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Abstract:The main criteria underlying the determination of insolvency and 

therefore of bankruptcy are: lack of solvency and level of indebtedness. 

In order to dertmine the causes of insolvency (insufficient monetary reserves 

to pay outstanding debts), an analysis shoudl be performed regarding the 

economic and financial situation of the company on several level, namely: 

Analysis of the patrimonial state based on the balance sheet; Analysis of the 

financial balance; Analysis of revenues, expenditures and results, based on the 

data from the profit and loss account. 
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INTRODUCTION 

"Insolvency is the state of the debtor's patrimony which is characterized 

by insufficiency of funds available for the payment of certain, liquid and 

outstanding debts" (Law no. 85/2014: Art. 5, pt. 29). 

The degradation over time of a company's results and the difficulties it 

faces, that are not only financial, provides the financial analysis an investigation 

field particularly rich in order to find methods of early detection and forecasting 

consecutively bankruptcy risk (Petrescu, 2010: 260). 

Specialized literature was, and still is interested in classical models of 

forecasting bankruptcy risk, therefore there are numerous studies that present 

comparative results obtained by applying classical models and illustrate the 

results of comparing several models acknowledged by the literature or 

proposing new models based on national peculiarities or variations of the 

models already validated in practice. There is also an extensive source of 

information embodied in articles that summarize the current state of research 

in the domain of forecasting models for bankruptcy risk, at international level. 

They inform the general public, as well as professionals, about the state of 

research in this area (Păvăloaia, 2013: 47). 

ABC SRL (ABC LLC) is a private company which was established in 

1998, having trade as main activity. 

To determine the causes that lead to insolvency we perform an analysis 

of the economic and financial situation of ABC Company during the period 

2013-2016. 
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1. Analysis of the patrimonial state of ABC Company 

For the analysis of patrimony we used as an information source the 

balance sheets concluded at the end of years 2013, 2014, 2015 and 30.11.2016. 

Also we have obtained information (more detailed) from trial balances drawn 

up for this timeframe. This analysis of the patrimonial state was carried out 

separately on the three essential components, namely: analysis of the company's 

assets, analysis of the company's debts and analysis of the company's equity. 

Evolution of the company’s assets during the last four financial years is 

presented in Table 1.  

The total assets of the company have a downward trend during the 

analyzed period. Thus, their value decreases in this period by 3.241.844 Lei, 

which represents 22.8% in relative values. This reduction of the total value of 

assets is due, primarily to the decrease of current assets by 2.382.386 Lei (28%) 

and second by the decrease of fixed assets by 875.437 Lei (15.3%). 

In terms of the structure of ABC Company’s assets, at 30.11.2016, these 

consist of current assets, with a share of 55.7%, fixed assets 44.1% and accrued 

expenditures 0.2%. 

a. The company’s fixed assets constitute the material basis of its activity. 

They consist of: intangible assets, tangible assets and financial assets. 

During the analyzed period, the reduction of the volume of fixed assets 

by 15.3% is caused by the registration of depreciation calculated as a 

result of their use. 

Table 1 Assets of ABC Company 

 
 

On 30.11.2016 the structure of the company's fixed assets consists of: 

intangible assets 5,8% and tangible assets 94,2%. So, tangible assets prevail in 

this structure. 

Intangible assets consist of: E-commerce information system 

amounting 306.609 Lei, purchased in 12.12.2015, of which the registered 

depreciation amounts 26.023 Lei and Other intangible assets amounting 67.088 

Lei, fully depreciated. 
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Tangible assets consist of: 

 Land, amounting 2.248.295 Lei, Constructions amounting 2.342.098 Lei; 

 Technical equipment amounting 1.010.524 Lei, consisting of 

technological equipment amounting 156.833 Lei, Software application 

equipment amounting 122.100 Lei, purchased on 12.12.2015 and 

Equipment and systems for measurement, control and adjustment, 

amounting 77.135 Lei; 

 Means of transportation, amounting 654.456 Lei, respectively 10 cars;  

 Furniture, office equipment, safety equipment, amounting 248.995 Lei; 

 Tangible assets in progress, amounting 111.591 Lei. 

Financial assets, amounting 150 Lei, consist of long term receivables.  

 

b. Current assets represent the second component of assets, which is 

particularly important in obtaining liquidities required for the payment of 

outstanding debts. During the analyzed period, the volume of ABC 

Company’s current assets is reduced by 22.8%, caused by the reduction 

of inventories’ value. From a structural point of view, they consist of: 

inventories, receivables and monetary reserves (Petty cash and bank 

accounts). On 30.11.2016 the structure of current assets comprises the 

following elements: inventories 76.3%, receivables 23.2% and monetary 

reserves 0,5%. Therefore, in the structure of current assets, inventories 

are predominant. The value of inventories on 30.11.2016 is 5.678.190 

Lei, and structurally they consist of the elements presented in Table 2. 

From Table 2, it can be observed that Goods for resale at third parties 

prevail in the structure of inventories, with a share of 98% and a monthly 

average flow amounting 476.583 Lei. 

 
Table 2 ABC Company’s structure of inventories 

 
 

ABC Company’s receivables on 30.11.2016 amount 1.787.212 Lei, 

consisting of the elements presented in Table 3.  
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On 30.11.2016 the company’s receivables consist of: customers, with a 

share of 38%, to which we add Doubtful customers or customers involved in 

litigation with a 20,5% share, resulting a share of 58,5% customer receivables. 

Regarding customers, during January-November 2016, was registered a 

monthly average flow of 538.887 Lei, for the same period, regarding doubtful 

customers or customers involved in litigation the flow was zero, which means 

that no amounts from this type of receivable was collected during this period. 

 
Table 3 Receivables of ABC Company 

 
 

Another large share in total receivables is held by suspense accounts, 

respectively 26.3%. However, this receivables ha a monthly average flow of 

405.636 Lei.   

By comparing the monthly average flows with the final balance on 

30.11.2016, we observe the following: 

 In the case of customers, bills of exchange receivable, VAT under settlement 

and suspense accounts, have monthly average flow approximately equal 

with the final balance on 30.11.2016. If the same trend is maintained, results 

that in the following month these amount will be collected; 

 In the case of advanced payments to suppliers and sundry debtors, the 

monthly average flows are lower than the balance on 30.11.2016, so there 

are still problems with the collection of these amounts; 

 Regarding doubtful customers or customers involved in litigation, the 

monthly average flow is zero, so the collection of these amounts remains a 

problem.  

Monetary reserves available and bank account and in the company’s 

Petty cash represent the assets with the highest liquidity, but they have a small 

share in total current assets of only 0.5%. 
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c. Accrued expenditures have a low value of only 18.278 Lei, and a 

negligible share in total assets, respectively only 0.001%. 

Debts represent the sources borrowed to cover the company's assets 

(needs). They consist of short time debts, with chargeability (payment due date) 

up to a year, and of medium and long term debts, with chargeability higher than 

a year. The evolution of debts within ABC Company, during the analyzed 

period, is presented in Table 4. 

 
Table 4 Structure of ABC Company’s debts 

 
 

Total debts increase in 2014, and then they have a downward trend, so at 

30.11.2016 they register a decrease of 2.312.316 Lei than in the first year of the 

analyzed period, meaning 26.5%. 

The structure of debts on 30.11.2016 includes: short term debts 5.159.114 

Lei *80.5%) and medium and long term debts 1.252.287 Lei (19.5%). 

a. Short term debts. On 30.11.2016, short time debts of ABC Company 

are structured as presented in Tables 5. 

 

Table 5 Structure of short term debts in ABC Company 

 
 

By analyzing the structure of short term debts, it can be observed that 

on 30.11.2016 prevail debts to sundry creditors with a share of 26.8%, followed 
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by short term bank accounts 23,2% (of which Leasing 0,7%), debts to the state 

budget with a share of 21,1% (VAT, income tax, tax on salaries and other debts 

to the state budget) and debts to suppliers, with a 20% share. 

b. Analysis of medium and long term debts. Medium and long term 

debts presents the following structure, on 30.11.2016: 

 Long term bank loans, amounting 1.755.967 Lei (396.855,71 

Euro); 

 Leasing contracts totaling 75.991 Lei (17.265,12 Euro). 

The following table (Table 6) presents the evolution of equity during the 

analyzed period.  

The company’s equity registers a positive value throughout the analyzed 

period, but declining by 929.528 Lei, namely 16.85%. The main cause of the 

decrease in equity is represented by the unfavorable financial results (loss) 

obtained in 2015 and on 30.11.2016. 

 
Table 6 Evolution in equity 

 
 

Structurally, the company's equity on 30.11.2016 is presented in the 

following table (Table 7). 

 
Table 7 Equity of ABC Company 

 
 

So, in the equity structure we can observe that retained earnings (profit) 

prevail with a share of 63.95%, followed by subscribed and paid capital, with a 
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share of 28.34%. Revaluation reserves and reserves hold together a share of 

21.49%. The result for the period (loss) has a negative share, of minus 13.78%. 

 

2. Analysis of the financial balance of ABC Company 
If the analysis of the patrimonial state requires a separate analysis of the 

company's assets and liabilities, financial balance analysis involves the study 

of correlations between assets and liabilities. In this regard, a several indicators 

will be calculated regarding working capital, level of indebtedness, solvency 

and liquidity of the company.  

 

2.1. Analysis of working capital indicators 

Working capital is the indicator that expresses in absolute value short 

term liquidity of a company. (Robu, Anghel, Șerban, 2014: 439) 

Working capital is calculated based on the financial balance sheet in 

which assets presented grouped in strict order of liquidity, meaning of the 

possibility of transforming them into cash, and liabilities in the strict order of 

chargeability, meaning their payment due date. Based on these two rules, assets 

are grouped in fixed assets (FA), which have liquidity higher than a year, and 

current assets (CA), which have liquidity up to a year. Liabilities are grouped 

in permanent capital (PC), which has a payment due date higher than one year, 

and short term debts (StD), which have due date of payment up to a year. 

Financial balance requires fixed assets to be financed from permanent 

capital, and current assets from short time debts. But, because the liquidity of 

assets (which are achieved with a series of obstacles) and chargeability of debts 

(which are required imperative), there isn't an accordance, financial balance 

cannot be achieved by following these equalities between assets and liabilities, 

meaning FA = PC and CA = StD. Thus, in order to ensure long term financing 

the inequality PC > FA should be complied, and to ensure short term financing 

the inequality CA > StD should be complied (the relationship below). 

Therefore, working capital can be determined in two ways, namely: by using 

the upper part of the balance sheet, working capital (WC) is calculated using 

the relationship WC = PC - FA, or by using the lower part of the balance sheet 

WC = CA - StD (Untaru 2013: 73). 

The required working capital (RWC) of a company must cover the 

disparity between cyclical needs (inventories and receivables) and cyclical 

resources (suppliers and other short term debts, excluding short term bank 

loans). It is determined using the relationship RWC (CA - MR) - (StD - Stbl), 

in which MR - represent monetary reserves and Stbl - short term bank loans 

(Sabău, Uher, Nagy 2015: 143). 

Net treasury (NT) represents the monetary reserves that are left to the 

company, resulting from the activity carried out during a financial year. It 

represents the surplus of liquidities that remains after covering redundancies 



QUAESTUS MULTIDISCIPLINARY RESEARCH JOURNAL 

191 

cyclical needs (left uncovered) by redundancies of permanent resources 

(Untaru 2013: 82). 

Net treasury is the indicator which expresses the correlation between 

working capital and required working capital, reflecting the financial situation 

of a company, both medium and long term, as well and short term and is 

generally calculated as a difference between working capital, or net global 

working capital and the required working capital: T = WC - RWC.  (Costea 

2009, 49). 

The evolution of working capital indicators is presented in the following 

table (Table 8).  

 
Table 8 Evolution of working capital indicators 

 
 

From the data presented in the table above, it can be observed that the 

working capital has positive values throughout the analyzed period, calculated 

both the upper part and of the below part of the balance sheet. The required 

working capital has also positive values during the analyzed period, but much 

higher than the working capital available to the company. Because of this 

correlation between working capital (lower) and the required working capital 

(higher) results a net treasury with negative values throughout the analyzed 

period. This means that the monetary reserves of the company are lower than 

its contracted short term bank loans. 

 

2.2. Analysis of indebtedness level 

Indebtedness level expresses the ration between borrowed capital and 

equity. It can be calculated using the following indicators: Global indebtedness 

coefficient (Rig), as a ratio between short term debt and permanent capital that 

must be ≤ 0.5, and indebtedness coefficient on term (Rit), as a ration between 

long term debts and permanent capital, which must be ≤0.5. (Untaru 2013: 

36-37). 

According to some authors "from an accounting perspective, the 

minimum level that can be registered by global indebtedness coefficient is 0%, 

characterizing a situation where the entire asset is financed from equity and 

deferred revenues (in the present research, provisions were treated as equity)". 

(Brîndescu-Olariu, 2014: 29) 

The evolution of the indebtedness level is presented in the table below 

(Table 9).  
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The indebtedness coefficient on term is sub unitary throughout the 

analyzed period and it's below 0.5. So, the indebtedness rate on term is within 

the level considered optimal (≤0.5).  

The global indebtedness coefficient has subunit values during the 

analyzed period, exceeding the permitted value of 0.5, each year. This is caused 

by the fact that short term debts are higher than the company's permanent 

capital.  

 
Table 9. Evolution of indebtedness level 

 
 

2.3. Analysis of solvency and liquidity indicators 

The purpose of the analysis of liquidity and solvency is to identify the 

company's state at a given time, to prevent its insolvency and take the necessary 

measures to ensure that such obligations are met and restore financial balance 

(Iosif, 2013: 123). 

The company’s solvency is given by the possibility to pay all debts as a 

result of the capitalization of all its real assets. It is expressed with the help of 

net accounting asset (NAA), calculated as a difference between Total assets and 

Total debts, which must be greater than zero. 

Liquidity implies the company's possibility to quickly capitalize its real 

assets and transform them in Lei. To determine the company's liquidity, the 

following liquidity coefficients are calculated: general liquidity coefficient 

(Lg), calculated as a ratio between total current assets and short term debts;  

reduced liquidity coefficient (Lr), calculated as a ratio between current assets, 

except inventories and short term debts; immediate liquidity coefficient, 

calculated as a ratio between monetary reserves and short term debts. In order 

to have a good liquidity position all these coefficients must have values greater 

or at least equal to 1. 

The evolution of solvency and liquidity indicators is presented in the 

following table (Table 10).  

Table 10 Evolution of solvency and liquidity 
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The company's solvency, expressed through the net asset indicator, has 

positive values each year of the analyzed period, but with a downward trend. 

This is due to the faster decrease of total assets than the decrease of the 

company's debts, which leads to a diminished property for shareholders. 

The company's liquidity, expressed through the general liquidity 

coefficient, has sub unitary values throughout the analyzed period. Therefore, 

the company has sufficient liquidities to pay current debts only if it would 

capitalize all its inventories and would collect all receivables.  

The reduced liquidity coefficient has subunit values, unfavorable aspect 

because the company does not have sufficient liquidities to pay short term 

debts, considering the collection of receivables and monetary reserves at its 

disposal.  

The immediate liquidity coefficient has also subunit values, but almost 

equal to zero. This means that the company does not have sufficient monetary 

reserves to pay debts with immediate enforceability. 

 

3. Analysis of revenues, expenditures and results of the financial 

and economic activity 

For the analysis of the economic and financial results are used as source 

of information the profit and loss account, part of the annual financial 

statements drawn up at the end of 2013, 2014, 2015 and on 30.11.2016. The 

table below presents synthetically the indicators extracted from these 

statements. 

 

3.1. Analysis of the operating activities 

Operating activity has the largest share both in the company's revenues, 

as well as in its expenditures, this being the core business of any company, 

regardless of its activity. Therefore, the analysis of operating activities is 

particularly important in the analysis of revenues, expenditures and results. 

The evolution and structure of operating revenues during the analyzed 

period is presented in the following table (Table 11). 

 
Table 11 Evolution and structure of operating revenues 
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Operating revenues have a descending evolution during the analyzed 

period. Thus, their total volume decreases by 2.618.958 Lei (36%). Their 

structure contains turnover and other operating revenues. 

 

a. Turnover on 30.11.2016 is presented in the following table. 

 
Table 12 Structure of turnover 

 
 

If we analyze Table 12 it can be noted that turnover is composed almost 

exclusively from revenues from sale of goods (98,77%), which is also the core 

business of the company. 

The structure of operating expenditures on 30.11.2016 in ABC Company 

is presented in Table 13. 

Table 13 Structure of operating expenditures 

 
 

It is noted that the largest share in the structure of operating expenditures 

is held by expenditures on goods, with a share of 73,67%, followed by other 

operating expenditures with 10,49% and personnel expenditures with a share 

of 9,47%. 

 

b. Operating result for the analyzed period is presented in Table 14.  

The operating result is profit for the first two years of the period under 

analysis and loss in 2015 and on 30.11.2016. This is due to the decrease of 

operating revenues (36) that was faster than of operating expenditures 

(22,8%). 
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Table 14 Operating result 

 
 

3.2. Analysis of the financial activity of the company  
The financial activity of the company is represented by revenues and 

expenditures from interests and other financial revenues and expenditures. The 

evolution of revenues, expenditures and result of the financial activity is 

represented in the following table (Table 15). 
 

Table 15 Outcome from financial activity 

 
 

During the analyzed period the financial outcomes of the company 

decrease by 368.216 Lei (82%), and financial expenditures by 412.672 

(55,8%). So, the decrease of financial revenues surpasses the decrease of 

financial expenditures. 

Financial revenues are lower than the financial expenditures of the 

company in each year of the analyzed period. Consequently, the result of the 

financial activity is loss every year, more pronounced in 2015 and 2016. 
 

3.3. Analysis of financial results for the period 

Table 16 presents the evolution of the financial results obtained by the 

company during the analyzed period. 
 

Table 16 Evolution of financial results for the period 
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After analyzing the data presented in the table above it can be observed 

that the current result (operating result + financial results) of the company is 

profit in the first two years of the analyzed period and loss in 2015 and on 

30.11.2016. The same trend is encountered in the net profit/ loss of the company 

(gross profit or loss - income tax). 

 

CONCLUSIONS 

From the economic and financial analysis conducted regarding the causes 

that led to the cessation of payments, the following were noted: 

 Existence of an inadequate structure of tangible assets, so of the total 

amount of 4.566.666 Lei, lands have a value of 2.248.295 Lei, representing 

49% of the total. We consider this high share of lands inappropriate for the 

functioning of the company, unrelated to its core business, thus being only 

an immobilization of funds. Also, we find a large value of constructions, 

respectively 2.140.819 Lei, which represents 47%. Hence, lands plus 

buildings hold together 96% of total tangible assets, and the assets involved 

in carrying out the current activity (technical equipment, vehicles, 

furniture, office equipment) have a share of only 4%. This burdens the 

company's activity by providing inadequate endowment, on the one hand, 

and by immobilizing significant funds in assets that do not contribute to 

the core business of the company, on the other hand. 

 The large volume of the company's debts, which are higher than equity, 

every year during the analyzed period. The large share of short term debts 

(80.5% of total debts) creates serious problems in timely payment of 

outstanding debts. 

 Equity registered a downward trend, which, correlated with the large 

volume of debts leads to a decrease of the net property of shareholders, 

expressed by the net asset value. 

 Net treasury has negative values for the entire analyzed period, because 

the monetary reserves of the company are lower that current bank loans 

(short term). 

 Global indebtedness coefficient has subunit values throughout the analyzed 

period, exceeding the admissible value of 0.5%, each year. This is because 

short time debts are higher than the company's permanent capital. 

 The company's solvency, expressed by the net asset indicator, registers a 

downward trend due to the decrease of total assets, which is more rapid 

than the decrease of the company's debts. 
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 The company has a disadvantage in terms of liquidity, expressed through 

reduce liquidity and the immediate liquidity coefficients, which have 

subunit values throughout the analyzed period, thus not having sufficient 

liquidity to pay current debts due to receipt of receivables and monetary 

reserves available. 

 Operating revenues decrease faster (36%) than operating expenditures 

(28.8%) this adversely affects the evolution of operating profit/ loss, 

which during the last two years is loss. 

 Revenues from financial activities are lower than the company's financial 

expenditures, the result from financial activities being loss every year. 
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