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Abstract

As the title suggests, through this paper we wanthighlight the
necessity of treating again the content and thenfarff the balance sheet in
order to adapt it to a more efficient analysis, sthivay surpassing the
informational valences of the classic balance sheet

The functional and the financial balance sheet Vbi# taken into
account. These models of balance sheet permitoimgplex analyses regarding
the solvability or the bankruptcy risk of an entésp to take place, and also
other analyses, like the analysis of the structamd the financial/ functional
equilibrium, the analysis of the company on ope@tycles and their role in
the functioning of the company. Through the paltigties offered by each of
these two models of balance sheet, we want to mréBe advantages of a
superior informing. This content of this materisd based on a vast
investigation of the specialized literature.
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Introduction

The balance sheet is draw up based on some acuguetiommendations
and national laws. Therefore, the content and teegmtation of the balance sheet
are normalized and fixed. When this document isréxed in terms of exigibility
and solvability, but also from a functional poirit \dwew, certain retreats of its
context and form are required.

We emphasis the fact that it is not necessarymi the analysis only to the
level of the indicators presented in the balanaeshaccording to the law. This
conclusion can be sustained by two situations:

m Some companies can use certain techniques to ehtrey situation
presented in the balance sheet. For example, aagmat wishes to keep the
appearance of a good liquidity can use a long tedit undertaken at the end of
the year, which will increase the level of cash,dogating this way an apparent
state of liquidity, very useful for the investoit the beginning of the following
year, the company could repay the credit in advaretirning this way to the
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initial situation. In these circumstances, an exiewvestor will not know the real
situation of the company.

m Especially the companies with seasonal activityt€lier societies, some
fabrics from the textile industry, the agriculturabmpanies). This seasonal
character influences significantly the balance sh#we situations of indicators
presented at the end of the financial year, stapglrelevant in the analysis.

Therefore, in order to trace these types of sauoatwhich describe the
economical financial reality of a company, the infiational valances must be
overfulfilled, using previous retreats of the balarsheet, the most important out of
them being the analysis of the balance sheet mstaf liquidity and exigibility,
and the functional analysidn order to present a valuable situation regardithg
equilibrium, the financial positionf a companyve will use the financial analysis
based on the balance shedeking into account two types of balance shéwst
functionalandthe financial balance sheet

We present the connection between the accountilandm sheet and other
two models:

Figure no. 1.The connection between the accounting balance simekedther two models

The
balance
shee
Restatement financial Restatement functiona
and economic and economic

¥ e

The financial balance -
sheet The functional balance
the criteria: sheet
liquidity — exigibility, but the criteria:
also long-short term functions of the company

The drawing up and the informational valances of d&inancial balance
sheet

Thus the financial balance sheeis use to initially evaluate a company,
regarding the sale, the solvability estimation, te&ucture and financial
equilibrium analysis and so on. This type of batasbeets very important for
creditors and shareholders.

To accomplish the objectives presented above, ittendial balance sheet
regroups ascendancy the postulates of active #ftr liquidity (the possibility of
converting the actives in cash), amgjroups ascendancy the postulatepadsive
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after their exigibility (ability of the company to pay its obhtions at maturity),
helping to the liquidity — solvability analysis.

In other words, the financial balance sheet hassdiye influence on the notion
of debt, because it permits to verify the compangjsacity to face their debts with the
actives [Mironiuc, M., 2006]. The credit instituti® are very interested in the
company’s solvability (the ability of the firm tade their failing due obligations).

The drawing up of the financial balance sheet imgsltaking into account a
series of recommendatiofshich will be presented belowgcommendations that
are the result of investigating the specializeeriture

» the actives evaluation is at theial value respectively at their actual
value (meaning theijust valug, taking into account that the analysis of the
company’s ability to face its obligations is basedthis model of balance sheet.
The differences resulting out of re-evaluation r@eorded in the balance sheet by
correcting the value of the re-evaluated activecapitals. The plus from the
capitals is considered by some authors a violatbrthe prudence principles
[Marion, A., 2004];

* the assets purchase through operational leasing@ueled in the tangible
category of assets, while the long or short terbitglare increasing;

+ the discount effects that aren’t yet failing outrgase the value of the
claims, and are included in the category of slerhtdebts;

« the premiums of obligations are diminished or ideltiin the intangible assets;

« the net result of the financial year must be disiiied;

» the latent fiscal debts concerning some elementcagfital must be
included in the category of one year longer debts;

* the risks and expenses provisions are redistriiotedpitals, long, medium
and short term debts, according to their objectivé the probable date of use.

Some active or passive postulates must be treggad,an order to present a
situation as real as it can, especially when tleeaisaccounting principles or the
use of some certain fiscal rules lead to dissinmriatof the economic reality.

Taking into account the correlation presented apde structure of the
financial balance sheet can be as follows:

Table no. 1
The structure of the financial balance sheet
Corrected assets Corrected permanent capitals
Intangible immobilizations Personal Capitals

— Expenses used when the company starts (after the distribution of the result)

+ Premium obligations — The value of the expenses used when a

+ Expenses distributed on several financial | company starts

exercises Provisions for risks and expenses ( > 1 year)
Tangible assets Debts (>1 year)

+ Assets purchased through operational leas| + The uncovered annuities of the assets

for the annuities remained to cover purchased through operational leasing,
Financial assets annuities > 1 year

— Financial assets < 1 year

+ Claims > 1 year
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Corrected circulating active Corrected short term debts
Stocks Debts smaller than 1 year
Claims (including the annuities < 1 year)
—Claims >1 year + The value of discount effect
+ Discount effects whose value is still due Provision for risks and expenses
Short term financial investments (lower than one year)
+ Financial assets < 1 year Revenues registered in advance
Cash
Expenses registered in advance

Source:adaptation Morgan, J., 2009:154

The postulates from the balance sheet can be segaaacording tahe
liquidity — exigibility criteria andtheir length of time can be one year or lower
This type of structure highlights on the first lewé the balance sheet, the assets
and the permanent capitals and at the second fegethort term debts and the
circulating assets. This type of structure haggh homogeneity.

The financial balance sheedrawn up this way, permitsomplex analysis
regarding the solvability or the risk bankruptcy afcompany, or the analysis of
structure and financial equilibrium, whose resudi® important for the creditors
to take place.

We return to the accounting balance sheet, astingt@oint, to conduct the
research of the financial balance sheet.

As some authors emphasize, the normalized baldrest & a hybrid balance
sheet, functional and patrimonial at the same tattbpugh its presentation and the
actives and passives classification is functiondilile its content is patrimonial. If
a functional balance sheet is the objective, thenbalance sheet used as a basis is
treated again in order to make it more functiomal to get rid of the patrimonial
right restrictions from the content point of vie®@dlasse, B., 2008]. If we check
the specialized literature, we notice that the fiomal analysis of the balance sheet
was developed by some authors who were bankerswasdpromoted by the
Balance Sheet Central from France, in 1970.

The drawing up and the informational valances of te functional balance
sheet

The functional balance sheet and its analysisppeared because of the
necessity to understand the enterprise’s needstlaid financing methods, to
realize a picture of different ongoing operatingleg [Niculescu, M., 2005].

Therefore, the elements of active and passive ateflee transitory values,
passing structures in the transforming of a patnyno

This idea was sustained by Bernard Colasse whendtained that while the
analysis of the financial balance sheet is maderms of liquidity and exigibility,
considering the balance sheet a situation of thmpemy’'s patrimony, the
functional analysis considers the balance sheitiaisn of different roles given to
the resources, presented at certain moment andking into account the juridical
character of the resources.
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The drawing up of the functional balance sheetlwve®taking into account a
series of recommendations (which will be presebidw), recommendations that
are the result of investigating the specializestditure:

« the activesare shown at their brute value;

* the depreciation and the depreciation provisienger the category of passive;

* the current bank credits and the negative balaratdsanksare included in
the category of loan and financial debts, (theilugais mentioned briefly by
referencing the balance sheet) and are isolated tgetreasury is calculated:;

 the discount effecare included in active at claims, while in passate
treasury credits (they are included here becawsedmpany must repay the banks
if the client cannot pay the debts before the due)t

» the assets based on leasiage included into the functional balance sheet
because they help the operating process, and akadeis a source of financing,
included in the category of traditional loan. Innctusion, the assets must be
reintegrated into the active, and at the same tilme,resources with the same
volume are corrected (the depreciation amount floe tepreciation part,
respectively the financial debts for the un-de@esd part);

* the expenses registered in advanae be included either in the category of
operating cycles or outside the operating cycle.

Taking into account the above correlation, the cstme of the functional
balance sheet can be the following:

Table no. 2
The structure of the functional balance sheet
ACTIVE PASSIVE
Operating Personal
immobilizations resources
Stable Investment| Durables (among which | Financing
depreciations
and the
adjustments)
Uses Immobilizations | Function | resources | Long term loans| Function
outside operating
activity
Circulating Operating
Cooperating Stocks Operating resources
Assets Operating
Operating claims| Function function
Circulating assets Financing | Resources outside Financing
outside operating function | Operating activity function
activity
Active treasury Financing Passive treasury Financing
(cash) function (short term banking function
credits received)

Source:adaptation Vintid, G., 2006:116
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We must make supplementary observations, regatidengbove classification.
Therefore,the durable resourcemclude the capitals, the financial debts (not the
premium obligations), but also the depreciation #vel adjustments for the assets
depreciation. The reason the depreciation is imtluglong other elements of capital
is that the depreciation in the financial viewais element of self-funding [Cohen,
E., 2007].

The operating resourcaaclude the operating debts, advances received fro
clients, revenues in advances but outside the tipgreycle, andn the operating
circulating asseténcludes the stocks and ongoing production, theack given to
suppliers, operating claims, advance expensesdetatthe operating activity (we
mention that all these elements are registeretarbalance sheet at their entering
value).

According to the classification from the functionBblance sheetthe
circulating assets and the Resources outside opgraire separately registered.
The latter includes the short term financial inwestts, the debts resulting from
the acquisition of assets; those expenses anduesargistered in advance which
are not related to the operating activity.

From the functional balance sheet point of viewg treasury actives and
passive is not vital. In other words, the net twepsndicator is not fundament for
the functional analysis [Be, L., 2005].

In order to investigate the enterprise’s activitm@s operating cyclesthe
functional balance sheet must regroup the postudhigctive and passive after the
function which is accomplished on cycles of adtisjtlike: investments, financing
and operating.

Thus, theinvestments cycle contains all the funds engagements, realized
according to the objectives of the enterprise,ritento obtain some cash flows or
cash equivalents. According to IAS 7 “The cash #asituation”, the investments
are the acquisitions of actives on long germ, & ather investments which are
not included into the category of cash.

The financing cycle— contains both the transactions between the compa
and the capital investors (creditors, shareholdars) the transactions concerning
the distribution of the result.

The operating cycle- is the fundamental cycle of the functional asaly
which permits to supplying, production, operationscontinuum and permanent
flow to take place. According t&\S 7 ‘The cash flows situationthe activities are
the main activities that generated revenues imapany.

We notice that a functional balance sheet doesaketinto account the long
or short term criteria, when it classifies the asticapital and debts postulates.

Our conclusions, from what was discussed abovel kihlight the
importance and necessity of drawing up these tywesyof balance sheet, since
they give the opportunity of a superior informing:

26



Table no. 3
Advantages: Financial balance sheet - Functional bence sheet

Financial balance sheet Functional balance sheet
Advantages: Advantages:
—serves for aextern analysison which —serves to amtern analysison which the
thecreditorsare interested managemeris interested
—is structured offiquidity — exigibility —the analysis of the functional balance
criteria, but also long-short term criteria sheet permits the management of the
is very useful irthe analysis of the company taanticipate the influence that
insolvability risk of a company transactions specific to investment,
—is useful in annitial evaluation of the operating and financing functions have
enterprise, when the sale or liquidation| on treasury
considered —the functional analysis follows, beside

—the financial approach of the balance the investigation of the company’s
sheet is based dhe liquidity hypothesis| activity on operating cyclesjso the

of an entity meaning that in case the modalities of financing of a compagny

company stops its activity, the main with the objective of reaching an

information on the ability to pay the optimum structure with regard to the

debts are given by this model of balang financing

sheet —the functional approach of the balance
—serves in thanalysis of the structure an| sheet is baseon the ongoing activity

the financial equilibrium principles and takes into its modality of

responding to an dynamic analysis
requirements

—serves irthe analysis of the functional
equilibrium

In our research regarding the two types of balamset we have found also
in the specialized literature, criteria used in thefunctional analysis of the
functional balance sheet[Colasse, B., 2008]. The main aspects referred to:
established resourceshe hypothesis of successive allocation of the uress
established by users, the role of treasury.

Regardingthe established resourcesthere has been a debate on the non-
inclusion of the current bank credit in this catggdVe agree with them, if we take
into account the fact that banks are automaticeiew the treasury credits, giving
them a similar stability with the one of long teloans. Also, if we consider from
the accounting theory point of view, and the dé&fm given to current bank
credits, then they are included into the categdrgassive treasury (according to
the structure of the functional balance sheet pteseabove).

Regardingthe successive allocation of the resources estaddidor assets,
and then the circulating fundit is not incorrectly or exaggerated from the
theoretical (it establish a connection much toddripetween the investment
decisions and the financing decisions) and prdgigiat of view (it contradicts the
unity principles according to which the resourcésarice the users). If the
difficulty of defining these established resouraes if the priory of distribution of
these resources for assets is contested, then erfobwoubt regarding the notion
of functional circulating fund appears.
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The third element which was debat#te role of treasuryit can only be the
result of reconciliation between the circulatingnduand the circulating necessity,
but also it can be a real use.

Taking into account these critiques, many authanssider necessary not
including the notion of circulating fund, but algee notion of treasury, in order to
keep in the functional analysis only the notiomegd for circulating fund and the
use of a&Pools de fondbalance sheet.

Table no. 4
The “Pool de fonds” balance sheet
Brute assets
Industrial and commercial
uses Brut operating NFR Personal Resources
Financial uses Financial assets Borrowed resources
(which include the current
Cash bank loans)

Source:adaptation Colasse, B., 2008: 136

We notice that this models of balance sheet is mugte interesting, because
it present the financing and investment policylef tompany, but at the same time
it does not offer all the instruments necessarg $olid analysis, including the risk
bankruptcy of a company (starting from the ratepefsonal needs and those
borrowed, there are few information offered regagdthe major objective: the
bankruptcy risk).

Conclusions

For the initial evaluation of an enterprise, ana tbolvability or risk
bankruptcy estimation, for the structure analysigl ahe financial/functional
equilibrium, for the analysis of the company on ragtiag cycles and their role in
the functioning of the company, we need also oitifermation, beside those given
by the normalized balance sheet. The normalizeahbal sheet is a hybrid balance
sheet, with limited informational valances.

This type of analysis can be conducted based offiriaacial or functional
balance sheet. Starting from the balance sheetghrdifferent category of group
after specific criteria, these two balances shaete drawn up.

It is important to mention that, these models ofabee sheet are not
normalized; they are the result of accounting sgests. Thus, it is normal and
constructive at the same time, that these spesidlishold back when they are
using certain criteria, some of them presentedsoiy this paper.

The importance and the use of these balance skabtt it helps in complex
analysis, when previsions are made, by adding \altige classic balance sheet.
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