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Accounting information plays a key role in the foundation process of public sector decisions. 

Financing budget deficits, treasury risk identification (availability risk), formation of tax claims, 

foundation of financial sustainability for public investment projects are just some examples of 

using accounting information in decision-making process of credit accountant. 

How can we use and process accounting information in the foundation of public investment 

projects? We will try to answer this question in the content of this paper. The revenues and 

expenses, as accounting information, are necessary for determining the actual financial net value 

and/or the actual economic net value. These indicators have decisive information power in 

accepting and / or rejecting public investment projects. In the current economic context, the 

importance of investments is major for at least three reasons: the first one is a highly circulated 

reason in the last 20 years: the increase of  technology, the alignment of  the technology used in 

the alignment of competitors from the European market and even worldwide; the second reason 

is linked to the support of economic growth in crisis conditions through a policy of major 

investments especially in the infrastructure sector; the third reason, which derives from the 

second one, is that of post-accession grant funds available for investment both in private and 

public sectors. The importance given to public investments is also revealed by the authorities' 

approach to establishing key areas of interventions under grant programs (with programs 

designed to both public and private environment) designed exclusively to carry out public 

investment programs (for example the POS Transport). 

In this context, the present research is intended to be a documentary of the role that accounting 

information plays in decision-making process that precedes the development of an investment, 

especially as most major investments are made in the public domain. 
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Accounting can be viewed as a source of information for different users. Specialty literature 

identifies and groups these "consumers" of accounting information in two major categories: the 

internal users and the external users. In the internal users category, most authors include, together 

with managers and decision-maker managers, the employees. This category uses both 

information from the current financial accounting, from financial statements and also from the 

management accounting (internal management), the latter providing information exclusively for 

internal users. The external users category is larger: it includes investors, financiers, creditors, 

commercial partners (suppliers and customers), social partners (the unions), the public power and 

the financial analysts, the judiciary system and also the public. 

Regarding the accounting information users involved in the decision-making process 

regardingthe realization of an investment, they can be found both in the category of internal users 

( namely managers, board members) and external users, on positions such as investors, donors 

and creditors.  

In order to be used by these categories of users, accounting information must be understandable, 

relevant, reliable, comparable, consistent and objective, forming the internal sources of 

information. These are:  
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-Financial accounting planning documents (budgets);  

-Financial accounting tracking documents (stock records, reports);  

-Financial accounting reporting documents (the balance sheet and its annexes, activity 

reports, evaluation reports);  

Based on the information gathered from the sources above it can be drawn a series of financial 

indicators. These, from their type of expression, can be natural indicators, conventional natural 

indicators, indicators of value, labor indicators, or, seen in terms of their economic content, they 

can be structure indicators or efficiency indicators. Whatever indicator system used in the 

decision-making process should have the following quality attributes: 

-coverage (it sufficiently covers the program in it’s main, general and specific aspects); 

-balance (includes indicators from each area of interest);  

-simplicity (lesson criteria take into account the capacity of responsibility, understanding 

and accumulation of information by the users);  

-relevance (the indicator system develops in all directions of action);  

Focusing particularly on public investments, it is not without importance to mention the reform 

process that public accounting undergone in the last decade. Today, public accounting is a 

commitment one, defined by IPSAS as being the method in which transactions and other events 

are recognized when they occur and not when cash or its equivalent is received or paid (as the 

case of flow accounting) and events are recorded in accounting records and recognized in the 

financial statements of the periods to which they relate. The elements recognized under accrual 

accounting are the assets, liabilities, equity, revenues and expenses.  

Accounting Law no. 81/1991, Article 2, paragraph 2 names public accounting components as 

follows:  

-accounting of revenues and expenditures, reflecting the collection of revenue and the payment 

expenditure related to budget; 

-Treasury accounts;  

-General ledger based on the principle of finding the rights and obligations, reflecting the 

financial and economic development, and the surplus or deficit heritage;  

Public institutions accounting provides for information to credit accountants regarding budgets of 

income and expenses, the assets under management and for the preparing of annual general 

account of state budget implementation, the annual execution account of the social security 

budget, the special funds and the annual accounts of implementation of local budgets. 

Even if the first component of public accounting refers to evidence of revenue flows and 

payments, interpreted by some authors as being a return flow accounting, it is complemented by 

the general accounting component, which is based on accrual accounting. 

Accrual accounting presents several advantages, allowing users to assess responsibility for all the 

resources controlled and used by the entity, to evaluate performance, financial position and cash 

flows of the entity and making decisions about providing resources or starting a business that the 

entity may have. 

Substantiate a decision on setting up a project investment is based on extensive and thorough 

analysis of profitability and financial sustainability of that investment. Through this analysis – the 

cost-benefit analysis - is aimed to answer the following questions:  

Is that projectworth to be financed through investments?  

Under what circumstances is that projectworth to be financed?  

If, in the private sector, the problem of running an investment is not always put in such an 

analytical manner, in the public investments sector, or in a sector involving public funds, no 

investment can start without having as basics the cost-benefit analysis showing that the net 

benefits of the project for the society are positive and the project benefits exceed its costs, 

resulting in an advantage for the society, such as encouraging economic growth, boost 

employment, improving environmental conditions and so on. 
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The opportunity of making an investment is, therefore, analyzed in socio-economic terms through 

the Economic Analysis of the Cost - Benefit Analysis that is a positive value of the actual net 

economic value of the investment.  

According to the National Guideline for the Cost - Benefit Analysis of projects financed from 

structural funds, the stages for the realization of the Cost – Benefit Analysis are: 

-Investment identification and  defining objectives;  

-Analysis of options;  

-Financial analysis;  

-Economic analysis;  

-Sensitivity analysis;  

-Risk analysis;  

-Result presentation;  

The financial analysis is used to calculate the profitability indicators using projected cash flows 

of the investment project. There are two indicators used in the financial analysis, namely: the 

Financial Present Net Value (FPNV) and the Financial Internal Rate of Return (FIRR), used at  

the level of investments costs efficiency level (VNAF/C, RIRF/C) and at the level of return on 

national capital (VNAF/K, RIRF/K). 

Financial analysis deals with the investment exclusively in terms of the economic operator that 

realizes it, aiming the verification and guarantee of cash flows generated by the project, namely 

the financial sustainability, and determining the financial return on investment with th help of the 

indicators listed above. 

The economic analysis is carried out at a different level; it assesses the impact of the project on 

the region or country’s economy. The information provided by the accounting system, 

respectively the recordings on inputs and outputs, reflects only the transaction price of certain 

goods and services, the price practiced on a certain market, and doesn’t always reflect their social 

value, social opportunity cost. Such distortions may be found on monopoly or oligopoly markets, 

may be caused by trade barriers acting on prices, markets with regulated prices. There are also 

situations where no information is available on certain categories of costs and / or benefits related 

to the project, such as effects on the environment or general health conditions that cannot be 

easily monetized, but due to their significant impact, they need to be included in the evaluation. 

In order to calculate the indicator’s value from the economic analysis (the Economic Net Present 

Value - ENPV and the Economic Internal Rate of Return - EIRR) it is necessary to transform the 

market prices (accounted) in shadow-prices, the non-tradable and monetization effects and the 

involvement of additional indirect effects, if they are significant. 

The period for which a cost – benefit analysis forecast is spanning varies from project to project, 

or better said from one investment domain to another. For example, investments aimed at areas 

such as water and environment, railways have the highest recommended timeframe for 

undergoing the Cost - Benefit analysis, a timeframe of 30 years, while investments aimed at areas 

such as energy, telecommunications, industry, have the recommended time range of25 to 10 

years. 

When the benefits of an investment project cannot be quantified in monetary units, using a non-

monetary quantification system of benefits in relation to the determined investment cost per 

product unit, it is used a different valuation technique: the Cost – Effectiveness Analysis. 

The performance indicators of an investment project that are calculated within the financial 

analysis are based on net cash flows. These should not be mistaken with cash flows from 

accounting conventions, particularly those used in financial reports of economic entities. 

The methodology used for achieving the Cost - Benefit Analysis in estimating cash flows, require 

a few assumptions, namely: 

- are taken into account only incoming and outgoing cash, the depreciation, the reserves while 

other accounting elements, which do not correspond to real flows, are ignored;  
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- the project’s cash flow statement is based on an incremental approach, respectively the 

difference between costs and benefits of the scenario with project (the alternative to do 

something) and of the scenario without project;  

- annual cash flows for all the years under review will be aggregated, making it necessary to 

adopt an appropriate financial discount rate in order to determine the present value of future cash 

flows; 

Financial analysiswill be carried out throughaseries ofinterconnected and subsequentcalculations, 

based ontotal investment costs, later estimating the operation and maintenancecostson one hand, 

and the incomefollowing the implementation ofinvestment project, on the other. Allthese 

estimateswillbe comparedwith another setofestimateswhich is based onthe assumption that 

theeconomicentity's operationswill continueunder the original conditions, withoutthe 

accomplishment of the investment. 

The guidelinefor the cost - benefit analysisof investment projects, publishedin 2008by the 

General Directorateof European Commission’s Regional Policy, showsthe categories ofinputs 

and outputsthat must bequantifiedand consideredseparately foreach categoryof indicatorswithina 

Cost–Benefit Analysis, within achart form,as follows: 

 

 
Source: Guidetocost - benefit analysisof investment projects, DGRegional Policy EC 

Note: Signs"-" and"+" indicates the nature ofcash flow. For example, national public 

contributionsaretakeninto accountasinput when theproject’s sustainability is checkedand is considered an 

outputwhen the profitabilityof national capital is estimated(K). 

 

Most of the timesan investment exceeds a financial year, so there must be made an estimation of 

the investmentcosts, more specifically of thepaymentorsettlementof the charges.Total investment 

costscanbe grouped intothree main categories, namely: 

-expenditure onfixed assets; 
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-start-up expenditure; 

-changes inworking capital; 

Most ofthepaymentsrelatedto an investmentare most oftenrepresented by cash outflowsarising 

fromthe acquisitionof fixed assets. The sourceof information regardingtheestimated valueofassets 

to be acquiredin aninvestment objectiveis represented by the feasibility study. The payments 

taken into consideredfor the acquisitionof fixed assetsare the incremental ones, establishedas the 

differencebetweenthe investment with scenario and the investment withoutscenario. This 

categoryincludesalso the residual value, which doesn’t represent a cashoutflow, buta cash inflow 

supposed tobedoneat the end of the analysis. Thisis actuallythe net present valueofassetsat the 

end oflastyear of theanalysis period. Because of the factthat these flowsdo not occurduring the 

last stage ofinvestment, they are not includedinthe discounted investment cost(DIC), but in 

theupdated netincome(UNI). Residual value canbecalculatedin threeways: 

- taking into account the residual market value of fixed assets, if sold at the end of the considered 

time horizon and with the liabilities standing net; 

 - by calculating the residual value of all assets and liabilities, based on standard formulas for 

economic depreciation of capital (other than the depreciation for determining the profit tax); 

 - by calculating the updated net value of cash flows for the remaining life of the project. 

The size ofresidual valueisinfluenced bythe timeframe setfor theprojectionsofthecost - benefit 

analysis. Timeframeshall notexceed theusefuleconomiclifeof the investment, but also it 

shallnotbe significantlyreduced compared toit. The residual valueis minimizedwhenchoosingthe 

optimalanalysishorizon. 

Start-up expenditure includeallcosts, at the level of payments, relatedto theinvestment 

objective, madeoutsidethe periodof realization of the investmentitself, and which 

cannotbeconsideredthemselves as investments.This includes the costs of variousstudies, including 

the feasibility study, costsofresearch - developmentexpenses,consulting expenses, training the 

staff that willserve theinvestment, thecost ofownsourcesoffinancing, etc.Evenif 

thebenchmarktreatmentdoesn’t always allow the capitalization of thesecosts, they should be 

takeninto account within thecost - benefit analysison the groundsthat, withoutsuchinvestment, 

these costswould not have existed. 

Changing inworkingcapitalissignificant generallyforproductiveinvestments. This changing in 

working capital isconsidered at thenet capital, determinedas the differencebetweencurrent 

assetsandcurrent liabilitiesrelativetothe investment’soperation. The size ofthis variationin 

workingcapitalisdetermined by thedemand fortrade creditfrom the customers,of the timing 

andsize of the creditprovider(short-term, suppliers ofcurrent activity)and of the correct estimation 

ofavailability needs, so that the financial sustainability of the investment projectis notjeopardized. 

Thus,inthiseconomic categoryare included thereceivables, the inventoryof each stage 

ofproduction,andcash andothershort-term liquidities. It is noted that, by its nature, working 

capitalisa fund thatshould be consideredinthecost - benefit analysisas a flowonly asitvaries 

fromone period to another. 

Operating costsincludeallcurrentpaymentsresulting from operatingthe current investment. 

Thesearestaff costs, including the related social cost,expenditures forraw materials, 

utilitiesconsumption, generalexpensesarisingineachaccountingcycle. From the category of 

accountingexpensesrecordedcurrently, the depreciation expenditures, provisioning 

expendituresand other reserves expensesare not takeninto count, precisely becausethesedo not 

involvecash flowsand becausethe potential risks totheaccounting practicerequirethe provisioning 

to be taken into accountwhen achieving the cost - benefit analysis. 

The revenues generated by the currentexploitation of the investmentaredetermined onthe basis of 

expectedpriceand quantityoftradedproduct orpossible service. Transfersandsubsidies are 

usuallynotconsideredincomesintheCost - Benefit Analysis, nor is the value added taxor 

otherindirecttaxesthat the operatorperceives from thefinal consumer, in order to 
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subsequentlypaytothe tax administration.There are, however, situations where it is 

recommendedtoconsider theflowofindirect taxesfor the financial sustainability analysisof the 

project.Regarding the consideration ofsubsidiesandtransfers as being part of the incomecategory, 

ifthesesubsidiesortransfersaredirectly linked to the exploiting activity of the investment, and they 

don’t have a sporadic nature, they should be takeninto account.These situationsare the 

mostnumerouswhenit comes topublic investments, investmentsperformed in health infrastructure, 

social infrastructure, education infrastructure and so on, precisely becausetheactivity that uses 

theinfrastructureinvolvedisfinanced precisely through thesemechanisms. 

Other specific situations related topublicinvestmentsare those wherethe ownership 

ofinfrastructureon whichinvestments are madebelongs to anotherentitythat the one who will 

operatetheinfrastructure. Such situationsare the ones related towater andsewersystems, 

centralizedheating and railway transport; in such caseswhere, the ownership of infrastructure 

belongs to the state or to the territorialadministrative units, while their exploitation iscarried out 

by different economic agents. 

Due to the fact that thecost - benefit analysisis performedfor the owner of the investment, it 

wouldbe useful toperforma strengthened cost - benefit analysisforboth sides. 

Financial sustainabilityof the investmentimplies the existence of apositive 

cumulativecashflowfor eachyear ofthe time horizon forwhichprojectionsare made. When we refer 

topublicinvestments, where,in the decision-making process, the politicalfactor is also involved, 

the financial sustainability ofan investment projectcan also besupportedbypublicfundsallocation 

policyin various formsbyoperatingactivitiesof the undergone infrastructure. 

Asa conclusionregarding the use ofaccounting informationas a basis of the decision-making 

processfor the acceptance or rejectionofpublic investment projects, we must admit that 

thedecisionfactorhas also a politicalcomponent that mayuse some legalleverage in order to 

influence the outcomeanalyzes,andthus theinvestment decision. 
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