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Abstract: For a long time, the users of financial statements were limited 
to consult only the income statement (P&L) for finding information 
regarding the net result – considered the main indicator in the financial 
performance measurement. The elastic character of the result restricts the 
informational value of the income statement, which, sometimes, becomes 
delusive. A profitable company is not necessary a company which has 
liquid funds. Behind the profitability the company can hide serious 
problems regarding the cash flows. In the context of expansion of the 
transnational companies, the users of the financial information are 
interested in the financial performance based less on the net result and 
more on the comprehensive income. 
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1. INTRODUCTION 
The financial performance represents the target of all companies and 

the purpose of all the users of financial information. This is the reason for 
which the accounting normalizations were permanently concerned in 
finding reliable models of reflecting relevant information regarding the 
companies’ performance. 

For a long time, the users of financial statements were limited to 
consult only the income statement (P&L) for finding information regarding 
the net result – considered the main indicator in the financial performance 
measurement. On the same trajectory is situated the economic theory which 
mentions the main objective of the economical activity – the profit 
maximizing. 

The income statement as a tool used to reflect the company’s 
performance was created in Italy (1494) by the father of the accountancy 
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Luca Paciolo, who considered that “the purpose of each merchant is to 
obtain licit and competent gain for its subsistence”.1 

As the economies’ developing, the performance’s purpose is moving 
from the gain to the profit (income) described by the income statement. This 
one reflects the cash flows which contribute to increase or to decrease the 
company’s wealth in a certain period of time. Thus, the income statement 
reflects the favorable result of the company, essential for its survival, or, the 
business failure. 

In the context of the financial markets ‘expansion, the investors 
become the privileged recipients of the financial information. In this way 
the income statement becomes the main supplier, because it offers, on the 
one hand, the necessary information for evaluating the past and the future 
performances, and on the other hand, for detecting the future cash flows 
‘risks. Also, based on the information reflected by the income statement, we 
can make a pertinent analyze of the company’s performances, we can 
calculate a variety of indicators, either in a certain period, and then we 
explain through comparison, or during the period, in time, but correlated 
with certain statistical procedures.  

The Romanian accountancy reform, started after 1990, materialized 
through the Accountancy law 82/1991 reflects an income statement, 
inspired in a large measure from the EU 4-th Directive – presented as a list, 
the revenues and the expenditures by their nature. Although, soon after that 
had appeared controversies regarding the accuracy of the chosen model, that 
variant was according to the informational needs of the main recipient of 
that period, the state. The second stage of the Romanian accountancy reform 
was done through OMF 94/2001 which offers a European income statement, 
with Anglo-Saxon elements, and has the purpose to satisfy the informational 
needs of a higher number of users. 

But a better analyze of the income statement shows a number of 
imperfections and lacks which must be taken into consideration by the 
Romanian normalizators: 

                                                
1 Paciolo L., “Tratat de contabilitate în partidă dublă”,Dumitru Rusu, Ştefan Cuciureanu , 
Ed. Junimea, Iaşi, 1981. 
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• The existence of a single format of the income statement, the list 
model with the classification of the revenues and the expenditures by their 
nature, still reflects the fiscal orientation of their information. 

•  The stock variation for the operating revenues offers delusive 
information to users. 

• The income statement doesn’t offer to the investors enough 
information in taking economical decisions. 

But how relevant is the information about the financial performance 
reflected by the income statement knowing that the companies can choose, 
in certain limits, their accounting policies and in this case the result obtained 
reflects not the reality but their purposes. So in this case is still relevant the 
result? 

2. MATERIALS AND METHODS 
The long term survival of any company is determined by its ability 

to obtain profit and to create itself a favorable image on the market. This 
image, reflected through the annual financial statements, influences the 
internal decisional process as much as it affects the external users of the 
financial information. 

Thereby, each company tends to present to the exterior financial 
statements that have passed through the filter of some embellish techniques, 
creating the illusion of more attractive results. 

These methods, dedicated, in the opinion of some authors, to 
embellish through distortion, according to others, to manipulate or cheat, are 
the object of the creative accounting. The practices of creative accounting, 
born due to the gaps and permissiveness of the legal regulations, are based 
on the companies’ polices regarding provisions, depreciation, evaluation 
and revaluation, inventories, and affect the results published in financial 
statements in the company’s own favor as financial information provider. 

The idea of manipulation doesn’t surprise us. Used in many and 
various fields, why should be accounting field an exception? 

The manipulation techniques of the company’s performance are 
offered by the treatments and the accounting polices recommended by the 
international accounting rules. The existence of various “options” in the 
accounting field can influence the company’s performance. 

The Oxford Accounting Dictionary defines the accounting policies 
as “the specific accounting basis used permanently by an organization when 
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writing the financial statements; these basis are considered and determined 
by the organization as the most adequate for accurately presenting its 
financial results an operations”.2 

The Romanian accounting legislation uses the same concept of 
accounting policies as the international framework IAS 8, these 
representing: “the specific principles, basis, conventions, rules and practices 
approved by an enterprise when writing and presenting the financial 
statements”. 

The choosing and the applying of the accounting polices belongs to 
the companies’ management, therefore the financial statements must be 
according to the demands of IAS. The financial statements must provide 
information which must be: 

a) Relevant for the needs of the user in taking the right 
decisions; 

b) Believable information able to: 
• Report fairly the results and the financial position of the 

company; 
• Reflect the economical substance of the transactions and 

events, not only their juridical form; 
• Be impartial against all types of users; 
• Be cautious, and 
• Be complete through all the significant aspects. 

But how precise can be determined the result using this component 
of the financial reports? The answer is certainly a relative one. Who resorts 
to the creativity of the financial performances reflected in the profit and loss 
statement? The managers – they are the ones who can manipulate the result 
and in consequence they can manipulate the performance. 

The researches done in USA (by Advertising Age, Business Week, 
PR Week) regarding the financial reporting of the biggest companies have 
shown that the manager makes the image of the company and the product. 
Why we resort to creativity? The crises periods to which the economical 
entities are getting through hard justify the using of the creativity. To all 

                                                
2 Dictionary of Accounting, Edited by R. Hussey, Oxford University Press, Second Edition, 
1999, citat de Feleagă N., Malciu L., “Politici şi opţiuni contabile-Faire Accounting versus 
Bad Accounting”, Ed. Economică, Bucureşti, 2002, pag. 13 
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these we can add also the globalization of the economical entities which is 
based on the freedom of the capital movement on the financial markets, 
having as principal objective the maximizing of the shares’ value. Even the 
users of the financial statements, through the importance given to the net 
result, are stimulating the companies to embellish their financial 
performance. 

In the big listed companies, the manager establishes as target to 
satisfy the shareholders’ informational needing. If the company is ruled by 
managers the target will be to increase the result. The companies controlled 
by the shareholders, have in view to smooth out the result. But this 
conclusion shall not be absolutist. 

A research made by Komin and Roehen (1978) on a sample of 310 
industrial companies, had emphasized that the managerial companies 
smooth out their result more than the shareholdings companies. These 
differences” must be tempered by various obstacles at the company’s 
entrance; in this way the more powerful are the obstacles, the more the 
managerial companies will smooth out their result (and the opposite, in the 
case of weak barriers)3.   

In the big companies the managers will choose the accounting 
polices which will drive to a decrease of the result, because in this case the 
political pressures are bigger than in the little companies ‘case4. Among the 
research workers who had confirmed this assumption can be mentioned the 
followings: Daley and Vigeland (1983), for the analyze of the development 
expenditures capitalization or non capitalization, and Zmijewski and 
Hagerman (1981) for the analyze of the stock evaluation methods.  

The specialized literature has various researches about the 
accountancy methods and the possibilities that can be choose by the 
company; the accountancy positive theory  put forward the following 
assumptions5: 

                                                
3 Casta J. F., “Politique comptable des enterprises, Encycopédie de gestion, Economica, 
Paris, 1996, citat de Malciu. L., “Contabilitate creativă”, Ed. Economică, Bucureşti, 1999, 
pag. 32. 
 
4 Idem 
5 Raffourniei B., “La thèorie « positive » de la comptabilité: une revue de la literature”, 
Economics et Sociétés nr. 11/1990. pag. 137-166, citat de Ionaşcu I., “Epistemologia 
contabilităţii”, Ed. Economică, Bucureşti, 1997, pag. 137-166. 
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• The companies in which the administrator’s remuneration is 
linked to the net income, prefer the accountancy methods that 
will increase the result (income); 

• The managerial companies, where the administrators have few 
shares, prefer those accountancy methods that will  increase the 
company’s profit; 

• The shareholders ‘companies, where the administrators have an 
important part of the capital, prefer those methods which will 
decrease the result; 

• The companies where the dividend distribution rate is closed to 
the limit settled down by contract, prefer the accounting methods 
which will increase the result; 

• The companies where the indebtedness rate is closed to the limit 
settled down by contract, prefer the accountancy methods which 
will apparently decrease the indebtedness level; 

• The companies where the rate of covering the interests expenses 
is closed to the limit settled down by contract, prefer the methods 
that will increase the result; 

• The companies where the working capital is closed to the limit 
settled down by contract prefer the methods that will increase the 
working capital; 

• The big companies prefer the accountancy methods that will 
decrease their result; 

• The companies with high risk prefer the accountancy methods 
that will decrease their result; 

• The companies that hold an important part of the market or 
which belong to those activity fields characterized by strong 
concentration of production and capital, prefer those methods 
which will decrease their result; 

 

3. RESULTS AND DISCUSSIONS 
Close to the accounting practices, operate the management decisions, 

which have as target to show a different view of the result, but, without 
modifying the company’s situation.  
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The elastic character of the result restricts the informational value of 
the income statement, which, sometimes, becomes delusive. A profitable 
company is not necessary a company which has liquid funds. Behind the 
profitability can hide serious problems regarding the cash flows. The 
income statement offers information regarding the cash flows registered by 
the company at the end of the financial period, by way of profit or loss. 
From this explanation, we can deduce that through the income statement can 
be emitted also cash flows. The answer is yes, in condition of a cash 
accounting and no if we practice the accrual accounting. The cash 
accounting presumes that the receipts are recorded during the period they 
are received, and the expenses in the period in which they are actually paid. 
In this case, in the income statement will appear receipts and payments 
which will generate cash flows. 

According to the accrual accountancy, the revenues are recorded 
when are obtained, and the expenses when are made, not taking into 
consideration the moment of the receiving or payment. 

IASB stipulates that the drawing up of the income statement 
(financial reports in general) must be done according to the accrual 
accountancy and in consequence we can analyze the cash flows only after 
transforming the information contained, respective the transformation of the 
revenues and expenses in receipts and payments. The financial reports make 
according to the accrual accountancy reply to the informational needs of the 
users and offer information “not only about the past transactions which had 
generated receipts and payments, but also about the future payments and 
about the resources needed for the future receipts and payments”6.  

In the context of expansion of the transnational companies, the users 
of the financial information are interested in the financial performance 
based less on the net result and more on the comprehensive result. This last 
indicator can not be defining in the income statement because it has a more 
complex structure than the net result, including also the elements that aren’t 
bypassing the income statement. In this way the net result becomes an out-
of-date concept in evaluation of the financial performance, because contains 
only the elements registered in the income statement, without taking in 
consideration the gains and the losses registered directly in the equity 
capital. This is the reason for which, on the international level, appears a 

                                                
6 IASB, paragraf  22 
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new concept for measuring the global performance. We are speaking about 
the economical result – comprehensive income – appeared in 1980, in USA. 

From the multitude of the accounting polices offered by the 
International Accounting Standards with impact over the financial 
performance of the economical entity, is difficult to choose the one 
considered the more relevant. In the following lines, we present one of the 
accounting polices – depreciation policy - usually used by the companies 
and it impact over the financial performance reflected in the profit and loss 
statement.  
Case A 
The companies A and B have, each of them, a fixed asset purchased at 
14.400 monetary units. Although the two fixed assets are used in the same 
conditions, for their depreciation the two companies applied a different 
useful life: 2 years – Company A and 3 years – company B. Depending on 
this useful life, the income statements will be as following: 

Company A Year 1 Year2 Year 3 Total 
Turn over 108.000 108.000 108.000 324.000 
- third parties   48.000   48.000   48.000 144.000 
-salaries and wages   36.000   36.000   36.000 108.000 
-depreciation     7.200     7.200         0   14.400 
=Operating income   16.800  16.800   24.000   57.600 

  

Company B Year 1 Year2 Year 3 Total 
Turn over 108.000 108.000 108.000 324.000 
- third parties   48.000   48.000   48.000 144.000 
-salaries and wages   36.000   36.000   36.000 108.000 
-depreciation     4.800     4.800     4.800   14.400 
=Operating income   19.200  19.200   19.200   57.600 

The two companies, A and B, have identical performances, because they use 
the same production equipment and the same asset, in the same conditions. 
Choosing a longer depreciation duration, the company B is improving the 
result in the first two years, giving the false impression of a more profitable 
company. For avoiding this trap, the external users interested in the 
comparison of the two companies must insure themselves tat the duration of 
the depreciation are comparable or, excepting the depreciation expenses, to 
compare the operating income. 
Case B 
 The companies A and B have, each of them, a fixed asset purchased 
at 14.400 monetary units. The two fixed assets are identical and are used in 
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the same conditions, on a duration of 3 years. The depreciation methods 
used by the two companies are different: the linear method – company A 
and the regressive method – company B. In these conditions, the income 
statement of the two companies, for the 3 years of using the fixed asset, is 
the following: 
 

Company A Year 1 Year2 Year 3 Total 
Turn over 108.000 108.000 108.000 324.000 
- third parties   48.000   48.000   48.000 144.000 
-salaries and 
wages 

  36.000   36.000   36.000 108.000 

-depreciation     4.800     4.800     4.800   14.400 
=Operating 
income 

  19.200  19.200   19.200   57.600 

 

Company B Year 1 Year2 Year 3 Total 
Turn over 108.000 108.000 108.000 324.000 
- third parties   48.000   48.000   48.000 144.000 
-salaries and 
wages 

  36.000   36.000   36.000 108.000 

-depreciation     7.200     3.600     3.600   14.400 
=Operating 
income 

  16.800 20.400 20.400   57.600 

We observe that choosing the regressive method, the company B gives the 
impression of a company of which performance is improving from one year 
to another. But in reality, the performances of the two companies are the 
same and constant. 
Case C 
 The companies A and B have, each of them, a fixed asset purchased at 
14.400 monetary units. The two fixed assets are identical and are used in the 
same conditions. Both companies depreciate the fixed asset on a duration of 
3 years, using linear method. The residual values are differently estimated: 
zero for A and 1.800 monetary units for B.  
Company A Year 1 Year2 Year 3 Total 
Turn over 108.000 108.000 108.000 324.000 
- third parties   48.000   48.000   48.000 144.000 
-salaries and 
wages 

  36.000   36.000   36.000 108.000 

-depreciation     4.800     4.800     4.800   14.400 
=Operating 
income 

  19.200  19.200   19.200   57.600 
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Company B Year 1 Year2 Year 3 Total 
Turn over 108.000 108.000 108.000 324.000 
- third parties   48.000   48.000   48.000 144.000 
-salaries and 
wages 

  36.000   36.000   36.000 108.000 

-depreciation     4.200     4.200     4.200   12.600 
-other expenses - -      1.800      1.800 
=Operating 
income 

  19.800  19.800   18.000   57.600 

Although the two companies have identical performances, the 
estimation of different residual values gives a different view. 

 
4. CONCLUSIONS 

The examples shown reflect the fact that the financial performance 
can obtain the wanted image under the magic wand of the accountants gifted 
with the creativity talent and under the protection of the deficiency of the 
accounting standards. The creativity can hide through postponing and 
attenuation the bad news about the company’s financial performance, but, 
not for ever, because there are plenty of  methods for detecting these. The 
producers of the embellish information should take into account an 
important aspect – if they use frequently this practice, they will have only 
embellished financial statement and not relevant ones, on which base they 
can not take good decisions and they can not settle fair targets. All these 
reflect a hypothetical profitable company, but which in reality can be .....’s 
door. This type of managers can take big decisions based on their illusory 
financial statements, which aren’t reflecting the reality, and which can have 
bad effects, so it is hard to say who is tricking whom.  
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