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Abstract: This study aims to elucidate and to exemplify an important technique for 
assessing the economic entities, namely the fundamental analysis of the balance 
sheet, in several significant aspects. The analysis of financial data reported in the 
balance sheet are, for an economic entity, the basis of a principle diagnosis by 
determining specific indicators of economic and financial analysis. This analysis 
aims to provide an insight into the company’s financial position. The stated aim of 
this study is to highlight the usefulness and necessity of the Balance sheet analysis 
as the first step for the good financial management of an enterprise. The analysis in 
this paper is based on an updated and specific bibliography of economic and 
financial analysis, which, by using real data, interprets computed indicators on the 
main balance sheet items. Thorough analysis is then followed by financial stability 
assessment expressed by calculating and interpreting the Working Capital and 
finally by studying the rates of financial profitability (ERR, return on equity and return 
on assets). The case study research is dynamically conducted over a period of four 
years and it substantiates a diagnosis on the company’s financial condition 
background and thus, we conclude that our analysis may reveal a true picture of the 
financial position and stability of an economic entity, resulting the importance and 
usefulness of studying the balance sheet. 
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1. Introduction 
Fundamental analysis of Balance by specific techniques, by calculating and 
interpreting the financial and economic indicators, can economically underline a 
diagnose background of the financial position, identifying difficulties faced by an 
economic entity. Financial diagnosing an entity involves more key elements. Thus, 
at least two aspects can be taken into account, namely the analysis of financial 
position through Balance sheet analysis and the analysis of financial activity through 
Profit and Loss Account analysis. 
Basic terms and techniques of analyzing the balance sheet are detailed in the pages 
of this study in a comprehensive manner, through a theoretical and practical 
approach by pointing to many existing trends in specialized literature, according to 
the existing trends in economic and financial analysis. Between the study of financial 
position and the financial diagnosis there certainly is a relationship, we would say 
from the part to the whole, meaning that the study of financial position is part of 
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developing a financial diagnosis. Thus, our research is part of a complex analytical 
and much broader process of the company’s global diagnostics. 
Although the techniques and practices presented in our analysis in this paper cannot 
be exhaustive, in financial diagnosis, in specialty practice, dynamic analysis of main 
balance sheet items, working capital analysis and financial rates of return analysis 
can provide a fair picture of an economic society’s financial position. 

 
2. Research Methodology 
In achieving this paper, we used the comparison method for a descriptive analysis 
based on instruments specific to the economic and financial analysis technique. The 
analysis was based on actual financial data of a Romanian trade company. In the 
case study, financial data were organized in tables. In addition, various indicators 
specific to the technique were calculated, and figures were drawn for graphically 
expressing the evolution of the main indicators analyzed, in order to facilitate 
understanding the economic phenomena produced. Since the analysis theoretically 
and practically approaches the analysis of several indicators proper to the balance 
sheet analysis on real financial data, processed for a period of four years, we 
consider the research method chosen for this paper is useful and initial. The 
bibliography used is of specialized economic and financial literature, updated and 
positioned as economic discipline within the financial analysis. 
 
3. Literature review 
Financial position and balance sheet analysis, in the special literature, have several 
meanings and interpretations, depending on the vision of each author or common 
approaches, specific to economic and financial literature. The analysis of financial 
position carries many definitions and assessments, but it is under the sphere of 
economic and financial analysis, and we believe that it precedes the performance 
analysis of a global company’s possible diagnosis. 
According to Prof. Camelia Burja (2009, page 12), economic and financial analysis 
“is a scientific discipline whose object of study is the methodology of knowledge of 
economic and financial results, the factors and causes that determined them, and 
the pathways of continuous increase of the activity’s economic efficiency, consistent 
with the requirements of objective laws”. It follows thus the scientific role of decisions 
substantiation in the field of management based on the indicators offered by the 
economic and financial analysis techniques. 
According to IAS 1 “Presentation of financial statements”, law updated in 2012 by 
the EU Regulation no. 475/05.05.2012, “the purpose of general financial statements 
is to provide information about an enterprise’s financial position, performance and 
cash flows, useful to a wide range of users in making economic decisions” (IAS 1, 
paragraph 5) . 
Prof. Silvia Petrescu Ph. D., having made an introduction to the meaning of studying 
the balance sheet as financial analysis stage, emphasizes that the study’s main 
purpose is to “take corrective management decisions in the short, medium and long” 
(Silvia Petrescu, 2010, page 179). However, she provides a definition of the Balance 
sheet’s importance as “the main situation of financial reporting, which is the 
accounting summary document by which the entity’s assets and liabilities are shown 
(tools and resources) at the end of the financial year as well as in other situations 
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provided by law, grouped by nature, destination and liquidity, namely by nature, 
origin and chargeability” (Ibid). 
Romanian accounting regulations in at that time, the Order no. 3055/2009 of the 
Minister of Finance, in accordance with International Financial Reporting Standards 
(IFRS), generally recognize the list-type balance sheet presentation, but in financial 
practice, other types of balance sheet presentation are accepted too. Several 
authors point to the existence, in the actual Romanian bookkeeping, of several types 
of balance sheets organized by various criteria. Among these, the most important 
are: Legal patrimonial balance sheet, financial (patrimonial) balance sheet, 
functional (economic) balance sheet, “pool of funds” balance sheet (all resources), 
etc. (Silvia Petrescu, 2010, page 180; Nicoleta Bărbuţă-Mişu, 2009, pages 76-94, 
Petre Brezeanu, 2010, pages 135-151; Hada Teodor, 2013, page 47). 
According to A. Popa (2011, page 36), the financial position “represents the financial 
situation of an entity at a time, represented by assets, liabilities and equity. It shows 
the company’s ability to adapt to the business environment changes. Information on 
the company’s financial position is given first by the balance sheet”. The same author 
presents the fundamental equation of financial position: 

ASSETS - LIABILITIES = EQUITY 
Professor Ristea M. (2002, pages 14-15), debating on the  balance’s basic equation, 
captures a company's financial position as being positive when capital is higher or 
at least equal to liabilities, so that the company can meet its obligations in relation to 
third parties. C. Mereuţă calls financial diagnosis as “a measurement standard of 
business plan quality, underpinning the decision of acceptance or rejection of such 
business” (C. Mereuţă, 1994, page 102). This view expresses the importance of 
understanding financial diagnosis in terms of business language, as a good financial 
diagnosis provides the decision for acceptance or rejection of an investment. The 
close and inherent relationship between business environment and financial-
accountant language can be found by defining classical economic terms in various 
interdisciplinary approaches. 
An important element in thorough study of balance sheet is the analysis of the 
Working Capital. It is treated in most of the financial and economic analysis works 
and it is the basis of a financial position diagnosis. Theoretically, the value of the 
working capital must have a positive value, which means it is a safety element for 
the company, and a negative value, which indicates a major alarm signal (Silvia 
Petrescu, 2010, 197; Nicoleta Bărbuţă-Mişu, 2009, page 78; Camelia Burja, 2009, 
page 239). In fact, there are three calculation formulas for determining the working 
capital (ibid.): 

 (1) NWC  = Permanent Capital – Net Fixed Assets; 
(2) NWC  = (Current Assets + Expenditure in advance) – (Short-term Debts 
+ Revenue in Advance) 
(3) NWC  = Net Current Assets / Current Net Debts 

Another approach for assessing the financial position based on the balance sheet is 
the financial profitability analysis which is also based on the balance sheet, by the 
formulas presented in our case study, section 4.3 (Silvia Petrescu, 2010, page 241). 
The dynamic analysis of Net Financial Return (ERR - Return on Equity), of Own 
financial return (Fr) and of Total Assets Financial Return provides a detailed picture 
of the company’s financial position, determined on the basis of the balance sheet 
items given. 
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4. Results and discussions - Case Study 
 
Following, is the analysis of information from the simplified financial balance for the 
trade company X. Note that the company is divided into year N-2 in two companies 
with the same business object, for which, this division can be seen in the balance 
sheet by several aspects, among which are the halved equity and the fixed asset 
growth. 
 
Table 1. The simplified financial balance sheet                        -
lei- 

INDICATORS N-3 N-2 N-1 N 

TOTAL ASSETS (TA) 177531 189617 104161 114405 

FIXED ASSETS (TOTAL), 
OF WHICH: 

129559 153539 64.428 89.970 

Intangible Assets 1683 1367 805 - 

Tangible Assets 127876 152172 63623 86970 

Financial Assets 0 0 0 0 

CURRENT ASSETS (TOTAL), 
OF WHICH: 

47972 36078 39733 27435 

Stocks 26625 9729 28297 22976 

Claims 3977 5997 4820 2250 

Cash and bank accounts 17370 20352 6616 2209 

ACCOUNTING NET ASSET (Ac.NA) 
Total Asset- Total Debts 

77250 80240 33770 41615 

Coefficient of accounting net asset 
CNA= Ac.NA/Total Asset * 100 

43,51% 42,31% 32,42% 35,44% 

EQUITY (TOTAL), OF WHICH: 77250 80240 33770 38615 

Social capital 300 300 300 300 

Reserves 51998 51998 4710 4710 

Profit or loss brought forward (sold C.) 24952 24952 27942 28760 

Profit or loss of the financial year (sold 
C.) 

11300 2990 818 4845 

Permanent capital 
Equity + Long-term Debts 

77250 132687 48770 95502 

LIABILITIES (TOTAL), OF WHICH: 100281 109377 70391 75790 

Short-term Debts 100281 52447 55391 18903 

Long-term Debts 0 56930 15000 56887 

TOTAL LIABILITIES 177531 189617 104161 114405 

Source: Personal projection based on the trade company’s actual financial data.  
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Table 2. Annual patrimonial dynamics highlighted by the simplified balance sheet 

Source: Authors’ projection. 
 

INDICATORS 
N-2 

Dif. 
% 

N-1 
Dif. 
% 

N 
Dif. 
% 

Begin. End Begin. End Begin. End 

TOTAL ASSETS 
(TA) 

177531 189617 + 6,8 189617 104161 
-

45,06 
104161 117405 

+ 
12,71 

Fixed 
Assets 

129559 
72,97%  
of TA 

153539 
80,97%  
of TA 

+ 
18,5 

153539 
80,97%   
of TA 

64428 
61,85%   
of TA 

-
58,03 

64.428 
61,85%   
of TA 

89.970 
76,63%   
of TA 

+ 
39,64 

intangible: 
1683 

0,94%   
of TA 

1367 
0,72%   
of TA 

- 
18,77 

1367 
0,72%   
of TA 

805 
0,77%  
din TA 

-
41,11 

805 
0,77%   
of TA 

/ / 

tangible: 
127876 
72,03%   
of TA 

152172 
99,27%   
of TA 

+ 
18,99 

152172 
99,27%   
of TA 

63623 
99,22%  
of TA 

-
58,19 

63623 
99,22%  
of TA 

86970 
100%  
of TA 

 

+ 
36,69 

financial: 0 0 / 0 0 / 0 0 / 

Current 
Assets 

47972 
27,02%   
of TA 

36078 
19,02%   
of TA 

- 
24,79 

36078 
19,02%   
of TA 

39733 
38,14%   
of TA 

+ 
10,13 

39733 
38,14%   
of TA 

27435 
23,36%   
of TA 

-
30,95 

Stocks 26625 9729 
- 

64,45 
9729 28297 

+ 
190,8 

28297 22976 
-

18,80 

Claims 3977 5997 
+ 

50,79 
5997 4820 

- 
19,62 

4820 2250 
-

53,31 

Cash and bank 
accounts 

17370 20352 
+17,1

6 
20352 6616 

-
67,49 

6616 2209 
-

66,61 

TOTAL 
LIABILITIES (TP) 

177531 189617 +6,8 189617 104161 
-

45,06 
104161 117405 

+ 
12,71 

Equity 77250 80240 +3,87 80240 33770 
-

57,91 
33770 38615 

+ 
14,34 

Social  Capital 300 300 0 300 300 0 300 300 - 

Reserves 
51998 

29,28%  
of TP 

51998 
27,42%  
of TP 

0 
51998 

27,42%  
of TP 

4710 
4,52%  
of TP 

-
90,94 

4710 
4,52%  
of TP 

4710 
4,01%  
of TP 

0 

Profit or loss of 
the financial year 

(sold C.) 

11300 
6,36%  
of TP 

2990 
1,57  of 

TP 
-75,5 

2990 
1,57  of 

TP 

818 
0,78%  
of TP 

-
72,64 

818 
0,78%  
of TP 

4845 
4,12%  
of TP 

+ 
492,2 

Permanent  
capital: 

 
77250 132687 +71,3 132687 48770 -3,24 48770 95502 

+ 
95,82 

Total debts 100281 109377 
+ 

9,07 
109377 70391 

-
35,64 

70391 75790 
+ 

6,90 

Short-term debts 100281 52447 
-

47,69 
52447 55391 

+ 
5,55 

55391 18903 
-

65,23 

Long and 
medium-term 

debts 
0 56930 / 56930 15000 

-
73,65 

15000 56887 
+ 

279,2 
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4.1. Data processing on the company’s assets and liabilities  
Graphed, current assets and fixed assets had the following evolution over time. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
Figure 1. Analysis of balance sheet assets 
Source: Authors’ projection. 
 
Figure 1 shows that, over time, the company’s assets development was oscillatory. 
In subcategories, we can see that at the end of year N, the patrimonial items value 
increased by 12.71%, while the three groups of assets faced various changes. 
Fixed assets increased by 36.94% from the beginning of year N. This means that in 
year N, the company has made significant investments in properties, which attracts 
a renewal of fixed assets and a decrease in liquidity. Therefore, there is no 
phenomenon of “aging’ of fixed assets, as in our case, fixed assets consist of tangible 
assets. 
Current assets decreased by 30.95% at the end of year N compared to its beginning. 
In subcategories, we can see that stocks fell by 18.8% compared to N-1.  
Due to turnover decrease by 34.49%, claims decreased drastically - 53.31% - and 
the cash and bank accounts -66.61% - from the beginning of the year. Another 
reason for current assets decrease may be due to investments in fixed assets. 
Decreased liquidity does not necessarily denote a bad thing, but in terms of future 
hypothetical large debts to suppliers, liquidity risk is significant. In these undesirable 
conditions, “financially, the company will be forced to pay the debts and accumulated 
consumption through investment, and there is the possibility of being forced to enter 
into long-terms loans” (T. Hada, Mărginean R., 2012, page 351). 
According to Table 1, the company’s financial data indicate a decrease of the 
accounting net assets. Year N-1 showed the lowest value, although it increased in 
year N and its value is much below the one recorded in the year N-3. 
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Regarding liabilities, dynamic evolution is represented in Figure 2.  
    

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2. Analysis of balance sheet liabilities 
Source: Authors’ projection. 
 
Total liabilities, just like total assets had an oscillatory evolution during the four years 
studied. From Table 2, which shows the heritage dynamics, one may notice an 
increased equity in N-2 by 3.87%, but an increase by 71.6% of permanent capital, 
under the influence of medium and long-term debts. 
In N-1, the first year after the company’s division, there is a significant decrease in 
equity, by 57.91%. From our observations, the company this year is facing serious 
problems due to its restructuring. 
The evolution of structural indices of assets and liabilities during the period studied 
shows a time of confusion for the company. If during the first year, short-term debts 
represented 56.48% of total liabilities, in year N, they were only 16.10% of total 
liabilities. We can thus consider this one of the company’s biggest issues, which is 
revised only in the last year studied. 
The last year under review is a year of recovery, a year of increasing equity by 
14.34% and permanent capital by 95.82%. There exists an important sign of growth, 
even if investments continued this year. We note also that the company contracts in 
the last 2 years long-term and not short-term loans for financing as in the first two 
years.  
This provides an additional element of stability. Credits chargeability is more flexible 
for the company, so there is a stronger background financial structure. However, 
permanent capital growth based on long-term debts is certainly a sustainable growth 
for the company, while it has goodwill for a prosperous business.  

N-3 N-2 N-1 N

Short-term   debts

Long-term    debts

Equity

Permanent capital 



537 

 
4.2. Analysis of working capital 

 
Using the financial data presented in Table 1, we calculate the Working capital by 
the three formulas in Table 3. 
 
Table 3. Analysis of working capital 

Working capital calculation N-3 N-2 N-1 N 

1 Equity  77250 80240 33770 38615 

2 Long-term debts (Ltd) 0 56930 15000 56887 

3 Short-term debts (Std) 100281 52447 55391 18903 

4 Capital permanent 77250 
13717

0 
48770 95502 

5 Net fixed assets (Nfa) 129559 
15353

9 
64.428 86.970 

6 Current Assets 47972 36078 39733 27435 

7 Cash and bank accounts 17370 20352 6616 2209 

8 
NWC= Permanent cap. (4) – Nfa 

(5) 
 

-52309 -16369 
-

15.658 
8.532 

9 NWC = Current Assets (6)-Std (3) -52309 -16369 
-

15.658 
8.532 

1
0 

NWC = Net Current Assets 
/ Net Current Debts 

-52309 -16369 
-

15.658 
8.532 

1
1 

Own working capital 
Equity (1)- Nfa (5) 

-52909 -73299 -30658 
-

51355 

1
2 

Foreign working capital 
Long-term debts (2) – Nfa (5) 

-
129559 

-96609 -49428 
-

33083 

Source: Authors’ projection. 
 
According to data processed in Table 3, the working capital highlights a problem of 
particular importance to the entity. Working capital, during the entire period under 
review, recorded values that indicate the existence of significant imbalances for the 
analyzed company. 
Thus, in the first year studied, imbalance is major, the deficit in working capital 
representing about one third of total liabilities. This imbalance has multiple 
implications, as temporary resources cannot finance temporary needs, current 
assets being more than twice lower than short-term debts. In addition, another 
negative indicator is the ratio of own and foreign working capital, the latter being over 
two times higher than own working capital. 
In N-2, the second year studied, the situation is improving, but the first year’s 
imbalance still exists. Thus, working capital improves by 68.70%, recording another 
negative value. This improvement is due to improving the company’s financial 
management that intends to finance permanent needs with permanent resources. 
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This is done by increasing permanent capital by 177% through contracting medium 
and long-term loans. The ratio of own and foreign working capital balances is 
significantly improving, but the situation is still poor. In N-1, working capital slightly 
improves over the previous year, but the situation is improving under division. 
In the last year, net working capital shows a positive value, showing thus normality 
in the company’s financial policy. The upward trend is confirmed by the financing 
surplus of permanent resources for the company’s urgent needs materialized in 
temporary needs. However, the situation is still delicate because the own and foreign 
working capital register negative values.  
 
4.3. The study of rates of financial return 
 
Based on Table 1, we shall calculate the indicators of financial return, presented in 
Table 4. 
 Table 4. The study of financial return 

Rates of financial return N-3  N-2 N-1 N 

Permanent Cap. Return (PCR): 

capitalPermanent

eGrossIncom
PCR

_

100*
=  13,44 3,25 1,42 9,61 

Return on equity(ROE):  

  
Equity

profitNet
Fr

100*_
=  14,62 3,72 2,42 12,55 

Return on total assets 

sTotalAsset

profitNet
RTa

100*_
=  6,36 1,57 0,78 4,23 

 Source: Authors’ projection based on the company's balance sheet. 
 

 

 
Figure 3. Representation of rates of financial return  
Source: Authors’ projection. 
 

N-3 N-2 N-1 N
Perm. Cap. return Return on T.A. Return on Equity



539 

The study of rates of financial return confirms the information presented so far. Thus, 
due to poor financial management for the company, after a first year with good 
values, the company recorded major declines in the second and third year of 
analysis, with an increase in rates in the last year. The imbalances surprised in the 
working capital analysis can be continued here for explaining the above situation. 
However, if it the indicators value is maintained in growth, the company will record 
progress. 

 
5. Conclusions 
Following the analysis of our case study, we can say that a company’s financial 
position can be extensively measured based on the data provided by the balance 
sheet. 
In our case study, analyzing the company’s balance sheet information for a period 
of four years, major imbalances have been noticed in the balance sheet, as well as 
a precarious financial balance expressed by the value of working capital, and 
ultimately the value of the indicators of rates of financial return. Together, the three 
analysis techniques allow an overall assessment of the financial position based on 
the balance sheet data, through the comparison method used in financial analysis of 
the above dynamic’s indicators. 
Given the conclusion expressed, based on the outcome of the case study analysis 
regarding the financial position, without claiming completeness, we believe we 
achieved the research objectives proposed for this paper. 
   
References 
Bărbuţă-Mişu, Nicoleta Ph. D. (2009), Finanţele întreprinderii, Didactic and 
pedagogical Publishing House, Bucharest; 
Brezeanu, Petre Ph. D. (2009), Fiscalitate- concepte, teorii, politici şi abordări 
practice, Bucharest, Wolters Kluwer Publishing House; 
Burja, Assoc. Professor Camelia Ph. D. (2009), Analiză Economico-Financiară, 
Casa cărţii de ştiinţă Publishing House, Cluj-Napoca; 
EU Regulation no. 475/05.05.2012, on IAS 1- Prezentarea situaţiilor financiare, 
[online] www.iasplus.com/en/standards/standard5, 20.03.2013; 
Hada, Ph.D. Teodor, Ec. Mărginean Radu Ph. D. Student (2012), Profitability and 
investment risk in beverages retail, in “Risk in the Contemporary Economy-
Proceedings Conference”, Galaţi, pages 347-356; 
Hada, Teodor Ph.D. (2013), Financial administration of the enterprise, Lambert 
Academic Publishing House, Germany; 
Mereuţă, C. et al (1994), Analiza diagnostic a societăţilor comerciale în economia de 
tranziţie, Technical Publishing House, Bucharest; 
Petrescu, Prof. Univ. Dr. Silvia(2010), Analiză şi diagnostic financiar-contabil, 
Bucharest, CECCAR Publishing House; 
Popa, Adriana Floriana (2011), Contabilitatea şi fiscalitatea rezultatului întreprinderii, 
Bucharest, CECCAR Publishing House; 
 
 
  


