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Lack of concordance between technical, technological, organisational, or 
economic factors occurring within technological and economic processes 
results in negative changes in the financial process as well; it thus 
determines enterprises to establish as main objectives of their policy and 
firm strategy the monitoring and maintaining of the financial and 
monetary balance. The effect of this lack of concordance consists in 
insolvency and sets, implicitly, the basis for economic organisation 
failure. 

 

 Key words: solvency, failure, rate method, score method, 
patrimonial elements. 

 
 

The option for a high productivity agriculture also results in 
disadvantages taking the form of limits of labour productivity increase. 
Depending on their nature, these limits derive either from the specificity of 
production processes in agriculture or from the mechanism itself of labour 
productivity. 
 Solvency represents the capacity of thee enterprise to pay the debts 
in due time, debts resulted from either previous economic agreements, from 
current operations whose accomplishment conditions the continuation of the 
production activity, or from social and fiscal drawings.  

Smaller or larger lacks of concordance existing in the development 
of technological and economic processes result in negative changes in the 
financial process, determining the management of the enterprise to establish 
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as main objectives of their policy and firm strategy the monitoring and 
maintaining of the financial and monetary balance. 

The result of the interaction between financial and monetary 
balances defines the enterprise solvency. Any enterprise can face temporary 
financial difficulties as a result of the non payment of a credit in due time or 
of the speeding up of the payments during a swing period of the production 
activity, which does not affect the fundamental balances nor has a negative 
impact on the firm. But, if financial difficulties become periodical or even 
permanent, the firm’ s image degrades and malfunctioning in the supply 
with raw matter can occur; thus, the enterprise is forced to ask for 
emergency credits over short periods of time or for high interests; it may 
also happen that the enterprise be denied any credit at all by the banks. 
 In these conditions, there is economic and financial frailty: 
production activity must be restrained, personnel are reduced, and the 
administration system is restructured; finally, failure is imminent. 
 
Analysis of failure risk through the rate method 
 
 There are two categories of rates in the analysis of failure risk: 
solvency rate and financial liability structure rate. Table 1 presents the 
evolution of solvency rates during the period of time N1 – N3. 
                                                                                                      Table 1 

Dynamics of solvency rate during the period N1 – N3 
No. Indices Calculus relation N1 N2 N3 

1 
General 
solvency rate Dts

Ac  2.54 1.71 0.77 

2 
Current asset 
rate Ai

Cp
 1.19 1.14 0.89 

3 
Partial solvency 
rate Dts

SAc −  1.44 0.79 0.40 

4 
Immediate 
solvency rate Dts

DsPl +  0.41 0.05 0.04 

 
where: 
 Ac – working capital 
 Dts – short-term debts 
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 Cp – permanent capital 
 Ai – capital goods  
 S – stocks 
 Pl – capital investments 
 Ds – liquidities 
 
 a) General solvency rate (Rsg) allows the payment of short-term 
debts by the working capital. A unitary rate indicates a full correspondence 
between working capital and the corresponding sources. 
 
 Analyzing solvency rate at the level of the enterprise, we can see that 
in the years N1 and N2 it reached 2.54 and 1.71, respectively, and in the year 
N3 it reached 0.77.  
 In the first two years, the volume of the working capital is larger 
than the volume of short-term obligations, but in the year N3 the ratio of 
these elements is sub-unitary, which denotes financial instability. In order to 
underline general solvency, we appeal to the current asset rate, which is 
only the ratio between the permanent capital and the volume of active 
assets. This index is supra-unitary in the first two years (N1-N2) reaching 
1.19 and 1.14, respectively. In the year N3, when the financing source 
(equity capital and long-term credits) does not cover fixed assets and the 
premises for failure risk appears, there is a sub-unitary value.  
 General solvency rate can only be judged partially, since there are 
large numbers of variables such as: the specificity of the production activity, 
the structure of working capital, the speed of rotation of the actives and 
stocks, the intensification of seasonal activity, etc. 
 
 b) Partial solvency rate (Rsp) is used to penetrate the essence of the 
phenomenon: it only covers the stocks, since they represent uncertainty in 
case of liquidities (speed of stock yield and loss of value). The value of the 
ratio is sub-unitary, but in both economic theory and practice it is between 
0.8 and 1.  
 
 Analysing the dynamics of solvency rates between the years N1 and 
N3, we can note the following: 
 - in the year N1 144,1 f=Rsp , there is certain solvency;  
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 - in the year N2, 8,079,0 p=Rsp , there is failure risk; 

 - in the year N3, 8,040,0 p=Rsp , insolvency cannot be avoided.  

 
 c) Creditors always panic when liquidities do not cover short-term 
obligations, and they think the unit is incapable of making payments. This is 
why we take into account the use of immediate solvency rate (Rsi) in the 
analysis of failure risk, which relates liquidities and short-term placements 
for short-term credits. 
 Economic practice showed that immediate solvency is ensured in an 
enterprise when 3,0fRsi .  

 Comparing data in Table 1 with this coefficient, we can see that: 
 - in the year N1 3,041,0 f=Rsi , there is certain solvency; 

 - in the year N2 3,005,0 p=Rsi , insolvency risk becomes 

permanent and one should take recovery measures; 
  - in the year N3 3,004,0 p=Rsi , the failure risk persists.  

 Most financial bodies in market economy countries appeal to the 
calculus of passive financial structure rates in the assessment of financial 
risk. This is why we have calculated a series of passive financial structure 
rates as shown in Table 2. 
 
Dynamics of passive financial structure rates    Table 2 
 

No Specification 
Calculus 
relation 

N1 N2 N3 
Comparison 
indices 

1 Financial stability rate 
Pt

Cp
 0.91 0.86 0.65 ** 

2 Global autonomy rate 
Pt

Cpr
 0.81 0.79 0.65 

minimum 33 
maximum 66 

3 
Timely financial 
autonomy rate Cp

Cpr  0.88 0.92 1 50,0f  

4 Global indebtedness rate 
Pt

Dt
 0.19 0.21 0.35 66,0p  

5 Timely indebtedness rate 
Cpr

Ttl
 0.13 0.08 0.00 1p  
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where: 
 Cpr – equity capital 
 Dt – total debts (Dtl + Dts) 
 Dtl – long-term debts 
 Comparing financial structure rates with the indices stipulated in 
literature, we can see the following: 
 - financial stability rate of the enterprise S.C. “X” S.A. decreases 
from 0.91 in the year N1 to 0.65 in the year N3; 
 - global financial autonomy rate also decreases from 0.81 in the year 
N1 to 0.65 in the year N3, which means that the enterprise is still worth 
crediting; 
 - timely financial autonomy rate suggest the presence of equity 
capital close to the value 1, which means that the value of long-term credits 
diminishes starting from the year N1, continuing with the year N2, and being 
liquidated in the year N3; 
 - timely indebtedness rate shows the low degree of indebtedness in 
the first two years, with the long-term debt being paid off in the year N3. 
 Financial structure rates reflect, in a certain measure, the absence of 
financial risk, but the financial strength of the enterprise was affected by the 
relatively low profit in the year N1, by the loss in the year N2, and 
particularly in the year N3, when it reached 785,607 thousands lei. 
Assessing solvency through the rate method is less significant since we 
generally assessed liquidities and solvency of the enterprise S.C. “X” S.A. 
without taking into account the duration necessary to reach actives and 
passives. 
 
 
 
Analysis of failure risk through the score method 
 
 The analysis of the failure risk achieved through the rate method 
allows the assessment of past performances of the enterprise and supplies 
little information on its future. Financial results can degrade very quickly. 
This is why we needed to use some statistic methods in the analysis of the 
financial state starting from a rate set. 
 The scoring method aims at presenting some predictive models for 
the assessment of failure risk of an enterprise. This is based on the statistic 
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techniques of the discriminating analysis of two groups of enterprises 
(financially healthy and financially deficient) where we establish, for each 
of them, a series of rates to determine the best linear rate combination that 
differentiates the groups between them. 
 As a result of applying the discriminating analysis, we get for each 
enterprise a score which is a linear function of a series of rates.  
 The distribution of the different scores separates financially healthy 
enterprises from financially deficitary ones. The score Z allotted to each 
enterprise is determined with the function:  
 
 Z = a1x1 + a2x2 +...... +anxn,  
where:   
 x – rates involved in the analysis; 
 a – tempering coefficients of each rate. 
 
 In both economic theory and practice, they have developed a series 
of models based on the score method, among which the best well-known 
are: the Altman model, the Conan and Holder model, the Holder model, the 
Bank of France model, etc.  
 In our analysis we used the Conan and Holder model best suited for 
industrial enterprises. In fact, Conan and Holder established variants of 
models for economic activities (industry, trade, etc.). The Conan and Holder 
model we used has the form:  
 
 Z = 0.24x1 + 0.22x2 +0.16x3-0.87x4-0.10x5 

 

 Table 3 shows the calculus relations of the variables of the function 
Z. We also present all the calculus incumbent to these variables during the 
period of time N1 – N2. 
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Calculus of the variables of the function Z (N1 – N3)  Table 3 
 
Variables of the function Z N1 N2 N3 

datorii

loatariialbrutrezultatul
x

exp___
1 =  0.1805 0.1561 -0.4126 

totalactiv

permanentcapital
x

_

_
2 =  0.9084 0.8578 0.6533 

totalactiv

itatidisponibilerealizabilvalori
x

_

_
3

+
=

 

0.1351 0.1127 0.1371 

afaceridecifra

financiarecheltuieli
x

__

_
4 =  0.0264 0.0189 0.0141 

afaceridecifra

personalulcucheltuieli
x

__

__
5 =  0.1851 0.2165 0.2974 

 
 
 
Replacing the values of x in the function Z, we get: 
 
 - in the year N1: 
 Z = 0.24 x 0.1805 + 0.22 x 0.9084 + 0.16 x 0.1351 – 0.87 x 0.0264 – 
0.10 x 0.1851 
 Z = 0.223306 ≈ 0.22 
 
 - in the year N2: 
 Z = 0.24 x 0.1561 + 0.22 x 0.8578 + 0.16 x 0.1127 – 0.87 x 0.189 – 
0.10 x 0.2165 
 Z = 0.206119 ≈ 0.21 
 
 - in the year N3: 
 Z = 0.24 x (0.4126) + 0.22 x 0.6533 + 0.16 x 0.1371 – 0.87 x 0.141 
– 0.10 x 0.2974 
 Z = 0.024631 ≈ 0.02 
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 Table 4 shows that the value of the function Z ranged between 0 and 
2: there is a high failure risk area in the first two years (N1, N2) and very 
high failure risk area in the year N3. 
 
 
Correlating the value of the function Z and failure probability    Table 4 
 

Specification N1 N2 N3 
Value of the score 
function (Z) 

0.22 0.21 0.02 

High risk area ( )2,0∈Z  0-2 0-2 0-2 

Failure probability 75-80% 75-80% 75-80% 
  

Failure probability ranges between 75 and 80% over the entire 
period of time. In this context, we need to take technical, economic, and 
financial recovery measures.  
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