4,65% 2,62% 
Total 208.582,11 408.256,16 100% 100% 

 
The success of a culture depends on the compliance with the specific culture 

technology. Among the defining elements we outline: 
• Rotation of cultures; 
• Fertilization through the use of stable garbage or of the chemical substances based 

on phosphor and potassium; 
• The soil works, respecting the agricultural calendar; 
• The superior quality seed, certified, with a high biological and cultural value, 

respecting the following conditions: purity above 98%, germination capacity over 90%, 
healthy, humidity below 14%. The seed must be treated with fungicides to protect it against 
the main diseases and if it is possible, with insecticides also. 

• The sowing that must be included in the optimal époque. 
Through the introduction of the new technologies, changes are observed regarding the 

structure of the production cost, through the reduction of the costs related to seeds, but the 
increase of the irrigation and fertilizers expenses. The fertilization of the wheat culture is 
realized with respect to the nutritive substances existing in the soil, the necessary nutritive 
substances for the reliable development of the plants, and also the water supply. 

 
Table 7  

The main indicators of the agricultural production 
 

Indicators Measuring unit Old technology New technology 
Surface Ha 225,00 225,00 
Total production Tons 450,00 1.057,50 
Production per ha. Tons/Ha 2,00 4,70 
Complete unit cost Lei/ton 463,52 386,06 
Unit selling price Lei/ton 500,00 500,00 

 
 Subsequently, the usage of performance technologies have as effect the increase of 

the average production per ha and implicitly of the total production of the farm. The 
immediate effects of these modifications reverberate on the unit cost that assumes a save of 
over 75 lei/ton, which is approximately 17% 

Through the usage of the new technologies, it will be achieved an increase of the 
average production per ha, from approximately 2,0 tons in present to 4,7 tons, that is a spore 
of approximately 2,35 times. Furthermore, the increase of the average production per ha will 
allow the achievement of some supplementary incomes, with a consumed resources 
profitability ratio much superior to the one traditionally obtained. 

The use of natural fertilizers allows the compliance with the European standard 
according to the Directive 91/676/CEE transposed in the national law through HG 964/2000 
regarding the prevention of the water pollution with nitrates derived from agricultural 
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sources. The implementation of this standard is not realized only through simple investments, 
but mostly through the implementation of a set of technical and technological measures that 
view all the aspects of the agricultural exploitation and to which will contribute, directly or 
indirectly, all the machineries and equipments inside it. 

 
Table 8 

The profitability ratios at farm level 
 

Indicators Old technology New technology 
Commercial profitability ratio 7.30% 22.79% 
Consumed resources profitability ratio 7.87% 29.51% 

 
In the conditions in which the costs per irrigated hectare are 1,815 lei, it results a gain 

per each hectare of 535 lei that is the agricultural farm will have a profit of 23%.  
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Figure 6. Profitability ratio at farm level according to the two production technologies 
 
A little less production is achieved if the soil is not irrigated, for an average 

production of 2,000 kg per hectare, that is capitalized at a price of 0.50l lei/kg, the income is 
1,000 lei, the expenses are 927 lei/ha and the profit margin per hectare is 7.3%. 

Along with the economical effects visible through the production cost, it is achieved 
an increase of the quality of the agricultural production, a fact that determinates its superior 
capitalization. 

The possibilities of rejuvenation for the Romanian agriculture aim at the achievement 
of approximately 13 billions of euro, from the European Union, in the next four years, the 
money being allocated mostly for the rural development. However, there are emphasized 
certain obstacles determined by the increase of the credit prices and the absence of the 
support mechanisms for the agriculturists in rural area. All of these will led to the 
impossibility to access European funds and to reduced investments in the rural environment 
due to the fact that the producers will not have at their disposal the sums needed to assure the 
co-financing of the projects. 

 
Conclusions 
Starting from the actual status of the production systems from the agricultural 

exploitations in our country and the orientation of the structures and technologies used, it is 
imposed the analysis of the resources and modalities to assure them, necessary to reach a 
superior qualitative level and an increase of the economic performances. 
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The replacement of the wheat cultures with others, with a superior performance, that 
do not necessitate high costs and that can be capitalized on the market, i.e. the production of 
rape, has determined the decrease of the wheat production to half versus 2004. In these 
conditions Romania contributes to the European production of wheat with 2.4% in 2008 to 
more than 5% in 2004 versus the 2004 values, there is not recorded a drastic reduction of the 
area cultivated with wheat, but the quantity of final product per hectare diminished with 
approximately 20%. Therefore, it is imposed the orientation that modern production 
technologies, the compliance with the agricultural calendar, the use of natural fertilizers and 
the reconstruction of the irrigation system, without which any agricultural exploitation is not 
capable of achieving satisfactory results.  

Through the comparative analysis of the two systems applied at the level of an 
agricultural firm there can be identified the major differences resulted at the level of the 
production costs, profit, commercial profitability ratio and consumed resources profitability 
ratio. 
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Abstract. The communitary strategic orientations that the European institutions 

promoted since Octomber 2006 have at their base the fact that research and innovation have 
a direct contribution at the prosperity and the welfare of the individual and of the community. 
The main objective of the research and technological development policy promoted by the 
European Union is that in the following years this regional group to become the most 
competitive economy based on knowledge in the world. The studies have shown that the 
density of the local networks of knowledge and their degree of involvement in the making of a 
plus of wealth in the region could have a decisive contribution at the dynamism and the 
competivity of the enterprises, of the business enviromenent, in general. 

 
Keywords: region; innovation; strategy; methodology; diagnosis; analysis. 
 
 
The promotion of the innovation policy at a regional level imposes a permanent 

diagnosis of the mechanisms of carrying out the system of regional innovation in such a 
manner that the efforts are focused on the incontestable priorities, that are the makers of 
added value and that we should give up the effort to decypher the meaningless details that 
lead to no future effects. 

In the European programms of rising the competivity at a regional level and of 
occupying the work force the regions are often the managers of a global subvention for 
whose use the European Comission recommends the making of diagnosises that emphasises 
the strong and the weak points of the territories through the perspective of the innovation so 
that the consolidation of some effective innovative strategies is reached in connection to the 
European stakes. 

Romanian projects regarding the regional innovation through the scientific approach 
that they have in mind try to give the local managers and to the specialists from research, 
education, a robust methodology of territorial diagnosis and the instruments necessary for 
steering and innovative management. 

 
The systemic approach, creative concept of innovation 
In literature it is shown that knowledge networks represent a collective factor of 

economic performance and one of the most important axes of the modern politics of 
innovation. The notion of “society based on knowledge” has become in the last years a 
concept that is common to all the states that are members of the European Union. Each 
economic agent, manager, researcher or employee comes into contact with numerous entities 
in the spehere of his own unit or in other units that are situated in the same geographical area 
or in other regions/ countries. From the experience of the developed countries it was noticed 
that the efficacity and the productivity of each economic agent depends largely on the number 
and intensity of these connections that become more efficient when the geographical 
proxemity is higher; because of this one of the main objectives of the European communitary 
politics is the development of innovation at a regional level. Frequently, the utility and the 
clarity of the scientific information is lost when their transmission is not made directly, 
through dialog, but by using informatic techniques of communication, because either the 
message or its content is altered. For this reason, in the making and following the putting into 
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practice of some innovative projects the meetings “face to face” are preffered. Innovation is 
an interactive process. For this purpose, the production of knowledge is necessary, but not 
sufficient for innovation, it creates potential that has meaning only if it exists as final 
demand. The production of knowledge must be capitalized through the constant interaction 
between producers, enterpreneurs, users or intermediaries of knowledge and the public 
institutions.  

The fundamental role of knowledge when we talk about societies, institutions of 
higher education and research can be described through the image of “triple helix” (science – 
industry, industry – state, state – science) that is perceived as being the DNA of the economic 
tissue and of innovation. According to the circumstances, the universities, the industries and 
the public organisms can play different roles in the innovation process, around the three great 
actors, science – state – industry, gravitates a large variety of institutional networks. The 
collective decisions are the result of the complex institutional arrangements between local 
and national partners, in which the public collectivities play a dominant influence.  

A frequent phenomenon that we can find in the modern democracies is the plurality of 
actors in making the politics of regional innovation. Many times they are situated on rival 
positions. This is why a correct institutional government of the innovation process means the 
creation of an equilibrium between the autonomy, cooperation and rivalry of the actors 
involved. In order to assure the development on the long run of the economical regions, the 
institutional government has to set the „rules of the game” in the so-called institutional 
„coopetion” (cooperation-competition); one must make the difference between the subjects 
that are the object of codecisions and that mean the coordination in activity, and the ones that 
assure the territorial dynamic through a form of rival politics. The rules of the game indicate 
the directions on which one can act as to obtain the maximum of effect. French literature and 
the literature of other European states recommends a demarcation of the action fields of the 
regional actors as it follows: 

- Common fields: diagnosis, vision, the big axis of politics, the management of 
difficult priorities; 

- Coordinated fields: financial and fiscal aid, incubators, the public scientific parks, 
the transfer organisms of technology that is financed by public fundings; 

- Rival fields: the duties of the factories, the counseling in innovation and technique, 
the financing of the factories, the private incubators, and other actions that have effects 
through private efforts. 

The defining of the regional policies of innovation means the deep knowing of how 
the regional economy works and the economical evaluation of the existing public strategies. 

 
Regional systems of innovation, strategic diagnostic field 
The role of the diagnostic analysis at a regional level is to identify the strong and 

weak points that are specific to the innovation process; it has to be methodical and to go 
beyond the mere enumeration of the statistical general elements (research staff, added value, 
investments, research expenses, number of patents) or of the list of universities, research 
centres, incubators, without being accompanied by argumented and scientific based 
commentaries. 

The conclusions drawn from the analysis of a region must be completed by the 
diagnosis of the global stakes that are specific to the region, through the examination of the 
microeconomic dynamism of the actors of the innovation systems, by the appreciation of 
their capacity to generate knowledge and to turn it into new products and services or in 
“business models” (innovative) through the evaluation of the acces to capital. 

The diagnosis analysis in the field of innovation at regional level is a must and it has 
to have three main dimensions:  

-The analysis of the global components based on the indicators of economic activity 
and of the innovation potential; 
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- The analysis of the actors and of the networks of the regional system of innovation; 
- The description of the functioning of the innovation government process and of the 

establishing the strategic priorities. 
The deep description of the importance and of the dynamics of the main groups of 

activities allows the positioning of the specialization of the region as a strong or weak point 
and the making of the strategic activity clusters on which studies will be made afterwards and 
action programs will be implemented. The diagnosis analysis will aim at the 
“macroeconomic” elements of the regional system of innovation, that will be classified in the 
following categories: general indicators of the economic activity, human resources, financial 
resourses, data about the innovation environement, “innovation” outputs, the dynamics of 
innovation.  

The diagnosis is the systematic analysis of the regional activity, under different 
aspects, through the identification of the main indicators that can offer information about the 
degree of innovation of the region and by the making of comparisons between regions or the 
European environements, of other countries etc. The diagnosis analysis imposes the putting 
into practice of an ensemble of quantitative and qualitative methods among which a high 
degre of use will have: 

- Statistical methods: indices, concentration coeficient Gini, growth rates, specific 
weight, medium rythms etc; 

- The score functions; 
- The evaluation ratings; 
- Profiles technique; 
- Decomposing, grouping and comparing; 
- Swot analysis; 
- Pareto method; 
- Questionaries and surveys. 
As general lines the diagnosis means the going through the following stages: 
- the identification of the purpose of the innovation analysis at a regional level; 
- the determination of the influence factors, of the chance relations betwwen these and 

of the methods – quantitative and qualitative – that can be applied; 
- the analysis of the results and their interpretation according to region; 
- proposing an action plan at a regional level; 
- establishing the regional innovation strategy; 
- presenting an informatic model about the evaluation of the innovation degree at a 

regional level. 
The diagnosis will end by emphasasing the strong and weak points in a synthesis and 

the conclusions will lead to the making of innovation strategies of the region. 
Comparison, as a qualitative method of diagnosis analysis, is best to be made by 

connecting the results of the region with the data of other regions and European countries. No 
indicator has scientific value if it is not compared in time and/or in space. 

The regions used as a compariosn base in interpreting can be Romanian (them among 
themselves) because the purpose of this comparison is not to classify te regions, as European 
Inovation Scoreboard does, not to suggest to the region managers the reproduction of a model 
that is considered to be the best, but it only invites to reflection strating from the data 
presented. The major difficulty in analysing the innovation process on a national and regional 
level comes mainly from the limits of the statistic aparatus and from the fact that weft of the 
innovation is not really well localized and thus we do not have enough data for innovation. 

European Inovation Scoreboard limited the analysis to a set of 7 indicators that 
describe the main characteristics of innovation in the European regions: the number of the 
staff hired in science and technology, the degree of participation to the continuous formation 
of the persons with ages between 25 and 64 years old, the share of the Research-Public 
Development (C-D) in the region PIB, the share of Research-Private Development in the 
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region’s PIB, the existing jobs in the manufacturing fields of low, medium and high 
technology (% of the total occupation), the existing jobs in the fields of high techonology of 
services (% of the total occupation) and the number of patents at the million of inhabitants. 

The present scientific paper wants to be a synthesis of the research made by the author 
with the ocasion of the first stage of the project INNOREG – MODEL AND INFORMATIC 
PROGRAMME FOR THE DETERMINATION OF THE INNOVATION DEGREE AT 
THE LEVEL OF DEVELOPMENT REGIONS (INNOREG) – 2008-2011 (see explanations 
in the paper „Innovation – the cornerstone of the economic succes at an international and 
regional level”), in which the ASE partner had as a responsability the study of the diagnostic 
analysis in the field of innovation at a regional level. 

 
The selection of the indicators used in the diagnosis of the region 
Although the attention of the authors in the project INNOREG is to identify an 

important number of indicators that can provide useful information regarding the degree of 
innovation in Romania – at a regional level – the experience of the European states that have 
tried the same procedure have shown that the analysis will limit itself only to a part of them, 
for reasons that have to do with the finality of the diagnosis, that has as a purpose the offering 
of a framework, common and simple, in an operational purpose, in the terms of public 
policies. The proposed elements that are a part of the diagnosis are available in general in the 
main informational sources (Eurostat, general indicators that are identified in every region).  

The obtaining of information, that allows the making of the innovation indicators, 
faces an obstacle: the uncertain character of the innovation process. Tradition priviledges the 
patents (in connection to their number and their quoting) on the one hand and the input of the 
research on the other hand (expenses for Research-Development, number of researchers, 
research staff) as being relevant landmarks in the evaluation of the innovation process. In the 
last years progress was recorded regarding the way of reviewing the inventions that are 
effectively marketed but their importance is still limited because the obtaining of information 
is very slow.  

The problem that appears is that of determining the measure in which these differnt 
indicators are combined, can be subtituted or are complementary. Many of the indicators that 
are specific to the innovation process are re-divided often in the fields of “high tech” 
manufacturing in the sense that each can be used as a “latent variable of the innovative 
performance”. The situation is in requital, much more complicated in other fields (“low tech” 
and services).  

A study made by Autant-Bernard and N. Massard insists on 5 indicators of output that 
they apply on the departamental data in the case of France. The main information of output of 
the innovation are in their opinion: the total number of patents that have a projection in the 
department, the number of projections belonging to a factory that introduced innovation as a 
method etc.  

The diagnosis of each region imposes the complementary analysis according to 
necessities, the research project that has to be eleborated only offers a common minimum 
frame of analysis and presentation, that is called to evolve in the same time with the 
amelioration of the statistical aparatus. 

Innovation is a multiform phenomenon that can be analysed as a transformation 
process of the resources and that is in the same time the manifestation and the result of a 
certain dynamics. The French literature regarding this subject describes the different 
dimensions of innovation through an ensamble of components that can be analysed, each, 
through a set of indicators, that we enumerated above: 

- General indicators of the economic activity performance: refers to the description, 
with the help of this subensamble of indicators of the demographic and economic global data 
of the region that appear more as a data base and as results of the innovation process. 
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- The structure of the economic activity: the structures of the activity are an 
„entrance” and a result; a strong orientation of the region towards „high tech” emphasises a 
positive performance of innovation and in the same time a favourable factor of development 
of new productive capacities.  

- Human resources of innovation: in all the studies on innovation and teritories, the 
degree of preparation of the human resources is one of the most direct elements in the making 
of the innovation process. 

- Financial resources of innovation is also an important factor in all its forms. 
- Data regarding the environement – the innovation enviromenent: cultural and 

technical capacity of dispersing the innovations into the economy is an essential dimension 
that can be apreciated today through the perspective of some partial and often fragile 
elements.  

- „Output innovation”: the dynamic of the exits appears as a particular component of 
the regional system of innovation because the evolution of the ensamble can manifest itself 
under very different forms. 

These subensambles create among them a system which means that each represents 
on the one hand the casuality elements for other subensambles and on the other hand they are 
the results of other components. This synergy is known and from the diagnosis analysis made 
at a factory level where the same indicator can represent the cause and the effect of other 
economic phenomena. Mutual interactions are created that generate a favorable dynamics or 
on the contrary there is the risc that they lose the collective competivity. For example, the 
„innovation” performance and dynamic of the region depends equally on the human and 
financial resources; but at the level of international rivalry regarding the human 
talents/aptitudes and the financing, the growth of the resources is connected to the attractivity 
of the region, thus to its performances. It is only one of the examples that shows that the 
economical structures are connected on the long term with other dimensions of the inovation 
system.  

Each dimension is involved in diagnosis through an ensamble of statistics available: 
diagnosis is strictly conditioned by the possibilities of the statistical aparatus. In the majority 
of cases the relevancy of each of the indicators that reflect the component that we are talking 
about, respectively innovation, would become a debate topic vaste and sterile; one must make 
a selection and a determination of the measure in which they are combined and they have a 
common result; the main goal is to apply the innovation’s components in an unitary manner 
for the region’s ensamble.  

In certain situations we will mention statistics that will be available in a near future or 
that are in the making right now. Foe example, we are talking about the limited present 
possibilities of exploating at a regional level the CIS inquests. The analysis made by this 
organism allow us to have precise information regarding the importance and the relevance of 
the innovation policy in factories. Up to now this inquest was not made through a perspective 
of making its results regional.  

For each indicator it would be useful to make simultaneously of a: 
- time analysis (for a longer period, taking into account the structural nature of the 

given phenomena) with the positioning of the region in connection to the medium tendency 
of the reference regions; 

- space analysis, comparisons with similar national regions or to the European regions 
of reference; if it is possible the comparison will be made with at least one American state 
and a Canadian region. For Europe a list of regions is proposed; it refers to the regions 
Flandra, Basque Country, High Austria, Piemont and Midland Region from the United 
Kingdom. 

- positionings of the researched ensamble in connection to the European regions. 
The different categories of indicators proposed by the authors have as a main goal the 

facilitation of analysis through the framing of the results, as strong/ weak points of the region 
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according to a very strict description (swot analysis). For each subensamble a type of 
synthesis will be made under the form of an apreciation of the potential of the region, that is 
rated on a quantitative scale, from 1 to 5, mainly through comparisons with reference 
European regions; the interpretations will allow the emphasis of the possible and prioritary 
actions in connection to the findings made.  

 
The analysis of the strategic priorities at the regional level 
The methods used for the analysis of the strategic public options are very different. 

The strategic and bugetary decisions in general are the result of experience and inspiration of 
the specialist teams involved. A big importance in the making of the regional innovation 
strategy it has the demonstration of the share that the reasoning manner have regarding the 
quantitative methods. The specaility literature recommends to the public managers the 
specification of the personal criteria of selection and starting from this the manner in which 
they can build the “basic strategy”. After the processing of the information it is suggested to 
reflect upon the way of governing and of steering of the putting into practice of the 
innovation strategy in order to find viable amelioration ways. The notion of strategy, well-
known in the military field, was taken and even imposed to the factories starting with the ’70s 
in order to mark better the action way in an environement with rapid shiftings and that is 
dominated by uncertainties on all plans. The strategic approach meant the determination of 
the activities that „were considered to be the most interesting ones” for the enterprises.  

The startegic vision imposes itself nowdays even in the public collectivities, states or 
regions that should identify te major stakes of the entity, the action course, the priority fields 
or the way in which public resources should be focused and how to identify the directions 
towards which it is necessary to accomplish the convergence of the local actors’ visions.  

The central objective of the regional strategy is the economic development on the 
long term. Competivity and the economic growth often appear as secondary compared to the 
objectives that are considered to be major for the region: the growth of the degree of 
occupation of the work force and the assurance of the social fairness. Innovation is perceived 
sometimes as being involved in the deepening of the social inequalities and as favouring a 
limited number of entrepreneurs and employees. International studies show the fact that at an 
international level there is a certain hesitation among the population regarding the growth of 
the economy as an effect of the innovation. Some authors think that innovation determines 
the growth of the technicalness degree and that it diminishes the role of the human work. A 
simple example shows that in the last decade only by the informatization of the German bank 
system the number of employees was reduced by 70%. In a similar manner other fields gave 
up their work force in favor of technology in order to cut down expenses. Other authors 
consider that innovation on the one hand diminishes the work demand in certain areas but it is 
also an important generator of new professions and jobs through the creation of new activity 
fields. The truth will be learned in time; at a global level poverty is still a devastating 
scourge. 

 
The instruments of the regional politics of innovation end their efficacity 
The innovation politics has as its disposal many instruments some of which we 

enumerate here: 
- Actions at the physical resources level: 
- Stimulating savings and investments as well as the actions that will determine the 

region’s attractivity for „external” investments; 
- Attracting investements in education and research for: 
- infrastructure; 
- endowing the universities and the research organisms; 
- challanges for improving the quality of the research and of the universitary 

production; 
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- Actions to develop the entrepreneurial dynamism: 
- Actions that tend to facilitate the innovative entrepreneurs and their judicial and 

fiscal environement that depends mainly on the state; 
- Direct and indirect financial support; 
- Supporting the creation and the growth of the innovative enterprises, owing to the 

infrastructure, as scientific parks, incubators or technopoles; 
- Actions regarding the interactions of knowledge between the economic actors: 
- Cells that will support the sipn-off in the private universities or research center, to 

support the seed capital (amorçage) or of the risk capital. 
- Supporting the dynamics of the innovation phenomena at the level of the economic 

“tissue”, especially through actions of counselling regarding the profit of the IMM, actions to 
stimulate the demand for knowledge, actions of transfer of knowledge after the 
institutionalization of the higher education; 

- Supporting/developing an ensamble of private intermediaries; 
- Supporting the inovation poles policies (or of competitivity) and of the “clusters” 
- Actions of “policy intelligence” what is the equivalent of actions conduct type for 

the improvement of the efficacity of the ways of putting into practice, at the level of defining 
the policies and at the level of ther following. 

There is a real debate regarding the economic efficacity of many of these instruments; 
the dominant conclusions are that public institutions that have the right to make a decision 
must ask themselves „what efficacity I expect from the instruments used?”, because it 
depends on the microeconomic circumstances and data: the selectivity and the identification 
process of the enterprises that support innovation, managing the competence and the efficient 
functioning of the knowledge infrastructures, and even the simple material realisation of the 
equipment in cause. 
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INNOVATION – THE CORNERSTONE OF ECONOMIC SUCCES AT REGIONAL 

AND INTERNATIONAL LEVEL 
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Abstract. In a world that is in a permanent change, in which the interdependencies 

between the states are more and more obvious and the rivalry and the inequalities between 
the nations deepen, one of the main objectives of the actual era wishes to be the growth of the 
competitively and innovation degree at a microeconomic level and at a regional and 
international level. The innovation process means the conversion of new knowledge into 
economic and social benefits, as a result of some complex interactions between numerous 
actors in a system that is formed of an environement (local, regional and national) that has 
productive firms, research institutes, and networks through which all these come into contact. 

 
Keywords: region; innovation; rivalry; methodology; diagnosis; evaluation. 
 
 
Globalisation – a game with a positive sum? 
The globalization of the economies accentuated the rivalry between territories, states 

and regions. The geo-economical siftings recorded in the last years, the delocalization and 
delocalization of the activities can be found in a redistribution of the economic actors on the 
rivalry scene and even more, in a deepening of the differences between the rich and the poor 
states. The world leaders as the USA and Japan have to face a strong rivalry in the innovation 
field from states that a few decades ago were used as cheap work force. The technology 
transfer from the rich countries to such countries represented eventually the launching stone 
to the new world that seem to appear. If in 1990 the production of high technology of China 
was less than 10% of the production of the USA, in 2000 it comes to about half it.  

Some authors believe that the great world platforms of innovation must adapt really 
quickly and they must discover new breaches in order to fight the new big demographic 
powers – China, India or Brazil – that have the potential to develop in all the fields. The 
particular character of the economical growth without precedent of some countries as China 
or India make that on the medium term to see changes in the international environement and 
the developed countries as the USA and numerous European countries to be threatened by the 
Asian tigers. The importance of the “reserve troops” that is the human resource, respectively 
the hundreds of millions of Chinese and Indians that are capable to adapt to change and to 
reach a high degree of education is obvious. The rise of the efficacity in the two states and the 
orientation towards technological innovation generates advantages that can be compared and 
emphasized by the Ricardian theory in the fight of the entities for supremacy. 

Starting from this reasons the European states consider it to be crucial the problem 
that refers to the definition and the putting into practice of a effective collective strategies, 
that limits these siftings and that will support Europe in improving its position on the world 
market in this field. Economic rivalry represents today the base of a „permanent war of the 
siftings” and no leader position can be considered sure and durable. Today’s winners can 
become tomorrow’s losers. Innovation is considered to be the key to prosperity for the 
enterprises and the geographical teritories. 
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Stimulating creativity and innovation at European level 
The new tendencies at world level aim at the involvement in a big measure of the 

scientific potential in all the productive fields. In this context the Operational Programms 
2007-2013 regarding the Structural European Funds have as a priority the innovation’s 
development according to the Lisbon Strategy. These represent a special oportunity that aims 
to stimulate technological and non-technological innovation in enterprises and the teritorial 
diagnosis analysis have the role to determine the regional potential of innovation, the way 
and the importance of the public financing, national and communitary, that one has as his 
disposal. In one of her speeches Danuta Hubner, the European Comissary for the Problems of 
Regional Policy, said that regional strategies must favour the investements in the field of the 
research and techonological development, of innovation, of the human capital and of the 
entrepreneurial spirit and to analyse the extent to which these investments answer to the 
specific needs of economical development of each region. 

The communitary strategic orientations that the European Council adopted in 
Octomber 2006 regarding the innovation and the research offers to the cohesion policy a 
double role: on the one hand it has to support the regions in the putting into practice of the 
action plans and of the regional innovation strategies that aim at the growth of the rivalry of 
the invoolved entities and of the European Union, as a whole. On the other hand it has to 
contribute at the growth of the capacity of scientific research and innovation in the region up 
to a level that will allow the participation to the transnational projects of research. 

The international studies have shown that the density and the vitality of the local 
networks of knowledge contribute in a significant manner to the dynamism and the 
competitivity of the enterprises and that they give an essential role to the local policies and 
especially to the regional ones of economical development. From the research made the 
author of the present paper noticed that the regional authorities, especially the ones from 
Romania, need a very sophisticated and permanent diagnosis of the mechanisms that set into 
motion the “regional innovation machine” with the purpose to focus the efforts on the 
incontestable priorities that create richness. The durable development through innovation is 
based on the intensification of the regional activity for the business environement, through 
the attraction of talents and the development of the access to knowledge and opportunities. 
More atention should be given to the regional keeping and improving the human capital, to 
promoting the cooperation between companies, to the facilitation of the harmonization of 
knowledge with the international market and to supporting the obtaining of the intellectual 
property rights. For the stimulation of the rivalry of the economical regional system one will 
have in mind the diminishing of the significant technological difference by facilitating the 
acquisition of equipment, technology and services. Regarding the educational system we 
have in mind the development of doctorate and post-doctorate programms made in 
association with the business environement. 

The regions are often the managers of some global subventions made in the regional 
rivalry and the occupation of the work force programms. In this context, the European 
Comission emphasises the fact that during the 2007-2013 programms the made diagnosis 
should focus on the strong and weak points of the teritories from the point of view of 
innovation so that the consolidation of an effective innovation strategy is reached, a strategy 
that is pertinent in connection to the European stakes.  

The scientific approach that is intented towards the making of an informatic model of 
evaluating the innovation degree at a regional level wants to give for the regional managers 
and to the research and education specialists a robust methodology of teritorial diagnosis and 
of innovative management. 

A recent study made at European level show that Europe started to catch up with 
difference that separates it from its main rivals, USA and Japan, at performance level into the 
innovation field. The first place goes to Switzerland, followed by Sweden, Finland, Germany, 
Denmark and The United Kingdom. All these six countries are situated better than other 
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European states and than the UE, as a whole. We must notice that the new states that became 
members recorded the biggest success, especially Cypres, Romania and Bulgaria, although 
their performaces are below the European average. The tendencies are emphasised by the 
dashboard of European innovation for 2008. In the 8th edition of the raport published by the 
European Innovation Scoreboard, that appeared in January 2009, made by Maastricht 
Economic and Social Research and Training Centre on Innovation and Technology, was 
measured the performance of the states that are memebrs of the European Union under the 
innovation aspect. According to this publication, the differences of performance in innovation 
divide the UE countries into 4 groups: 

Group 1. Switzerland, Sweden, Finland, Germany, Denmark and The United 
Kingdom – the leaders when it comes to innovation, with performances that are high above 
the UE average; Group 2. Austria, Ireland, Luxembourg, Belgium, France that are on the 
second place, with performances that are above the average of the UE; 

Group 3. Cypres, Iceland, Estonia, Slovenia, Czech Republic, Norway, Spain, 
Portugal, Greece, Italy, that are considered to be modetare innovators, with performances 
regarding the innovation under the UE average; 

Group 4. Malta, Hungary, Slovakia, Poland, Lithuania, Croatia, Romania, Latvia, 
Bulgaria, Turkey are the countries that are about the make up the differences, with 
performances regarding the innovation that are very low in connection to the UE average. 
Bulgaria and Romania are the countries that have the fastest rhythm of improving their 
performances. 

Created on the data that existed before the start of the economic crisis the study uses 
29 indicators for evaluating the level of innovation of a country. Innovation is considered to 
be the main factor for the stimulation of the the economical growth and the main way in 
which we can prevent some risks – for example the changes of the climate. Among the 
indicators we can find the popularity of the scientific and techincal studies made by the 
universities, the number of patents, the risisng of the funds given to the research, the 
availability of the risk capital for the new companies and the share that the exports of high 
technology have. The situation from the UE has evolved a lot in the past 5 years. Although it 
is still behind the USA and Japan, the differences tend to diminish from year to year. It is also 
situated pretty well compared to the emergent economies as China, India and Brazil. Yes it 
also has weak points. UE is behind the USA especially in the field of investments, and it is 
behind Japan regarding innovation in research-development and the information technology. 
In the same measure the companiesw from the UE spend less on non-technological 
innovations, as professional training, design and marketing, although they are essential 
elements for mentaining the competitivity. The study was published in the same time with a 
raport regarding the UE’s performances in research-development and of the efforts to create 
an European research space. It indicates the fact that the number of the researchers from 
Europe is increasing and that the UE becomes more and more attractive for foreign 
researchers and for private American investments in this filed. The study also shows that the 
funds given to the research-development stayed at 1,84% of the PIB, less than the objective 
of 3% that was establised in the UE. The objective of 2009 is to promote creativity and 
innovation capacity. This aspect is in accordance with the Communication of the Comissy “A 
comprehensive regarding the innovation in the UE” that says that “without education as a 
central policy, innvation will stand alone. It has to promote ta\lent and creativity from the 
beginning.” The European Year of Creativity and Innovation has as its main target the 
awareness of the importance of creativity and innovation for the personal, social and 
economical development; the spreading of the best practises to stimulate education and 
research. Creativity and innovation contribute to the economical prosperity and to the 
individual and social wellfare. 
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The contribution of the Economico-financial Analysis to the making of models of 
determination of the innovation degree 

Promoting the stipulations of the Lisbon Strategy, Romanian education, as we know it 
today, is going through a stage of transformation, that is oriented towards the society that is 
based on knowledge and innovation. 2007 represented the beginning of the efforts of 
orientating the national policy towards the development of knowledge on durable criteria, in 
close connection with the European objectives for this matter. The triade education – research 
– business environement has become the corollary of the professional formation of the 
European citizen. In this context the Romanian institutions – public, private or business 
environements – build their development strategies on the performance and competitivity 
criteria. More than before innovation is the supreme condition in establishing the comparative 
advantage on a global level. One can notice that Romania started this approach from an 
underpriviledged position. Although the efforts are obvious, under an institutional aspect and 
under financial aspect as well, as the last statistic data show, from the point of view of 
innovation Romania is situated (European Innovation Scoreboard) among the last three states 
members of the UE. Compared to the developed countries, Romanian economic agents are 
still putting the research-innovation chapter on the last place when it comes to giving money. 
If in the developed countries the noncorporative credits have important values in the total of 
the given resourches, in Romania the focus is placed on the productive-material aspect. 
Because the evaluation of the innovation degree at the economical agents level was not a real 
issue up to now, being a new field, in the last three years efforts have been made to identify 
and select the measurement indicators. At a regional and national level the demand is higher, 
because the diagnosis of the innovation degree is made through the centralization of the data 
from the teritories.  

Integrative part in this determination process, on scientific criteria of the contribution 
brough to the Romanian people at the development of the society based on knowledge, is the 
scientific activity of the Economico-financial Analysis Department. In the last years, the 
majority of the department’s memebrs are included into the National Plan for Research, 
Development and Innovation – PN II through two projects, from Programme 4 – Partnerships 
in prioritary fileds: 

- INNOINDEX – informatic model and programme to determine the innovation 
degree of the IMM – term 2007-2010; 

- INNOREG – Informatic programme and model to determine the innovation degree 
at the devepolment regions – term 2008-2011 

The author of the present paper is ASE principal in the second partnership project 
“Informatic model and programm to determine the innovation degree at the level of the 
development regions” (The Academy of Economical Studies is one of the eight partners), the 
coordinator being IRECSON. The role of the Economico-financial Analysis in the evaluation 
of the innovation degree is decisive because: 

- any indicator of measuring the innovation must be interpreted and understood under 
the aspect of content; 

- the evaluation of the results at IMM level or region is made by interpretations on the 
comparisons in time or space. 

In the diagnosis analysis of the innovation degree are identified through a multitude of 
methods that can be applied, but selection imposes scientific argumentation; in the 
determination of a refined model of evaluation of the innovation degree, the role of the analist 
is as important as the role of the statistician, because, in theory, the model will be established 
on the base of identification of a score function; it results that from the total of the researched 
indicators only a small number will be taken into account, according to relevance. The final 
interpretation of the results of the reseach will be made with the help of the financial analist.  

The regional, national and international diagnosis analysis means the identification of 
the strong and weak points of the innovation process, it has to be methodical and to exceed 



Economic-Financial Analysis and Property Valuation. Challenges into the Actual Global Context 

 

186 

186

the mere enumeration of the general statistical elements (staff, added value, investments, 
resrach expenses, number of patents) or of the list of universities, research centres, 
incubators, without being accompanied by commentaries that are argumented or scientifically 
based. 

The conclusions that were drawn after the analysis of an area must be completed by 
the diagnostication of the global stakes that are characteristic of the regio, through an 
examination of the microeconomic dynamism of the innovation systems actors, by the 
appreciation of their capacity to generate knowledge and to transform them into new products 
or services, or in „business models” (innovative), by evaluating the access to capital. 

The representatives of tyhe scientific world believe that in the modern economy the 
traditional advantages represented by the natural reosurces or by the geographical position are 
not the only solution for diminishing costs. The key factors of prosperity can also be the 
access to knowledge, talent and creativity. Innovation is a multiform process with multiple 
causes, as J. Schumpeter described it in his studies regarding the approach of the new 
combinations of production factors and their role in the economical evolution.  

Innovation means, in the opinion of OCDE, the introduction on the market of a new 
product (thing or service) or that is changed under the aspect of its fundamental 
characteristics, of technical, logistic, material or immaterial nature, that can respond to the 
destination it was made for. Starting from this concept one can say that innovation is not a 
simple and obvious process and that it means the conjoined efforts of some persons, teams, 
institutions, that often are not in the same location. Innovation is first of all a business of the 
entreprenors, but the big organisations, the regional environement that stimulates creativity, 
research and innovation has a central part in creating wealth for the a nation. The regions and 
the vitality of the ecosystems play a determinant role in creating new value. The possibility to 
come into direct, informal and repeated contact with an important number of „producers of 
knowledge”, researchers, university professors, financial agencies allow each firm to benefit 
from a positive „externality”. 

The most used referene today is that of the regional innovation systems, that are in 
the opinion of the specialists, a method to describe an ensamble of actors and institutions for 
which mutual relationships are decisive for the good functioning of the ensamble. Such a 
system allows the optimization of the transfers of competences and the collaboration among 
different actors of regional development.  

The diagnosis analysis in the field of innovation at a regional level has to have three 
main components: 

- the analysis of the global components based on the indicators of economic activity 
and of the innovation potential; 

- the analysis of the actors and of the networks of the regional system of innovation; 
- the description of the functioning of the gouvernment process of innovation and of 

determining the strategic priorities. 
From the studied references, we can draw some conclusions regarding the position of 

the innovation in a strategic plan: 
- Innovation is a challenge and a reality of the contemporary world; 
- Most of the developed countries invest in innovation in the last years under all its 

forms; 
- There is not a unique methodology of diagnosis analysis at regional level; 
- The indicators of the evaluation of the degree of innovation are numerous and they 

are approached slightly different from one country to another; 
- The innovation degree is more important at the level of the activity clusters; 
- The role of the regional and research institutions is significant in developing 

innovation; 
- The analysis of the innovation degree is unsignificant if we do not compare it with 

other regions; 
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- The degree of innovation means an indistructable relationship between state-industry 
– science; 

- The qualitative analysis has an essential role in researching the studied phenomenon; 
- The migration of the Romanian workforce towards Occident affects on medium and 

long term the performances of the country; 
- Innovation determines the rise of the work productivity and the emergence of new 

professions, but it can diminish the degree of occupation in the fields with the highest degree 
of innovation; 

- A negative natural output affect a people’s creativity; 
- The constant training and formation of the employees can be found in the rise of the 

innovation degree. 
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Abstract. In the last years, the real estate developers, the firms that offer construction 

materials and the construction firms have experienced a spectacular development with 
considerable profits. The present study aims to identify the correlations between the 
economic conjecture identified at national and international level and the performances of 
the companies in construction industry. The unfavorable effects of the economic crisis on the 
construction industry, on the main indicators that reflect the viability of the company were 
emphasized. Based on the studies that were made, several conclusions were formulated, 
regarding the influences of the slow of the development process for real estate projects – 
residential, industrial, commercial, emphasizing the sensitivity of the performance indicators 
in relation to the social and economic influence factors. 

 
Keywords: real estate market; economic crisis; construction industry; performances. 
 
 
Introduction 
Even if they had distinct start moments than the rest of the countries, the effects of the 

international financial crisis have extended on the Romanian economy too. 
Before presenting the real estate sector and the construction market, we will depict 

some aspects regarding the economic crisis and even the recession. This way, the economic 
crisis is defined as a situation in which the economy of a country passes abruptly through a 
decrease of force, decrease usually brought forth by a financial crisis. An economy that 
traverses through an economic crisis will almost surely experience a GDP decrease, an 
evaporation of cash liquidities and an increase or decrease of prices because of inflation or 
supply/demand.  

A severe form of economic crisis is represented by the recession. This is characterized 
by a general decline of the economic activity level, characterized by unemployment, 
depreciation of the currency, inflation, decrease of the standard of living.  

In the real estate market and the construction industry, there effects have been deeply 
felt starting with the fourth trimester of 2008, when the real estate market, on the 
international financial crisis background, has recorded a block and even a reduction, with 
repercussions for the real estate agencies and developers. The immediate effects were felt 
also at the construction firms and producers construction materials level through activity 
decrease and implicitly through the reduction of the firms’ performances.  

From the studies that were effectuated and from the results recorded in spheres of 
activity, it has been observed that the main expansion channels of the crisis are represented 
by the financial one – with the collapse of the access to bank loans through the limitation of 
foreign financing, by the commercial one – the slow of the growth or even the reduction of 
exports and by the rate of exchange – the depreciation of the national currency. 

In terms of market economy, any enterprise can conceive its own action policy 
through which it establishes the present and future directions of evolution, but also the actual 
modalities to perform the policy, which are to ensure its position on the market and the 
overall development. 

In the actual context, no enterprise can afford itself to develop a profit-driven activity 
without having a clear perspective, on short, medium and long term, to ensure its subsistence 



Theoretical and Applied Economics. Supplement 

 

189 

189

and the efficiency, in the conditions in which the economic environment becomes more and 
more complex and dynamic. The competitiveness in this environment can be influenced by 
both the increase of the productivity and the dynamics of the costs, with direct impact on the 
sale prices. Therefore, the prediction of the production costs in the construction area and their 
implications on the economical performances may constitute a powerful managerial 
instrument for the enterprises in the construction industry. 

 
Present and future In the construction industry 
With a spectacular increase in the last years, the Romanian construction industry has 

succeeded in dominating this sector in the EU. Starting with 2000, the Romanian construction 
market has begun to grow very easy but steady. In all these years, the private sector was the 
one to invest massively in the industry, with a weight of more than 80% from the total 
privately funded works. 

In 2000-2005, the construction industry has recorded a growth slightly superior to the 
GDP’s increase ratio, also being recorded an increase of the production of construction 
materials with an average rhythm of approximately 8%. 

The construction market and the construction materials market have a pronounced 
seasonal character. Thus, for example, 2005 was an unfavorable year for constructions, due to 
the meteorological events that have not allowed the realization of a certain number of works 
(flooding, landslides).  

The evolution of the construction market has recorded a spectacular evolution in 
Romania, from 7 billions of euro in 2005 to 10,5 millions of euro in 2007. From this 
viewpoint, it is ranked on the third place, outrun only by Poland and Czech Republic. Even if 
the forecasts are somber, Central Europe will continue to be an area of interest for the real 
estate investors, here a great deficit of new homes being recorded, mainly in countries such 
Poland, Romania and Bulgaria. 

The strong increase recorded in 2007 by the Romanian construction sector, which 
advanced with 35% to 2006, being the most alert rhythm after 1990, has determined an 
increase with 26% of the sales for construction materials and especially cement from the local 
market, to a volume of 9.7 millions of tons.  

In 2008, in the European Union, a reduction of 3% of the construction sector was 
recorded, induced by the decline of the real estate sector. 

From the market analysis for the last two years, there has been ascertained a 
significant increase of the Romanian construction industry, its dynamic being the most 
powerful form the European Union1. But, the increase recorded in 2008, 26% to the previous 
year and a volume of 14.3 billions of euro has represented a reduction of 6% to the 
2007/2006 dynamic.  

 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 1. Comparative evolution of the Romanian and EU construction markets 
                                                 
1 Eurostat. 
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Shortly, the effects of the financial crisis have begun to manifest in Romania too, 
especially in the constructions and construction materials sectors, starting with the second 
semester of 2008. Among the causes that have contributed directly on this situation the delay 
or canceling of various projects by investors can be found, but also the delay in payments for 
the works.   

From the viewpoint of the production costs and implicitly of the sale prices, a slower 
increase of these indicators can be observed for the 2003-2008 interval. Thus, the production 
costs indexes record a reduction for Romania from more than 22% in 2003 to approximately 
10 in 2006 and 2007, to decrease below 10% in 2008. The same indicators had a totally 
different evolution at the level of the European Union, the values oscillating between 3.5% 
and 6%, a maximum value reached in 2004. 
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Figure 2. Comparative evolution of the indexes of production costs in Romania and the 

European Union (2000=100) 
 
The appreciation of the performances of firms from the Romanian construction 

industry through the main indicators emphasizes distinct evolutions in terms of size and sign. 
In this sense, an analysis of the first 20 firms in the industry was performed, using the criteria 
based on the turnover recorded in 2007. The year 2007 was chosen because it was not 
influenced by the elements of the international economic crisis. 
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Figure 3. Distribution of the market shares in 2007 

 
As it can be observed, the 20 firms in the industry have more than 11% of the total 

constructions in 2007. In detail, the distribution of the turnover between these firms is 
presented below. 



Theoretical and Applied Economics. Supplement 

 

191 

191

 

MIVAN KIER JOINT VENTURE 
LIMITED NEWPARK

4%

COMINCO - BUCOVINA S.A.
4%

HERVE ROMANIA S.R.L.
4%

ROMELECTRO S.A.
9%

BUILD CORP S.R.L.
6%

COMNORD S.A.
6%

STRABAG S.R.L.
6%

COMINCO S.A.
6%

VEGA 93 S.R.L.
6%

TIMCON S.A.
5%

CON-A S.R.L.
5%

CONDMAG S.A.
5%

ELECTROMONTAJ S.A.
5%

ARCOM S.A.
5%

BOUYGUES ROMANIA S.R.L.
4%

P.A.B. ROMANIA S.R.L.
4%

SYNERGY CONSTRUCT S.R.L.
4%

CONARG S.A.
4%

ENERGOCONSTRUCTIA S.A.
4%

CONSOLA GRUP CONSTRUCT 
S.R.L.

4%

 
Figure 4. Distribution of the 11% share between the main firms in the industry, 2007 
 
Thus, it can be observed how the market shares are uniformly allocated between the 

first 20 firms of the industry. The same trend maintains in 2008, based on the position 
achieved in the previous year. 

From the point of view of the profit margins, the evolution is oscillatory for all firms, 
in 2005-2008.  

 
Table 1 

Profit margin in 2005-2008 (%) 
 

No. Company 2005 2006 2007 2008* 
1 Romelectro S.A. 5,48 3,29 3,54 3,91 
2 Build Corp S.R.L. 25,33 22,12 4,94 4,85 
3 Comnord S.A. 6,74 9,62 8,31 8,90 
4 Strabag S.R.L. 2,57 15,26 6,09 6,04 
5 Cominco S.A. 0,07 0,12 1,14 1,23 
6 Vega 93 S.R.L. 15,55 12,05 7,71 7,22 
7 Timcon S.A. 8,61 9,52 7,30 8,26 
8 Con-A S.R.L. 8,89 10,20 7,50 7,98 
9 Condmag S.A. 6,80 3,44 2,17 2,35 
10 Electromontaj S.A. 4,07 0,97 4,63 4,38 
11 Arcom S.A. 3,53 3,50 0,29 0,30 
12 Bouygues Romania S.R.L. 2,13 0,29 0,44 0,45 
13 P.A.B. Romania S.R.L. 2,58 1,99 7,41 7,34 
14 Synergy Construct S.R.L. 1,48 3,00 2,59 2,91 
15 Conarg S.A. 3,66 12,57 3,84 4,16 
16 Energoconstructia S.A. 1,97 2,15 2,48 2,30 
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No. Company 2005 2006 2007 2008* 
17 Consola Grup Construct S.R.L. 3,31 4,01 3,78 4,08 
18 Mivan Kier Joint Venture Limited Newpark 25,54 14,05 26,00 26,25 
19 Cominco - Bucovina S.A. 0,14 0,35 0,66 0,70 
20 Herve Romania S.R.L. 8,35 1,21 11,31 12,06 

*) partial data. 
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Figure 5. Profit margin recorded in 2005-2008 by the main companies in the industry 
 
The decrease of the activity volume has begun in the fourth trimester of 2008 and 

continued in the first trimester of 2009, through the dismissal in unemployment of 
approximately 20,000 employees and the temporary social protection, until March 20th, 2009, 
of another 21,500 employees. 

The main trends that can be observed in the construction industry are various. Among 
these can be counted the major financing difficulties and the tendency of increase for the 
number of bankruptcies, mainly in the construction SMEs area (95% of the companies), that 
are the most exposed to the risks of loan and delayed payments from customers. As it was 
observed from the market analysis, more than 4,000 firms share approximately 90% of the 
market, that leads to them holding an average of 0.03% for each firm. 

Furthermore, it is observed that specific problems in obtaining loans have led to a 
significant decline in the construction of housings, most of the investors adopting an 
expectative position. The same fact is recorded for the non-residential sector, especially in the 
Western Europe with the possible of maintaining developments in the Eastern Europe 
(Poland, Czech Republic, Romania etc.)  

These reductions of the civil works volumes could be compensated by national 
recovery programs, with a re-orientation towards the rehabilitation and repair works. 
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Regardless of the less grave evolutions from the next period, all the elements 
previously presented will impact on the temporary or permanent work places in the sector2. 

 
Table 2 

Evolution of the productivity of labor (lei/employee) 
 

Company 2005 2006 2007 2008* 
Romelectro S.A. 3.800.695 5.108.420 4.616.176 4.580.711 
Herve Romania S.R.L. 3.652.528 3.735.881 3.083.657 3.076.401 
Bouygues Romania S.R.L. 444.483 1.235.313 1.471.434 1.461.255 
Comnord S.A. 605.437 856.253 1.208.980 1.199.937 
Mivan Kier Joint Venture Limited Newpark 364.038 222.333 1.001.600 984.499 

*) partial data 
 
From the point of view of the annual productivity of labor calculated through the 

turnover, it is observed a different evolution from one firm to another. To give an example, 
from the ranks of the 20 firms were selected those that realized in 2007 an average annual 
productivity of more than 1 million lei per employee, reaching the conclusion that there were 
situations where it has increased very much During 2005-2008, such as it happened for a 
company in full development - Mivan Kier Joint Venture Limited Newpark, or situations 
where a slight decrease is recorded - Herve Romania S.R.L. As a general trend it is 
ascertained the increase of the productivity of labor during 2005-2007, with a slight reduction 
in 2008. 
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Figure 6. Evolution of the productivity of labor in 2005-2008 

 
The volume of construction works has recorded, in January 2009, comparatively with 

December 2008, a decrease of 6,4%. By structural elements, reductions were recorded for all 
the components: maintenance and current repairs (-27.1%), capital repairs (-4.7%) and the 
new construction works (-2.2%). 

According to the National Institute of Statistics, the engineering constructions 
decreased with 16%, the non-residential buildings with 4,4% and the residential buildings 
with -2.3%. In January 2009, compared with January 2008, the volume of construction works 
increased with 8.8%. By structural elements, increases were recorded for the new 
construction works (12.9%), maintenance and current repairs (0.7%). The capital repair 
                                                 
2 Romanian Association of Construction Entrepreneurs, Press release regarding the situation of the construction 
industry in conditions of financial and economic crisis 23.03.2009, www.araco.org 
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works have decreased with 3.6%. By types of constructions, the volume of construction 
works increased for all the components: residential buildings (+28.1%), non-residential 
buildings (+8.2%) and engineering works (+2.2%)3. 

For 2010, it is forecasted a slow increase. In the 2011 perspective, after a recovery of 
the industry, it is estimated that the contract constructions market will overcome 14 billions 
of euro. The existence of the European funds and of the infrastructure projects will impose on 
the construction market an annual increase of approximately 12-15% in the next five years. 
The main engine of the increase is represented by the start of working at highways, 
rehabilitation works for airfields, ports, modernization of the county, communal and national 
roads, the construction of houses, spaces for offices and warehouses and, not lastly, the 
projects for thermal rehabilitation of the existing houses. 

 
Implications of the real estate crisis on the performances of the firms  
in construction industry 
In order to emphasize the effects of the real estate recession on the Romanian firms, 

we will analyze the indicators recorded by a company in the area. The company has an 
experience of more than 10 years in the area, managing to consolidate its position at regional 
level. The firm possesses enough material and human resources for the development of 
construction works.  

From the viewpoint of the indicators found in the profit and loss account we can reach 
the conclusion that in the analyzed period the firm has recorded a slight increase of the 
turnover, of 13.69% in 2006, followed by a significant increase, of 41.96% in 2007, and 1.4% 
in 2008, on the background of a slower contract development. The net profit increased with 
5.8% in 2006 versus 2005, and in 2008 it has recorded a decrease with 12.77%. The 
development of the activity in 2007 has attracted a significant increase of the operating 
expenses with 46.27%. In 2008, inside the operating expenses, the material expenses that 
have a weight of 62% have increased with 15%. Also, the expenses regarding the external 
provided works have increased with 18% and the personnel expenses have decreased with 
16%. On the background of the reduction in 2008 of the operational result with 8.32% and of 
the increase of the financial expenses with more than 205%, the net result has decreased with 
12.77% versus 2007. 

The increase of the turnover in the analyzed period, mainly in 2007, reflects the 
expansion of the market, respectively the conquest of new markets. This increase, together 
with the efficiency of the expenses, led to the positive results presented above. 

 
Table 3 

Evolution of the expenses efficiency in 2005-2008 
 

Indicators 2005 2006 2007 2008 
Operating expenses per 1.000 lei turnover 869,57 875,01 861,90 886,99 
Material expenses per 1.000 lei turnover 163,10 186,83 163,56 184,73 
Personnel expenses per 1.000 lei turnover 36,20 44,29 46,21 38,14 

 
At the level of the operating expenses, it has been recorded a reduction of the 

efficiency, from 869,57 lei in 2005 to 875,01 lei per 1.000 lei turnover in 2006 and an 
increase in 2007. In 2008, due to the different action of the factors of influence, it can be 
ascertained the increase of the level of expenses per 1.000 lei turnover with 25,09 lei. The 
personnel expenses per 1.000 lei turnover have recorded the same oscillatory evolution in 
2005-2008. In 2008 the salaries expenses have increased at 184,73 lei per 1.000 lei turnover. 
The average productivity of labor has recorded an increase with 6,26% in 2006, 35,76% in 
                                                 
3 www.araco.org 
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2007 and 8,01% in 2008, while the average annual salary increased with 30% in 2006 and 
respectively 42% in 2007. These salary increases were destined to stimulate the existing 
personnel at the firm’s level. In 2008, on the background of the decline of the real estate 
market, it is ascertained a decrease of the annual average salary with more than 10%. 
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Figure 7. Evolution of the efficiency of expenses in 2005-2008 
 

Table 4 
Evolution of the profitability ratios in 2005-2008 

 

Indicators 2005 2006 2007 2008 
Commercial profitability 13,04% 12,50% 13,81% 11,30% 
Profitability ratio of consumed resources 15,00% 14,28% 16,02% 12,74% 
Economic profitability 35,78% 32,33% 27,99% 24,81% 
Financial profitability 51,11% 41,45% 37,61% 31,40% 

 
The evolution of the profitability ratios has recorded a descending trend in 2006-2008 

versus the year 2005 following, in principle, the increase of the operating expenses with a 
superior rhythm than the operating incomes and the significant increase of the financial 
expenses.  
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Figure 8. Evolution of the profitability ratios in 2005-2008 
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The profit represents the main component that reflects both the performance of the 
enterprise and the investment capacity. The variables that can act on the profit and implicitly 
on the profitability ratios could be: the sale price, the demand, the evolution of salaries, the 
productivity of labor, the cost of the raw materials. 

The effects of the critical variables, modification on the estimated profit in terms of 
stability at 13.318 thousands lei are presented in the following table through the variation of 
each variable separately with an increase or decrease with 1%, 2%, 3%, 4%, 5%, all other 
elements remaining unchanged. 

 
Table 5 

The effects of modification of the critical variables on the profit (thousands lei) 
 

Elements -5% -4% -3% -2% -1% 1% 2% 3% 4% 5% 
Selling price 7.426 8.604 9.782 10.961 12.139 14.496 15.674 16.853 18.031 19.209 
Demand 11.365 11.755 12.146 12.536 12.927 13.708 14.099 14.489 14.880 15.270 
Salaries 13.992 13.857 13.722 13.587 13.452 13.183 13.048 12.913 12.778 12.643 
Productivity 12.643 12.778 12.913 13.048 13.183 13.452 13.587 13.722 13.857 13.992 
Raw materials 16.583 15.930 15.277 14.624 13.971 12.664 12.011 11.358 10.705 10.052 

 
Table 6  

Percent modification of profit in concordance with modification of critical variables 
 

Elements -5% -4% -3% -2% -1% 1% 2% 3% 4% 5% 
Selling 
price -44,24 -35,39 -26,55 -17,70 -8,85 8,85 17,70 26,55 35,39 44,24 
Demand -14,66 -11,73 -8,80 -5,86 -2,93 2,93 5,86 8,80 11,73 14,66 
Salaries 5,06 4,05 3,04 2,02 1,01 -1,01 -2,02 -3,04 -4,05 -5,06 
Productivity -5,06 -4,05 -3,04 -2,02 -1,01 1,01 2,02 3,04 4,05 5,06 
Raw 
materials 24,52 19,61% 14,71 9,81 4,90 -4,90 -9,81 -14,71 -19,61 -24,52 

 
For the analyzed enterprise we can identify the following parameters with specified 

type of elasticity. 
 

Table 7 
The elasticity of critical variables 

Elements Elasticity 
Selling price 8,848 
Demand 2,932 
Salaries -1,012 
Productivity 1,012 
Raw materials -4,904 

 
From the elasticity values presented above, results that the modification of the price 

variable determinates a modification of same sense but of greater amplitude of the profit. The 
evolution of the price in a certain direction is determined in first place by market’s dynamic, 
by the prices offered by competitors. The reduction of the sales prices can affect more than 
proportionally the volume of sales, generating the decrease of the profit and the increase of 
the operational works. 

In the same tendency is situated also the modification of the demand variable due to 
the fact that exists a part of production costs which are not significantly modifying. However, 
we must have in view the correlation between demand, the possibilities to satisfy it and the 
capacity of production. Taking into account that currently the capacity of production of the 
construction companies is above the level of the market share, it is not necessary to expand it. 
In the present situation, the analyzed enterprise doesn’t use maximally the production 
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capacity and an increase of the demand by up to 5% can be covered with existing 
equipments. 

The modification of the productivity presents a positive elasticity, but with a subunit 
value, which is explained through the fact that on the profit some factors act simultaneously 
with different action directions. On the one hand the income from the capitalization of end-
products increases and on the other the amount of total expenses increases, based on variable 
cost but in a different proportion. 

A different dynamic versus the profit has the evolution of the salary variable. The 
modification amplitude of that variable causes narrower amplitude of the profit modification. 
These are explained through the fact that they detain a smaller weight in unit cost, and 
implicitly in the total expenditures related to the incomes obtained from the sale of the end-
products or the works realized. 

Having in view the evolution of the profit and of the related expenditures it is 
necessary to determinate and to trace the modification of the consumed resources profitability 
ratio in the same conditions as the evolution of critical variables. In terms of relative stability 
the level of the consumed resources profitability ratio is 12.74%, but through the change of 
the value of the critical variables, the data presented in table below results: 

 
Table 8 

Consumed resources profitability ratio 
 

Elements -5% -4% -3% -2% -1% 1% 2% 3% 4% 5% 
Selling price 7,10 8,23 9,36 10,49 11,61 13,87 15,00 16,12 17,25 18,38 
Demand 11,30 11,60 11,89 12,18 12,46 13,02 13,29 13,56 13,82 14,08 
Salaries 13,47 13,33 13,18 13,03 12,89 12,60 12,45 12,31 12,16 12,02 
Productivity 12,02 12,16 12,31 12,45 12,60 12,89 13,03 13,18 13,33 13,47 
Raw materials 16,38 15,63 14,90 14,17 13,45 12,04 11,35 10,67 9,99 9,33 

 
From data analysis results that the lowest level of the consumed resources profitability 

ratio is recorded either in the case of selling price decrease, either in the case of increase of 
raw materials and energy costs in which case the indicator’s value comes up to 7,10 %.  

In stability terms, the analyzed enterprise records a sales profitability ratio of 
approximately 11.3%. 

 
Table 9 

Return of sales ratio 
 

Elements -5% -4% -3% -2% -1% 1% 2% 3% 4% 5% 
Selling price 6,6 7,6 8,6 9,5 10,4 12,2 13,0 13,9 14,7 15,5 
Demand 10,2 10,4 10,6 10,9 11,1 11,5 11,7 11,9 12,1 12,3 
Salaries 11,9 11,8 11,6 11,5 11,4 11,2 11,1 11,0 10,8 10,7 
Productivity 10,7 10,8 11,0 11,1 11,2 11,4 11,5 11,6 11,8 11,9 
Raw materials 14,1 13,5 13,0 12,4 11,9 10,7 10,2 9,6 9,1 8,5 

 
From the presented data, it results that the sales profitability ratio has a slower 

evolution than the consumed resources profitability ratio. However, the values recorded by 
the commercial profitability in terms of maintaining the actual situation of the real estate field 
will led to the record of smaller values. 

The price of construction materials has already decreased with approximately 20-30% 
in the first semester of 2009, versus the similar period of 2008, due to the delay of some 
projects. This trend of diminishing the production costs is determined by the acquisition price 
reduction for the raw materials, after a period in which they had an increase trend, without a 
preliminary justification. 
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Thought repeated calculation for each value of the critical variables, it results the 
following probability distribution and cumulated probability distribution for the sales 
profitability ratio and consumed resources profitability ratio. 
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Figure 9. Probability distribution for the sales profitability ratio  

and consumed resources profitability ratio 
 
The cumulated probability curve allows us to attribute a degree of risk, if the 

cumulated probability is greater or not than the reference value, which is considered as 
critical. Also it can be evaluated which are the probabilities for the sales profitability ratio 
and cost profitability ratio to be smaller than a certain value which in this case will be 
adopted as limit. 
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Figure 10. Cumulated probability distribution for the sales profitability ratio 
and consumed resources profitability ratio 

 
From the data presented above, it can be observed that generally the reduction of the 

sales prices, as a report of the demand and supply, will led to the reduction of the turnover 
and implicitly of the profit and of the profitability ratios. Normally, the reduction of the raw 
materials costs, and not necessarily due to the decrease of the specific consumption, but due 
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to the reduction of acquisition prices from suppliers will have a benefic effect on the real 
estate market in general and implicitly on the firms in the construction industry. The 
producers of construction materials, and especially the cement factories, are presenting 
commercial profitability ratios of more than 30-40%, on the background of the internal 
demand for such materials. 

From the salaries’ point of view, any increase of those will led to a reduction of the 
enterprise’s performance, but their increase must not be individually analyzed, but in 
correlation with the productivity of labor, that in most cases is much higher than the 
modifications of salaries.  

In these conditions, some measures are imposed to be taken to rejuvenate the real 
estate industry and the construction industry companies: the maintain and expansion of the 
application area for a reduced VAT quota for the housing construction sector, the finalization 
of the construction projects already running, the facilitation of access to loans, the 
acceleration of the necessary administrative procedures in granting approvals needed by the 
real estate market, the grant of facilities for rehabilitating the houses etc.  

 
Conclusions 
After a continuous increase of the construction market in 2000-2008, the 

constructions volume in Romania has lowered in the first part of 2009 with approximately 
10-15% versus the half of 2008. In these conditions the enterprises recording a high level of 
fixed expenses are much riskier and less flexible to the modifications of the economical 
environment. The sensitivity of the profit and of the profitability ratios depends both on the 
volume of expenses and on the level of the turnover, given by the price evolution. 

From the costs’ point of view a variant of recovery for construction firms would be 
the reduction of the production costs. These reductions are certainly based on the decrease of 
the prices for construction materials that have increased very much in 2005-2007, renouncing 
often at their export in favor of the internal sale, where the market actors imposed higher 
values of the prices.  

From the probabilistic study results that there is a relatively high probability that the 
commercial profitability and the consumed resources profitability to decrease versus the 
values recorded until this moment 

For the rejuvenation of the domain investments are necessary, or other measures 
meant to stimulate the construction of houses, that will have an amplified effect on the 
Romania’s economic growth. Only through the increase of the demand the increase of the 
volume of work is possible and implicitly of the turnover.  
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Abstract. Enterprise evaluation implies the application of professional reasoning 
based on the assimilation and observance of the correlations between the financial indicators 
and the factors that influence the value size. There are tens of such compulsory obligations, 
during all the stages of the evaluation process. The most important are the correlations 
between the financial indicators used for the application of the evaluation methods inscribed 
under the three approaches of value. The lack of consistency in the professional reasoning 
leads to the occurrence of an error in the evaluation and to the lack of credibility of the final 
value proposed in the evaluation report. This communication presents both the main 
coherences as well as the most often met errors, caused by the unacquaintance with or by the 
failure to apply the principle of consistency in evaluation. 
 

Keywords: evaluation; professional reasoning; correlations; factors. 
 
 
There is a largely spread statement that assessment is more of an art than a science. 

According to our opinion, the assessment is the process of applying the professional 
argument, respectively of detailed knowledge, of explicit substantiation and of strict 
observance of the consistency principle, by which we understand the observance of certain 
correlations between the financial indicators and the factors influencing the size of the value. 
There are tens of such compulsory correlations, in all the phases of the assessing process. In 
this short article, we shall present the most important correlations and arguments, grouped in 
two categories, as follows:  

- among the three approaches of the enterprise value; and  
- within the application of the assessing methods contained in the three value 

approaches.    
The lack of correlation of the financial indicators in the professional argument leads 

to errors in assessment and to lack of reliability of the final value proposed in the assessment 
report.  

Often, even in certain assessing standards, it is underlined that the three classical 
approaches of the market value of an enterprise, respectively by market comparison, by 
income and based on (patrimonial) assets, are independent of one another. The undoubted 
result of such an argument is to get different, sometimes substantially different, values from 
the three approaches, which makes extremely difficult the process of reconciling them and of 
presenting a final value. In fact, the application of the consistency principal in the assessing 
process implies the application of the assessing approaches and methods in their 
interdependency. This logical requirement derives from the argument that certain value 
factors, taken into account in an approach, must be also be taken into account in another 
approach. If we act this way, ideally, similar values should result from the three approaches, 
and the reconciliation process will not be necessary any more.  

We hereby present some coherences among the approaches, which, if strictly 
observed, do not generate significant differences among the values of the share capital and/or 
the values of the invested capitals:  

• If the assessment starts with the application of the method of the corrected net 
assets (CNA), the resulted value of the share capital shall be unreliable, because the correct 
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size of the depreciation of the fixed assets, especially of the operational and external 
depreciations, was not accurately determined to simplify the assessor's effort, who seldom 
calculates a total depreciation based on the accounting indicators, and not based on those 
reflecting the physical state, the operational state and the loading level on the assessment 
date. But in the income approach (the capitalization and updating technique), the forecasting 
of the future income (cash flow or profit net) must reflect the real depreciation level of the 
fixed assets, as the size and development of the future income is strictly related to the 
depreciation level. For instance, if we establish that the basic equipment has a technological 
consume 20% bigger than the technological consume of the equivalent modern equipment (so 
they have technological or operational depreciation), and the forecasted use level of that 
equipment shall be of only 60% of their designed production capacity (so they have also 
external depreciation), based on these two depreciation forms, a lesser cash flow or net profit 
shall be forecasted than when these depreciations are absent. With other words, a low net cost 
for replacing the fixed assets, caused by the high depreciation level, shall generate a future 
income reduced as size and for a reduced useful life time.  

Another flaw of the CNA method is the fact that the identifiable intangible assets and 
the possible trade fund are not included in the share capital value (SCV), which is not the 
case in the other two approaches. Therefore, if the SCV resulted from the income approach 
and by the market comparison is higher than the CNA, calculated based on the accounting 
data, the CNA method has no relevance in the reconciliation n process, this process occurring 
only between the results of the other two approaches. Otherwise, if the CNA is substantially 
higher than the SCV resulted from the other approaches, you may need to change the purpose 
of the assessment, and thus of the appropriate standard, respectively the assessment of the 
enterprise as real estate property, as the plot of land and buildings have a high value on the 
market, the best use principle requiring a change of the use of the patrimony.  

An error of certain assessors is to try to assess certain intangible assets, discovered in 
the phase of juridical diagnosis, and to include them in the CNA before applying the 
appropriate assessing methods of the other two approaches. It is an error denoting lack of 
knowledge concerning the essence of the intangible assets and the necessary conditions for 
their assessment. For instance, there are cases when a trade mark or the trained work power 
of an enterprise is assessed, whose profitability rate of the share capital is far lesser than the 
cost of the equity, i.e. the profitability rate expected by the shareholders.  

• If the assessment starts by applying the market comparison method, whose essence 
consists in applying certain multiples, either of the market value of the equity, or of the 
market value of the invested capital on certain financial variables of the enterprise in case 
(net profit, gross or net cash flow, EBIT, EBITDA, turnover, etc.), normally by correctly 
selecting the appropriate market multiples and by correcting them for certain differences 
between the selected comparables and the subject enterprise, the results should be similar. If 
there is any result substantially divergent from the others, it means that the scope of the 
comparables was not correctly selected, returning to a new selection of comparable 
enterprises.  

• By applying the two methods, contained in the income approach, the resulted 
values should be very close to the ones resulted by applying the market comparison method. 
The explanation is of the same nature as a logical argument, respectively the known 
statement that the reverse of the capitalization and updating rate is the multiple. So, the 
coherence between the two approaches may be expressed as follows: if more income forms of 
the enterprise capitalize with appropriate capitalization rates or update with appropriate 
updating rates, the resulted values must be similar; and vice versa, if appropriate market 
multiples apply to the same income forms of the enterprise, the results must be similar with 
the ones from the market approach. But, to get to such similar results, it is necessary a great 
number of professional arguments, materialized in selecting, comparing and correcting the 
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capitalization and updating rates and making them suitable for the income form, as well as for 
the market multiples.  

•  A last coherence, reflecting the interdependency among the three value approaches 
refers to the express mention of the so-called value level, respectively if the values of the 
share capital, resulted from the application of the assessing methods included in the three 
approaches, are on control basis or minority basis. This mention is necessary to make a 
comparison during the reconciliation process of the type apples with apples. Thus, a control-
based value results from the CNA method, but it is not suitable any more to apply to it a 
control premium, possibly only a discount for lack of liquidity (if the enterprise is not listed). 
By the market comparison approach with the transactions of unlisted enterprises, the result is 
again a control-based value. By the income approach, the result may be a control-based 
value, if the net cash flow or the forecasted net profit which is being updated or capitalized 
represents the designated, respectively corrected, levels of these indicators, because only an 
owner with control power has the statutory possibility to make corrections to certain items of 
the profit and loss account. Otherwise, by the comparison method with transactions of shares 
of certain listed comparable companies, the result is a value on minority basis.  

The second category of coherences and arguments are specific to each and every 
approach.  

a) In the market comparison method: 
- separating the assets outside their operation and their separate assessment at the net 

accomplishment value (on exchange premises);  
- detailed inspection of the enterprise to discover the depreciation forms of the fixed 

assets;  
- appealing to the reassessing index technique only in special cases, as an exception; 
- establishing and including also the future conditioned debts in the assessment.  
b) In the market comparison method: 
- appropriate explanation of the process for selecting the comparable listed and/or 

unlisted enterprises;  
- explaining the features of the selected comparable enterprises from the same field 

of activity or the reason of selecting certain comparables from other fields which have the 
same risk features of investment;  

- asking the enterprise managers about making suitable the comparable enterprises, 
respectively about the similarities concerning the economic and risk factors characterizing 
their present and future activity;  

- appropriate application of the assessment multiple selected from the comparable 
enterprises, respectively a multiple of the market value of the invested capital, applies on the 
income generated by the invested capital (for example the net profit from operation or net 
cash flow at the disposal of the investors), and not on the income generated by the equity (for 
example the current net profit or net cash flow at the disposal of the shareholders).  

c) In the income approach: 
- Extracting the incomes and expenses generated by the assets outside operation, as 

well as the fortuitous incomes and expenses;  
-  the items of the profit and loss account, so that these corrections might be made 

statutorily (any correction, if a majority share package is assessed) or only certain corrections 
(if a minority share package is assessed); 

- substantiation of the forecasting of the cash flow based on the view of the 
participants on the market, which might be different than the view of the enterprise 
management;  

- explaining the selection of the explicit forecasting term;  
- the model or method used to established the level of the updating rate, made 

suitable for the type of used cash flow, and, if the averagely balanced cost of the capital is 
used, as updating rate, it is also necessary the explanation of the forecasted financing 
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structure, determined according to the market value of the components of the invested capital, 
and not by their accounting value;  

- if there are also intangible assets, being necessary the assignment of the income 
(the net cash flow or the net profit) on all the components of the invested capital, including on 
the identifiable intangible assets, a compulsory correlation is the equality between the 
averagely balanced cost of the capital, calculated based on the forecasted financing structure, 
and the averagely balanced cost of the assets, components of the invested capital, calculated 
as the averagely balanced rate of the profitability, required by the investments in all the 
categories of assets, including identifiable intangible assets.  

To sum up, I tried to present in this material only part of the basic arguments of the 
enterprise assessor and to underline that the assessment is more the application of a strict 
argument based on solid economic knowledge, as well as the detailed substantiation of this 
argument in the assessment report.  
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THE PERFORMANCES OF THE COMPANIES 
 

Daniel CÎRCIUMARU 
Marian SIMINICĂ 

University of Craiova 
 
 
Abstract. The performances are an important objective of management and the 

financial analysis uses several indicators that could measure the success of an organization. 
But performances may have different significances for stakeholders, depending on their 
necessity for information. In this paper, we present an indicator for measuring the 
performances of the companies, the economic value added, which is of great importance for 
the shareholders. Starting from the classical relation of this indicator, we present too the 
theoretical considerations of the refined economic value added, a concept introduced by 
Jeffrey Bacidore. Considering these two modalities of calculating the economic value added, 
we carry out a comparative analysis between these variants, with an exemplification on a 
case study. 

 
Keywords: economic value added; refined economic value added; cost of equity. 
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The performance of a company is an important management objective, and the 

economic-financial analysis proposes, in this respect, several synthetic indicators that can 
reproduce the success of an organization. The performances can, however, have different 
meanings for different stakeholders, so that the use of certain indicators depends on the 
stakeholders to whom they are addressed and by the interests of informing them. Although, 
depending on the objectives, the management of a company may firstly put on the map the 
various stakeholders' interests, it can't ignore the performances required by the shareholders, 
materialized in increasing their wealth. Within the pale of the indicators for measuring the 
shareholders' performances, the ones based on the creation of value stand out in relief and, 
within them, the economic value added. 

The economic value added (EVA) was created at the end of the '80s by the 
American economist Bennett Stewart, the term being registered as trademark of Stern Stewart 
& Co. It reflects the surplus of value created by a company from its operating activity, after 
covering the cost of invested capital and the profit tax. In specialized literature, there were 
earlier versions of this concept, such as residual profit, being considered by some authors, as 
effective as the EVA. These versions have been preferred due to the lower number of 
adjustments of the financial statements involved, in comparison with the economic value 
added. 

The economic value added is determined as the difference between the net operating 
profit (NOP) and the cost of invested capital (CK) as follows: 

,CK-PT-OPCK-NOPEVA ==  
where: 

OP – operating profit; 
PT – profit tax. 
Considering the ratio between the cost of invested capital and the size of invested 

capital as being the weighted average cost of capital, and the ratio between the net operating 
profit and the capital as a form of return on invested capital (RK), we obtain: 

,WACC)-RK(×K=EVA  
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K
NOPRK =  

and 
K

CKWACC = ,  

where: 
K – capital invested in the previous year; 
WACC – weighted average cost of capital; 
RK – return on invested capital. 
The invested capital includes all the financing sources used by the enterprise, for 

which it must pay remuneration. It comprises two components:  
- equity (E);  
- borrowed capital or financial debts (D) on short, medium and long term, which 

shall bear interest. 
When determining the EVA, the invested capital refers to the year preceding the one 

for which the calculations are made. 
The cost of invested capital, in absolute size, has two components:  
- the cost of equity (dividends and other forms of revenue that the shareholders 

expect); 
- the cost of borrowed capital (interests to be paid to creditors). 
The weighted average cost of invested capital (WACC) is determined as a weighted 

average between the rate of the cost of equity (RE) and the rate of the cost of borrowed capital 
or the financial debts (RD) that is: 

T)-1
K
DR

IK
ERWACC DE (×+×= ; 

E
CERE = ; 

D
IRD = , 

where:  
T – profit tax rate; 
CE – cost of equity; 
I – cost of borrowed capital (interest expenses). 
Given the calculation of the two rates falling within the previous relationship, the size 

of WACC can be set as follows: 

).( T-1
K
I

K
CEWACC += . 

The cost of equity is given by the profitability of an investment in a similar asset that 
has the same risk as investing in the company concerned. It can be calculated in two ways, 
depending of the moment of determining the EVA:  

- in case of A retrospective calculation, the cost of equity is given by the opportunity 
cost, respectively the average profitability what could have been obtained if this capital had 
been invested in another business;  

- in case of a forecast calculation, the cost of equity is represented by the level of 
profitability required or expected by shareholders. 

The cost of borrowed capital depends, in particular, on the average interest rate on the 
economy. In case of a particular company, it is determined as an average of the interest rates 
for all the loans incurred in one year. In determining the actual cost of financing through 
loans, one should consider that using this type of resources generates financial expenses with 
tax deductible interests, resulting in a saving of income tax, which makes the actual cost of 
borrowed capitals be lower than the nominal level: 

T).-1(×R×D=I D  
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A variation of the EVA is the refined economic value added (REVA). It was created 
by J. Bacidore in 1997 and takes into account in determining the cost of invested capital, the 
market value of the company, and not its book value. 

The authors of this concept searched, in fact, to determine another landmark for 
establishing the remuneration of managers, considering that the market value (the stock 
exchange quotation) is not an effective parameter, given two elements:  

- the multitude of factors that influence the value of a company, without having 
anything to do with the decisions of the management team;  

- the decisions of managers situated on the lower hierarchical levels have a much 
lower impact on the exchange quotation than those of the CEOs, so that their wage bonus 
can’t be determined according to the market value of the company. 

Bacidore believes that the financial performance indicators used to determine the 
managerial compensation should, on the one hand, be correlated with the changes that appear 
in the shareholders' wealth, and on the other hand, should not be affected by random 
variations in the quotation. One of the indicators that have succeeded, in good measure, to 
solve this problem is the economic value added. However, the refined economic value added 
is a superior indicator in this regard, as ensures a better correlation with the cost of equity, 
since the latter is calculated by investors on market values basis rather than the book values. 
Thus, the market value of the company comprises two components:  

- the book value of held assets;  
- the net present value of current and future investment opportunities, which is not 

taken into account by the EVA, when determining the cost of equity. 
The refined economic value added is calculated as follows: 

-WACC*)*(RKMVCK*-NOPREVA k ×== , 
where: 

CK* - revised cost of invested capital; 
WACC* - weighted average cost of capital; 
MVK – market value of invested capital; 
RK* - revised rate of return on invested capital. 
The market value of invested capital includes the market value of equity (stock 

exchange capitalization, if the firm is listed on the stock exchange) and the market value of 
financial debts, both determined as in the case of EVA, for the previous year.  

Considering that the market value of financial debts is equal to the book value, the 
following changes occur against EVA: 

T);-
MV

DR
MV
MVRWACC

K
D

K

E
E 1(* ×+×=  

E
E MV

CER = ; 

KMV
NOPRK =* , 

where: 
MVE – market value of equity. 
Since, most of the time, the market value of equity is greater than the book value 

(sometimes, several times higher), it will attract a much higher cost of invested capital, 
leading to a higher pressure for the management team, to achieve a higher return on assets. 

In order to exemplify, we’ll present the case of four Romanian companies operating in 
the oil industry, listed on the Bucharest Stock Exchange: Petrom (SNP symbol), Rompetrol 
Rafinare (RRC), Rompetrol Well Services (PTR), Petrolexportimport (PEI). For these 
companies, we’ll calculate the economic value added and the refined economic value added 
for 2007. The sources of information are the financial statements published by these 
companies, the web sites of the companies of financial services, the reports of National Bank 
of Romania. 
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In order to estimate the rate of cost of equity, the CAPM model was used, applicable 
to listed companies, with the following relationship for calculation: 

),( Rf-RmRfRE
×+= β  

Rf – the risk-free rate of return; 
β – the beta coefficient of volatility, which measures the investment risk in a certain 

security; 
Rm – the average return of the stock market; 
(Rm - Rf) - the risk premium or the market premium. 
To determine the risk-free rate of return, we used the interest rates paid by the 

financial institutions for the deposits of people and public companies in 2007. We took into 
account the bank deposits as they do not present risks for investors, given their coverage up 
to a certain limit by the Banking Guarantee Fund, and that the interest is quite close to the 
securities issued by the state. In the calculations, were included only long-term deposits (in 
RON), as the investment in a security is usually also on long term. Data taken for the 
beginning of 2007 (January) and the end (December), resulting in a simple arithmetic 
average, is presented in the following table: 

 
Table 1  

 January December 

 
Deposits 

– mill. RON – Interest rate Deposits 
– mill. RON – Interest rate 

Companies 383.2 7.61% 766.8 7.35% 
People 1904 7.50% 2783.1 7.16% 
TOTAL 2287.2  3549.9  

Source: National Bank of Romania, Monthly Reports for the year 2007, January and December, www.bnr.ro 
 
Based on this data, the weighted average interest rate paid on the national economy in 

2007 for long term bank deposits (more than 1 year) was calculated to 7.36%. Considered, 
further, that this is the nominal interest rate without risk that an investor calls in the year 
2007. 

To determine the beta coefficient, the following relation was used: 

∑
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where: 
cov(R, Rm) – covariance between the return of the security (R) and the return of the 

stock market (Rm); 
t = 1, 2, ..., T - time periods for which the return of the security and of the stock 

market are calculated; 
R  - the average return of the security during the period considered; 
Rm  - the average market return during the period considered. 
The coefficient of volatility should be calculated for a great period of time so as to be 

durable; in our case, it was calculated for the period 2006-2007, based on closing prices at the 
end of each trading week in the two years considered (Appendix 1). The weekly returns of 
the security were calculated as percentage changes of closing prices between the previous and 
the current week, and for the average return of the stock market, was used the BET-C index 
of all shares listed on BSE, for which was also taken the closing value at the end of each 
week. The data series included 51 weeks of trading of each of the two analyzed years. 
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Based on the methodology outlined above, the resulting values for beta coefficients 
are: 

Table 2 
Company The beta coefficient 

1. Petrom 1.04 
2. Rompetrol Rafinare 1.28 
3. Rompetrol Well Services 1.20 
4. Petrolexportimport 0.85 

 
A value equal to 1 of this coefficient means the same risk as the market, a value 

greater than 1 means a higher risk and a value below 1 a risk lower than the market. In our 
case, three companies present a greater risk than the market (Petrom, Rompetrol Rafinare and 
Rompetrol Well Services) and a company a smaller risk than the market 
(Petrolexportimport). In the case of Petrom, a coefficient of 1.04 means a risk which is 4% 
higher than the market. 

The average return of the market for 2007 was calculated using the same statistical 
series as a percentage change between the BET-C index for the last week of trading and the 
index of the first week, resulting in a level of 20.89%. 

Starting from this data, the cost of equity for the four companies in 2007 was 
calculated, resulting in the following values: 

 
Table 3 

Company The cost of equity 
1. Petrom 21.50% 
2. Rompetrol Rafinare 24.73% 
3. Rompetrol Well Services 23.57% 
4. Petrolexportimport 18.9% 

 
These are the required returns of the investors to make an investment in shares issued 

by the four companies in 2007. It is noted that the lower cost of capital is held by 
Petrolexportimport, which had the lowest level of beta coefficient. 

The rate of interest on loans contracted from banks was determined also as an 
average on the national economy, given the difficulty of calculating it for each enterprise. 
The data required is shown in the following table: 

 
Table 4 

 January December 

 
Loans in 

RON* 
Interest 

rate 
Loans in 

EUR* 
Interest 

rate Loans in RON* 
Interest 

rate 
Loans in 

EUR* 
Interest 

rate 
Short term 
(< 1 year) 12,553.3 12.50% 8,155.0 7.36% 16,723.6 11.95% 11,836.1 7.31% 
Medium term 
(1-5 years) 7,174.5 12.92% 7,284.6 7.38% 9,378.4 12.12% 11,417.6 8.15% 
Long term 
(> 5 years) 2,938.6 11.91% 7,427.6 7.35% 6,474.8 11.13% 13,392.4 8.34% 
 TOTAL 22,666.4  22,867.2  32,576.8  36,646.1  

*Values expressed in mill. RON 
Source: National Bank of Romania, Monthly Reports for the year 2007, January and December, www.bnr.ro  

 
In this case too the loan balances existing at the beginning of the year (January) and at 

the end (December) were used and a simple arithmetic average between these was calculated. 
The interest rate for the loans was calculated as a weighted arithmetic average using as 
weights the loans expressed both in terms of currency (RON or EUR) and depending on the 
period (short, medium or long). Under these circumstances, the average interest rate on loans 
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in 2007 was 9.84%. Note that there were excluded from the analysis the loans expressed in 
currencies other than RON or EUR, which had a negligible share. 

Using the data presented previously there was calculated the economic value added 
(classical and revised) for the four firms included in the study. 

For the company Petrom, the data required to calculate EVA and REVA is presented 
in the following table: 

 
Table 5 

Measures EVA REVA 
1. Equity* 11,525,897,234 31,804,000,827** 
2. Financial debts* 239,128,910 239,128,910 
3. Invested capital * ([1]+[2]) 11,765,026,144 32,043,129,737** 
4. Weight of equity in invested capital ([1]/[3]) 97.97% 99.25% 
5. Weight of financial debts in invested capital ([2]/[3]) 2.03% 0.75% 
6. Weighted average cost of capital 21.23% 21.40% 
7. Operating profit 1,964,598,430 1,964,598,430 
8. Profit tax 371,584,727 371,584,727 
9. Net operating profit ([7]-[8]) 1,593,013,703 1,593,013,703 
10. Return on invested capital ([9]/[3]) 13.54% 4.97% 
11. EVA/REVA ( [3]x([10]-[6]) ) -904,481,454 -5,263,673,653 

* average values from the previous year, 2006 
** market values 

 
We have to mention that the book values of equity and financial debts have been 

calculated as arithmetic averages of the balances at the end and beginning of the year. 
See that Petrom has not used a too large volume of bank loans in 2007 (2.03% share 

of capital invested), so that the average cost of invested capital (21.23%) is close to the equity 
(21.50%). The return on invested capital was 13.54% below the weighted average cost of 
capital, which resulted in a negative EVA of -904,481,454 lei. To determine REVA, was used 
an average market value of the company in 2006, calculated as an average equity market 
value of each week of trading. The average cost of invested capital is 21.40%, being much 
higher than the return on invested capital (4.97%). In these circumstances, REVA becomes 
much smaller than EVA, respectively -5,263,673,653 lei. The negative EVA and REVA are 
determined on one hand, by the low efficiency of business operation (the return is very small, 
especially when determined based on market values), and on the other hand, by the lack of 
funding through loans, which have a much lesser cost, only 9.84% versus 21.50% for equity. 
This is a paradoxical situation that a company with sufficient financial resources to finance 
activities destroys the shareholders’ wealth due to increased pressure exerted by them to get a 
higher remuneration. The much smaller level of REVA compared to EVA is also caused by 
over evaluating the company (the ratio between market and book value is 2.8), which involve 
a drastic reduction in return on invested capital. Thus, a management team that aims at 
increasing the market value of the company without increasing the operating profit will see a 
lesser return calculated on the market basis, which will be reflected in a negative way in 
REVA level. 

In the case of Rompetrol Rafinare, the calculation of EVA and REVA for the year 
2007 is presented in Table 6. 

 
Table 6 

Measures EVA REVA 
1. Equity* 2,364,402,198 2,188,905,086** 
2. Financial debts* 625,944,906 625,944,906 
3. Invested capital * ([1]+[2]) 2,990,347,104 2,797,396,128** 
4. Weight of equity in invested capital ([1]/[3]) 79.07% 78.25% 
5. Weight of financial debts in invested capital ([2]/[3]) 20.93% 22.38% 



Economic-Financial Analysis and Property Valuation. Challenges into the Actual Global Context 

 

210 

210

Measures EVA REVA 
6. Weighted average cost of capital 21.28% 21.20% 
7. Operating profit -36,849,736 -36,849,736 
8. Profit tax 0 0 
9. Net operating profit ([7]-[8]) -36,849,736 -36,849,736 
10. Return on invested capital ([9]/[3]) -1.23% -1.32% 
11. EVA/REVA ( [3]x([10]-[6]) ) -673,207,794 -629,815,097 

* average values from the previous year, 2006 
** market values 

 
In this case, both EVA and REVA are negative, but REVA is slightly higher than 

EVA. From the table, we find that operating profit is negative for this company, so there is no 
question that it creates value for shareholders. The financial debts are 625 million lei, which 
means a share of 20.93% for EVA and 22.38% for REVA. The levels are fairly close due to a 
market value very close to the book value (2.19 billion lei against 2.36 billion lei, signifying a 
ratio of 0.93). The operating losses have generated a market value of equity lesser than the 
book value, leading to a higher return on invested capital and, therefore, a greater level of 
REVA. 

For Rompetrol Well Services, the indicators are presented in Table 7. 
 

Table 7 
Measures EVA REVA 

1. Equity* 48,815,326 33,757,466** 
2. Financial debts* 0 0 
3. Invested capital * ([1]+[2]) 48,815,326 33,757,466** 
4. Weight of equity in invested capital ([1]/[3]) 100% 100% 
5. Weight of financial debts in invested capital ([2]/[3]) 0% 0% 
6. Weighted average cost of capital 23.57% 23.57% 
7. Operating profit 17,043,766 17,043,766 
8. Profit tax 3,291,060 3,291,060 
9. Net operating profit ([7]-[8]) 13,752,706 13,752,706 
10. Return on invested capital ([9]/[3]) 28.17% 40.74% 
11. EVA/REVA ( [3]x([10]-[6]) ) 2,247,353 5,796,361 

* average values from the previous year, 2006 
** market values 

 
This company has not used bank loans in the period under review, so that the 

weighted average cost of capital is equal to the cost of equity (23.57%) both for EVA and 
REVA. We find that although the company has a high operating profit, the average market 
value is much lower than the book value (ratio of 0.69), which is due to poor results posted in 
the first three quarters of 2006, which led to a lower average market value. This put REVA in 
advantage against EVA, with a return of 40.74% in the first case as compared with 28.17% in 
the second case. This is the only company of the four analyzed that has a positive value 
added, respectively 2.2 million lei EVA and 5.8 million lei REVA. It should be noted that the 
company manages to create value added in circumstances of using own funding only, that 
have a much more cost than the borrowed capital. We also note, in this case, a lesser common 
situation, i.e. a lower market value than the book one, which is usually met at companies with 
losses. 

In the case of Petrolexportimport, the results are presented in Table 8. 
Table 8 

Measures EVA REVA 
1. Equity* 22,797,375 62,028,184 
2. Financial debts* 25,092,638*** 26,480,166*** 
3. Invested capital * ([1]+[2]) 47,890,013 88,508,350 
4. Weight of equity in invested capital ([1]/[3]) 47.60% 70.08% 
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Measures EVA REVA 
5. Weight of financial debts in invested capital ([2]/[3]) 52.40% 28.35% 
6. Weighted average cost of capital 13.33% 15.59% 
7. Operating profit -2,050,540 -2,050,540 
8. Profit tax 0 0 
9. Net operating profit ([7]-[8]) -2,050,540 -2,050,540 
10. Return on invested capital ([9]/[3]) -4.28% -2.32% 
11. EVA/REVA ( [3]x([10]-[6]) ) -8,432,653 -15,845,639 

* average values from the previous year, 2006 
** market values 
*** estimated values 

 
This company has the highest leverage of those studied, with a weight of financial 

debts of 52.40% for EVA and 28.35% for REVA. These high levels generate a lower 
weighted average cost of capital, of 13.33%, respectively 15.59%, showing the lowest cost of 
capital. This situation was also determined by a low cost of equity, of 18.9% only. We also 
notice a quite high market value of equity, with a ratio of 2.7 compared to book value. 
However, this company posted operating losses in 2007 of 2 million lei, which resulted in a 
negative value for the return on invested capital and, further, for EVA (-8,432,653 lei) and 
REVA (-15,845,639 lei). Surprising, in this case, is the low rate of cost of equity, as the 
company saw a strong reduction of operating profit in the period 2005-2007 (from 15 million 
to -2 million lei). In this case, we can see the limits of the way the beta coefficient was 
determined, this pointing out a risk below the average of the stock exchange market. 

In the end, the following conclusions can be drawn from the previous case studies: 
- only one of the analyzed companies created value added (Rompetrol Well 

Services); 
- the results are affected by the fact that book values of equity and financial debts 

have been calculated as arithmetic averages of the balances at the beginning and end of the 
year, while market values were calculated based on weekly levels; 

- the use of REVA is justified if the market and book values are very different, 
otherwise it has the same information value as EVA; 

- REVA involves a paradox, namely growing at any price the market value of the 
company will lead to a decrease of the value added created; 

- REVA level is affected by the impact of investors’ expectations, which are 
reflected immediately on the market price, but not on the operating profits; 

- the use of REVA instead of EVA is more advantageous for the shareholders and 
stimulates the managers to closely monitor the correlation operating profit – market value and 
not only the market value; 

- REVA can not substitute EVA within the system of measures of economic and 
financial performances of the company. 

The appreciation of the performances of the enterprises based on refined economic 
value added (REVA) brings additional information to investors who are the major users of 
this concept. However, as deduced from the case studies presented above, REVA can not 
substitute EVA, even if it has the great advantage of using market values for balance sheet 
items. Thus, EVA can be used in case of companies who have high levels of the ratio market 
value/book value and have a satisfactory level of operating profit, while REVA presents 
doubtful results for the companies where the market value is not justified by a similar 
operating profit. If a company has a spectacular growth of market value as a result of 
anticipating favorable results in the future, REVA is the first to be affected, while EVA is 
more stable to such shocks, while allowing the correlation of the capital with the profits 
obtained. However, for a mature company, where the level and profitability of the business is 
not spectacular, REVA can be successfully used, with better results than EVA. 
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Appendix 1 
The Levels of the Weekly Closing Market Prices of the Four Companies  

and of BET-C Index in the Period 2006-2007 
 

2006 2007 
Date SNP RRC PTR PEI BET-C Date SNP RRC PTR PEI BET-C 

06.ian 0.51 0.114 0.225 158 4150.58 05.ian 0.605 0.0974 0.79 136.9 5392.21 
13.ian 0.575 0.115 0.23 160 4415.73 12.ian 0.61 0.0948 0.84 133 5316.12 
20.ian 0.62 0.114 0.226 160 4604.92 19.ian 0.6 0.0942 0.78 128.2 5239.21 
27.ian 0.605 0.118 0.232 168.7 4602.78 26.ian 0.595 0.1 0.81 130 5339.72 
03.feb 0.63 0.123 0.27 192 4850.44 02.feb 0.6 0.116 0.86 130.8 5574.01 
10.feb 0.63 0.117 0.269 185.3 4919.36 09.feb 0.605 0.111 0.85 131 5580.26 
17.feb 0.61 0.111 0.265 185.1 4808.94 16.feb 0.595 0.105 0.865 125 5590.74 
24.feb 0.6 0.095 0.232 179 4707.14 23.feb 0.6 0.107 0.905 128 5715.3 
03.mar 0.615 0.101 0.253 178 4705.41 02.mar 0.575 0.0971 1.07 121.3 5496.91 
10.mar 0.59 0.0935 0.24 172 4508.33 09.mar 0.575 0.0925 1.12 120.8 5534.87 
17.mar 0.59 0.087 0.22 165.6 4463.16 16.mar 0.585 0.0922 1.09 118.3 5497.97 
24.mar 0.59 0.0801 0.23 165.1 4528.74 23.mar 0.58 0.1 1.21 117.4 5611.69 
31.mar 0.565 0.0909 0.24 164 4457.04 30.mar 0.57 0.1 1.21 116 5560.16 
07.apr 0.525 0.0918 0.242 160.3 4316.71 06.apr 0.57 0.102 1.48 116.2 5853.13 
14.apr 0.535 0.096 0.25 162.5 4543.88 13.apr 0.55 0.102 1.59 116.1 5761 
21.apr 0.54 0.0965 0.247 177 4537.18 20.apr 0.545 0.105 1.58 116.2 5839.69 
28.apr 0.565 0.0983 0.247 175 4572.45 27.apr 0.555 0.104 1.6 116.2 5943.65 
05.mai 0.555 0.0894 0.243 190 4462.93 04.mai 0.55 0.103 1.76 107.5 6053.87 
12.mai 0.54 0.09 0.254 154.9 4492.65 11.mai 0.545 0.0953 1.61 106.7 5783.93 
19.mai 0.51 0.08 0.08 150 4358.82 18.mai 0.53 0.0928 1.59 106.5 5843.71 
26.mai 0.52 0.08 0.268 146 4366.64 25.mai 0.535 0.09 1.78 101.3 5939.12 
02.iun 0.515 0.08 0.272 145 4309.02 01.iun 0.51 0.0902 1.85 117.8 5932.61 
09.iun 0.505 0.0767 0.27 140 4181.71 08.iun 0.498 0.089 1.86 108.6 5923.82 
16.iun 0.492 0.0687 0.26 131.2 4054.13 15.iun 0.525 0.0881 1.92 110.6 6122.83 
23.iun 0.478 0.067 0.255 133.4 4035 22.iun 0.53 0.0905 2.43 110 6291.85 
30.iun 0.51 0.0677 0.262 139.8 4209.62 29.iun 0.53 0.09 2.38 111 6559.52 
07.iul 0.525 0.071 0.273 146 4467.74 06.iul 0.565 0.101 2.34 111.4 6906.24 
14.iul 0.515 0.0742 0.267 142.2 4350.29 13.iul 0.57 0.106 1.93 111.9 7045.71 
21.iul 0.52 0.081 0.289 142.1 4421.7 20.iul 0.59 0.105 1.82 118.1 7323.95 
28.iul 0.56 0.089 0.323 148.2 4560.24 27.iul 0.55 0.099 1.6 110 6949.74 
04.aug 0.52 0.0784 0.32 149.3 4479.64 03.aug 0.54 0.102 1.62 107.1 6966.79 
11.aug 0.55 0.0834 0.32 155.3 4563.76 10.aug 0.54 0.097 1.56 106.5 7003.31 
18.aug 0.545 0.815 0.305 144.8 4579.06 17.aug 0.48 0.0918 1.5 104 6453.44 
25.aug 0.54 0.081 0.32 143 4519.21 24.aug 0.5 0.098 1.68 105.5 6799.53 
01.sep 0.55 0.08 0.325 143.5 4559.26 31.aug 0.52 0.124 1.8 108.5 7017.55 
08.sep 0.555 0.08 0.345 142.7 4647.67 07.sep 0.505 0.126 1.72 101 6933.29 
15.sep 0.535 0.0826 0.345 143 4710.37 14.sep 0.5 0.116 1.7 99.7 6794.86 
22.sep 0.545 0.0885 0.356 141.2 4685.96 21.sep 0.535 0.112 1.61 99.1 6791.64 
29.sep 0.56 0.0902 0.399 142 4763.26 28.sep 0.5 0.107 1.52 96.7 6605.92 
06.oct 0.61 0.092 0.482 143.8 5010.38 05.oct 0.545 0.12 1.66 96.5 7020.31 
13.oct 0.59 0.0913 0.5 143.1 5012.18 12.oct 0.63 0.123 1.7 97 7067.54 
20.oct 0.61 0.0924 0.525 142.9 5080.01 19.oct 0.5 0.118 1.62 95.3 6889 
27.oct 0.6 0.0875 0.825 143 5085.64 26.oct 0.52 0.116 1.59 93.5 6902.62 
03.nov 0.615 0.0849 0.72 142.5 5108.61 02.nov 0.535 0.112 1.58 94 6872.21 
10.nov 0.615 0.0852 0.73 142.3 5075.5 09.nov 0.505 0.103 1.5 86 6496.37 
17.nov 0.6 0.081 0.73 126.5 4973.87 16.nov 0.495 0.1 1.54 79.1 6333.12 
24.nov 0.565 0.086 0.71 132.6 4918.92 23.nov 0.5 0.099 1.46 70.2 6076.01 
01.dec 0.59 0.086 0.72 129 4992.99 30.nov 0.49 0.104 1.64 80.5 6278.77 
08.dec 0.585 0.0917 0.72 129.1 4968.77 07.dec 0.505 0.109 1.67 84 6519.15 
15.dec 0.545 0.0895 0.705 121.3 4921.63 14.dec 0.5 0.107 1.64 79 6457.97 
19.dec 0.57 0.0875 0.73 123 5025.08 21.dec 0.497 0.11 1.7 75.8 6518.64 

* Source: www.kmarket.ro, the weekly reports Puls Capital from the years 2006-2007 
** the market prices are expressed in RON, and the BET-C index in points 
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Abstract. This paper intends to create a modern model of own financial diagnosis, 

based on the SWOT analysis method, combined with evaluation charts methods and 
attempting a qualitative and quantitative evaluation both of the standing and of the evolution 
of different economic-financial indicators that contribute to the general economic-financial 
standing of the company. The model is both complex and synthetic, since it is able to 
synthesize all the analytical information through a simple evaluation using an evaluation 
chart expressing both a qualitative point of view (critical point, weak point, uncertain point, 
strong point, forte) and a quantitative point of view (by ascribing scores from 1 to 5). 

 
Keywords: financial performance; diagnosis; week points; strong points; scoring; 

model. 
 
JEL Classification: M10, M41,G33. 
 
 
1. Introduction 
In the actual context of economic globalization, time means money for every investor. 

The decision of investing on the capital markets of various geographical locations have to be 
grounded by return calculations that are both fast and efficient within an objective and 
professional financial diagnosis. 

The notion of diagnosis comes from the Greek diagnostikos and represents someone’s 
ability to discern. It implies the ability to analyze and comprehend performance (Deaconu,  
2002, p. 30). 

In general, the diagnosing process involves a „broad research of the main aspects of 
the activity performed by an organization, be them economic, technical, sociological, 
juridical and management, with the purpose of identifying the strong points and the weak 
points, their causes and the creation of certain recommendations to achieve perfection and 
development” M. Miles, 2000, p. 86). 

According to other important authors, „the analysis-diagnosis implies the 
decomposing of an economic mechanism or phenomenon into its composing elements, the 
determination of its influence factors, the measurement of the factors’ influence on the 
elements both from a static and a dynamic perspective and, eventually, the determination of 
the strong (forte) points and the weak points of the researched economic mechanism or 
phenomenon, also suggesting the practical solutions for correcting the trajectory of less 
functional elements” (I. Batrancea, et al., 2000, p. 6). 

We believe that diagnosis may be defined as a complex research of the competitive, 
economic and financial aspects characterizing the activity of an organization, research that 
identifies the forte and weak points, their causes and that presents recommendations of 
excluding or reducing the negative elements and/or of enhancing the positive ones. 
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As a result, the general diagnosis of a company is structured in three main elements: 
 Competitive milieu diagnosis element; 
 Economic (administrative) diagnosis element; 
 Financial diagnosis element. 

While competitive milieu diagnosis refers to external factors, respectively to „the 
opportunities” and „threats” (risks) that a company encounters, the economic and financial 
diagnosis refers to the determination of the fortes and of the weak points in the internal 
economic-financial activity of the company. 

 
The competitive milieu diagnosis has the role of determining the competitive standing 

of the company on the market, thus preparing the strategic responses of the company to the 
constraints of its external milieu. Such a diagnosis of the company’s environment will take 
into account „the opportunities” and „risks” provided by the market, thus imaging the efforts 
required for its adapting to the structural changes of the environment, as well as the efforts of 
adequate positioning as compared to its competition. 

 
The economic (administration) diagnosis or the economic standing diagnosis refers to 

the economic activity of a company, thus achieving a correlation between the efforts involved 
(resources) and the effects of the activity (results) from the entire activity cycle of the 
company and with the purpose of identifying the strong and weak points, as well as of 
determining the therapy for the economic recovery of the company. 

The economic diagnosis answers to the internal decisional needs of the company’s 
administration system, especially those of managers, as main internal users of micro-
economic analysis. 

 
Financial diagnosis consists, putting it synthetically, of the identification of 

symptoms, imbalances, determining the financial standing of the company, recommending 
the measures for improving the existing situation. 

The International Reporting Financial Standards state that „financial analysis is the 
discipline though which analytical instruments are applied to financial statements and other 
financial data in order to interpret the tendencies and relations in a consistent and disciplined 
manner. Basically, the analyst handles the conversion of data into information and, therefore, 
he contributes to the diagnosing process the purpose of which is the research and forecast of 
information” (H.V. Greuning, 2005, p. 26). 

We believe that financial diagnosis represents a group of concepts, methods, 
instruments that enable the approach of financial statements and other internal or external 
information in order to express qualitative and/or quantitative judgments regarding a 
company’s dynamic financial standing perspective. 

This paper intends to present the drawing up of a modern model of own financial 
diagnosis that would present a qualitative and quantitative evaluation of a company’s general 
financial standing. 

 
2. Literture review 
The present’s requirements of economic-financial analysis imposed the drawing up of 

synthetic financial diagnosis models that would satisfy within an operational period of time 
and with a relatively small number of calculations the requirements of different groups of 
users. 

Thus, we may classify the great number of models existing in professional literature 
and in economic practice, in the following categories: 
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a) According to the issuing subject of these models, there are: 
 Models drawn up by banks within the methodology for crediting decision. Here we 

may mention the models used and drawn up by Romanian Trade |Bank, Transylvania Bank, 
Romanian Development Bank, Raiffeisen Bank (M. Achim, 2009, pp. 419-444). 

 Models drawn up by financial counseling companies: 
−  CEMMAT (Center of Technological Management and Transfer Bucharest) Model 

that refers to the following financial diagnosis categories: marketing, technology, quality, 
management, human resources (C. Mereuţă, et al., 1994, p. 166); 

−  Roland Berger Model used by the foreign counseling company R.B. refers to the 
following elements of general diagnosis: products, competition, distribution, production, 
financial elements and management; using 28 representative criteria of the above mentioned 
diagnosis fields (I. Bătrâncea et al: 2007, pp. 120-121). 

 Models drawn up by different economics professionals: 
− A.G. (Alexandru Gheorghiu) Model presents eight essential elements of the 

company’s activity: finances, market and competition, research-development, products, 
management, production, trade, personnel (Al. Gherghiu et al., 2002). 

− MEFAT (Financial evaluation model ANDONE-TUGUI) is a model based on the 
scoring method and consists of the selection of ten indicators from the group of economic-
financial indicators, which are to be ascribed an importance coefficient according to their 
significance (A. Ioan, Al. Ţugui, 1999, pp. 40-41). 

− Evaluation models of financial standing, generally called Model „A” and Model 
„B” (M. Bătrâncea, L-M Bătrâncea, 2006, pp. 94-104). Both models take into account the 
perspective of the diagnosis performed by banks for their clients being credit scoring models 
and are based on two qualitative models and five quantitative ones. The difference between 
the two models consists of the way in which these criteria are selected, taking into account 
collaterals, debts service, types of clients (producers or traders). 

 
b) According to the used methodology, there are: 
 Statistic methods based on the multiple discriminative analysis. The best known 

foreign statistic models of financial diagnosis are Altman Model, Canon Holder Model, 
French Balance Sheet Index Model, Taffler Model, Robertson Model).  

In our country there were drawn up financial diagnosis models adapted to the 
Romanian emergent type economy: Anghel Model, Cămăşoiu-Negoiescu Model, „C” Model 
drawn up by analysts from Craiova University, Băileşteanu Model etc. 

 Non statistic or determinist models. 
These models use other techniques than the statistic ones, that is comparison, 

induction-deduction, analysis-synthesis, scoring, evaluation charts etc. When selecting the 
indicators representing a diagnosed field and when ascribing importance scores, a very 
important role is held by the experience and the professionalism of the financial analyst. 
These will help him make objective and adequate qualitative and quantitative evaluations. 

 
2. The data base used in making the financial diagnosis 
According to some professionals (Matis D., 2003, p.20), „the most representative 

sources of economic data and information are: 
a) economic planning that provides about 20% of the economic information referring 

to a company; 
b) economic record that provided about 20% of the economic information 

corresponding to a company, distributes as follows: 
• 46-50% are obtained from accounting; 
• 9-13% are provided by statistics; 
• 11% are obtained from operative records. 
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c) other sources, such as economic-financial legislation that represent approximately 
2% from the information corresponding to a company”. 

As it results from the above presented structure, accounting represents the main 
source of economic data and information, since it provides 30-35% from the economic 
information corresponding to a company. 

Therefore, a very important role is held by the financial statements that must be drawn 
up and published by all the companies. Romanian companies have to draw up annual 
financial statements, according to the stipulations of O.M.F.P. no. 1752/2005, taking into 
account the so-called „size” criteria. 

If the limits of two of the following criteria are outrun (total assets: 3.650.000 Euro, 
net turnover: 7.300.000 Euro; average number of employees during the financial period: 50), 
the companies have to draw up the following: 

a) Balance sheet; 
b) Profit and loss account; 
c) Changes of own capital statement; 
d) Cash flows statement; 
e) Explicative notes to annual financial statements. 
The companies that, on the date of the balance sheet, do not outrun the limits of two 

of the before mentioned size criteria will draw up the simplifies annual statements: 
a) Short balance sheet; 
b) Profit and loss account; 
c) Explicative notes to the simplified annual financial statements. 
As an option, there may be drawn up the changes of own capital statement and/or cash 

flow statement. 
 
3. General methodology of determining financial diagnosis 
Financial diagnosis methodology includes a group of methods, techniques and 

procedures with the help of which there are determined the strong and weak points of 
financial administration in order to create a new strategy for maintaining and developing in a 
competitive milieu. 

The interaction of financial diagnosis methodology with financial analysis 
methodology happens according to the inclusion relation as presented below: 
 

 
 

Figure 1. Financial analysis methodology in comparison with financial diagnosis metodology 
 
Financial diagnosis methodology uses some of the specific methods and procedures of 

financial analysis, but it has additional own methods and procedures. Among the most 
frequently used methods of analysis-diagnosis, we may mention: 

− SWOT method (strength, weakness, opportunities and threats); 
− Evaluation charts method; 
− Benchmarking method; 
− Profiles method; 
− Combined methods. 
The most frequently used financial diagnosis methods are based on the combination 

of the analysis-diagnosis SWOT method (consisting of the identification of thr weak points, 
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strong points, opportunities and risks corresponding to a company) with evaluation charts 
method that presents the quantitative evaluation of the analyzed aspects. 

In a synthetically manner financial analysis methodology is presenting as the figure 
bellow: 

 

 
Figure 2. Financial analysis methodology 

 
Starting from the content of the data base used in financial diagnosis, which is largely 

represented by financial statements, financial diagnosis seen as system may be structured 
according to the following composing elements: 

− Financial standing diagnosis based on the Accounting Balance Sheet; 
− Performances diagnosis based on The Profit and Loss Account,  
− Cash Flows diagnosis; 
− Risks diagnosis; 
− Provisional diagnosis represents the future prediction of the financial standing that 

would result from the set rights procedure. 
 
 
 
 
  
 
 
 
 
 
 

Figure 3. Financial diagnosis system 
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Financial position diagnosis may be recouped according to the objectives pursued by 
the financial position analysis into the following categories of partial financial performance 
diagnosis: 

a) General diagnosis of financial position: 
• Diagnosis of financial position evolution; 
• Diagnosis of financial position structure. 
 b) Diagnosis of financial position equilibrium: 
• Diagnosis of liquidity and solvability; 
• Diagnosis of working capital; 
• Diagnosis of activity indicators.  
 
Financial standing diagnosis may be recouped according to the objectives pursued by 

the financial performance analysis into the following categories of partial financial 
performance diagnosis: 

a) General diagnosis of financial performance; 
• Diagnosis of financial performance evolution; 
• Diagnosis of financial performance structure. 
b) Diagnosis of financial performances based on return ratios: 
• Diagnosis of commercial return ratios; 
• Diagnosis of economic and financial return ratios; 
• Diagnosis of stock market ratios. 
 
Cash flows diagnosis should present the strong points and the weak points in the 

administration of the resources controlled by the cash flow generating company, classified on 
operating activities, investments and financing. 

 
Risks diagnosis presents the strong points and the weak points regarding the level of 

the economic and financial risk of the company. Risk diagnosis is divided into two categories 
of risks: 

a) Economic risk diagnosis; 
b) Financial risk diagnosis. 
 
5. Steps in making the financial diagnosis 
Considering the opinions above, the making of the financial diagnosis includes the 

following steps: 
a) Selecting a sample of financial indicators representing financial standing, for 

example indicators referring to liquidity, solvability, financial balance, return, profitability, 
cash flows, risks etc. 

b) Establishing the strong points and the weak points of the financial standing that 
was determined according to the selected criteria. They may be presented in a synthetic 
manner as follows: 

 The strong points of a company’s financial standing may be the following: 
− Traditional clients represent over 50% from the total number of clients of the 

company; 
− Very good product quality; 
− Positive working capital; 
− Increasing rotation speed of assets; 
− Liquidity and solvability within the accepted safety intervals; 
− Positive leverage effect; 
− Positive cash flow from operating activity; 
− Increasing profits; 
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− Increasing added value; 
− Good and increasing commercial return; 
− Increasing stock market capitalization etc. 
 The weak points of the financial standing may be synthesized as follows: 
− Lack of financial resources, a fact that may trigger the interruption of the supply; 
− Current production capacity and its technical level hinder the entrance on different 

market segments; 
− Decrease (in real terms) of the incomes obtained from important activities; 
− Poor product quality; 
− Performing a commercial activity with little or no profitability; 
− Reduced liquidity and solvability; 
− Slower increase, stagnation or even decrease of the company’s value. 
c) Ascribing scores from 1 to 5 for the selected representative financial criteria, as 

follows: 
– if it is calculated only the status and the evolution tendency, the simple form of the 

chart as follow will be used: 
 

 Table 1 
Chart for evaluate the status OR the tendency of an financial indicator 

 

Note (N) 1 2 3 4 5 
Status Critical Weak Average Good Strong 
Tendency Sudden 

worsening 
Slow worsening Maintaining Slow 

improvement 
Sudden improvement 

 
- if there are evaluated at the same time both the level and the tendency, there will be 

used the complex, matrix-like chart, as follow: 
 

 Table 2 
Chart for evaluate the status AND the tendency of an financial indicator 

 

Tendency/Status Critical Weak Average Good Strong 
Sudden improvement 3 3.5 4 4.5 5 
Slow improvement 2.5 3 3.5 4 4.5 
Maintaining 2 2.5 3 3.5 4 
Slow worsening 1.5 2 2.5 3 3.5 
Sudden worsening 1 1.5 2 2.5 3 

 
d) Ascribing importance scores for each indicator according to the position in the 

evaluation chart, taking into account the type of industry.  
e) The calculation of the average score and the hierarchization of companies in the 

market, thus highlighting the competitive advantage of each company. The average score is 
determined according to the relation: 

 ∑
=

×=
n

i

NipiN
1

v
, where  

- pi represents the importance estimates ascribed to each indicator; 
- Ni represents the score of each indicator. 

f) Identifying the financial diagnosis category based on the global financial evaluation 
according to the table 3: 
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  Table 3  
Chart of financial diagnosis 

 

FINANCIAL DIAGNOSIS  
General status of 

the financial 
indicator 

Quantitative 
diagnosis 

AVERAGE SCORE 
Qualitative diagnosis 

SWOT METHOD 
Strong 5 
Very good 4.5 

SOLID financial diagnosis- Category A 
STRONG POINT 

Good 4 
Satisfactory 3.5 

GOOD financial diagnosis –Category B 
GOOD POINT 

Average-acceptable 3 AVERAGE/ACCEPTABLE financial diagnosis  
– Category C  
UNCERTAINTY 

Non satisfactory 2.5 
Weak 2 

PRECARIOUS financial diagnosis –Category D 
WEAK POINT 

Very weak 1.5 
Critical 1 

CRITICAL financial diagnosis – Category E 
CRITICAL POINT 

 
As it results from the table above, according to the average score obtained, we may 

say that the general financial diagnosis of a company can be divided into the following 
categories: 

 Solid financial diagnosis – Category A if 4< N
v

< 5, characterized by the 
following aspects: 

− In this case the business is very good, so is the financial standing of the company; 
− There is a high development potential, the position on the life cycle curve is 

development-maturity; 
− From the creditors point of view, there exists an excellent reimbursement capacity, 

financial creditors have high trust in the company’s potential; 
− The risks implied for the different creditors of the company are very low. Loss is 

unlikely to occur. 
 
 Good financial diagnosis – Category B if 3< N

v
< 4, characterized by the 

following aspects: 
− In this case there is an adequate business, with possible future development; 
− The position on the life cycle curve is represented by development-maturity, the 

required strategies are investment or neutral strategies; 
− From the creditors point of view, there is a very good reimbursement capacity, 

payment irregularities are unlikely to occur and, if they do, they are minor and they can be 
rapidly solved; 

− The risks implied for the different creditors of the company are very low. Loss is 
unlikely to occur. 

 
 Average/acceptable financial diagnosis – Category C if N

v
≈3, characterized by 

the following aspects: 
− In this case the activity of the company has a few problems, the increase 

possibilities are uncertain and the recovery possibilities are low; 
− The position on the life cycle curve is represented by launching or decline, 

therefore it is necessary to create either investment or cease of investment strategies; 
− From the creditors point of view, there is a good reimbursement capacity, but there 

may occur payment irregularities; 
− The risks involved are considered medium acceptable and it is necessary to have 

the activity constantly supervised.  
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 Precarious financial diagnosis – Category D if 2< N
v

< 3, characterized by the 
following aspects: 

− In this case the activity has major problems; 
− The position on the life cycle curve is represented by launching or decline, 

therefore it is necessary to create either investment or cease of investment strategies; 
− From the creditors point of view, there are problems regarding the cash flows, a 

fact that may result in a precarious reimbursement capacity, highly vulnerable to external 
environment; 

− The risks involved are considered to be high and loss may occur.  
 
 Critical financial diagnosis – Category E obtained if 1< N

v
< 2, characterized by 

the following aspects: 
− In this case there is a serious problem with the standing of the company, it deals 

with financial blockages and an imminent bankruptcy risk; 
− From the creditors’ point of view, the reimbursement capacity is very weak and the 

risks are considered to be very high. Loss is imminent. 
g) Drawing up interpretations, recommendations, future action strategies in order 

to apply „the therapy”. 
During this stage there are determined the recommendations, respectively the strategic 

options in the context of the financial standing of the company. This issue that the analysis-
diagnosis has to approach is represented by the suggestions of the diagnosis team referring to: 
the elimination of the causes of the weak points and of their negative symptoms; the increase 
of the causes generating strong points and of the positive symptoms, turning account 
opportunities, decreasing threats, increasing the internal global power, increasing the 
response capacity of the company to external challenges. 

The recommendation should be accompanied by the evaluation of the efforts required 
for their putting into practice and the foreseen economic and functional effects. 

In order to include all the elements requires in turning account recommendations these 
may be organized as presented below: 

 
 Table 4 

The interpretations- Recommendations chart 
 

No. 
 Recommendation Causes Additional founds 

needs Main effects Observations 
0 1 2 3 4 5 

 
 
6. Drawing up a synthetic model of financial diagnosis 
The methodology of drawing up a financial diagnosis presented in section 4, together 

with the systematic steps presented in section 5 may be united in a very suggestive synthetic 
model of financial diagnosis, representing a systematic and user friendly tool in the diagnosis of 
the financial standing of an activity. Such a model is synthetically represented in table no. 5. 

The diagnosis of the global financial potential, in quantitative terms, was based on a 
mathematical average of the partial scores obtained at the previous partial diagnoses:  

 

 ∑
=

=
4

1i

ixPiNNG  where: 

- NG  represents the average global score realizing by financial state of entity; 
- iN  represents the average score of each partial diagnosis determining as follow: 
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• 1N  represents the average score of financial position diagnosis;  
• 2N  represents the average score of financial performance diagnosis;  
• 3N  represents the average score of cash-flow diagnosis;  
• 4N  represents the average score of risks diagnosis;  
- Pi represents the importance estimates ascribed to each component of financial 

diagnosis indicator, in function of theirs importance in a global model framework: 
• P1= 10 % represents the importance estimates ascribed to financial position 

component;  
• P1= 30 % represents the importance estimates ascribed to financial performances 

component 
• P1= 40% represents the importance estimates ascribed to cash-flow component; 
• P1= 20 % represents the importance estimates ascribed to risks component. 
The importance percentages ascribed to the representative financial indicators of the 

financial standing of the company represent the aggregated result of the percentages ascribed 
during the partial diagnoses. An explicit synthesis built on levels is presented in tables 6 and 7. 

 
7. Conclusions 
In an extremely dynamic economy, where time tends to become a very important 

variable in the process of decision making by the users of financial information, the rapidity 
of decision making depends on the creation of a as synthetic as possible financial model that 
would present details regarding the industry and the nature of each activity. 

In the actual context of economic and financial-accounting globalization, the various 
categories of financial information users need representative, objective and very fast 
diagnosis models in order to achieve the following objectives, specific to each category: 

 Estimates of the trustworthiness of those clients who require a credit (performed by 
banks); 

 Establishing the present and future value of shares (performed by potential 
investors); 

Determining the value of the company, necessary in the case of privatization, 
merging, liquidation, division etc. (performed by the financial analysis companies); 

 Estimation of work place stability and financial safety (performed by employees); 
 Putting into practice restructuration and recovery programs (performed by the 

state); 
 Fiscal control (performed by the state); 
 Providing information to macro-economic institutions (performed by The Trade 

and Industry Chamber, The Institute of Statistics, rating companies etc.). 
We believe that the created model successfully meets the modern financial 

information requirements of all the users, being adapted to the informational accounting data 
base, harmonized with The International Standards of Financial Reporting, recently adopted 
by Romania. It is obvious that the model is perfectible and, therefore, we are open to all „pro” 
and „con” opinions, since we believe that any suggestion is most welcomed and has the role 
of continuously improving the science of financial analysis applied to worldwide economies 
and especially to Romanian economy, yet frivolous in comparison to developed economies, 
but with a great potential of growth. 
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Table 5 
A synthetic model of financial diagnosis 

 

The representatives criterias for 
financial state of entity Remarks 

SWOT 
Diagnosis 

 
Score 
(1-5) 

Importance 
(pi)* 

Agregate 
score Measures 

 Financial position 10 %   
Evolution and structure of assets ... ... N1 4 % n1xp1 ... 
Evolution and structure of debts and 
equity 

... ... N2 16 % n2xp2 ... 

Liquidity ... ... N3 20 % n3xp3 ... 
General solvability ... ... N4 2% n4xp4 ... 
Financial indebt ... ... N5 14 % n5xp5 ... 
Times interest earning (TIE) ... ... N6 4 % n6xp6 ... 
Working capital ... ... N7 8 % n7xp7 ... 
Management of total assets ... ... N8 16 % n8xp8 ... 
Management of inventory ... ... N9 9,6 % n8xp9 ... 
Management of receivebles/debts ... ... N10 6,4 % n10xp10 ... 

100 % 1. Financial position diagnosis  ... - 
10 % 

∑
=

=
n

i
nixpiN

1
1
v

 

... 

 Financial performances 30 %  
Evolution of financial performances ... ... N1 10 % n1xp1 ... 
Structure of financial performances ... ... N2 10 % n2xp2 ... 
Commercial profitability ratio ... ... N3 16 % n3xp3 ... 
Return on equity (ROE) ... ... N4 12 % n4xp4 ... 
Return on assets (ROA) ... ... N5 12 % n5xp5 ... 
Growth stock market ratios  ... ... N6 36 % n6xp6 ... 
Dividend stock market ratios ... ... n7 4 % n7xp7 ... 

100 % 2. Financial performance diagnosis  
 

... - 
30 % 

∑
=

=
n

i
nixpiN

1
2

v

 

... 

 Cash-flow 40 %  
Operating cash-flow ... ... n1 30 % n1xp1 ... 
Investing cash-flow ... ... n2 20 % n2xp2 ... 
Financing cash-flow ... ... n3 10 % n3xp3 ... 
Total cash-flow ... ... n4 40 % n4xp4 ... 

100 % 3. Cash-flow diagnosis  
 

 ... - 
40 % 

∑
=

=
n

i
nixpiN

1
3

v

 

... 

 Risks 20 %  
Break-even point ... ... n1 30 % n1xp1 ... 
Global break-even point ... ... n2 35 % n2xp2 ... 
Financial leverage ... ... n3 35 % n3xp3  

100 % 4. Risks diagnosis  ... - 
20 % 

∑
=

=
n

i
nixpiN

1
4

v

 

... 

Global diagnosis of financial 
potential  

Category A 
Category B 
Category C 
Category D 
Category E 

100 % ∑
=

=
n

i
ixPNGN

1
4

v

 

... 

* The importance ascribed to financial criteria was set up based on the evaluation of authors. For this purpose, 
see the aggregation of component score by the hierarchy of compose levels, presented in the tables  6 and 7.  
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Table 6  

Composing the final importance score of selected financial positions criteria 
 

 
Financial position criteria and theirs importance score as a result of theirs compose by levels 

 
Final 
score 

Evolution and 
structure of 
assets 

20 %  4 %  
Evolution 
and 
structure of 
financial 
position  

 
 
 
20 % 

Evolution and 
structure of 
debt and 
equity 

 
80 % 

 16 % 

Liquidity  50 
% 

 20 % 

General 
solvability 

10 % 2% 

Financial indebt 70 % 14 % 

 
 
Liquidity and 
solvability 

 
 
 

50 % 
 
Solvability 

 
50 
% 

Times interest 
earning 

20 % 4 % 

Working 
capital 

10 %  8 % 

Management of 
total asset 

50 
% 

 16 % 

Management of 
inventory 

30 
% 

 9,6 % 

 
 
 
 
Equilibrium 
of financial 
position 

 
 
 
 
80 % 

Management 
of activity’s 
indicators 

 
 

40 % 

Management of 
receivebles/deb
ts 

20 
% 

 6,4 % 

TOTAL 100 % 
 

 
Table 7  

Composing the final importance score of selected financial performances criteria 
 

 
Financial performance criteria and theirs importance score as a result of theirs compose by levels 

 
Final  
score 

Evolution of financial 
performances 
 

 
50 % 

 

  
10 % 

  
Evolution and structure 
of financial 
performances 
 

 
20 % 

Structure of financial 
performances 
 

50 %   10 % 

Commercial profitability 
ratios 

 
20 %   16 % 

Return on assets 50 % 12 %  
Rentability ratios 

 
30% 

Return on equity 50 % 12 % 

Of growth 90 % 36 % 

 
Profitability ratios 

 
80 % 

Stock market ratios 50 % 
Of dividend 10 % 4 % 

TOTAL 100 % 
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MONTE CARLO SIMULATION – A QUALITATIVE METHOD ANALYSIS  
AND EVALUATION OF THE COMPANY’S PERFORMANCE AND RISKS 

 
Ciprian APOSTOL  

„Al.I. Cuza” University of Iaşi  
 
 
Abstract. Monte Carlo simulation is used with predilection when multidimensional 

problems are discussed (eg, the outcome depends on more variables or risk factors).  
The method was invented by American scientists in 1940 when it was used to simulate 

the trajectory of a neutron in uranium or plutonium. Monte Carlo method, the real is 
replaced by an artificial process. To obtain accurate results, it is essential that the random 
variables generated during the simulation experiments to faithfully reproduce the real 
random variable. 

Monte Carlo simulation is one of the best methods of risk analysis. 
 
Keywords: performance; risk;, simulation; analysis; company. 
 
 
Introduction  
Considering that almost any change, for the better or for the worse, implies a certain 

degree of risk (for instance, fluctuations in sales, a stock crisis, unpredictability of demand, 
cost increase on the labor market, legal changes, mergers etc.), competitiveness and 
effectiveness are terms frequently used nowadays in the language of decision makers. All 
have the same objective: to maximize profit while at the same time minimizing resource 
consumption, a context in which the term portfolio optimization comes into play. The more is 
known on potential risks, the better can business risk exposure be managed. As a result, two 
aspects are crucial in risk analysis: what the risk sources are and what is the risk dimension or 
the extent of the exposure. 

Traditional risk evaluation, which uses the method of the portfolio, starts from the 
premise that the means and variance are good estimators of the degree of risk exposure. In 
certain conditions, the two parameters can lead to realistic estimates. But in the economic 
fields where operational costs affect the quantity provided on the market or the delay of 
completing a project, the manner in which results and profit are distributed does not always 
represent a normal standardized distribution. Two investment projects, identical from the 
point of view of the necessary resources, can have a completely different risk structure, and 
its estimation through its reduction to a single number could be irrelevant. In such situations, 
the use of probability distributions for each variable (input and output) individually (for 
example, for the price of raw materials, the volume of production, capital expenses, 
operational costs, etc.) provides a much more realistic estimate. Such a procedure implies, in 
fact, a simulation. The Monte Carlo simulation is mainly used when dealing with 
multidimensional problems (for instance, the result depends on several variables or risk 
factors). 

 
1. Presentation of the Monte Carlo method 
The Monte Carlo method generates, at random, the values of a single random variable, 

using: 
- A random number generator uniformly distributed within the interval [0, 1] and 
- The cumulated probability distribution associated to the respective random variable. 
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This method was invented by the American researchers from „Los Alamos National 
Laboratory” around 1940, when it was used to simulate the trajectory of a neutron in 
plutonium or uranium. 

The Monte Carlo method can be defined as a modeling method for random variables 
used for determining the characteristics of their distribution, when these characteristics 
cannot be established through analytical expressions based on the theoretical functions of 
probability density. 

In the Monte Carlo method, the real process is replaced with an artificial process. In 
order to obtain correct results, the random variables generated during simulation experiments 
should faithfully reproduce the real random variables. 

 
2. The analysis of the company’s risks and performance with Monte Carlo 

method  
The Monte Carlo simulation is the most efficient method for risk analysis. Its actual 

usage implies several important stages (Iftimescu A., 2007: p. 50):  
1. Developing a determinist simulation model that specifies input variables 

(controllable and incontrollable influence factors), output variables (results, from the point of 
view of retained performance criteria) and the relations between the output and input 
variables, which can be expressed directly or indirectly, using intermediate variables;  

2. Transforming the determinist model previously built in a probabilistic one, by 
assigning probability distributions to the input variables that reflect incontrollable factors 
marked by uncertainty; 

3. Expressing the relations between the probabilistic interdependent input variables 
(such as, for instance, the future price of a product and the predictable market share). Usually, 
such relations are modeled by correlation matrices between the respective random variables;  

4. Performing the simulation;  
5. Analyzing the simulation results and interpreting them in order to evaluate risk.  
There are environments for developing risk analysis applications using the Monte 

Carlo simulation, for all computer types: mainframes, minicomputers, and microcomputers. 
The best known such software products are @RISK, developed by Palisade 
(http://www.palisade.com), and Crystal Ball, designed by the American company 
Decisioneering (http://www.decisioneering.com). These are, in fact, add-ins for Microsoft 
Excel or Lotus 1-2-3. 

Even tabular computing programs include several facilities for building simple 
applications for Monte Carlo simulations. Microsoft Excel, for example, through the Analysis 
ToolPak add-in, provides the possibility to generate random numbers with given distributions 
(only discrete empirical distributions and theoretical distributions: uniform, normal, 
Bernoulli, binomial, Poisson distributions). However, software products designed for Monte 
Carlo simulations (mentioned above) are clearly superior in case of developing complex 
applications.  

The application of the Monte Carlo simulation, as well as the software tools used to 
this purpose, differ significantly according to the manner in which the time variable is taken 
into consideration when performing the simulation experiment. When the recalculation of the 
simulation model, from one experience to another, is concerned with the same moment in 
time, the simulation is considered static. In this case, an output variable presented as a 
probability distribution will contain the possible values of the variable and the corresponding 
probabilities, computed for that moment in time. If the simulation model subject to 
experiments includes the time variable, and this variable takes on different (increasing) 
values from one experience to another within the same experiment, then the simulation is 
considered dynamic. An output variable expressed as its probability distribution will include, 
in this case, the possible values of the variable and its corresponding probabilities, computed 
for different moments in time.  
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Evaluating the investments risk is definitely the most important management field 
where the Monte Carlo simulation can be successfully applied in its static form.  

As is known, an investment means sustainable involvement of various (material or 
immaterial) funds, in the hope of obtaining large enough future gains, taking into account the 
risks implied. The investment decision is a complex process that presupposes estimating 
significant parameters for any analyzed investment possibility. From these parameters, the 
most important are the ones below:  

• The total capital invested (taking into consideration the variation of the trading 
capital need, determined by the future exploitation of the investment);  

• The life duration of the investment; 
• The residual value of the investment, that is, the value of the goods that may exist at 

the end of its life; 
• Future gains (cash flows) that will be generated by the respective investment. These 

must me evaluated independently from the manner of financing the investments. Besides, the 
risk implied by the different gains stepped in time must be taken into consideration (profit 
update). 

The main profitability indicator of an investment is the Net Present Value (NPV) of 
the cash flows generated by that investment. NPV depends on a large number of variables. 
Some of these variables, with an uncertain evolution, can be estimated through their 
probability distributions. This makes possible to use the Monte Carlo simulation to determine 
the separate NPV value and to measure the risk implied by an investment. David Hertz 
suggested for the first time this type of analysis for motivating the investment decisions.  

In his approach, Hertz (1968) takes into consideration nine primary variables for 
computing NPV. These variables, included in the model as probability distributions, are 
(Iftimescu A., 2007, p. 53):  

- The market size (of the initial demand); 
- The sales price;  
- The market growth ratio;  
- The market share (that controls the physical sales volume);  
- The total invested capital;  
- The investment residual value;  
- The variable exploitation costs;  
- The fixed costs, and 
- The life duration of the investment.  
Certainly, in order to obtain a good risk evaluation, all five stages of the correct 

application of the Monte Carlo method have to be completed. The first and most important 
one of them is building the simulation model. It needs to express as well as possible the 
„internal functioning” of the investment project under analysis. 

For example, in the case of an independent capacity investment, the cash flow over 
the period t can be modeled as follows: 

Cf = (Pt x Qt – VCt x Qt – FCt -
n
I0 ) × (1 – TPA) + 

n
I0  

where:  
Cf – the cash flow over the period t;  
Pt – the price per unit over the period t;  
Qt – the quantity sold over the period t;  
VCt – the variable costs per unit over the period t;  
FCt – the global fixed costs over the period t (including capital costs different from 

write-off investments);  
I0 – the initial investment;  
n – the life duration of the project;  
TPA – the tax for profit amount. 
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Of course, the cash flows model can be much more complex. Variable costs can be 
differentiated into costs for raw materials and costs with the work force, and sold quantities 
can be calculated according to three exogenous variables: initial market size, market growth 
ratio, and provisioned market size (as suggested by Hertz). However, everything depends on 
the volume of available information and on the cost of this information.  

Based on the cash flows computed this way, the net present value of the project is 
then calculated. For an investment without a significant residual value, NPV is expressed as:  

NPV = 0

n

1t
t I

r1
Ft

−
+∑

= )(
, 

where r is the interest rate.  
Another indicator based on which pertinent evaluations can be done concerning the 

profitability and risks of an investment is the internal rate of return (IRR). This rate canceling 
net present value equalizing present value of the future cash flows with initial investment:  

0

n

1t
t I

IRR1
Ft

=
+∑

= )(
 

For a given investment, IRR can be interpreted as follows: it is the interest rate for 
which, if the investment funds were borrowed, the result of the entire operation (investment 
plus financing) would be zero. It represents the maximum acceptable cost of capital invested, 
so that the project will remain effective (Mironiuc M., 2007: pp 141-143). In assessing the 
effectiveness of the investment project IRR is compared with the cost of capital. The project 
generates additional value and will be approved for implementation when the IRR is greater 
than the cost of capital invested. 

IRR calculation can be done manually through exploratory repeated or automatically 
through special software. 

In the case of an investment for modernization (technological improvement), the 
evaluation of the future cash flows has to be done based on the marginality principle. This 
means that:  

Ft = (ΔGESt -
n
I0 ) x (1 – TPA) +

n
I0 , 

where ΔGESt is the gross supplementary exploitation surplus generated by the respective 
investment over the period t.  

Results of Monte Carlo simulation to quantify the expected average value (NPV or 
IRR), the average square of the irregularity and the probability that the mean falls within a 
certain range, leading to the following relationship for calculating the net present value 
average or total ( NPVg). 

NPVg = )( t

n

1t
t fNPV ×∑

=

, where: 

- NPVt – net present value generated by simulation t; 
- ft – frequency of occurrence of NPVt. 
  
3. Conclusions 
Net present value criterion implies achieving those investments whose value is 

positive. This happens when the internal rate of return is higher than the weighted average 
cost of capital. 

The Monte Carlo simulation is a complex and expensive procedure for evaluating 
investment projects, but it helps decision makers to better understand the origin of the risk of 
the investment project. 
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JUDGMENTS CONCERNING THE ACCOUNTING CONTROVERSIAL OVER 

THE REVALUATION OF ESTATE INVESTMENTS 
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„Ovidius” University of Constanţa 
 
 
Abstract. The present work tackles as main theme the bookkeeping controversy, 

which is met when the two international audit standards are put face to face, especially IAS 
16 that it refers to corporal immobilizations versus IAS 40, that it refers to an real 
investment. This work has as a goal the presentation and the differentiation of the 
bookkeeping controversy between the two audit international standards.  

In the first part of the work there are presented the two standards, IAS 16 corporal 
Immobilizations called also the goods of the enterprise or the immobilized corporal actives 
is the most used term in order to refer to the corporal goods which will be used in a 
production unity, that will bring benefits to the enterprise for a period more than year, and 
an IAS 40 real Investment is defined by IAS as real investment. The real investment is called 
sometimes ‘passive’ investment, in order to distinguish from a property managed active as it 
would be the corporal immobilizations, of which use it is integrated into the rest of the entity 
operations; and in the second part there is presented a study case, upon the new 
appraisement of an immobilization in order to hire it out.  

  
 Keywords: historical cost; correct value; profit; investment; corporal immobilization. 
  
 JEL Classification: M40, M41, M42. 
 
Judgments concerning the accounting controversial over the revaluation of 

estate investments 
1. Aspects regarding the estate investments revaluation, according to conform 

IAS 16 and IAS 40 
IAS 16(1) Corporeal Immobilization (called also the properties of the company or 

the immobilized physical assets) is the most used term in order to refer to the corporeal 
properties that will be used in a production unity, which are going to bring benefits to the 
enterprise for a period more than a year. The term is used in order to make the distinction 
between these assets from the not corporeal ones, which are assets for long time, which can 
be identified in general as not having physical consistency or of whom value is not 
completely identified by the physical existence of them.  

There are four studies that will be used in the accountancy for the immobilized assets: 
a) The amount at which the assets should be registered initially; 
b) The way in which the value is going to modify as a result of the acquisition should 

be reflected on the accounts, both the legal matters related to the increases, and the possible 
value decreases due to the depreciation; 

c) The value the assets are registered should be assigned as an expense for next 
periods; 

d) The registration of the next assets assignation 
IAS 40(2) Real Investment An investment in a piece of ground, building, part of a 

building or both, is used by the owner (or by the lodger according to a financial leasing) with 
the intention of obtaining house rents or for the capital assessment or for both, is defined by 
IAS as a real investment, a real investment is capable to generate cash flows independent 
from other assets held by the entity. The real investment is called sometimes „passive” 
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investment, in order to distinguish a property administered active as those the physical assets, 
of which use is integrated in the rest of the entity’s operations. This feature is the one who 
distinguishes the real investment by the real investment used by the owner, which is the 
property held by the entity or by the lodger according to a financial leasing, in order to use it 
in their businesses (meaning for using it in the production or delivering properties or services 
or in administrative goals). 

The revised IAS 40, in force from 2005, permits for the first time that the real rights 
held under the operational leasing way to be classified and book-kept as real investments. 
This thing can be realized if: 

• The other elements of the real investment’s definition (to see below) are fulfilled; 
• The operational leasing is book-kept as if it would be a financial leasing according 

to IFRS 17 (meaning that it is converted into capital); and 
• The lodger uses the correct value model established in IFRS 40 for the recognized 

asset. 
This option of classification– of reporting the real right of the lodger as a real 

investment- is adequate property with property. On the other hand, IAS 40 requires that all 
real investments to be book-kept consistently, using or the correct value model, or the cost 
model. Being given these requirements, it is asserted that once an investment alternative is 
being chosen for a rented property, all the properties classified as real investments to be 
book-kept consequently, relying on the correct value. 

According to IAS 40, the real investment doesn’t include: 
• The property used in the activity (meaning held for using in production or in 

properties or services delivering or in administrative goals, of whom accountancy is 
established by IAS 16); 

• The property realized and extended in the name of others, of which book-keeping 
is presented in IAS 11; 

• The property held for selling during the normal activity development, of which 
book-keeping is specified in IAS 2; and 

• The property under construction or extension for the next use as a real investment. 
IAS 16 is applied to such a property till the end of the construction or extension, when it is 
applied IAS 40. Although, the existent real investment which is rearranged for going on with 
its use in the future it is qualified as a real investment. 

The division of the property between the real investment and the real property used by 
the owner, in many cases it is obvious what it makes up a real investment in comparison with 
the real investment used by the owner, but also in other situations it is less clear how this 
distinction is made. Some real investments are not held only for rent or for the capital 
assessment. For example, parts of these properties could be used by the entity for production 
process or in administrative goals. If these parts, identified in different goals, could be sold 
separated, then it is requested to the entity to book-keep them separated. Although, if the 
parts can not be sold separated, the property would be designated as a real investment if a not 
significant part is held by the entity in order to use it in its activity.  

For example, an entity which holds and exploits a motel and offers also services to the 
motel guests could not argue that it is a real investment according to IAS 40. Such kind of 
investment could be classified rather as a real investment used by the owner. So, we need 
reasoning in order to determine if a property is classified as a real investment. It is also an 
important factor that, in the case in which the entity draws up criteria in order to determine 
when to classify a property as a real investment, it is requested by this standard to being 
presented these criteria in the context of difficult or disputed classifications.  

The property rented to a branch office or to a mother-company. The rented property to 
a branch office or to its mother company is considered a real investment from the entity 
perspective. Although, for the consolidated financial situations, from the group perspective as 
a whole, it won’t be qualified as a real investment, because this is an unoccupied property, 
noticed from the level of mother-company.  
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2. The revaluation of tangible fixed immobilization 
- The revaluation of an immobilization in order to rent -  
The revaluation of an immobilization in order to rent is needed because,(3) the asset 

amounts recorded on the balance sheet are generally not indicative of current economic 
values or even liquidation values.  

The appraisement of an investment in order to rent it – For this method it is used IAS 
16, standard used also at us by the most majority of the accountancy’s corporation with some 
exceptions for example: international Audience.  

The difference from the appraisement of a real investment according to IAS 16 it will 
be received only in the moment of giving up or the annulment. This difference will go to the 
deposits and further on to some own capitals.  

The difference from the appraisement of the real investment according to IAS 40 will 
be changed in an income ‘turns about’ the profit and loss account and goes to the reported 
result – on credit. 

According to IAS 40 the difference from the appraisement is not taxed. (Account 117) 
IAS16 establishes two alternative approaches in order to register the immobilized assets. The 
first one of these is the historical cost method according to which the acquisition or the 
construction cost is using for the initial recognition, subdued to the devaluation during the 
economical life foreseen and to the possible sales in the event of a permanent valuable 
devaluation, in many jurisdiction, this is the only method allowed by the rules, but a number 
of jurisdictions, especially the ones with significant installments, allow or the complete 
appraisement or the selective one, and IAS 16 recognizes it, validating what they call ‘’the 
appraisement model’’. 

The logic of the appraisements’ recognition is related both to the balance sheet and to 
the measure of the periodical performance foreseen in the profit and loss account.  

The correct value as a base for the appraisement method, the rules stipulated as a 
correct value (defined as an amount for which the asset can be changed between the 
interested parts and with full knowledge of the case as part of a transaction developed in 
objective conditions) to be used in any kind of appraisement. More, the rules impose that, as 
soon as an entity enterprises new appraisements, these have to be continued with sufficient 
regularity, so that the accountancy values in any new balance sheet not to be different in a 
significant way in comparison with the actual correct values at that time. In other words, if 
the entity which reports adopts the appraisement method, can not report balance sheets which 
contain exceeded correct values, because this not only it would make not necessary the goal 
the allowed treatment, but it will make impossible the fact that the user to interpret the 
financial situations in a correct way. 

IAS 16 suggests that the correct value is, usually, established by the valuators using 
justificative elements over the market.  

The appraisement’s application to the whole assets from the IAS 16 category provides 
that if any one of the assets is getting new appraisement, all the others assets from those 
groups or categories to be, also, reevaluated. This thing is necessary in order to prevent the 
presentation of a balance sheet which contains an unintelligible mixture of the historical costs 
or current values and to prevent the selective appraisement dedicated to the net assets 
maximization. 

Modifications from the appraisement passed to profit, in general, the 
modifications from the appraisement will be reflected directly to the capitals as excess from 
the appraisement. If a reevaluated asset is lately subdued to devaluation, the commission for 
devaluation is compensated in comparison with the excess from the appraisement and only 
when this has been spent is passed to the outgoings. (Also in this way, if an asset registered at 
a historical cost has been depreciated, but it has been reevaluated lately for the historical cost 
because of some drastic changes from the economical situation, the commission for the 
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previous devaluation would go back to the profit and only the growth under the historical cost 
would be reflected directly in the capital). 

According to the IAS 16 precautions, the value passed on the credit at the excess from 
the appraisement can be either cleared off at the reported result (but not by the profit or losses 
account) according as the asset is going to devaluate, or can be held in the exceeded account 
till the moment in which the asset is given up or withdrawn from the exploitation. Any 
liquidation is limited to an equal value with the difference between the historical cost 
liquidation and the one registered in the profit or losses account, on the basis of the 
reevaluated value. 

The effects of the appraisements upon the postponed tax. When the immobilized 
assets are devaluated during some longer lives with the goals of financial reference than the 
ones for goals of fiscal reference, it will be created a tax debt postponed in the first years, 
which is going to decrease, than, in the next years, in general, the postponed tax foreseen is 
going to be measured on the basis of the instilment of the next tax foreseen applied to the 
temporary difference, at the moment at which this appears; if there haven’t been operated 
some changes at the next tax installment, the structure of the current installment is going to 
be used as an impartial reference of these next effects estimation.  

In case of the immobilized assets appraisement, it can happen that the fiscal 
authorities don’t allow that the bigger reevaluated amounts should be devaluated in order to 
calculate the fiscal debts, in exchange, only the real cost started can be used for the fiscal 
obligations concretion. On the other hand, because the appraisements reflect a capital gain, 
this gain could be taxed if it would be recognized, in consequence, a postponed tax debt is 
foreseen to be still recognized, even if there are no links to the temporary differences that 
derive from the periodical registrations of the devaluation.  

 
Notes 
(1) Standardele Internationale de Raportare Financiara - Editura CECCAR, 2006 
(2) Standardele Internationale de Raportare Financiara - Editura CECCAR, 2006 
(3) Denisa Truica, Assessment of business performance from lenders’ point of view – Interna-
tional Conference „Intergrative relations between the European Union Institutions and the 
member states”, Sibiu, 2008  
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Abstract. One of the purposes of our paper is to provide a comprehensive survey of 

the operational risk, in order to understand the behaviour of costs and the impact of their 
structure on company’s profits. 

In order to achieve the targeted profits or to analyze the operational risk, managers 
can use the Cost-Volume-Profit (CVP) model - one of the simplest, analytical tools.  

This paper presents the basic version of the CVP model as a first step in managers’ 
strategic decisions. A noted application of CVP is in the breakeven analysis and the 
operating leverage. 

 
Keywords: breakeven point; operational risk; costs structure; CVP analysis; 

operational leverage. 
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1. Introduction 
Any successful business needs a clear understanding of the financial impact that even 

the most common decision can have. For instance we must know what happens when the 
level of sales declines. How much may the level of sales decrease so that one can still get a 
profit? If we reduced the price in order to sell more we could wonder: how much do we have 
to sell in addition? What level of sales can cover the increase of the fixed costs determined by 
the decision taken to make publicity? The CVP analysis may be useful to find out the answers 
for such questions and for more others related to the breakeven point, to the structure of costs 
and to the operating leverage. 

The decisions related to the structure of the capital used by a company are taken 
mainly in view of two elements: the economic risk and the financial risk of the respective 
company. The risk can look in different ways, each of these ways influencing more or less the 
economic agents’ activity. For the economical and financial analysis at microeconomic level, 
there are some risk forms which show a great interest and which can be influenced being 
reduced by the actions and by the measures taken by the firms. 

The strategic decisions inevitably imply a certain risk dose. The CVP analysis allows 
the assessment of the impact that a possible failure concerning the predicted volume of sales 
and production can have on the operating profit. 

The risk which comes from a certain structure of the variable and fixed costs is called 
operational risk. The higher the weight of the operating fixed costs compared with the 
variable costs is, the higher the operating risk will be.  

 
2. The Economic (Operational) Risk and Its Evaluation 
The economic risk is expressed by the incapacity of the company to conform in time 

and with the lowest costs possible to the variations of the economical and social background 
and it reflects the variability of the economic income or of the operating flow depending on 
the operating conditions. 
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The incomes are influenced by the economic conditions or by the competitors’ 
activity, by the selling price or by the volumes sold, or by both of the quantitative variables, 
which makes them be different from the predictions. 

The operating costs are made up of fixed costs and variable costs and the higher the 
weight of fixed operating costs will be the more difficult will be for a company to conform its 
operating costs to the changes registered at the level of the sales amount. The structure of the 
costs, according to the weight of the fixed and variable costs, depends greatly on the 
respective company’s field of activity. 

The accumulation of some too high fixed costs might be dangerous for the enterprise 
economic health because unlike the variable costs, the fixed ones do not fall automatically 
when the production amount decreases; therefore the companies which practice too high 
fixed prices can register considerable losses in the periods of activities and sales reduction. 

Generally, the risk can be measured through the variability confronted by the 
profitableness in the last exercises (Stancu, 2007, p. 768). Thus, the economic risk, or the 
operational risk may be measured with the help of the variation coefficient (Kv), calculated 
as a ratio between the standard medium deviation of the raw operational result (operating 
income) confronted by the predicted one (σRBE) and the operational average income (Radu et 
al., 2008, p. 284). 

RBE
Kv RBEσ

= . 

The main factors which influence the operating risk are the turnover, the structure of 
the operating expenses and also the approach between the level of the actual output and the 
output corresponding to the breakeven point. Taking into account the relation between these 
two factors it results that the farther the effective level of output is from the breakeven point 
and the fixed costs are lower, the lower the operating risk becomes, and vice versa. 

There is also another form of evaluating the risk and this is the profit variability 
depending on the enterprise’s amount of activity, measured by the modulus of elasticity (Ke), 
respectively by the ratio between the variation of the profit and the variation of the amount of 
activity. 

The coefficient of elasticity (Ke), called also the coefficient (the degree) of the 
operating leverage (CPE), is determined as a ratio between the relative modification of the 
operating income (RBE) and the relative modification of the physical amount of sold output 
(q), as follows: 

0

0
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In the analysis process, to estimate and evaluate the operating risk one can figure out 
the position indicator towards the breakeven point. 

This can be determined either in absolute form or in a relative form, with the help of a 
margin of safety (Ms) and of the safety index number (Is), as follows: 

'CACAMs 1 −= ; 100
CA
CA

Is 1 ×= ' ;  or 100100
CA

CA
Is 1

−×=Δ ' . 

The absolute measure indicator called also the absolute flexibility indicator, or the 
margin of safety expresses the deviation between the effective turnover realized in the 
analyzed period (CA1) and the turnover corresponding to the breakeven point (CA’). The 
larger this deviation is a greater flexibility and adaptability to the short and medium term 
evolution will the enterprise register in the economic sector in which it performs. Thus, a rise 
in this indicator denotes a reduction in the operating risk registered by a certain company and 
vice versa. 

The company’s adaptability to the changes of the economic background depends 
mainly on its technical and human potential quality, and on the structure of its costs, 
respectively on the weight of the fixed and variable costs.  
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Though, the decisive factor is represented by the structure of the costs within a certain 
company. However, if a company has a raised weight of the variable costs it is less risky than 
a company which presents an important weight of the fixed costs, because in the case of a 
conjectural reduction of the turnover, it should cover a relatively small part of the fixed costs 
which do not depend on the output amount and, implicitly on the company’s turnover value.  

The safety figure also called volatility coefficient presents the same significance as 
the absolute safety margin. 

The values calculated for the safety margin and for the safety figure are then 
compared to the critical turnover or to that corresponding to the breakeven point, resulting the 
following accounts (Radu et al., 2008, pp.282-283). 

-if the effective turnover is situated up to 10% over the critical one the company is in 
a risky or even decaying situation; 

-if the effective turnover is up to 20% higher than the critical one the company is in a 
relatively stable situation; 

- if the effective turnover exceeds with more than 20% the threshold of profitableness, 
then the company is in a comfortable or lacked of major risks situation . 

 
3. The CVP analysis in decision making process 
The CVP analysis examines the way in which the total incomes, the total costs and the 

operating profit perform during the changes at the production level (in the general meaning of 
the economic activity), in the selling price, in the variable price per unit, and/or in the fixed 
costs of a product (Horngren et al., 2006, p. 68).  

Numerous companies of different branches noticed that even the simplest CVP 
analysis can be useful in taking decisions related to the strategic planning and also concerning 
the products features and prices. 

John Scheumann, manager of the Gunn Partners Consulting Firm, thinks that to 
improve cost management, the organizational culture is the main factor that should be 
studied: "If you have a culture that is not really attuned to cost management, or not paying 
attention to your cost structures, you'll never get the outcome you want." 

To understand why managers adopt price competition strategies when corporate cost 
structure is predominately fixed, it is necessary to understand the concept of operating 
leverage. Operating leverage is the measure of the extent to which fixed costs are being used 
in an organization. Using fixed costs, managers apply operating leverage to convert small 
changes in revenue to significant changes in profitability. The idea of operating leverage is 
consistent with the economies of scale concept developed by economists to describe the fact 
that cost per unit can be reduced by taking advantage of opportunities that become available 
as the size of an operation increases. 

The sold output quantity for which the total incomes are equal to the total costs is 
called threshold of profitability; in other words this reflects the sold output quantity for which 
the operating income is null. The managers are interested in breakeven point because it tells 
them about the minimal output amount which should be sold to avoid losses. 

In the specialized literature one can find three methods to determine the breakeven 
point: the equation method, the margin contribution method, and the graphic method. 

With the purpose of using the equation method (the arithmetical calculus) to 
determine the breakeven point, the operating profit (operating income RBE) is expressed as 
follows: 

RBE = operating revenues - variable costs – fixed costs 
Therefore the operating income can be expressed depending on the sale price per unit 

(p), the variable costs per unit (cv), the number of sold units (q) and the operating fixed costs 
(Cf) as follows: 

CfcvpqCfqcvqpRBE −−=−−= )(   
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Because in the breakeven point the operating income is null, there is an equality 
between the turnover and the total costs, so the previous equation becomes as follows: 

Cfcvpq =− )(  
The production volume (q) for reaching the breakeven point is:  

cvp
Cfq
−

=  

The margin contribution method is a variant of the method mentioned before and it 
states that the point of equilibrium is that value of the turnover for which the fixed costs are 
equal to the total contribution margin on the variable costs (Mv). 

The unit variant of this margin (the unit margin on variable costs) expresses increased 
profits by selling additional units of each product. So it will help to cover the loss incurred by 
the enterprise until the breakeven point is reached; since then, each additional unit sold will 
increase profits. 

This statement is valid as long as the enterprise does not exceed the level for which 
costs were fixed. (Albu and Albu, 2003, pp. 206-207). If the fixed costs are recovered due to 
the cumulative contribution of individual units of products sold, additional sales that exceed 
this level generate profits for the company and grow proportionately faster than the increase 
in sales volume. Unfortunately, this effect is also maintained if the reduction in sales causes a 
higher reduction in profits than reducing sales. Operational leverage can be considered a 
„double-edged sword” (Helfert, 2006, p. 209). 

Taking into account the fact that in the point of equilibrium the operating income is 
null, we can determine the turnover which ensures the breakeven point, starting from the 
following relation: 

)(
CA
Cv1CACvCAMvCf −=−==  

So, 
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−

=  

As the fixed costs are relatively constant, the operating income will be modified 
depending on the variable costs margin per unit (mv) and on the transformation of the 
quantity of products sold. 

Firstly, the margin on variable costs (difference between selling price and unit 
variable cost) helps to cover the fixed costs which remain unchanged on the relevant range 
set and then it helps to form the profit or to cover of loss, in this order (Albu and Albu, 2003, 
pp. 206-207). 

A consequence of this correlation is the possibility to predict the increase of profits by 
increasing sales volume, as a product between the unit margin on variable costs (mv) and the 
variation of the number of products (∆q): 

)( cvpqqxmvRBE −Δ=Δ=Δ  
The relative modification of the operating income can be determined with the help of 

the following relation: 
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If we replace these terms while calculating the degree of operating leverage, this will 
be: 

RBE
Mv
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where Mv is the total contribution margin. 
In the specialized literature (Budugan et al., 2007, pp. 438-439) the margin is defined 

as the difference between the selling price and a partial cost. The total margin on the variable 
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cost (Mv), or the gross margin is defined as the difference between the turnover or total sales 
(CA) and the total variable costs (Cv). 

From the previous relation there results that at a certain output level, the degree of 
operating leverage is higher if the fixed costs are also higher . 

In the case of a firm which presents a high degree of operating leverage, the changes 
in the output income will determine significant changes in the operating income and also a 
high operating risk. 

The degree of operating leverage is very important to managers, as it enables them to 
focus on the appropriate activities. For example, when the company operates near the 
breakeven point, managers should focus their attention on activities that increase sales 
(hence, the destructive price strategy), because increased sales will have a significant impact 
on profitability. On the other hand, when the company operates far from the breakeven point, 
the focus of managers should be oriented to cost control or new product development. 

 
4. Conclusions 
The operational risk is directly proportional to the size of fixed costs and to the 

proximity of turnover to the breakeven point. 
A firm with a high breakeven point is more risky than one with a low breakeven 

point. In periods of increasing sales, operating income of the leveraged firm tends to increase 
rapidly, as a „pay-off’ for being more risky. But in periods of decreasing sales, operating 
income of the firm tends to decrease rapidly, that is the risk. 

Firms with small amounts of fixed operating costs have low breakeven points and are 
therefore less risky and have low operating leverage. Variable costs in these firms tend to be 
high and both the contribution margin and unit contribution margin are low. In periods of 
increasing sales, Operating income for these firms tends to increase slowly. But in periods of 
decreasing sales, Operating income will tend to decrease slowly making the firm less risky. 

If a company has high operating leverage, then the operating income will become 
very sensitive to changes in sales volume. Just a small percentage change in sales can yield a 
large percentage change in Operating Income. A Company with low operating leverage the 
reverse is true. 

To draw a conclusion, CVP model helps to analyze the sensitivity of profits on the 
changes in selling prices, costs, volume and sales mix and it permits to evaluate the 
company’s operational risk. 
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Abstract. The modern economic analysis recognizes the information as being a factor 
that generates an exogenous factor necessary for the development of the economic activity, 
but hard enough to access, and also a premise of the economic development analysis. 
Therefore, lately, a growth of the strategic alliances can be observed, determined by 
knowledge in order to generate entrepreneurial incomes by joining the already existent 
knowledge or by creating new knowledge, starting with the premise that an idea is a public 
product without any competitor.  

 This idea of economic incentives explains practically the notion of intellectual 
property. 

 The creation of a knowledge strategy adequate to the economic realities allows the 
firms not only survival, but also future development through their possibility of obtaining 
competitive advantages and respectively through the growth of their activity’s efficiency on 
long-term. 

 
 Keywords: economic analysis; intellectual property; knowledge; economic 

development; competitive advantage. 
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1. Introduction 
Nowadays, a new economy is obviously under way. We are talking about an economy 

based on knowledge and ideas, in which the key factor of prosperity and of the appearance of 
new jobs is constituted by the degree of implementation of the innovation, of the new 
technologies in all the economic sectors. The new economy which is going to realize in the 
Informational Society- The Knowledge Society integrates the objectives of the sustainable 
development, based on: 

- Social justice and equality of the chances; 
- Ecological protection; 
- Liberty; 
- Cultural diversity and innovative development; 
- The restructuration of the industry and of the business environment. 
This represents practically a new stage of human civilization that allows large access 

to information, respectively to a new way of work and knowledge and that amplifies the 
possibility of economical globalization and the growth of social cohesion. 

The technological support of the new society is constituted by the convergence of 
three sectors: 

- The technology of the information; 
- The technology of the communication; 
- The production of digital contents. 
The new style of management – business management – uses the concept of 

intellectual capital through which goods are identified and defined, the intangible assets – 
knowledge that can be transformed in income – on which the economical organization of our 
days depends on so much. 
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 The intellectual capital includes four categories of intangible assets: 
a) Market assets: commercial brands, commercial name, market segments, orders 

reserve, distribution channels, licensing contracts or franchising etc.; 
b) Infrastructure assets: specific technologies, methodologies and processes that 

determine an economic organisation to develop its specific activity; 
c) Intellectual property assets: inventions patent acts, author’s rights, including 

packages of software programs, industrial drawings and patterns, utility patterns, product and 
factory brands, origin indications and denominations, integrated circuits topographies, know-
how, technical secrets etc. 

d) Human values: talents and professional abilities of the employees, including the 
simulation methods of the creativity, of the capacities of solving the problems, of developing 
the expertises etc. 

 In the economic organisation a new mentality needs to be created, to its 
constitution an important part being played by: 

- The regime of the individual or collective creative activity capitalization;  
- The objective recognition of real values. 
Knowledge and not the data or the information constitutes the essence of the XXI 

century. Nowadays, companies started to compete basing on knowledge. Some specialists 
sustain that there are not significant differences between the management of the information 
and the management of knowledge and that the introduction of the new concept wouldn’t be 
more than a “terminological inflation”. These affirmations seem justified by the fact that 
there isn’t a net distinction between information, communication and knowledge, although 
these terms are not synonyms.  

At the beginning of the III millennium the national prosperity and the high individual 
standard of life that must be realized within the Informational Society – Knowledge Society 
are directly related to the efficient application of the technology and this application 
presupposes the capitalization of the results of the creative activity through innovation.  

Thus, a world in full development cannot reach its objectives without basing on 
creativity, on human resourcefulness and especially without finding the modalities and the 
systems in order to protect and stimulate this human characteristic, exceptional instrument of 
the economic, social and cultural progress.  

The strategic approach of the potential of the intellectual property will contribute to 
the development of Romanian economy, and equally to the stimulation of the creative 
potential, to the promotion, conservation and capitalization of the Romanian culture in the 
European and international context.  

Thus we can affirm that the intellectual property constitutes a source of durable 
economic growth for the countries throughout worldwide because it is based on intelligence, 
imagination and innovation.  

 
2. Economic aspects of the intellectual property 
The economic theory explains the intellectual property through the economic 

incentive, starting with the premise that an idea is a public product without any competitor. 
The property and common usage of an idea contradict with the principles of the traditional 
economical theory.  

The value of an idea will not be diminished as it is transmitted to another person. On 
the contrary, so that an intellectual creation becomes socially useful, it needs to be spread, 
communicated. Due to the fact that an idea, a creation cannot consume/lose itself definitely, 
the term of efficiency obtains new valences. Thus the consummation of an intellectual 
product allows the elicitation of positive values by many consumers at the same time, which 
exceeds both the cost of the reproduction and distribution (most of the time being null). The 
capacity of a unity within a public good to satisfy concomitantly the whole category of 
consumers modifies the sense of the efficiency.  
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The economic justification of the protection of the intellectual property does not 
consist in the payment of the creators for their job, but in the assurance of adequate incentives 
so that they continue their creation work. Due to the fact that this market type approach of the 
intellectual property does not respond to all the questions raised on this theme, there are also 
alternative attempts of solving economically the issues of the intellectual property (that the 
state financing, the public choice, the pay of the creators return to the producers of the 
materials of fixation of the creations). 

If the economic approach does not rise to the challenges of the protection issues in the 
domain of intellectual property, the theoreticians focused their attention on philosophy more 
exactly on the principle of natural right and personal judgment. All motivations are in favour 
of the existence of a intellectual property protection, no matter if they have economic, moral 
nature, they have to take into consideration the fundamental difference between 
ideas/creations and tangible properties/goods. 

 
3. The interconnection of the intellectual property with the globalization: 

significance and determination 
The implications of the globalization upon the business world require a redefinition of 

the economic concepts and patterns.  
Thus, the remodelling and the reconfiguration of the new business world have a 

considerable impact on some of the key economic concepts and patterns, thing that requires: 
- The introduction of the multi and inter-functional teams 
- The adoption of the horizontal structures and the removal of the hierarchies  
- The re-engineering processes 
Now, the accent has changed its orientation from the organization of labour as 

traditional production factor based on the division of labour towards the identification and the 
development of the carrier and competences management. The experience has emphasized 
that outperform dynamic teams can be more efficient in an environment dominated by change 
than big organisations or singular people can do. 

The new economy must take into consideration such an approach and incorporate 
these new concepts within the economic science viewed as discipline. Many of the modern 
outperform organisations change and are not interested anymore exclusively of the 
maximization of the profits, but they aim at maintaining themselves in the business area, in 
an effective competition with other outperform organisations. Some of the organisations have 
changed and have eliminated formal structures, especially the pyramidal ones. 

The competitive organisations consider that people become more interested in the 
activities that provoke their creativity and resourcefulness and that bring satisfaction; such 
people prove less interest for a formal socio-professional status or for the tenure of some 
titles with social resonance.  

The economic and technologic convergence generated by the globalization changes 
and will continue to change the manner in which the national and transnational wealth is 
created.  

In order to facilitate the effective spread of knowledge and innovation an important 
informatics structure is developed. The amplification of the convergence will have a 
significant impact upon the economic bases of all countries involved and/or affected by the 
process of globalization. The globalization modifies in a sensitive way the manner in which 
business work and accelerates the spread of “know-how” and of the innovation, determining 
the apparition of new wealth forms: individual capital, creativity and enterprising spirit.  

From this perspective, the organisations must become more and more competitive. 
This fact requires the reformulation of the principle of the comparative advantage by suing 
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the concept of the competitive advantage, which is more and more suggestive in the context 
of globalization.  

The main factors that allow Romania to become innovative take into account: 
• The consistent investments as measure order in the education in general and 

especially in the superior education; 
• A quality informational and technological basis; 
• High levels of the governmental expenses afferent to research and development. 
 The National reform Program for the reach of the objectives of the Lisbon 

strategies, through Chapter 3.1 “Cunoastere si Inovare” establishes the following evolution of 
the total expenses for research and development: 

 
Table 1  

The evolution of the total expenses for research development 
 

Indicator 2005 2006 2007 2009 2015 
The share of the CD expenses from PUBLIC financing 
(Percentage GDP) 0,26% 0,38% 0,59% 0,9% 1% 

The share of the expenses from PRIVATE financing (Percentage 
GDP) 0,24% 0,25% 0,41% 0,65% 2% 

The share of the total CD expenses in GDP percentage  0,5% 0,63% 1% 1,55% 3% 
 

Source: www.universulstiintei.googlepages.com 
 
• Efficient laws of protection of the intellectual property to sustain the research-

development activity 
 
4. The intellectual property and the economic growth – analysis and diagnosis 
The intellectual property can encourage the economic innovation and growth in 

certain conditions, and blocks it according to others. The impact of the intellectual property 
upon the innovation and upon economic performance is so complex that the importance of a 
patent system fine-tuned to ensure the maximum benefit is crucial both for the companies of 
a country and for the entire national economy. 

Mutually, the development degree of the national economies (human resources, the 
endowment with outperform technologies, the education investments, the systems of 
intellectual property) influence directly the development of the global economy. Thus, we can 
affirm that the creation of intellectual capital conditions practically the performance of an 
economy. Therefore, in an ideal world, the more the patents are submitted, the higher the 
level of innovation in a country is. This one, in its turn, leads to economic growth and to 
more money invested in research-development – a virtuous circle that can exist only when 
there is a level entrance sufficiently high for the patents.  

Analyzing this way, the intellectual property can be presented as a relation between 
past and future, meaning between the performance of a present economy and the future 
performances of the analyzed economy (figure 1). 

In what concerns Romania, the expenses for research development were maintained 
relatively constant in the period 2000-2004, an increasing trend taking place until 2006 (data 
available on www.insse.ro). 
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Source: Adriana Schipoiu Burlea, „Impactul capitalului intelectual asupra performanţei organizaţiei”, 
 in The Economic Informatics Magazine, nr. 1 (23)/2003, p. 120. 

 

Figure 1. Intellectual property: present and future 
 
Thus we notice that in 2006 the business number in innovation at national level 

represented 38.8% of the total business number of which 41.1% in industry, and 36.10% in 
services. Thus we observe an increase of the business number in innovation with 14% than in 
the researched period with 2.10% (figure 2). 

 
 Figure 2. The evolution of the innovation business number at national level 
 
At national level, 10694 protection acts of the intellectual property were issued in 

2004-2006, slowly diminishing from one year to another reaching in 2007 the number of 
1931, with 181 fewer than in 2006 (table 2). 
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Table 2  
The evolution of intellectual property at national level 

 

Specification 2006 2007 Evoluţie % 
Invention pattents 502 683 136.06% 
Protection acts 1511 1931 127.80% 
Brands  18971 22714 119.73% 
Industrial drawings and patterns  1151 684 59.43% 
PI services  4614 4837 104.83% 

Source: www.osim.ro  
 
A negative trend is registered by the industrial drawings and patterns which are 

practically the only ones that presented a reduced interest with 40,57% in comparison with 
2006.  

In 2007, OSIM issued to the rights holders a number of 1931 protection acts, this one 
being equal with the number of protection acts issued in 2001. From the overall, 1865 was the 
biggest number of protection acts, which represented the liberation of diplomas and invention 
patents (683 invention patents and 1182 duplicates of the invention patents), followed by 
priority certificates, having 56 diplomas. During the year 2007, more diplomas for plant types 
patents were liberated -7, certificates for semiconductor products’ topographies -2, as well a 
certificate of supplementary protection. 

 
5. Conclusions  
The crucial importance of the intellectual property has increased without any doubt 

over the years. The understanding of the intellectual property has become more and more an 
essential resource for the business decision process. This evolution has determined a desire 
for global knowledge of its role in business and commerce and of its way in which its impact 
can be quantified.  

The intellectual property is important and can represent the answer to many actual 
problems of Romanian society. The intellectual property is an important source of incomes, 
ending to export more than the important industries do. The property can be a factor of 
economic stability. 

The importance of the patent and of the intellectual legislation can determine in 
Romania a coherent politics in the benefit of the economy. Perhaps some economies of the 
state must be sustained by the budget in order to promote for example the increase of the 
patents’ number with economic value. Professional organisations and NGO could give 
logistic help and the state could give in its turn financial help to those that can create.  

Patents are not everything. The defence of the rights is also necessary and from this 
point of view, due to the fact that a process for a software patent can be very expensive, it is 
necessary to create by association the force to administrate and protect this intellectual 
capital.  

In our country, an increasing number of protection tendencies of intellectual 
properties and especially the accentuation of the desire to obtain patents on international level 
can be observed, thing that will have a positive effect upon economic growth.  
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Mihaela BÎRSAN 
Alina BĂLAN 

„Ştefan cel Mare” University of Suceava 
 
 
Abstract. The economical financial analysis assures in the process of evaluation the 

realization of three purposes: the understanding of the relations that exist between the profit 
and loss elements and those related to audit, inclusively those of the tendencies manifested in 
the long run for the appreciation of the inherent risks in the enterprise’s activity, as well as of 
the future financial performance perspectives; the comparison with similar enterprises in 
order to establish the risk and value parameters; the correction of the financial historic 
situations in order to estimate the economic abilities as well as the perspectives of the 
enterprise. 

In the context of the globalization the analyst-assessor needs to be familiarized with 
the norms of evaluation, accounting, financial reporting, regional and international audit, 
the establishment of the new concepts and methodologies that are considered to be the basis 
of the economic elaboration and interpretation of the financial economical reporting 
(equitable value, actualized value, financial assets), the depth of the evaluation norms 
(indirectly the accountant and audit ones) applicable in Romania in order to apply correctly 
the practice and to increase the quality of the professional reasoning.  

 
Keywords: the economical financial analysis; audit, evaluation; analyst; property. 
 
JEL Classification: D01, D80. 
 
 
Introduction. Reasoning and analysis 
The reasoning forms in the opinion of the specialists the strong core of thinking. In 

general it is considered that reasoning is a procedure through which new information is 
obtained by combining those already existent.  

The explanatory dictionary of Romanian language gives the following definition for 
reasoning: „logical consecution of judgments that lead to a conclusion; chain of arguments 
that serve to someone when judging a matter or when sustaining a personal point of view – 
from French raisonnement (recreated after rationality) (DEX’98) 

One of the oldest approaches on this theme is made in the Theory of knowledge of 
Platon according to which knowledge is realized in several stages, corresponding to its depth 
and to the ontological levels.  

The first modality is the opinion. It is the way of knowledge accepted by the sensible 
world. The truth of opinion is always only probable, it is always unsure and this is why the 
opinion is inferior to science. 

The second modality is science. It is different of the opinion by its truth and certitude. 
This knowledge has in its turn two forms in which priority is given to discursive knowledge, 
based on reasoning, specific to mathematics and to other deductive science. 

Two sources of knowledge are identified: the senses and the rationality and 
consequently two philosophical orientations in the theory of knowledge: the empiricism and 
the reasoning.  
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The reasoning considers that an idea is true only if it is obtained rationally without 
any connection with experience, independence and before the appearance of any experience.  

In the same context it is considered that thinking is the superior cognitive psychical 
process (intellectual) developed through analysis and synthesis operations, abstraction and 
generalization resulting as products ideas, concepts and reasoning. In another words, thinking 
gives to human behavior the feature of rationality.  

The main operations of thinking are: the analysis, the synthesis, the comparison, the 
generalization, the abstraction and the materialization.  

The analysis is the operation of mental looseness of the object in his component parts. 
The analysis begins as a practical activity of decomposition of the real object and it ends by 
realizing itself only on one mental plan.  

The synthesis is the operation in opposition with the analysis; it consists in the union 
on the mental plan of the parts that lead in the end to the whole. The synthesis can be realized 
in the plan of the practical action.  

The comparison is the operation that consists in the establishment of the differences 
and similarities between an object and other objects. The comparison can also be realized 
both on real and mental plans. 

The generalization is the operation through which the properties are learned.  
Knowledge is empirical if the information concerning the objects, facts, phenomena 

or unknown processes is observed by the subject aware of his sensorial organs or by means of 
machines and instruments.  

Knowledge is theoretical if it is developed by reasoning and judgments emphasizing 
the internal connections, the causality, and the law by which the structures are developed and 
the processes are unrolled. It is developed from empirical knowledge through analysis, 
synthesis, deduction, induction, generalization and particularization.  

We find the formula Reasoning - Analysis in the specialty literature as cognitive 
domain that assures the following competences: 

- The effectuation of investigations for emphasizing some properties of the 
phenomena and processes 

- The formulation of the conclusions able to demonstrate cause effect relations that 
exist between phenomena and factors of influence.  

- Searching and finding some optimal solutions resulted from calculations and 
rational correlations.  

Otherwise, Kant also equalizes these two notions:”It should exist a third way, besides 
the analysis (or calculation, reasoning) and experience, intuition “[Kant, 1994] 

There is a pattern meant to lead to the understanding of the concept of professional 
understanding.  

The professional reasoning has an important part in the application of the rules of 
fiscal management. For example, an auto dealer has in his activity object the commerce with 
auto pieces. He holds an auto in the patrimony which in the end damages and in order to 
repair it, it is required to replace a piece kept in the storage. The enterprise replaces the piece 
which is ulterior downloaded from the administration and which will bring an expense equal 
to the value of its acquisition cost. The enterprise generates in its activity an expense and we 
are talking about the quantification of the income properly to equilibrate its counter value. In 
this case, we are not talking about the effective accounting of an income, but instead the 
professional reasoning interferes and the things are judged through the light of the fact that if 
the enterprise does not fix the automobile, this one cannot realize transportation and 
implicitly, the process of delivering the merchandise that brings effective incomes is affected.  
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The professional reasoning in the evaluation of the property 
The evaluation is a determination, not an exact calculation of a value made through a 

mathematic formula or through a precise quantification. It imposes the application of the 
professional reasoning of the assessor. 

By determination we understand a formation process of an opinion concerning the 
value after the evaluation, of the professional reasoning, of the selection of a value, of the 
rounding of the proposed value. The verb „determination” can reach a decision, after an 
analysis process of some pertinent data, presupposing a professional reasoning [Adrian 
Crivii, Tribuna economică nr. 20, 2008]. 

The application of the professional reasoning increases the trust of the users regarding 
the result of an evaluation. [The national ethic code of the accounting specialists, 2007]. The 
professional reasoning is assimilated in this context to the term of spirit independence that 
allows the issue of an opinion without being affected by the influences that compromise the 
professional judgment and that allows the individual to act with integrity, to exercise his 
objectivity and his professional skepticism. 

The opinion of the specialist resulted from the evaluation process is an expression of 
the evaluation or of the professional reasoning. 

In FASB 9 – Business evolution, from USPAP, elaborated by Appraisal foundation it 
is mentioned that: „the conclusion upon the value is the result of the professional reasoning of 
the assessor and not necessarily the result of a mathematic process.”  

The evaluation activity is an action (profession) of the market economy whose public 
utility is imposed by the investors’ interests to take transactions with different types of 
properties. The term property used without any specifications or identifications can refer to 
all or any type of properties. The Committee for the International Standards of Evaluation 
recognizes the following four types of property: the Real Estate property, the mobile 
property, (mobile goods), enterprises and financial assets [http://evexpert.ro/dictionary_ 
evaluare]. 

Therefore, the selection and the sustenance of the approaches, methods and adequate 
evaluation procedures depend on the professional reasoning of the assessor and on the type of 
evaluated property. In certain situations, it is possible that one or two approaches to be 
irrelevant as, in other situation there is a chance that more methods/procedures to be relevant 
to the same approach. In both cases, the professional reasoning of the assessor will be 
materialized in the explanation both of the different importance given to the results of the 
evaluation methods used and of the selection of the result given by a unique method, which it 
considers as having the greatest credibility.  

Some essential elements that derive from the business evaluation standards and underline 
the need for professional reasoning are [Ion ANGHEL, Sorin STAN, 2007, pp. 1-14]: 

- The need of using in the evaluation only those evaluation methods and procedures 
that are recognized, selected by the assessor depending on the purpose of the evaluation and 
on the hypostasis of the assessor; 

- The specification and the clear description of the three approaches in the evaluation 
of an enterprise, respectively: 

- The approach based on assets; 
- The approach based on income; 
- The approach by comparison. 
- The reconciliation of the final value, in the case in which many methods of 

evaluation are used is made not by betaking the statistic appreciations (for example, a 
weighted mean of the obtained values), but by selecting a value within a judgment process of 
the assessor.  

The appearance of the International Standards of Evaluation (ISE) facilitated the 
extension of the applications in conceptual matter and clarification that made the evaluation 
activity more accessible. Besides the facilitation of the communication between specialists 
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and business men, the international standards have also the function of terminological – 
conceptual clarification giving a special role to the reasoning of the one that effectuates the 
evaluation.  

For example, the evaluation of the property is interpreted in a different way of the 
assets’ evaluation. While the first one has a larger meaning when referring to any type of 
property (real estate, personal, and intellectual), belonging to physical and juridical people, 
the second one has a more diminished meaning, being used especially in the financial 
accounting report of physical and juridical people that unfold lucrative activities. Also, there 
is a distinction between the professional property assessor, considered a person qualified with 
ability and experience in the estimation of the real estate and mobile property value that 
belong to physical and juridical people, having as purpose a sale purchase action, guarantees 
for loans and mortgages, dispute, taxes, insurance, etc. and the professional assets assessor 
that treats the evaluation objects (lands, constructions, cars, patents, trades, commercial fund 
or goodwill), from the point of view of their membership to the patrimony of some 
organization or juridical people. Thus we can notice the conceptual progress registered along 
the IVS evolution, leaving from the concept of assets evaluation, which was based on the 
accounting system of evaluation, to the one of the property evaluation, a concept that is 
larger, and nowadays, to the system of the business evaluation, based on a financial approach.  

 
The economical analysis – basis in the substantiation of the professional  
reasoning 
The analysis is a global, systematic research, through which its researched object or 

subject is decomposed in its parts, these ones being ordered, researched and evaluated. An 
important part is also played by the connections between the elements and their integration. 
The analysis means information and the information constitutes the basis of the professional 
reasoning. 

Obviously, there is a difference between information and knowledge. The information 
is defensive. The individual takes it and reflects it to his own system of values or, more often, 
of interests. The same information is reflected differently at the level of individual, depending 
on the personal priorities. Everyone is right and everyone can be wrong. Knowledge is 
though reagent, meaning that the universe reacts to the individual’s actions. Knowledge is a 
quantitative accumulation of information; it is a process through which the sequential 
information becomes a whole. The understanding presupposes processing and 
personalization, convergence and continuity.  

The need of analysis results from the fact that no science can exempt from the 
instrument of the analysis viewed as a method of research and knowledge of the phenomena 
[G.Lavalette, 1999, p.308]1. The analysis views the thinking (materialized in judgments and 
reasoning) as a high degree knowledge process assuring the entrance in the depth of the 
things, the understanding of the logical relations that exist between these ones, their 
explanation and interpretation making possible the solving of the complex theoretical and 
practical problems.  

More than that, in the managerial processes, the economical financial analysis appears 
as an indispensable instrument in the substantiation of the decisions. The motivation of 
effectuating the analysis is constituted by the satisfaction of the following two demands: 

- The research of the objective reality, its knowledge and its interpretation; regarding 
from this perspective, we can say that the economical analysis presents a map of reality; 

- The information of the social partners regarding the estate of the enterprise, the 
performances, the efficiency of the resource usage. 

Basing upon the information offered by this approach, a diagnosis of the firm can be 
realized, motivated in its turn by: 

- The establishment of the key variables of the development, of the correlations 
between these ones; 
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- The establishment of the recovery measures or of amelioration of the 
performances; 

- The identification of the new sources of competitive advantage; 
- The substantiation of the development strategies in a dynamic competitive 

environment. 
 
The analysis and the diagnosis for the evaluation 
Next, we are referring to the evaluation of the enterprise (organization, business), 

taking into account the fact that the evaluation of the organizations has become a current 
activity and not a conjuncture one and the diagnosis and the feasibility studies are the main 
instruments that assure the credibility of the relations between shareholders and 
organizations, between the economic agents and the banking institutions and different 
institutions of the state. 

The evaluation activity presupposes a stage of preparation followed by the diagnosis 
analysis of the enterprise and by the evaluation itself. 

This diagnosis aims exclusively at the emphasize of the parameters of operation of the 
enterprise, the estimation of the performances and the risks of the future activity obtaining 
information that can be useful for the assessor’s judgment.  

The evaluation of an enterprise is a complex process, which presupposes different 
analysis, considering that the enterprise is not only a multitude of goods hold in the 
patrimony, but a trend, a position within economy, taking into account the professionalism of 
its people, the capacity to bring profit. 

This is why the economic evaluation of an enterprise does not represent only the 
establishment of the value of some properties or goods in its patrimony, but the determination 
of the enterprise’s potential, of its capacity to create flows (profit, cash-flow) in the period 
that follows. No matter the way in which it is defined, the evaluation of an enterprise has: 
 - a highly accentuated economical financial character - it presupposes the detailed 
analysis of the financial accountant documents of the enterprise meant to be evaluated and the 
usage of the specific instruments in order to establish its market value. 

 - a highly accentuated subjective character – the value established by the assessor 
represents its opinion regarding the specific conditions of the enterprise and of the 
environment in which this one develops its activity, connected with the hypothesis and the 
appreciations contained in the evaluation report. 

Within the practical activity of evaluation of a firm, the diagnosis must supply the 
information necessary for the appreciation of the previous and present situation, which 
constitutes a basis for the estimation of the key elements and variables that need to be taken 
into consideration when applying different methods of evaluation. Proceeding in this manner, 
the evaluation of the enterprise does not represent a mechanical application of some 
techniques, but it presupposes a deep appreciation of the firm’s performances, the evaluation 
team being needed to operate with the parameters considered normal for the activity 
environment of the evaluated firm in comparison with those realized in the moment of the 
evaluation.  

Based on the diagnosis of the enterprise relevant scenarios are built, scenarios that 
need to represent the basis of the evaluation and also some coherence tests are realized both 
in the diverse pieces of diagnosis and between the evaluation itself and the diagnosis. The 
latter appreciation confirms the idea that the diagnosis for the evaluation does not have only 
the role of presenting the situation of the firm at a certain moment, but to direct and to sustain 
the evolution scenarios of the business, the financial economical projections.  

The evaluation diagnosis has a privileged role, occupying, as the specialists sustain 
[Marin Toma, 1996, pg.9] about 80% of the activity, being taken into consideration that this 
action must allow the assessor to identify the main determiners of the business’ value [Daniel 
Manate, 2002, pg.72], all the risk factors in order to establish the evaluation hypothesis.  
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The finality of the diagnosis consists in the appreciation of the health estate of the 
enterprise, including the insolvency risk, in the hypothesis of the continuation of the 
enterprise’s functioning, in the forecast horizon. The specialty literature abounds in multiple 
approaches of the firm’s analysis in order to evaluate. ANEVAR recommends in his courses 
the SWOT analysis (Strengths, Weaknesses, Opportunities, Threats)  

The survey of strong and weak points, that reveal the potential and the actual situation 
of the enterprise, is made through the analysis of its internal environment and the analysis and 
the risks are identified through the analysis of its external environment, reflecting its 
influence upon business.  

The following types of diagnosis are taken into consideration: 
a) The diagnosis of the economical environment which consists in the analysis of the 

national and international environment in which the enterprise acts; 
b) The strategic diagnosis of the enterprise that represents the qualitative appreciation 

of the relations of the enterprise with its environment, of the internal organization of the 
production and labor, of the integration of its products in different markets etc. ; 

c) The internal diagnosis or the diagnosis of the enterprise’s functions, that contains: 
- The diagnosis of the exploitation functions of the enterprise, which is divided in: 
- Juridical diagnosis; 
- Commercial diagnosis; 
- Production-exploitation diagnosis; 
- Personnel diagnosis; 
- The diagnosis of the financial accountant functions of the enterprise or the 

financial accountant diagnosis. 
 
The analysis and the improvement o the professional reasoning 
Unfortunately, in Romania few financial jobs are known and promoted beyond 

accounting and it is very difficult to find people prepared to work in this area. I think that the 
profile of the person that practices this job is different of accounting: it presupposes a lot, it 
presupposes plenty of professional reasoning, it presupposes the knowledge and the 
understanding of the business (or of the part of the business to be analyzed); it requires an 
overview, a high speed of reaction, an increased flexibility, a high resistance to stress and 
short terms, a lot of creativity to generate information when there aren’t always systems able 
to supply them.  

The financial situations of a company represent the most important way through 
which the accountant information is at the hands of the decisional factors. This is why the 
companies publish their financial situations in an explicit way in order to be understood by 
the interested reader.  

In the context of the integration of Romania in the European Union, the general frame 
of the accounting and financial audit improves continuously the quality of the accountant 
information by applying the accountant settlements according to the Directives of the 
European Union (the fourth Directive and the Seventh), a special accent being given to the 
professional reasoning.  

One of the qualitative characteristics of the financial situations and that gives a sense 
to the utility of the accountant information is the comparability. The comparability 
presupposes the possibility of analysis basing on the information supplied by the financial 
situations in report with the evolution in time of the activity, as well as the comparison with 
the financial situations of the different entities belonging to the same type in order to evaluate 
correctly the financial position, their performances and modifications. [Hennie van Greuring, 
2005] 

Connected to the professional reasoning, we must mention that the objectives of the 
accountant profession established by the International Ethic Code, issued by the global 
organism of accounting IFAC (International Federation of the Accountants) accomplish the 
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highest standards of professionalism, they reach the highest levels o performance and they 
respond to the demands of public interest. In order to accomplish these objectives, the 
professional accountants must respect some fundamental principles based on: integrity, 
objectivity, independence, professional competence and goodwill, privacy, professional 
behavior, technical and professional norms. In this context, competence is considered to be 
the principle according to which all situations are treated through a professional reasoning.  

The accounting professionalism will have to practice its professional reasoning in 
order to assure the observance of the principles for the situation they analyze. This is why the 
professional reasoning must be framed first into the Ethic Code issued by the empowered 
organisms, because the objectivity and integrity standards are very high and finally it must be 
framed in a consolidated multidisciplinary forming. 

One of the competences taken into consideration by the educational system in the 
economical domain in the improvement of the accountant professionalism (according to the 
directions established by the Process Bologna) is, in the vision of AEFR (The Association of 
Economics Faculties in Romania) the capacity of analysis and economical and financial 
diagnosis, the explicit and the interpretation of the concepts, processes, phenomena, states, 
ideas and tendencies through an interpretive thinking.  

Thus, in the new economical conjuncture, professionalization means “a radical 
redefinition of the nature of the competences that are at the basis of some effective 
pedagogical practices”. The professionalization needs to include (besides the professional 
knowledge and competences) also schemes of thinking/reasoning, interpretation, tax creation, 
anticipation, decision. 

  
Conclusions 
The challenges with which the accountant profession deals with in the actual stage of 

the global economy, having an impact upon the national systems in every country, expose the 
accountant professionals to requirements concerning the level of knowledge, aptitudes, 
professional values and ethics, that are requested in order to prove professional competence. 

The accountant politics including those referring to the evaluation define an 
accountant conception for each enterprise or public institution in the solving of the financial 
problems. They incorporate the principles, the basis, the conventions, the rules and the 
specific practices adopted by an entity in the current management of the activities of their 
accounting, for the creation and presentation of the financial situations.  

By the financial politics the constant operation variant for each type of event needs to 
be clarified, starting with the fact that IAS and the Interpretations of the Permanent 
Committee for Interpretation offer diverse methods of solving a certain problem, alternative 
solutions, optional calculation, etc. Thus it is noticed that several principles and rules appear 
such as the „professional reasoning”, the only one that allows the choice of the alternatives or 
„the value judgment”, the latter being considered the basis of the accountant solutions.  

In the absence of a specific IAS and of an interpretation of the Permanent Committee 
for Interpretation, the management must use the professional reasoning – according to art.22 
from IAS nr. 1 – to the development of an accountant politics able to offer the most useful 
information to the users, financiers, controllers, and to all those that read financial situations. 
In the exercise of this professional reasoning the management takes into consideration: 

a) The demands and the recommendations of the Accounting International Standards 
which refer similar and connected aspects; 

b) The definitions, the criteria of recognition and evaluation for the assets, 
obligations, incomes and expenses stipulated in the General Frame IASC. 

c) The specification of other organisms of establishment of the Standards application 
and the practices accepted in the sector only in the measure in which these ones are 
consequent (with the previous restrictions: a and b). Once established the configuration of the 
accountant politics, its modification is allowed only if some of its substantiation criteria are 
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modified by law or have as result more relevant information or more credible referring to the 
operations of the juridical people. 

An interesting connection between reasoning and analysis is made by A.Marshall, 
who, in one of his approaches considers that the reasoning is very delicate in the terms of 
general equilibrium and he prefers an analysis in the terms of partial equilibrium. The 
analysis instruments disposed by Marshal are used nowadays too. One of the characteristics 
of his reasoning is the usage of the famous “caeteris paribus” that can be expressed this way: 
“What is the influence of a variation of the variable A upon variable B, knowing that the 
other variables that might eventually influence variable B are considered to be fixed.”[Ion 
Pohoata, 1995] 

 
 

Note 
1Descartes issues the following precept of analysis “the division of each difficulty that I will 
examine in so many parts, as many as they are possible and necessary, to solve them better.” 
(in „Discours de la methode”) cited by G.Lavaette, Strategii de crestere, Economic 
Publishing House, Bucharest, 1999, p. 308 
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THE INFLUENCE OF INDEBTEDNESS DEGREE ON COMPANIES’ 

PERFORMANCES IN WHOLESALE TRADE 
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 Abstract. In the current economy, the recourse to additional funding with a fair 
cost tends to differentiate companies in competition. The use of borrowed capital in a greater 
proportion determines the augmentation of degree of risk of the companies’ profits and also a 
rate of return estimated at a superior value. An optimal structure of capital will maximize the 
enterprise’s value by achieving a balance between the assumed degree of risk and the 
estimated rate of return. The results of this study highlight the correlation between the 
wholesale trade companies’ indebtedness degree modification, and their performance – 
reflected by the ROA and the ROE indicators.  

 
 Keywords: performance, value creation, capital structure, return on assets, return 

on equity. 
 
REL Classification: 11E, 10C. 
 
1.Conceptual approaches on performance 
The term performance is most often used with the meaning of superlative result of an 

action, over the current level, specific to the concerned sector; it summarizes the recognition 
of the outstanding results obtained from third parties, exceeding the usual level, easy to reach 
by most similar subjects. 

H. Stolowy deems that performance is the realization of an activity appropriated to 
some expected targets which could ultimately translate by output. Also, the author 
distinguishes between the concepts of „performance” and „result”: performance represents a 
relative concept because it is based on objectives and standards and the result appears as an 
absolute concept. 

Economically, the concept of performance is associated to notions such as 
profitability, growth, productivity, effciency (Collasse, 2008, pp. 22-45). 

Performance can be regarded as a state of competitiveness of the company, achieved 
by a level of effectiveness and productivity which ensures a sustainable presence on the 
market (Niculescu, 2005, pp. 42-50). 

By referring to this sense, performance represents an unstable level of potentiality of 
the company, created by all that has optimized the couple value-cost and by everything that 
made the company competitive in a sustainable manner on its strategic segments (Lavalette, 
1999, pp. 227-228). Thus, the performance becomes synonymous with competition, a 
performing company (or competitive) being, at the same time, an effective company (able to 
improve the ratio between the obtained results and the used resources) and an operative one 
(able to meet the expectations of all social partners). 

Performance’s assessment is dependent on information entered in the system of 
measurement and on the used instruments (Robu & Sandu, 2006, pp. 24-27). Usual financial 
indicators are represented by the financial rates relative to the investment’s output, debt, 
efficiency of capital, liquidity, cash flow, stock rotation, receivables rotation. In addition to 
these classic indicators used in the financial analysis, there intervene also the so-called 
modern indicators of value creation. 

The analysis of value creation is based on a system of indicators that can be grouped 
in (Vernimmen, 2009, pp. 681-695): 
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- accounting indicators. Until the mid-1980s, one used mainly net profit or profit per 
share, later the emphasis has been placed on the result of exploitation or gross operating 
surplus. A second generation of accounting indicators refer to return on assets (ROA) and 
return on equity (ROE), determining whether the increase of the risk is or not offset by an 
increase of profitability; 

- indicators of hybrid nature: accounting and financial. Economic Value Added 
(EVA) is an operational net profit from which is deducted the opportunity cost of the invested 
capital, thus expressing the real economic benefits achieved by the company. Cash Flow 
Return On Investment (CFROI) is determined from the gross cash-flow emitted by the 
company in a period of time, from which one deduce the depreciation value and the total cost 
of capital used for financing; 

- indicators of financial nature. Net present value (VAN) expresses 
creation/destruction of value following the allocation of resources within the company; 

- stock exchange indicators. Market value added (MVA) is determined by comparing 
the market value of the company with the value of the total invested capital, highlighting the 
value created or destroyed for the shareholders within a certain period of time. Total 
Shareholder Return (TSR) is determined as the ratio between the modification of the 
exchange value of the share to which are added the received dividends on one hand, and the 
exchange value of the share at the beginning of the period, on the other. 

The assessment of performances of the company based on the financial indicators is 
completed with the evaluation based on nonfinancial indicators that express the quality of the 
management, the corporate culture, the policy effectiveness of the executive management 
remuneration, the quality of communication with shareholders etc. 

Currently, the trend is for performance evaluation based on creating value, but 
subordinated to the desideratum of sustainable development. The major objective in finance, 
respectively to create value for the suppliers of capital of the company, must represent the 
basic criterion of an efficient management. Besides, a firm can not maximize its value if it 
does not take account of the other interest groups (Jensen, 2001, pp. 8-21). Studies showed 
that companies that have failed to add value for their shareholders have failed to meet any 
other stakeholder (Wallace, 2003, pp. 120-127). Businesses that have managed to create 
value for their shareholders, for important periods of time are the same companies who have 
not hesitated to invest in innovation, to increase or create new markets, in the training and 
retention of staff, in the creation of close links with their customers etc.. (see the case of 
L’Oreal, Nokia, Apple, Toyota ...). A strategy of cost reduction can only be temporary, since 
it can generate sustainable value for shareholders; only companies that will be able to create 
value in a sustainable manner will dispose the necessary means to finance development and 
to remunerate and adequately prepare the employees to produce goods and services of 
quality, while respecting the environment. 

Measuring the performance of a sample of firms from Romania through financial 
indicators - and also nonfinancial indicators concluded that the Romanian business 
performance is reflected especially through the financial indicators, respectively by their 
standardized size rather than by their absolute size. Once with the respective study, one could 
not identify a uniform system of management of value through which the indicators that 
define the company’s performance would represent growth tools of the value of the invested 
capital by the shareholders (Ciobanu, 2006, pp. 181-184). 

 
2. Maximizing value through the use to indebtedness 
Capital structure policy involves balancing the degree of risk with the rate of return. 

Using borrowed capital to a greater proportion determines the increase of the risk’s degree of 
the company’s profits and a rate of return estimated at a higher value. Higher degree of risk 
associated with higher rate of indebtedness tends to decrease the market value of the shares, 
but estimating a higher rate of return leads to the increase of this value. Therefore, an optimal 
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capital structure will maximize the enterprise’s value by achieving a balance between the 
assumed degree of risk and the expected rate of return, which will determine the 
maximization of the actions’ price. 

Regarding the opportunity to appeal to external resources for financing and their 
impact on the enterprise’s performances, one can make the following statements:  

 a company which has relatively stable sales may use borrowed capital to a higher 
proportion and may sustain higher fixed costs than a company with unstable sales;  

 the augmentation of the share of borrowed capital is appropriate for companies 
with stable profit margins in sectors whose competitive structure does not allow easy entry of 
new competitors and the expansion of their production capacities. Although a rising industry 
is promising in terms of profit margin, however, this margin can significantly decrease if the 
number of competitors may increase very slightly; 

 the use of borrowed capital is more appropriate to the firms that posses adequate 
assets to be used as collateral for the loans; likewise, the cost of borrowed capital will be 
lower for these loans adequately guaranteed;  

 companies with a faster growth rate must rely more on external financing 
compared to the companies with a slow growth rate. 

Recourse to indebtedness must be made so that the financial flexibility of the 
company is preserved, namely its ability to obtain capital on reasonable terms and also when 
the economic environment is adverse. Determining an adequate reserve of the borrowing 
capacity is primarily a matter of discerning of the managers that depend besides the factors 
previously mentioned, also to the forecast of the necessary funds, of the conditions on capital 
markets, of the managers’ trust in the made forecasts and the consequences of a crisis of 
capital (Halper et al., 1994, pp. 630-660). 

As such, financing the expansion activities of the company’s actions can be achieved 
through a significant increase of the borrowed capital that must be repaid from generated cash 
flows. In the current financial crisis, which has a great impact on cash-flows and on the 
companies’ ability to maintain the indebtedness rates at the same level as the one prevailing 
before the crisis, it becomes necessary analyzing in detail the operations and identifying the 
value of the borrowed capital that can be supported from the present cash-flows’ and the 
short term forecasted ones. 

 
3. The assumptions of the model considered for the case of wholesale trade  

companies traded within the Rasdaq Section of the Bucharest Stock Exchange 
In the considered study we made a sample of 26 companies working in wholesale 

trade and in intermediation services in wholesale which are traded in the Rasdaq section of 
the Bucharest Stock Exchange. Being generally smaller companies with a relatively low 
equity market capitalization, we opted for assessing their performance based on the classic 
indicators, of accounting provenance, respectively the economic rate of return (ROA - Return 
on Assets) and the financial rate of return (ROE -- Return on Equity). One have tried to 
determine the existence or the lack of linear relationships between the changing level of 
indebtedness and changing economic profitability rate and the rate of financial return, based 
on econometric methods and software for E-views statistical analysis. Model assumptions 
were as follows: 

a) a sample of 26 enterprises of wholesale trade whose shares are traded in the 
Rasdaq section of the BSE;  

b) time horizon under review: 2006-2007;  
c) the independent variable of the model: changing the degree of indebtedness in 2007 

compared to 2006;  
d) dependent variables (successively): modification of ROA and ROE in 2007 

compared to 2006.  
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The obtained results making use of simple linear regression analysis led to the 
identification of the following two simple linear regressions: 

ii GI10890604113179ROA ×−= ..  
ii GI05832605372057ROE ×+= ..  

where: 
iROA - the modification of ROA 
iROE - the modification of ROE 

iGI  - the modification of the indebtedness degree 
i - 2007/2006  
Applying the method of least squares, as analysis technique available on the E-views 

application, where regression adjusting ROA, and respectively, ROE one has obtained the 
following results: 

 
Dependent Variable: ROA 
Method: Least Squares 
Date: 04/16/09 Time: 11:39 
Sample: 1 26 
Included observations: 26 
Variable Coefficient Std. Error t-Statistic Prob.  
GI -0.108906 0.279633 -0.389462 0.7004 
C 9.411317 5.779658 1.628352 0.1165 
R-squared 0.006280  Mean dependent var 9.579769 
Adjusted R-squared -0.035125  S.D. dependent var 28.88504 
S.E. of regression 29.38795  Akaike info criterion 9.672850 
Sum squared resid 20727.64  Schwarz criterion 9.769627 
Log likelihood -123.7470  F-statistic 0.151680 
Durbin-Watson stat 2.171608  Prob(F-statistic) 0.700369 

 
Dependent Variable: ROE 
Method: Least Squares 
Date: 04/16/09 Time: 11:47 
Sample: 1 26 
Included observations: 26 
Variable Coefficient Std. Error t-Statistic Prob.  
GI 0.058326 0.361051 0.161544 0.8730 
C 7.537205 7.462483 1.010013 0.3226 
R-squared 0.001086  Mean dependent var 7.446989 
Adjusted R-squared -0.040535  S.D. dependent var 37.19822 
S.E. of regression 37.94465  Akaike info criterion 10.18394 
Sum squared resid 34555.11  Schwarz criterion 10.28071 
Log likelihood -130.3912  F-statistic 0.026096 
Durbin-Watson stat 2.024237  Prob(F-statistic) 0.873017 

 
a) the coefficient of determination (R-squared) and the adjusted coefficient of 

determination (Adjusted R-squared) have the values 0.006280 and -0.035125 for the 
regression model adjusting ROA, respectively 0.001086 and -0.040535 for the regression 
adjusting ROE. Their value, situated well below the limit of 0.6 indicates a weak correlation 
between the two sets of variables; accordingly, we can not state that the models were well 
specified. The inclusion within the models of several observations could solve this problem, 
but the BSE’s stage of development and the intervened changes in the listed companies do 
not allow us to do so. 

b) t-Statistics and probability associated 
By applying the test of significance Student-t results that estimated parameters, in 

both models, are not significantly different from zero, with a significance threshold of 0.05, 
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all their values (1.628352, -0.389462, and respectively, 1.010013, 0.161544) being smaller 
than the value 064.224;05,0 =t . 

A value as close to zero of the probability associated to the test indicates a high 
significance of the parameters concerned. In our case, the high values of the probabilities 
(0.1165, 0.7004, and respectively 0.3226, 0.8730) determine us to accept the hypothesis of 
nullity of the model’s coefficients. 

c) F-statistic and prob (F-statistic)  
Models’ plausibility analysis indicates that the F-statistic reported (0.151618 and 

0.026096) are inferior to the limit 26.424;1;05,0 =F . Also, the values (F-statistic) of 0.700369 and 
0.873017 are not close to zero. As such, the obtained results are not significant for a 
significant threshold of 0.05, the studied models are not appropriate subjects. 

 
4. Conclusions and recommendations  
The analysis of the tests made using the E-views software indicate that there is no 

significant correlation between the variation of the indebtedness degree in 2007 compared to 
2006 - taken as a basis for comparison - and the modification of the ROA and ROE, 
considered separately. As such, the presented models can not be validated.  

The analysis on the profitability’s progress must also be filled with the information 
relative to the cost of the attracted capitals. In the current financial crisis which has a great 
impact on cash-flows and on the companies’ ability to maintain the indebtedness’s rates at the 
same level as that prevailing before the crisis, it becomes necessary to analyze in detail the 
operations and to identify the borrowed capital that can be supported from the present and 
foreseeable in the short term cash-flows'. 

Most of the times, the analyzed companies recourse to indebtedness in the absence of 
studies concerning the effect of financial leverage, the optimal structure of used capital, so 
that concerned enterprises’ performances present unexpected developments.  

Unfortunately, the results of the study do not provide clues to the managers or to the 
financial analysts concerning a direct dependence of the economic and financial profitability 
toward the increase/decrease of the indebtedness’ degree; the predictive potential of the 
profitability according to the funding decisions is limited. The limits of this study are 
represented also by the reduced sample of data available for analysis. Therefore, further 
investigations are needed on greater data samples in order to identify the extent to which the 
capital’s structure has a direct impact on companies’ performance in the wholesale and 
eventually the developing of a forecasting model based on the respective variables. 
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CREDIT RISK AT BANCA TRANSILVANIA SA  
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Abstract. The purpose of this study is to identify and analyse the crediting risk of 

Banca Transilvania SA, on the period of time between the peak year of credit, 2008, and the 
present moment. 

 Based on the practical experience accumulated by Banca Transilvania SA, we aimed 
at the identification and determination of the factors that constitute warning signs in the 
ongoing of the credits and which lead to failing in keeping the contract’s clauses. 

 The results obtained after comparing the credit rate-setting valid for the surveyed 
period reveal the fact that the condition of credit allowance have roughened and there were 
created conditions for the backing of the existing credits, in view of decreasing the credit risk 
and maintaining a valid portfolio of credits.  

 
Keywords: risk; credit; portfolio; the bank; monitoring. 
 
JEL Classification: G21. 
 
Banca Transilvania – introduction 
 Banca Transilvania was set up in Cluj Napoca, 15 years ago, on the initiative of some 

businessmen in Cluj, who wanted to create a local bank. Banca Transilvania’s position was 
first strengthened in Cluj and then at the regional level. 

 At first the activity of the bank was directed towards the SMEs area, and due to 
market request, in a short space of time it dedicated also to the retail area. In 1997 Banca 
Transilvania became the first bank institution in Romania which was quoted in the Bucharest 
Exchange Stock. Banca Transilvania is the biggest bank with Romanian majority of equity, 
having the European Bank for Reconstruction and Development as a significant shareholder, 
which holds 15% of the social equity. 

 Banca Transilvania is a powerful financial group, the Financial Group Transylvania 
Bank, which offers integrated services on the market – banking, investments management, 
customers financing, leasing, transactions for movable, factoring, private pensions- through 
its companies: BT Asset Management S.A.I. S.A., BT Direct, BT Leasing, BT Securities, BT 
Finop Leasing IFN SA and the Factoring Company. In all its actions Bnaca Transilvania has 
the support of the European Bank for Reconstruction and Development (EBRD). 

 Small and Medium Enterprises represent a strategic priority for Banca Transilvania, 
and therefore, in our role as top supporter of Romanian entrepreneurs we are continuously 
engaged in bringing new specialized solutions to the market, thus constantly increasing our 
dedicated SME product portofolio. 

 
 The minimum requirement of equity for the credit institutions 
 The importance of the administration function in the equity adjustment process is 

underlined at the highest level through the agreed adjustment of equity, known as Basel II 
Agreement, under which the minimum capital requirements for the credit institutions were 
established with the purpose of assuring the stability of security activities and the execution 
of the assumed obligations through an adjustment of practically administrated equity through 
specific regulations and correlation between the risks to which a bank institution is submitted 
and the capital used for covering them. 
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 The minimum requirement of equity for the credit institutions and investment 
companies is stated in the Regulation no 13/18 from 14.dec.2006 of BNR which, in Chapter 
II, (art. 2, alin. a) reffering to the credit risk states that institutions have to dispose of their 
own fund, which must be permanently at least at the same level with the amount of the 
following equity requirements: for the credit risk and the diminuation risk of the outstanding 
debt amount afferent to the whole activity, except the operations from the transactions 
portfolio, 8% of the all-in amount balanced risk of expositions, accounted according to the 
Regulation BNR-CNVM no 14/19/2006 concerning the credit risk treatment for the credit 
institutions and investment companies congruous to standard approach, Regulation BNR-
CNVM no 15/20/2006 concerning the credit risk treatment for the credit institutions and 
investment firms congruous to the approach based on internal pattern of rating and/or 
Regulation BNR-CNVM nr. 21/26/2006 concerning the credit risk treatment afferent to the 
safety expositions and to the positions(1). 

 Banca Transilvania assures the maintaining of its own fund level which is 
permanently at the level of capital requirements for the protection of the credit risk, market 
risk and operational risk. 

 Banca Transilvania chooses the use of the standard approach for the determination of 
the minimum capital risk for the coverage of credit risk, and for the coverage of the 
operational risk the use of basis approach, starting with the year 2008. 

 According to the subsequent development peculiarities, the preparation and the 
accomplishment of the conditions, the bank will decide the transition period to superior levels 
approaches to determin the capital requirements. Beginning with the year 2014 or 2015 the 
bank’s aim is to use the approach based on internal rating patterns to coverthe credit risk and 
beginning with the year 2009 or 2010 the operational risk will be covered by using the 
standard approach. 

 
Credit Risk 
The economical dictionary defines the credit risk as the risk assumed by the bank in 

case of bankruptcy of one of its clients. A bank which is strongly engaged in a company, both 
through capital participation, and conferred credits will confront with credit risk in case of 
bankruptcy. The cause of this risk is represented by the difficult economical conjuncture; the 
inadequate financial state of the companies, lack of supervision. 

The bank can lose totally or partialy the lent capital depending on nature of the 
guarantees and the possibility of rendering them profitable. 

The banks can take measures risk managemant: guarantees; attentive supervision of 
the authorized limits in granting loans; a centralized system of risks(2). 

 Activities with specific risks carried on in Banca Transilvania are: credit risk, market 
risk, liquidity risk, the interest rate risk, the exchange rate risk. 

The credit risk can be: minor medium or major. 
The minor risk is a reduced probability for the risks identified after the analysis to be a 

threat and, thereby, to determine difficulties in the development of the activity and in 
sustaining the debt service. 

 The medium risk appears when the results of the analysis are both positive and 
negative which may or may not be in direct interdependence; there is the probability that the 
identified risks to be a threat, determining difficulties in developing the activity and 
sustaining the debt service. 

The major risk appears when after the analysis there were identified one or more 
negative aspects which may determine major difficulties in developing the activity and in 
sustaining the debt service. 

I. In what the credit activity is concerned, the specific risks for the selection, analysis 
and approbation of credits are: 
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1) Promotion for approval of the credit transactions afferent to some societies with a 
precarious economical-financial situation and uncertain activity perspective. 

2) Presentation of a fragmentary and superficial analysis, an unreal state of 
reimbursement capacity; not taking into account the debt degree, the reimbursement of all 
elements or taking into account some incomplete elements. 

3) Promotion of credit files which were not identified by the branch as being groups; 
big exposure; the credit institution group or with inadequate guarantees. The group of clients 
connected according to Regulation BNR/ CNVM 16/21/14.12.2006 is defined as being any 
private individual or group of private individuals and/or juridical person towards which the 
credit institution has an exposure and: (1) which constitutes, if it is not otherwise proved, 
only one risk, because one of them has directly or indirectly, the control over the other one or 
the other ones; or (2) between which there is not a relation of control as expressed in 
paragraph (1), but which have to be considerated as representing one risk, because there are 
connections between them that if one of them would confront with financial problems, there 
is the probability that the other one or the other ones would confront with reimbursement 
difficulties. 

4)  promotion of credit files, notoriety private individuals or juridical people who 
have not been identified - reputation risk. 

5) Takeover of incomplete documentation, the missing documents necessary for the 
analysis, not checking the taken over documents, the presentation of the members of the 
Committee for Credit and Risk of the Branch/the central Committee for Credit and Risk or of 
the Committee for Management of incomplete documentation, erroneously executed. 

6) Not taking over all the significant facts opinioned by the jurist and the assessor. 
Not claiming on time the Legal advisor’s notice, may lead to the appearance of situations in 
which the client is not eligible or may not derive advantage from the credit; not claiming on 
time the assessment may lead to the possibility of not existing sufficient guarantees. If the 
assessor does not perform the movement in the area, he may execute an incomplete report, 
not underlining the possible risks in the guarantees; not consulting the Central of Bank Risks, 
the Central of Payment Incidents of the Credit Office leads to not making evident other 
possible commitments. 

7) Giving credit currency to societies which do not realize exports or imports which 
would permit them to adjust the selling - currency risk prices. 

8) Incorrectly applying the new commissions and interests of the bank, if they have 
been modified; not respecting the norm and the banking policy for credit - operational risk. 

9) Appearance of incomplete data, incorrect or false in what the person client solicitor 
of the credit is concerned or in what the person-husband or wife is concerned, identification 
data, data concerning the financial position or the family status of the client, data concerning 
the existence of other engagements. 

II. Credit Potrfolio Risks 
1) risk afferent to the level of remaining credit all-in portfolio 
2) risk afferent to the level of credits all-in portfolio 
3) risk afferent to the level of credits in total portfolio 
4) risk concerning the concentration of the portfolio, the lack of an adequate 

dispersion of the clients portfolio (corporate, small bussines, private individuals) on activity 
branches. 

5) The risk of exceeding the limits (in conformity with BNR regulations) in what 
concerns the big exposures afferent to debtor, the credit institution group, cumulated values 
of the exposures. 

III. Activity Management Risks ( risks determined by operation errors) 
A. The draft errors of the documents afferent to the credits 
The errors which may happen in the editing process of the credit documants may be 

classified as follows: 
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a) Minor risk errors which do not affect the position of the bank in report with the 
debt. We talk about the grammar errors, are excluded the ones which appear in the debtor’s 
identification data editing, the guarantor’ and the attached guarantees. 

b) Major risk errors influence the bank’s position in report with the debtor if they 
appear in the documents. 

These errors may be: 
- Omissions or grammar errors which appear on the debtor’s identification data, on 

the guaranties and the guarantors attached to the credit; 
-  wanted or unwanted omission of the standard contract’s clauses 
- incorrectly or incompletely editing the specific credit clauses agreement, as they 

were stipulated in the decision of the Credit Committee or Management Committee. 
B. Processing credits errors (credit expenses) 
The errors that may appear in the process of credit expenses are major and medium 

risk errors which need specific monitoring.These errors are: 
- Expenses errors, which represent operation errors with major risk and they refer to 

giving the client other amounts than the granted ones: capital expenses in different amount, 
different currency, different available account, without supporting documents. The errors are 
determined by the designated supervisor who verifies the operation in the validation moment. 

- Credit entry errors, which represent medium risk operation errors and they refer to 
recording credits in the system, at different parameters than the ones foreseen in the 
documents.  

- Errors determined by breaking the regulations in force, represent major risk 
operation errors and they refer to recording the credit in the system, before accomplishing the 
expenses obligations of the credit: lack of full documentation, lack of advertising guarantees, 
lack of insurance policy guarantees, and other unaccomplished conditions. 

C. The tracking ongoing errors are the errors that may appear in the tracking ongoing 
credits process, they are major and medium risk errors which need a specific monitoring. 
They are:  

- not collecting the attached claims errors and of the lend equity represents major 
credit risk errors and they appear when commissions and interests are not collected by the 
banks. The collection is automatically made by the administration informatics system if the 
setting was correctly made when the credit was recorded. 

- Not respecting the contract’s operation clauses, are medium monitoring credit risk 
errors. They refer to monitoring the turnover clauses, as well as the other conditions imposed 
by the Committee for Credit and Risk or the Management Committee. 

- Not respecting the indemnity clause of credits, the advertising guarantees and the 
insurance against the damage risk of the material guarantees are medium monitoring credit 
risk errors. They refer to monitoring the structure of the guarantes, the assessed amount and 
the insurance policy against the damage risks, at the insurance societies approved by Banca 
Transilvania. 

D. Risks determined by errors generated by monitoring informatics system of credits 
and these are: 

- collection of attached debt errors; 
- collection of debt errors. 
Both errors are major risk errors, and are determined by an erroneous operation of the 

management informatic system. 
E. Risks determined by the monitoring manner of the credit portfolio, guarantee 

banking letters and identification of unperformed investments, identification and report of 
large exposures and the ones annotated towards the customers who have a special relation 
with the Bank, its own employees and their relatives: 

-  identification of non-competitive credits; 
-  monitoring of credits portfolio evolution, on types of products; 
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-  approach of non-competitive credits; 
-  identification of debtors groups; 
- identification of debtors found in the institution credit group. 
Monitoring this credit category determined the medium risks. 
F. Risks determined by monitoring the guarantees portfolio and determination of the 

specific necessary risk provisions. 
- monitoring of periodical assessments and reassessments of the guarantees portfolio 

attached to the credits. Errors that may appear in the assessment process of the guarantees 
attached to the credits may be classified as follows: a) minor risk errors, if they appear in the 
assessment report they do not damage the decision of the Bank concerning the assessed good 
and b) medium risk errors, which affect materially the decision of the Bank concerning the 
assessed good. This are market income errors (just) in establishing the value of the good or 
errors in determinating the progressive trend of the assessed good in the market; 

-  monitoring the specific risk provisions: 
a) direct errors, with minor risk, determined by error and account, at the moment of 

determination; 
b) indirect errors (determined), with major risk, determined by an eronous market 

value at the attached guarantees, or by eronously determined financial performance of the 
debtor. 

G. The risks determined by the management procedure of the afferent credits. The 
errors which may occur in the process of keeping the afferent documents are minor risk errors 
due to specific conditions of preservation (treasury metallic cabinets). There is a risk 
concerning the documents’ preservation, the deterioration possibility, the loss or the loss of 
the privacy character of the documents by faulty preservation. 

 
Comparative study of the credit activity, between 2006 – 2008 
The study follows the credit activity evolution from 2006 til now. The reference will 

be made to the credits designated to SME and authorized private individuals, family 
associations. 

The general purpose of the study is making evident the changes which appeared in the 
credit activity, especially the eligibility conditions of the clients and the volume of the 
possible credits used by them. 

This scientific demarche was realized by analyzing norms, procedures, instructions 
and internal credit regulations of Banca Transilvania. 

At the beginning of 2006 the micro credits were granted to the micro companies and 
SME, which due to turnover, activity volume and working complexity did not need particular 
treatment, as in the case of corporate clients. Credit analyze process foresaw a standardized 
approach, its purpose being simplification and efficiency of the process, to hasten the 
approval/rejection decision of a small loan. This approach wanted to generate volume, 
assuming the correct assessment of risks. 

This type of credits accomplished the dimension and guarantee condition and that is: 
the value up to 50.000 EUR respectively the equivalent of this amount and the guarantee of 
the credits up to 2.000 EUR or the equivalent RON with private individuals guarantors and 
between 2.001 EUR and 50.000 EUR residential immovable property, immovable properties 
– headquarter of the company, outlets, presentation shops, production halls, department store, 
inlands, maximum 3 years old vehicles, other 5 years old means of transport, tools and 
equipments. 

Types of credits: 
- credit lines 
- credit for stocks and/or paying suppliers 
- banking guarantee letters 
- investments credits 
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Fast credits designated for the SME clients are products created with the purpose of 
permitting easy and fast access to finance this segment of customers, supplying in short 
notice the working capital necessary for the fluency of the current activity. 

At the beginning of 2006 this category included only 1h loan, 0% interest and loan 
without down payment. 

1h loan was granted to the clients who accomplished the following eligibility 
conditions: 

- the turnover was under 1.500.000 RON 
- the minimum functioning period was 12 months 
- the last balance sheet showed the increasing turnover and recorded exploitation 

profit 
- in the Risk Banking Centre appears the debt service A 
- There were no entries in the Centre of Payments Incidents with more than three 

major incidents in the last 6 months and they did not possess interdiction to emit cheques. 
- The financial stability of the company (it is ranked in the performance category A 

or B, according to internal norms concerning financial performance assessment of the clients 
in respect of the specific risk provisions constitution). 

The loan’s value was 20.000 RON and did not get over the monthly average of the 
turnover.  

If the loan constituted a group with other firms, just one could benefit by the product. 
The reimbursement term was 6 months. The credit guarantee was/is made with 

account charge and 1 – 3 order tickets validated by the firm’s deputy. 
The 0 Interest’ goal is supplying with supplementary working capital, necessary for 

the peak payments periods originating fluency of current activity. 
The eligibility conditions were identical with the conditions of the 1 h loan, adding 

the condition of not existing bad debts higher than seven days to other credits granted by 
Banca Transilvania. 

The maximum credit value was 35.000 RON (this limit still exists), was/is established 
according to the monthly average of the client’s turnover and according to other working 
capital credits drawn out by Banca Transilvania. The difference between 1 h loan and 0 Inte-
rest is that the destination of the credit did not need to be concretely established. 

The loan without down payment permits the SMEs an easy and quick financing access 
supplying capital necessary for the investments. The eligibility conditions are the same as for 
the credit 1 h loan. 

The value of the credit was maximum 50.000 RON and was put out according to the 
reimbursement capacity generated by the operative cash-flow(depreciation + operating 
profit). The credit was/is designated to investments, respectively the acquisition of fixed 
goods as well as for the renovation, building and immovable property extending. 

The reimbursement term was of max. 60 months with a grace period of max. 3 months. 
The guarantee was/is by rule with the bought goods from credits and an order ticket validated 
by the deputy of the firm. 

START UP loan for investments was/is adressing the new companies which are on the 
verge of starting and developing an activity, supplying with the funds for fixed investitions 
necessary for the activity. The value of the posible credit to access was of 35.000 RON. And 
the debt credit service could not overtake the maximum level of guarantee afferent for the 
cessed income by minimum 2 guarantors private individuals. 

The reimbursement term was of max. 60 months with a grace period of max. 6 months. 
The guarantee of the credit was made with account mortgage, three order tickets validated by 
the deputies, mortgage over the bought goods from the credit and assurance on the wages of 
the endorsers. 



Theoretical and Applied Economics. Supplement 

 

267 

267

 In May 2006 the SME team Division creates a new product, 100% Discount, to 
facilitate the coverage of the temporary treasury necessities (current payments) of the 
customers. 

 The eligibility conditions are identical with the ones from the credit 0 Interest, plus 
the condition that the debtor does not appear in the Centre of Paymant Incidents with more 
than 3 major incidents in the last 12 months. 

 The maximum value of the credit was/is 35.000 RON, without overtaking the 
monthly average turnover of the customer, according to the last balance sheet and is granted 
under the cover revolving, the absorptions from the cover reaching 100% of the charged 
documents’ value. 

 The credit lasted/lasts 12 months and the guarantee was/is represented by the order 
tickets validated by the deputy/deputies of the society and the real estate guarantee on amount 
of money. 

 In May 2006 because of the credit activity development there appeared the following 
changes: 

a) Increasing the value of 1 h loan from 20.000 RON to 30.000 RON, but not more than 
the monthly average turnover. With the condition that there are not larger debts than 7 days 
according to the calendar at other credits granted by Banca Transilvania. 

b) Increasing the maximum value of the investment credit without self contribution 
from 50.000 RON to 100.000 RON. With the condition that there are not larger debts than 
7 days according to the calendar at other credits granted by Banca Transilvania. 

In 2007, the major changes were in the area of fast credits, which were actually the 
most demanded: 

- the eligibility conditions were reinforced by the condition of verifying by the 
Credit Office the behaviour of the representatives of the firm towards the Bank. 

- Towards monitoring the granted credits, it was introduced the condition that the 
solicitor should present the balance sheet afferent to the legal regulation terms. 

- As a caution measure it was introduced the obligation to visit the customer’s centre 
and draw up a visit report. 

- The credits 1 h loan and 0 Interest the granting period is increased from 6 months 
to 12 months. 

- Beginning with 2007 all pledge of tangible assets as collateral over the present and 
future cashing are registered in the Electronical Archive (in the case of a deduction from a 
third, the bank has the priority of cashing the debts first) 

In 2007, the Division SME created an amount of products: 
1) Real estates on the firm. This credit is designated both SME clients and corporate 

who accomplish the last eligibility criteria above mentioned. The credit is designated to 
purchase real estates. 

- the maximum value of the credit was of 200.000 EUR sau the RON equivalent. 
- The credit dimensioning was/is made according to the reimbursement capacity 

generated by the operative cash-flow, the debt service afferent to other credits drawn out for 
long and short term investments and of the size of the guarantees’ real estate. 

- The reimbursment term was of 180 months, with maximum 9 months grace period. 
- The credit guarantees were/are: assurance on the account, guarantee real estate over 

the goods bought from the credit or others and order ticket validated by the firm’s 
representatives. The coverage degree with guarantees was of 100%. Without the client’s 
contribution. 

2) the credit for unnamed needs. Twice the house, satisfying the unnamed needs for 
suplementary capital sources of the customers, necessary for the drawing up of the activity 
object. 
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- as eligibility conditions, the mentioned above are respected as the minimum 
working period of the company to be 24 months, and not 12 months as the other credit types 
and not to role O Interest and 1 h loans. 

- The maximal value of the credit was of 2000.000 EUR or the equivalent in RON 
and represents twice the correct value (from the assessment report) of the immovable good 
brought into guarantee with the condition that the maximum uncovered amount not to 
overtake 75.000 EUR or the RON equivalent  

- the reimbursment term was of maximum 240 months with a grace period of 
maximum 12 months, and the coverage degree with real estates guarantees was between 50% 
and 100% 

- the guarantees are identical with the ones on Real Estates on the FIRM 
3) the Full-option loan - the mortgage for juridical people (the most successfull fast 

credit product) 
- it consists of the following shapes and destinations: 
a) credit lines for financing the current activity 
b) medium or long term credits of unnamed needs with mortgage ( the most used 

form) 
c) for immovable property purchases 
d) stand-by credits for emittng banking guarantee letters or liberation cover banking 

guarantee letters, on medium or long term. 
- the value of the credit was of maximum 100.000 EUR or the equivalent in RON, 

not overtaking 70% from the guaranteed immovable properties. The dimensioning was/is 
made the same as the loan Real Estates on the company. 

- When the credit is granted as a credit line, it is verified the cumulation condition of 
the working capital credits ( the cumulated value of the working capital credits will not pass 
the value of the full-option loan). 

- The reimbursement term was/is of 12 months for the credit lines, 120 months for 
medium and long term credits with a grace period of maximum 12 months and maximum 48 
months for the stand-by loans for the banking guarantee letters emitting or liberation cover of 
banking guarantee letters. 

- Guarantee of the credit identical with the Real Estates on company loan. 
4) The unnamed needs credit 3 years Grace period granted for satisfying certain 

unnamed capital needs necessary to accomplish the object of the company’s activity. 
- the max. value was of 200.000 EUR or the equivalent in RON. The credit 

dimensioning was made according to the reimbursment capacity, and the result did not 
overtake 75% from the total value of the immovable property brought into guarantee 

- the reimbursment term was of 180 months with the grace period of 12 months for 
the paymant of debts and 36 months for the paymant of working capital rates. 

- The guarantee of the identical credit with the credit Real Estates on Company. 
5) the refunding credit was created for the relaxing of the debt service for the clients 

who proveed opening in relation with the bank when passing to difficult periods and who 
made efforts to straighten their financial situation and who can guarantee their new debt with 
real estates. This loan appeared as a result of the situation in which the full option credits 
which were to reimburse (because of unaccomplisment of the eligibility criteria at their 
prolongement) could not be supported by the customers. 

- this type of credit refinances the quick credits without real estates guarantees and the 
guarantees attached to them.  

- the reimbursemsnt term is of maximum 36 months in the case that the customer does 
not unroll an Investment credit without down payment, in the opposite case it is of 84 
months. 

- the guarantee of the credit is made in the same way as for the Real Estates credit on 
company 
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- the coverage degree with guaranteed reals estates is 120% 
 In the year 2008, until the end of the third trimestre they keep the same credit activity 

characteristics. The credits were approved by the Committee of credit and Risk of the Bank, 
accomplishing the eligibility and size conditions above mentioned for each credit alone. 
When overtaking the credit maximum limit or not accomplishing one of the eligibility 
conditions the approval/rejection of the credit was made by the Committee for Risk and 
Credit of the Centre or the Committee for Management. 

 
 Financial Performance Assessment for the Specific Risk Provisions 
Banca Transilvania uses the following indicators for the financial performance 

assessment of the juridical person customers who draw out financial situations: 
A. quantity indicators:  
a) economical profit earning capacity - earning performance indicators which reflect 

the firm’s capacity to generate profit with the assets which they exploit. 
Re = Rda/A x 365/Tx100, where: 
Rda – the result before subtaracting the interests and the depreciations (gross result 

and exceptional results) plus the interest and depreciation expenses and the provisions. 
A- total assets 
T – the time period (in days) from the beginning of the year until the date of bordering 

in the financial performance category 
b) current rate (%) – shows the capacity of the firm to cover the mature obligations on 

short period with patrimony assets which may transform in money . 
Rc = As/Pe x 100, where:  
As- total circular assets + immovable guarantees with liquidity under 1 year 
Pe – debts which must be paid within a year 
c) the obliging degree (%) shows the total debts in total labilities sheet balance and 

underlines that the financial risk of an economic entity grows with the debt. 
Gi = D/P x 100, where: 
D – total debts 
P – total liabilities 
d) the solvability (%) reveals the customer’s equity in the equity invested in the 

company. 
S = Cp/Cang x 100, where: 
Cp = self equity 
Cang = self equity + loans and financial debts 
 The quantity indicators is accounted due to the financial situation of the economical 

entities drew out and operated according to the regulations of the public finance Ministry or 
by autorities with similar owers from other countries. 

B. Quality indicators: 
a) Quality management – is assessed according to professional preparation, expertize 

in the area, ability, professional qualities appreciaated by the credit regulator 
b) market conditions – are assessed according the stability and perspective of the 

bussiness, market percent owned, number of customers, marketing station location, 
products/services quality appreciated by the credit regulator. 

 The effective financial performance assessment for the not banking customers (A-E) 
is drawn out by bordering the values of the obtained indicators (quantity and quality) in the 
appreciation grid, observing that the quality indicators are no taken into account if the 
economical entity did not obtained points at the quantity indicator. 

 The performance category is mainly given by the quantity indicators, the assessed 
economical entity possibly passing to the superior category on the quality indicators grounds 
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Table 1 
Performance categories of the economical entities 

 

Quantity indicators + Total score 0 0 -22 22 - 46 46 - 72 72 – 100 
Quality indicators Performance category E D C B A 

 
 The internal norms provide the provisions account in the closing day of every month, 

and the provisions list was analysed in the Credit and Risk Committee of the Branch. To the 
credit classification, on the period between two drawn out of the financial situations it is kept 
the last determined performance category. 

 The determining of the provisions necessary it was taken into acount the deduction 
from the exposition of the bank towards the debtor of the accepted guarantees taken into 
account, and applying on the obtained basis of the provision coefficient, which resulted from 
the service debt credit classification, financial performance and the initiation of the legal 
procedure.  

For the determination of the provisions account, the following guarantees are deduced 
from the bank’s exposition towards the customer: 

- guarantees constituted over the following amount of goods, to which we apply 
properly accounted coefficients to obtain the fair value: areas and set up areas, buildings, 
technical installations, technological equipments, machines, working installations, devices 
and measure installatios, control and adjustment, means of transport. 

- Guarantees over the documents now in payment, proved as fair: payment order, 
certified cheques, documents with the terms and conditions presented in the credentials. 

 Periodically revision of the performance indicators is necessary according to 
economical and legislative evolution of the country which is maintaind in the present. 

The provisioning multipliers are established after credit classification according to 
regulation 5/2002 of BNR, and that is: 

 
Table 2 

Provisioning multipliers afferent to the classification categories 
 

Classification category standard Under observation Under standard doubtfull loss 
Multiplier 0 0.05 0.2 0.5 1 

 
Developments regardless the global economic crisis impact over the credit risk in 

Banca Transilvania 
Romania did not avoid the economic crisis. The effects are noticeable, the sudden 

slowing of new credits in economy generated problems in the company’s usual cash flow. 
The blocking or stagnation of some sectors (real estates, transports, motor, and constructions) 
determined the temporarily crash of guarantees value, in default of transactions which will 
have a fair value, a market value. Despite the difficulties, the economic agents will adapt 
differently to the new conditions according to their aptitudes, resources and understanding. 
Once with the first signs of the crisis Banca Transilvania foresaw a certain deterioration of 
the credit portfolio quality and adopted a special, energetic atitude to limit the impact. 

In october 2008, taking into account the evolutions on the financial markets and the 
foresights on this matter, of which: 

- stagnation or slowing of whole Romanian sectors (real estates, constructions) 
- tempered credit grant practiced by the majority of the comercial banks with notable 

effect in company’s cash availability and their incapacity to refund. 
- increasing the cash in cycle of the claims and multiplication of the companies 

unable to acquit the suppliers. 
- Slower transaction of the guarantees 
- Slowing the investment rhythm 
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- Consistent increase in price of the financing costs, with imediat effect in the 
socities profitability and the debt. 

- The difficult international context which attached a new task to the Romanian 
economy because in the last few years it developed only from external funds;  

A range of measures were taken, so that the SMEs could establish their priorities 
correctly: 

 - avoiding the financing of speculative real estates transactions  
 - avoiding the financing of real estates investments projects 
 - up to 60- 70 % of the fair values resulted from the proposed assessed guarantees 
 - avoiding the financing of unnamed needs or the pursuit of the incomes’ destination. 
 - firm actions when real estate credits are suffering. 
 - limited new client credits, max. 500.000 RON. 
 The activity areas deeply prejudiced by the recession are: constructions, real estates. 

luxury products, production and motor trade. 
The first worry signs are: 
- Remaining budgetary obligations. Lack of interest or impossibility to acquit the 

budgets’ obligations denotes lack of discipline of owing payments in the development of the 
activity, so that it is possible that the payments to the bank are treated in the same way. 

- Remaining obligations to other banks, of the firm and of the shareholders as private 
individuals. 

- Payment obligations replaced at intervals to banks or other entities. 
- More frequent payment incidents or of large value. 
- Litigation in role. Any litigation can degenerate in an insolvency demand which 

may complicate the recovery of the lent equity and of the claims attached to it. 
- Stringent working equity necessities. If the verification of the Electronical Archive, 

Centre of Bank Risks and office credit ascertain that the shareholders have granted more 
credits without informing the bank, it may be the suggestion of a suplementary liquidity need 
for assuring eligible payments or for the starting projects which may suplementary load the 
debt service when the credit was granted. 

- Higher owing degree (over 80%). The fact that a company, even the SMEs, banks 
excesively on drawn sources, and not on its own equity and on the exploiting incomes will 
lead in time to the increasing of the expenses with the interests and addiction towards the 
suppliers. In what period of time is this relation sustainable? 

- The cumulation of very big claims and debts in report with the developed activity 
- Large amounts of money entried on loans or fluctuation. Sometimes this amounts 

of money represent the owners’ financing for the company’s development of activity, but 
may also be “vanzari la negru” (illegal sales). 

- Lack of communication between the contracted credits, their designation and the 
accounting registering of the two elements (loan and purpose) 

- Frequent change of the accountant. When a company has the use of bank loans, the 
relation of the owners with the accountant is a strong one. 

- Large personnel fluctuation. May be determined by the lack of adequate conditions 
or the inability of the company to pay their rightful wages. 

-  Significant sales fluctuations (increase or decrease) or of the expenses. The lack of 
explanations should be an warning signal. 

 
Possible Solutions for the Troubled Loans. The Reorganization Credit 
Banca Transilvania’s objective is to establish a formal setting to analyze the changes 

from the real economy and the way in which the customers’ activities are influenced by the 
crisis. The thinking process needs to be adjusted in order to preserve the quality of the credit 
portfolio. A good decision may be both backing the business of a customer and move back 
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from it. Through this policy Banca establishes the ground rules to which the selection is 
operated, the way in which the backing of the customers blends with a prudent attitude, 
advisable for this period. 

The reorganization is the process in which Banca respaces out payments, modifys the 
structure of one or more loans or modifys the structure of the guarantees for the transactions 
in one of the situations below mentioned: 

- Banca forsees or identifys potential problems in the unfolding activity, backing the 
debt service or covering with guarantees of customers’ exposures. 

- The customer expressly asks for this and triggers steps towards the bank 
- Supposing the customer is already registering arrears towards the bank. 
The reorganization facility permits the temporary relaxation of the debt service for the 

customers with short, medium or long term credits and which due to market conjuncture 
books slow growth rhythm or even a recessive business trend, but proved an open relation to 
the bank, making efforts to regain their financial position and of payment capacity and are 
clients who by the aid of this facilitation can keep up on the market and recover their activity 
in short notice.  

According to peculiarities and characteristics of each case, there are several possible 
recovery solutions in what the credit reimbursement is concerned: 

- the taking over of the exposure and implicitly of the finance credit good by another 
society (from the group) which may sustain the debt service. 

- Taking over the credits through the innovation procedure 
-  Sale promotion under bank supervision of guaranteed real estates of suffering 

credits, by financing of a third juridical person or by the owner of the real estate. 
- Separation advices of the activities by taking over by a new society of the 

functional activity, of its credits and guarantees 
- Taking over the guaranteed and non-guaranteed credits difficult to sustain debt 

service under the form of a new credit with a lax reimbursement grafic 
- Suplementating the existent credit or granting a new credit by taking over the 

registration, which cannot be older than 90 days at the reorganization day, in the conditions 
of guarantees suplementating 

- Rematuring the credit rate in a time period in which the assets sale is estimated or 
the restarting of the activity with the customers contribution. 

- Real estates guarantees reinforcement and of other nature, validation of ordere 
tickets, cession on the of the non-guaranteed exposures 

- Granting the replaced credit product when the customer constitutes a real estate 
guarantee/ suplementary movable with revigoration perpective activity 

-  Avoiding the automatic credit extention for the fast credits for working equity, 
respectively their extension after carefully checking the eligibility conditions,with rates 
agreed by boths sides, accordingly to the real reimbursement possibilities. 

- Reprompting the expiration fast loans for working capital which were 
automatically prolonged with equal monthly rates for establishing equity rates adjusted to the 
reimbursement possibilities of the customers and the reinforcement of guarantees. 

- Takover or cumulate more fast loans without material guarantees with a loan with 
material guarantees on the strength of a current financial analysis of the customer. 

- Conversion of the EURO loans in RON loans, revising and reinforcing the 
guarantees. 

- Extention of the reimbursement terms in product limits, according to the recovery 
perspectivesof the company’s financial situation 

- As an exception, suplementary loans are granted to allow the customer the 
continuation of the activity, in the case of a temporary lock-up 
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Ways to reorganize loans: 
- reschedule the due date of the current rates on a certain period – an operation 

which allows the bank to modify the due date for one or more loan rates before their due date, 
without passing over the initial loan granting period. 

- Readjust the loan- operation of modification the due date for one or more loan rates 
before their due date, passing over the initial loan granting period. 

- Reactivate the remaining rates of the loan represents changing the remaining 
interests’ due date by adding it to the existing balance account in the reactivation date. 

- Delaying interest payment by granting a grace period to pay the monthly interests 
for a period established by both sides and space out the cumulated payment accoording the 
agreed schedule. 

- Reactivate the remaining annuity means adding it to the balance account of the 
current loan existing in the reactivation date. 

- Partial or wholesale annuities readjustment by granting a grace period for annuities 
payment, readjustment of a per cent from the value of the annuities owed monthly 

 
Particularities concerning the credit activity in Banca Transilvania in the year  
2009, the current economical crisis 
In the first trimester of this year Banca Traansilvania recorded good results although 

the influence of the current economical context was obvious. For 2009 BT wants to stiffen its 
current position, by a prudent growth, keeping comfortable liquidity indicators and adequate 
capital. This fact is demonstrated by the bank’s behaviour in this first part of the year. 

In 31.03.2009, the balance assets reached 19.566 million RON, a 15 % growth from 
the end of the last year. The report loans/deposits in March, 31, 2009 was mentained under 
unit, a 0,86 level, which demonatrates that there is a very good liquidity and a strong position 
on resources from the intern market. 

Banca Transilvania’s solvency – taking into account the financial results recorded in 
2008 and the first trimester from 2009, excepting the amounts proposed as dividends- 
remained at a comfortable level, over 14%. 

Although the all-in assets rose with 15% in the first trimester 2009, the loans did not 
follow the same trend, the loans demand decreased because of the international crisis and 
selective eligibility conditions. 

Although the post provision profit increased with 65% opposite the one in the 
previous year, because of a very prudent and active provision policy in this economical crisis 
conditions, the gross profit is 1.02 million RON. 

In 2009 the bank granted mostly RON loans and the currency loans were promoted as 
exception. 

The credits are designated for the actual customers and also for the new customers, 
with viable activities, less influenced by the economical – financial crisis. There will be short 
term loans for current needs (payment of important suppliers, big penalty debts) and for 
investments (to finish the projects with immediate impact in the current activity).  

 
Conclusions 
In the analyzed period it was shown the evolution of loans credit to SMEs and the 

unheard proportions of the credit products adjusted to the customers needs. 
 If until the third trimester of the year 2008 the loans were easily granted (but in a 

responsible manner) with the approval of the Subsidiary, accomplishing the standard 
conditions and with the Centre’s approval in the departure from loan rule conditions, but after 
this period the loans were granted according to the difficult working environment. In 2009, 
until April all loans were granted by the Management Committee, the conditions were more 
rigurous, without departure from rules, but in the end of the month the Subsidiary Loan 
Committee approved the short term loans. The portfolio quality is taken into account openly 
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backed by the loan reorganization program. The new loans are granted in a controlled 
manner, responsible, paying attention to the economical environment in order to diminish the 
credit risk.  

 The first normality signs have already been noticed, Banca Transilvania does its job 
delivering full banking services and financing. 

 Robert Rekkers, Banca Transilvania’ Chief Executive Officer states: „In 2009 we will 
be more than ever by our clients' side. This will be the year of resistance also for us on the 
background of unfavorable macro economic conditions. We will continue to be the Bank for 
Entrepreneurs and we will support the domestic companies and the SMEs, as well as the 
entire Romanian real economy.We will closely observe the quality of loan portfolio and 
aspects pertaining to liquidity and risk management. We will keep a watchful eye on cost 
reductions and try to constantly adapt to market realities"(3). 

 
 

Notes 
(1) Regulamentul nr. 13 din 14 dec. 2006 al BNR 
(2) http://www.standard.ro/dictionar 
(3)Comunicat de presă Banca Transilvania din 31.03.2009, disponibil on-line pe 
www.bancatransilvania.ro 
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