
 

661 

STUDY ON THE SOLVENCY OF ROMANIAN COMPANIES 

Csegedi Sandor 

Faculty of Economics and Business Administration, „Babeş-Bolyai” University, Cluj-Napoca, 

Romania  

Bǎtrâncea Ioan 

Faculty of Economics and Business Administration, „Babeş-Bolyai” University, Cluj-Napoca, 

Romania  

Todea Angela 

Faculty of Psychology “Babeş-Bolyai” University, Cluj-Napoca, Romania,  

 
Abstract.In this paper the authors describe how the analysis of solvency to prevent bankruptcy of 
Romanian companies. In this respect safety intervals are identified by the authors after analyzing the 

financial condition of more than 900 Romanian companies. 
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1. Introduction 

Lately more and more Romanian companies went bankrupt. One of the reasons is the poor 

solvency of these companies. Hence, to prevent entry into insolvency present results of a survey 

of 900 companies from all sectors of activity, we determined which times best Romanian 

companies solvency. 

 

2. Literature review 

The literature solvency is a favorite subject of all specialists in the country and abroad. Thus, 

many American proffesors, show that long-term debt and solvency analysis evaluate the level of 

risk borne by a firm, changes over time, and risk relative to comparable investments. A higher 

proportion of debt relative to equity increases the riskness of the firm. 

According with other specialists solvency relates to a long-run perspective of a company’s ability 

to pay its debts and whether it is going concern. 

In Hennie van Greuning opinion, solvency represents the risk related to the volatility of income 

flows often described as business risk (resulting from volatility related to operating income, sales 

and operating leverage) and financial risk (resulting from the impact of the use of debt on equity 

returns as measured by debt ratios and cash flow coverage).   

Other American author considers that the capital structure of an enterprise consists of debt and 

equity funds. The sources and composition of the two types of capital determine to a considerable 

extent the financial stability and long-term solvency of the firm. Equity capital is risk capital, and 

the return on investment to an investor is subject to many uncertainties. Debt capital must be paid 

on specific date, ussualy with interest, if the firm ist o survive. 

Solvency is an important factor in the analysis of a company’s financial statements. Solvency 

refers to a company’s long-run financial viability and its ability to cover long-term obligations. 

All business activities of a company-financing, investing and operating- affect a company’s 

solvency. One of most important components of solvency analysis in the composition of a 

company’s capital structure. 

 

3. Method and results  

Solvency thus expresses the ability of companies to cover all debts (bank, suppliers, budget, etc.) 

by making all its assets. 
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An important solvency ratio is the financial leverage ratio. This indicator measures the relation 

between total assets and the common equity capital that finances assets. It is expressed as: 

100
debts Totalor  capitalequity Common 

assets Total
  ratio leverage Financial ´=     (1) 

The indicator is directly influenced by economic sectors, the complexity of technology, 

manufacturing cycle. Thus, in industries indicator value will be higher and the trading activity 

will be lower.  Regardless of the situation must be analyzed indicator value higher than one. 

Another method of analysis is the degree of financial solvency assets from external sources. In 

this case the share of total debt should not exceed 50% of total assets to recoverable resources 

available at any time. 

The analysis undertaken have established solvency of weight evolution of total debt in total 

assets, assuming no uncertain assets, is as follows: 

Figure 1: 

Source : 

The differences are significant to the sector of the company. A solvency of 110% is considered 

acceptable in the commercial sector, but weak in other sectors of national economy. This 

difference is due to the nature of the trade, where goods are purchased with the payment term, 

substantially increasing the company's total debt. From research conducted on the models we 

identified intervals bank liquidity safety by sector as shown in Annex 1. Comparative analysis by 

industry liquidity is another dimension of research undertaken. To make a comparison, we 

randomly selected a total of nine hundred Romanian enterprises, which are representative for the 

following branches: Trade, Transportation and Manufacturing. For each branch we chose three 

hundred companies in the banking sense, are considered companies with good liquidity (A), three 

hundred companies with an acceptable liquidity (B) and three hundred have reduced liquidity 

(C). Also just to capture the reality of the economy as we presented in two forms of liquidity 

development. The times are not necessarily the same as the date for the nine hundred companies 

because we considered it important trend that follows their development over time within the 

same industries in the table below. 

 

Table 1: Evolution solvency in Romanian companies 

Sector  Trade Transportation Production 
Ratios A B C A B C A B C 
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% % % % % % % % % 

First period 

Solvency 
340,1 137,7 129,7 164,3 143,3 124,8 323,9 178,8 177,6 

Second period 

Solvency 
233,6 194,8 116,5 165,3 149,0 149,5 239,1 190,3 112,2 

Third period 

Solvency 
232,2 169,8 125,2 192,7 189,2 173,0 251,0 197,0 138,1 

Surce: Own calculus 

Based on information presented in Annex 1 on solvency supported by donors ranges, we can say 

that the situation presented, all businesses in category "A" has a good solvency, well above the 

accepted limit of 120%. It also notes that the solvency ratio considered "very good" in other 

sections (transport, ie production) is registered to trade half of solvency. The situation is because 

trading companies in the sector working with commercial loans that the company's total debt 

increased exponentially.  

Thus, the situation of the category "A" may be due to: 

-  low level of total debt, which can mean both a higher inventory turnover rate and the existence 

of a stock of goods enough;  

 -  high level of equity. 

The companies in category "C", considered as having a degree of solvency inappropriate 

situation indicator may be due to:  

- high total debt;  

- low level of equity. 

Total debt levels can be caused both by firm-specific trade credits trading, leases, bank loans and 

the associated loans. Indicator to improve the situation: adjust incoming and outgoing freight, 

calling the alternative financing lease made for longer periods, giving up lending sources short-

term investments, exclusive use of company resources, recording the associated debt is the most 

often a "tactic" of members who want to withdraw money from the company for alternative uses. 

 

3. Conclusions 

And relying on the information presented in Annex 1 on solvency supported by donors ranges, 

we can say that the situation presented all companies in all categories have a very good solvency. 

This is mainly due to ignorance and bad debts recoverable stocks that are not treated as such by 

society. Theoretically, any stock that exceeds the average capitalization of stocks should be 

treated as "stock recoverable" and sold subpreţ, variation is not part of the practice of Romanian 

companies. 

Also, the indicator is high and that Romanian companies tend to accumulate assets as part of 

"certain assets" of the company (this may take including service vehicles and other productive 

assets), leading to a high of total assets. Firms with less than 100% solvency are considered 

insolvent, and major risk for both investors and financiers. 
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Table 2: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
         Source: 

Own Calculus 

 

Sectors High Solvency Good Solvency Solvency acceptable Low solvency Insolvency 

Trade S>=120% 120%>S>=110% 110%>S>=105% 105%>S>=100% S<100% 

Chemical S>=150% 150%>S>=120% 120%>S>=110% 110%>S>=100% S<100% 

Mining and quarrying S>=150% 150%>S>=120% 120%>S>=110% 110%>S>=100% S<100% 

Computing equipment industry, 

Electrical 
S>=130% 130%>S>=120% 120%>S>=110% 110%>S>=100% S<100% 

Transport industry S>=130% 130%>S>=120% 120%>S>=110% 110%>S>=100% S<100% 

Textile and leather S>=140% 140%>S>=120% 120%>S>=110% 110%>S>=100% S<100% 

Agriculture  S>=115% 115%>S>=110% 110%>S>=105% 105%>S>=100% S<100% 

Construction and other branches S>=130% 130%>S>=120% 120%>S>=110% 110%>S>=100% S<100% 

Metallurgy S>=130% 130%>S>=120% 120%>S>=110% 110%>S>=100% S<100% 

Wood industry S>=130% 130%>S>=120% 120%>S>=110% 110%>S>=100% S<100% 

Leasing  S>=125% 125%>S>=115% 115%>S>=105% 105%>S>=100% S<100% 


