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Abstract: The production sector from Romania had to face a huge number of 
challenges from 1990 to 2017. Most of these challenges were witnessed by the 
previously owned state companies which had to reform in order to survive. This 
process was a very long and difficult one, since most of the previously state-owned 
companies had difficulties in adapting to the private environment. Thus, the number 
of these companies which are still active on the Romanian Stock Exchange and 
which constitute interest for the private investors was reduced significantly. Under 
these circumstances the goal of the current paper was to analyze the financial health 
of 10 most significant production companies registered on the Bucharest Stock 
Exchange (BVB) especially when considering the evolution of their liquidity and 
solvency indicators. The study considered for analysis the financial data presented 
in their balance sheets and profit and loss accounts which were reported on the 
Bucharest Stock Exchange website: www.bvb.ro or published in their annual reports. 
The study concentrated on a set of six liquidity and solvency indicators considered 
most representatives by both the investors, banks and the business environment. 
The notions of liquidity and solvency are two of the most important issues in financial 
analysis at the level of the companies both from theoretical and practical point of 
views. Both referring to the financial health of the companies these indicators have 
some considerable differences in calculation and interpretation, but are considered 
equally important. In order to have a healthy company the financial manager should 
make proper decisions to obtain, at least, satisfactory results on both set of indicators 
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1. Introduction 
 
Solvency and liquidity at the level of companies were some of the first financial 
indicators to be researched and later implemented by the financial professionals. 
Kajananthan and Velnampy (2014) mentioned the research of Horrigan (1965) which 
claimed that the first solvency and liquidity indicators were calculated in the 19th 
century and that the development of financial ratio is a “unique product of the 
evolution of accounting procedures and practices”. 
These indicators are considered to be some of the most important indicators which 
can be used to analyse the financial health of the company. Berk&De Marzo (2014) 
urged the importance of these indicators for both creditors and owners of companies. 
They considered that healthy companies should possess adequate liquidity and also 
be solvent. In their representative book Brealey et all (2013) are mentioning that 
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solvency is the main indicator for long term financial health of a company and it 
shows how the company can fulfil its long-term financial commitments. 
Similar approaches were mentioned by other authors such as: Fenyves et all (2018), 
Karanovic and Karanovic (2016), Rozsa (2014) or Droj (2015). According to the 
definition published in www.investopedia.com a company can be considered solvent 
if it “owns more than it owes” and accomplishes two requirements: has a positive net 
worth and has a good financial management of the debt load (Stancu, 2006 and 
Droj, 2012). 
Brealey et all, (2017), Stancu (2006), Droj (2012) and Pierre (2004) previously 
identified several indicators which can be used with excellent results in analysis of 
the solvency and liquidity rates. In the next chapter we will identify and define the 
main indicators which will be proposed for the case study. 

 
2. Construction of the case study – identification of indicators 

 
The first proposed solvency indicator is actually the Solvency Rate (RSv) which was 
already used to test the solvency for companies located in the Romania-Hungary 
cross-border area. This indicator it’s showing the extent to which the value of total 
debts are covered by the value of total assets, and reflects the security enjoyed by 
creditors, as well as the creditworthiness of the company(Droj, 2012). 
 

Rsv= 100x
Totaldebts

assetsTotal   (1) 

 
Other indicator used in the same study by Droj (2012) is the global financial 
autonomy rate (RAFG) – which shows how much of the company’s assets are 
financed from their own resources. This indicator it is showing the weight of the 
shared capital in total financing sources. 
 

100x
sliabilitieTotal

Equity
RAFG    (2) 

 
The third indicator used in this paper is the interest coverage ratio which was 
proposed on www.investopedia.com. A rising debt-to-equity ratio implies higher 
interest expenses, and beyond a certain point it may affect a company’s credit rating, 
making it more expensive to raise more debt (Investopedia, 2018). 
 

Interest coverage ratio = 
expenseInterest 

EBIT)(or  income Operating
  (3) 

 
As mentioned on the web site this ratio measures the company’s ability to cover the 
interest expense on its debt based on its EBIT. While solvency is a long term 
indicator, liquidity is indicating the short term financial health of the company. Based 
on the earlier study we used the General liquidity rate and the cash Ratio. 
 

)( sLiabilitieCurrentdebtstermShort

assetsCurrent
RL    (4) 
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Immediate liquidity rate also known as the cash ration (RLI) reflects the capacity 
of the company to pay current debts only based on its current cash and bank 
accounts. The value of this rate provides little relevant information because of the 
unpredictability of its cash flow management; usually additional information is 
needed regarding its activity (Ross et. all, 2013).  

 

)( sLiabilitieCurrentdebtstermShort

Cash
RLR     (5) 

 
3. Case study - Financial analysis of the solvency and liquidity of the 
Romanian production companies between 2014-2017 

 
In order to realize the case study and to test the efficiency of the proposed indicators 
we selected 10 key production companies from BVB stock exchange and we 
collected their financial information for a period of four years: 2014-2017.  
The companies are: OMV Petrom SA, Nuclearelectrica SA, Romgaz SA, Electrica 
SA, Transgaz SA, IAR SA, Rompetrol SA, Aerostar SA and Artego SA. These 
companies are considered highly representative for their field of activity and most of 
them have a contribution in Bucharest Stock Exchange Index.  
The first analysed company is SNGN Romgaz a natural gas producer and operator 
and the results at the level of this company have been outstanding with increasing 
values over the entire analysed period.  

 
Table 1. Solvency and Liquidity test for SNGN Romgaz SA 

 
Source: Calculation of the author based on the data from www.bvb.ro 
 
The second case study subject is the largest company which is registered at BVB: 
OMV Petrom which registered mixed results: from losses in 2015 to record profit in 
2017. The liquidity and solvency indicators improved significantly in this period 
showing a strengthening financial health.  
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Table 2. Solvency and Liquidity test for OMV Petrom SA 

 
Source: Calculation of the author based on data collected from www.bvb.ro  
 
The next two companies which were subjected to test over their liquidity and 
solvency, are the two electrical power producers: Nuclearelectrica SA and Electrica 
SA. For both companies the years 2014 and 2017 were the best years in this 
analysis, showing weaker liquidity and solvency results in the years 2015 and 2016. 
Their results are similar and this is caused probably by the fact that they operate in 
the same economic environment.  

 
Table 3. Solvency and Liquidity test for Nuclearelectrica SA and Electrica SA 

 
Source: Calculation of the author based on data collected from www.bvb.ro  

 
Another company which operates in the energy field is the owner of the Romanian 
gas distribution system: Transgaz SA which achieved amazingly steady and healthy 
liquidity and solvency results.  
The aircraft production companies IAR SA and Aerostar SA were analysed in 
parallel, but surprisingly the results were not similar. In which concerns IAR SA the 
Brasov based company improved significantly all its liquidity and return ratios but 
underperformed in the solvency analysis. On the other hand Aerostar SA seems 
healthy on medium and long term but with warning signals in the short term since 
the short term liquidity rates show clear degradation.  
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Table 4. Solvency and Liquidity test for Transgaz SA 

 
Source: Calculation of the author based on data collected from www.bvb.ro 

 
Table 5. Solvency and Liquidity test for IAR SA and AEROSTAR SA 

 
Source: Calculation of the author based on data collected from www.bvb.ro 

 
Parallel analysis have been realised for two production giants: Teraplast SA and 
ARTEGO SA. They do not operate in the same field of activity and they do not cover 
the same market but both companies witnessed a moderate improvement of the 
indicators in the analysed period with up and downs from one year to another.  

 
Table 6. Solvency and Liquidity test for Teraplast SA and ARTEGO SA 

 
Source: Calculation of the author based on data collected from www.bvb.ro 

 
The last company which was analysed is a petroleum production giant: Rompetrol 
SA. Their results were influenced by the fact that between 2015-2016 they registered 
net losses, similar to the other petroleum giant: OMV Petrom SA. An interesting 
element to be note dis the drastically erodation of the cash ratio which decreased 
from 0,73 to a disturbing 0,34.  
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Table 7. Solvency and Liquidity test for Rompetrol SA 

 
Source: Calculation of the author based on data collected from www.bvb.ro 

 
4. Conclusions 

 
After analysing the results of the study separately we decided to create an aggregate 
set of indicators combining the results at the level of all these companies. The 
aggregated results table shows a healthy Romanian production sector, especially 
when comparing solvency and liquidity indicators. Also shows that the negative 
return results of the year 2015 for the main petroleum companies influenced directly 
the results for the entire sector. The tendency in the sector is to have a slight increase 
of return indicators versus a slight decrease at the level of liquidity and solvency 
indicators.  

 
Table 8. Aggregate Indicators for the most representative production companies 
registered at BVB 

 
Source: Calculation of the author based on data collected from www.bvb.ro 

 
On the other hand when projecting the graphic evolution at the level of the indicators 
other facts are highlighted:” 

- Direct relation between the evolution of ROE and RAFG which seem to be 
constant even if they are situated in the opposite sections of the graphic 

- Strong correlation between ROA, solvency and the liquidity rates which have 
the similar evolution over the four years’ 
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Table 9. Aggregate Indicators for the most representative production companies 
registered at BSE 

 
Source: Calculation of the author based on data collected from www.bvb.ro 

 
An explanation for these results is that the Romanian main production companies 
are strongly inter-related to each other and are influenced directly by the internal and 
external economic environment. On the other hand, the similarities of results 
between these companies show that this study is representative for all big public or 
privately-owned production companies located in Romania and can be extended to 
other fields as well. An interesting study can be realized for comparing the results for 
the production companies with companies from different fields of activities or with a 
study realized on smaller and medium companies.  
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