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ABSTRACT: Standard IAS 1 Presentation of Financial Statements requires disclosure of all 
significant accounting policies used in preparing the financial statements. It also indicates the 
business continuity assumption as one of the basic principles of all aspects of the accounting 
policy applied. Therefore, if the financial statements are not prepared on a business 
continuity issue. the reasons behind its failure must be submitted. Entity's management is 
responsible to evaluate based on the information held the fulfillment of this principle, the time 
horizon should not be limited to 12 months from the balance sheet date, because this is the 
minimum acceptable. From the complexity of aspects regarding the risk of bankruptcy, which 
is essential for decision making, is the static analysis of bankruptcy risk on balance sheet 
heritage. This article has as objective presentation of the importance of determining and 
reporting the business continuity concern basis (fundamental principle) of the financial 
statements especially in the current global financial crisis stage where more and more entities 
avoid deliberately referring to this principle. Towards achieving this goal through qualitative 
analysis - empirical study aims to present financial statements in conformity going basis by 
state-owned companies with the same aspect in the realization of a local sample. Research 
directions included the following: financial analysis patrimonial state-owned companies and 
mixed in Alba county during the two financial years (2010-2011) and the importance of audit 
opinion expressed by the independent auditor regarding obtaining reasonable assurance on 
the correct application of the business continuity basis in preparing the financial statements. 
The result of the research is the development of a mandatory reporting methodologies of 
business continuity principle. 
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Introduction 
At the basis of the global financial crisis, lies mainly the reporting entities crisis of 

audited financial statements, financial statements, and reports of audit, in which the going 
concern principle has not been and is not at this point adequately presented. An essential 
element of the need for change regarding this situation is to create a methodological 
instrument on the going concern basis, mandatory for all entities reporting of financial 
statements and response mode of auditors on compliance or non-compliance of the entities 
with this instrument. 
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Research Methodology 
In this paper developed, we presented the objectives and the methods by which these 

objectives were achieved, and finally we can draw conclusions of the research undertaken. 
Through its place in the investigative process this paper is based on data interpretation 
methods so that it prevails deductive approach from theory to practice, research inductive 
interference consisting case study designed to validate the regulatory aspects in terms of 
practical and comparison results.  

Methods of analysis based on time criteria of financial- patrimonial analysis issues of 
state-owned companies and mixed in Alba county during two financial years were mainly 
longitudinal. In terms of typology of the investigative approach, this paper is based on 
qualitative methods, namely the analysis of the rules issued by accounting standard-bodies 
nationally and internationally, presenting the main indicators used in the analysis of going 
concern and is found in the statement subject to financial reporting. We used the empirical 
study with documents analysis guide on the appraisal limits of the principle of continuity, and 
state heritage and evolution of the main indicators on overdue payments to state-owned 
companies and joint where the documentation was made. 
 

Literature review 
  In our country, the Accounting Law no. 82/1991, operating since 1994 has established 
a dual accounting system, normalizing and regulating accounting having public profile, with 
professional bodies having an advisory role only. The Ministry of Finance's role to solve the 
problem of insufficient supply of information and general interest to substitute private 
interests makes this process with the General Directorate of Accounting Regulations assisted 
by the Financial and Accounting Reporting Council, with important implications also in the 
field by the professional bodies (CECCAR, CAFR). In the reinsurance and insurance units 
operating in the capital market, are the ones working under the direction of NBR, the 
Insurance Supervisory Commission respectively NSC with the Ministry of Finance. 

After 1989, with the output of the socioeconomic system, device standardization and 
regulatory accounting in Romania, was based on the following elements: European 
accounting regulations (Law no. 571/2003 regarding the Fiscal Code as amended and 
supplemented, OMF 403/1999 approving the Accounting Regulations harmonized with the 
Fourth EEC and International Accounting Standards; OMF 94/2001 for approving the 
Accounting Regulations harmonized with the Fourth EEC and International Accounting 
Standards; OMFP 2374/12.12.2007 for change and the Minister of Public Finance no. 
1752/2005 for Accounting Regulations in accordance with Directive IV of the European 
Economic Community and accounting regulations compliant with Directive VII of the 
European Economic Community and International Accounting Standards; OMPF 3055/2009 
for the approval accounting regulations compliant with European Directives) conceptual 
framework developed by the International Accounting Standards Board (IASB) International 
Financial Reporting Standards - IFRS: official rules issued on January 1, 2011, Part A - 
Conceptual Framework and requirements, International Standards Financial Reporting - 
IFRS: official rules issued on January 1, 2011, Part B - Documents accompanying standards. 
Therefore, europeanization and internationalization are two major processes influencing the 
Romanian accounting law. 

One of the recent reviews in the literature on the importance of professional judgment 
in the application of standards is done by Popa I. (2011): practice demonstrates that 
professional judgment is a process that includes references to standards, sensitivity to 
company or firm expectations, justification and identification of consequences. Moreover, 
professional judgment involves consultation, largely with others in the company or firm, 
usually after reaching a tentative conclusion (Popa I.E. et al., 2011). 
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   The principle of business continuity reflected both in IAS / IFRS and the national 
rules provide that "the entity continues its normal operation, without going into liquidation or 
significant reduction in activity."(MFP Order no 3055 from 29 octobre 2009, for approval of 
accounting regulations with European Directives, published in M.Of. no 766 from 10 
November 2009) Although over time this principle was challenged and we remember the 
memorandum initiated by the consulting firm Arthur Andersen in which disbands its 
legitimacy in that it has no foundation (Andersen, 1960). However the principle resisted and 
is recognized at this time, so he was adopted by the Romanian legislature by accounting 
regulations compliant with EEC directives approved by OMFP no.1752/2005 Repealed by 
O.M.F.P. no. 3055/2009. So we can speak about a reinforcement of this principle with 
internationalization of accounting rules.  

Standard IAS 1 Presentation of Financial Statements states that when preparing 
financial statements, management shall make an assessment of the company to continue 
operations. "Financial statements should be prepared on the business continuity basis unless 
management intends to liquidate the enterprise or to cease trading, or when it has not a 
realistic alternative than this. If management is aware, when making the assessment, of 
material uncertainties related to events or conditions that may cast significant doubt on the 
ability of the company to continue its work, those uncertainties shall be given."(International 
Financial Reporting Standards - IFRS: official rules issued on January 1, 2011, Part A - 
Conceptual Framework and provisions, Publishing House CECCAR, Bucharest, 2011) 

Therefore, if the financial statements are not prepared on a business continuity 
principle this issue and the reasons behind its failure must be submitted. Also it must be 
presented the principle that stood at the basis of the financial statements. The management of 
the entity is responsible to evaluate based the information held, but not to be limited to 12 
months from the balance sheet date, but this is the minimum acceptable. 

Based on the above findings, we can say that, especially in the current period, 
modernization of audit standards, both public and private, is essential. This is justified on 
public level, the imminent entry into insolvency of several European countries and at the same 
time, the opening of the bankruptcy of the national companies that audit mechanisms have not 
given any warning signal, the most recent example being that of Hidroelectrica Romania 
where there are contradictory statements, auditors' on the one hand, and the Board of 
Directors, on the other.  

Thus, the statement by the President of the Board of Hidroelectrica, Remus Vulpescu 
even contradict the data presented in the auditor's report, claiming that at the end of 2011 
Hidroelectrica losses were of 121 million, and not profit of about 6.4 million.5 
(http://www.curierulnational.ro/Eveniment/2012-06-20/Hidroelectrica+se+ scalda+intre+doua 
+ape) It can be seen yet by any user of financial information that the Hidroelectrica 
31.12.2011 claims volume increased significantly (from 219 million to 418 million) - without 
adjustments for depreciation up to the required level, especially from thermal plants. Board 
report indicated only one sentence related claims: that they have increased compared to 2010 
due to VAT and customers in the energy sector.  

On the other hand, the audit report on financial statements drawn up to 31.12.2011 
does not appear to raise any issue that any doubt about the business continuity principle, 
although only one month after the date of filing to open insolvency proceedings.  

As of Oltchim S.A., it is confirmed that it does not have funds to continue their 
existence and, in addition, there are elements of state recognition of difficulty (capital losses, 
high leverage ratios, recording turnover and net assets lower, etc.) since previous years, not 
only on the basis of financial statements from 31.12.2011. 
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Moreover, the situations described above are symptomatic for most of the public 
companies and indicates that the damage of the heritage and solvency indicators is, especially 
in the last 2-3 years, very sharp. 

 
Analyses 

 
1. Static analysis of the principle of business continuity 
Financial-patrimonial analysis is essentially a static analysis in which value and 

solvency of the company have priority. This type of analysis has long been in economic 
theory the only way to evaluate risk assessment. The main operational tools that use static 
financial analysis to investigate the risk of bankruptcy are: working capital and solvency 
ratios. We will develop this concept in detail in this paper as it is in detail discussed in the 
literature on default risk. 

 
2. Dynamic analysis of the principle of business continuity 
The main assumptions regarding business continuity situations, in which the principle 

is not observed, refer to: 
- Public sector entities do not have funds to continue their existence (recent examples: 
Oltchim SA, SN CFR, SN TVR, etc.), registering year-after-year a substantial deterioration of 
self-financing; 
- Registration of state of difficulty for companies in accordance with the Community 
guidelines on State aid for rescuing and restructuring firms in difficulty, published in the 
Official Journal of the European Communities no. C 244/01.10.2004. Thus, a company (every 
entity engaged in an economic activity, irrespective of legal form) is regarded as being in 
difficulty, in principle and irrespective of its size in the following circumstances: 

a) if a limited liability company, it is found loss of more than half of the capital and more 
than one quarter of that capital has been lost over the past 12 months, or 

b) if a society in which associations unlimited liability for the debt of the company, when 
it lost more than half of its capital as shown in the accounting records of the company 
and more than one quarter of that capital has been lost over the preceding 12 months, 
or 

c) for companies of any legal form, when such organization meets the conditions to be 
subject to proceedings under the law on judicial reorganization and bankruptcy. 
(Official Journal of the European Communities no. C 244/01.10.2004 - Commission 
Guidelines on State aid for rescuing and restructuring firms in difficulty) 
In accordance with national legislation, Law no. 85 of 5 April 2006 on insolvency 

proceedings, Art. 3, pt.1 insolvency is defined as "the state of insolvency of the debtor's assets 
is characterized by lack of funds available for the payment of certain, liquid and due: 

a) insolvency is presumed to be obvious when the debtor, after 90 days in arrears not paid 
his debt to the creditor, the presumption is relative; 

b) insolvency is imminent when it is proved that the debtor cannot pay at maturity 
outstanding liabilities incurred with the funds available on the due date." 

  In addition, in accordance with article 3 section 12 of the same law, "the minimum 
amount of the claim, may be brought to the creditor's request is for 45,000 lei, and for 
employees, 6 average gross salary / per employee." Moreover, an enterprise can be considered 
in difficulty, especially if there are present the usual signs of a firm in difficulty increasing 
losses, diminishing turnover, growing stock inventories, excess capacity, declining cash flow, 
debt , rising interest charges and falling or disappearance of net asset value. 

Analyzing financial statements of state-owned companies included in the sample, the 
range Alba County, results in a great extent identification of some elements symptomatic of a 
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firm in difficulty, but these issues will be reported in the financial statements as shown in 
appendix 1 attached patrimonial situation of the sample (20 state-owned companies on the 
territory of Alba) clearly reveals general patrimonial damage and substantial in the past 2 
financial years for items: 
- Total equity - registering a net loss of capital -17,074,927; 
- Net profit or loss for the financial year, registering a net loss of  -11,716,923; 
- Short-term debt, net growth registering 16,156,273 lei; 
- Total assets, registering decreases total net -1,204,460 lei, but increases to a total of 11 
entities, totaling 28,548,902. 

From appendix. 2 results that a total of 5 companies have outstanding payments over 
90 days and a total of 8 companies have arrears to the consolidated budget (in fact all 
budgets), there are on any of these companies (in number 9, accumulating all situations where 
there is arrears), the risk of triggering insolvency procedure by some of the creditors. The 
analysis based on the table no. 1 shows that at least a total of 11 entities (55%) had clear 
symptoms of enterprises in difficulty for which the financial statements must be clear 
statement on the principle of business continuity. 

The intersection of all the situations that are identified elements that characterize the 
difficulty of the two tables show that a total of 14 companies are within this situation, out of 
20 (meaning 70%) - which confirms the premises reporting methodology according to which 
the situation in the financial statements of the principle of continuity must necessarily be 
reviewed. 

 
Conclusions 

  Current global financial crisis has had as theme, most often erroneous or incomplete 
recognition of the business continuity principle in the financial statements both the directors 
and auditors by the reports issued. Against this background, not only because this is the 
current economic context whether general or particular, have created tools required to check 
compliance and declared as such in the financial statements and audit reports of the business 
continuity principle. 
  One of these tools may represent the introduction, along with the notes to the financial 
statements of an additional note called business continuity principle to include the following 
information required, in the form below: 

Table no 1  
Model explanatory note on business continuity principle 

No. 
Crt. 

Indicator Previous 
year 

Current 
year 

Observations 

1 Operating losses   YES is completed in case there has been loss 
in both exercises 

2 Turnover   YES is completed in case there has been 
diminishing turnover in the current year 
compared to the previous 

3 Growing stock inventories   YES is completed in case there was an 
increase in total inventories in the current 
year compared to the previous 

4 Total equity   Fill with YES in case it decreases total equity 
in the current year compared to the previous 

5 Short term debt   Fill with YES in case the short-term debt 
boosted in the current year compared to the 
previous 

6 Short-term debt outstanding 
over 90 days (suppliers, 
budget, employees, banks) 

  YES is completed in case there were 
liabilities in the current year and 
minimum amount of debt to creditors is 
45,000 lei  
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Explanatory Note above needs to be completed with accurate information about the 
situations in which: 

a) management intends to liquidate the entity; 
b) management intends to stop / reduce operations; 
c) management has no realistic alternative to continue. 

In case the answer is "yes" to all 6 rows from the table above that the situation is met 
for any of the situations listed under the table (a-c) directors should expressly declare that 
there is significant uncertainty. This statement can be made, however, optional, and if they 
meet only part of elements in the table. 

If the auditor concludes that the use of the Business Continuity assumption by the 
administration is appropriate under the circumstances (under ISA 570 principle of business 
continuity), but a material uncertainty exists it must express an unmodified opinion and 
include an explanatory paragraph in its report.  

But if the administration does not make an adequate disclosure in the financial 
statements (the model above), the auditor should express a modified opinion, reference to ISA 
705 - Modifications of opinion independent auditor's report. On the other hand, when the 
financial statements were prepared however with the business continuity basis but, in contrast, 
the auditor notes that the administration has used of the Business Continuity assumption in the 
financial statements is not adequate, it will issue an adverse opinion. 
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Appendix  1  
Evolving situation of the main heritage indicators 
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Appendix 2  
Evolving situation on outstanding payments 

 

 
 


