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Abstract: The research rapport is a synthesis concerningahelusions of an already done research.
This is a project laying at the basis of the theoag methodological and practical aspects of the
process. The research project implies the existeficgpecific knowledge and skills acquired by

means of personal experience. The research propasato include the stages as provided in the
present paper. This plan is just an option which e further improved in order to make an action

schedule.
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1. Introduction

Due to the present possibilities of access to atgesmount of economical
information, a thorough analysis of the companissrequired. Being very
important for investors, managers as well as basiksh a study about the analysis
and prognosis of bankruptcy is more than welcomed.

If a company manages to work on long terms, thaneians that the managers and
the owners are skilful and they develop their aggtion an available market. The
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companies need time to make debts and the debtews b foresee the need of
time so that they shouldn’t become anxious to clos&herefore time is a filter
that separates the success and failure”. (AngbéR 2p. 11)

Information about competitors, their weaknessestr@ngths as well as the rapport
between the offer and the demand are highly impofta companies.

None of the economic agents will have an adequeteour unless they are
explorative and inquisitive, no matter its statbecause of the daily inevitable
changes within the business world.

This will highlight the need and the sensible diecianaking, but for this correct
information is needed. Obtaining such informatientle result of a specially
designed strategy.

The strategies have to follow the already estabtisbbjectives. If the established
means do not provide continuous information thegenenay be altered due to the
lack of some of the parts. The risk is due to @ that information is not easy to
find and it is entirely useful. (Prunea, 2003, p) 2

This is why the necessary information has to de#h the past, present and the
near future. This kind of information is necessianyestablishing the causes of the
past events and the predictions of the future titng But the actual state of a
company is not the effect of only the previous atioh as unpredictable factors
may influence it.

It is highly important for the purpose of the pms@aper as any society is
interested in knowing the evolution of the evemid as impact on the market and
on the economical and financial situation. Onces¢hendencies are known, any
company can adjust the resources to the establiahget.

2. Resources - Stages

2.1 Identification and list of the main ideas rela¢d to the research. The
Concept of the way to bankruptcy

As for the main ideas | will extract some concdpisn the special literature meant
to frame the relevance if the bankruptcy.
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The term “bankruptcy” is used as a generic termctvhincludes those companies
with financial difficulties. Some of the speciafistven consider that failed means
bankrupt.

The two terms “bankruptcy” and “failure are charigeain some authors’
definitions. Biilesteanu does not define the term, he only lists tlages that
precede the bankruptcy: impossibility of making therent payments, lack of
financial resources to pay the credits, cashing late, losses.

“Bankruptcy points to the impossibility for a cormyato make the monthly
payments. From the operational point of view, tbepany is bankrupt when the
following happen: bankruptcy declaration, incapacidf paying the credits,
withdrawal of the support of the creditors”. (Begve

According to Blum “bankruptcy is an event that gsito the incapacity of paying
the debts, entering the liquidation procedure cagmeement to reduce the debts”.

“The company which is in liquidation procedure ol ather kind of reorganizing
process for the benefit of the creditors is bankrup

“Bankruptcy is defined as the business closed duké decision of the Court.”(El
Hanawy & Matrris)

“Bankruptcy is defined as the declared incapacitypayment of the liquidation
following a decision of the Court” (Taffler)

However, the financial failure is necessary but sobugh as a condition for
bankruptcy. It is difficult to predict the bankraggt A company is supposed to be
in a bankruptcy procedure when it has financialbpgms related to the entire
accountancy, to the cease of the payments to oredihcapacity to buy the issues,
etc.

There are three alternative types of bankruptcyceutare, named after obvious
medical terms. The same way as the doctor recogiime disease checking the
symptoms, the same way is known the bankruptcy:

I.  Chronic bankruptcy, indicating the fact that the company’s performantes
not increase before the failure. Such a situatsually occurs when the company
has a poor financial and economical situation dedttend has been constantly
unfavourable.

II. Bankruptcy by means of insufficient incomeis present in the economical
reality. After a long period of financial succesise company suddenly collapses
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after which there is a period of constant insigwifit variation of the financial
indicators when the company has an average levalebts, before the real
bankruptcy. Only after a few more years there comeapid decline and then the
bankruptcy. This is the classical situation as itfigative of the share holders,
when they decide to close the company in ordewvtidafurther loss. It is likely
that the share holders try an intermediary opematieducing at minimum the
activity waiting for a sale opportunity. If this é® not come along, they decide the
closure of the company.

[ll. Sharp bankruptcy supposes a high increase of the indicators (itrasinwith
the previous period of time), followed by a suddemkruptcy, although the trend
in the previous period did not allow for an unfasettle conclusion regarding the
future of the company. “The way to bankruptcy” islldwed from two
perspectives, that of the financial balance antdhafficiency as follows:

a) The lack of financial balanceccurs when the available actives do not concord
with the current obligations (short term debts).eThctives have a major
implication in the effectiveness as well as th&gisf a company.

There are 6 stages leading to the decrease inigbiglities and to the lack of
balance between the liquid actives and the cudehts, which eventually lead to
bankruptcy:

1) The company has no problems in paying the dehtsdismonstrated by a good
correlation between the current obligations andcireent cash-flow, between the
long-term investments and the cash.

2) The company makes other credits to solve tempareegls or the financing of
an increase of the business rate.

3) The company postpone the debts to the suppliersttadhstalments for the
credits;

4) The company renegotiates the contracts with theplgsp, being in the
impossibility of paying the debts on due time.

5) The company transforms a part of the immobilitgash;

6) If in the above mentioned stages the company hasnanaged to change its
situation, the collapse is inevitable.

b) The effectiveness perspective
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The term Market Value Added” (MVA) is very frequsntused in the economical
and financial analysis. The formula is the follogiMVA =V — (Ci+Pr)

V= the market value of the company
Ci = the actual value of the capital invested gy share holders
Pr = the actual value of the reinvested profit

The initial rational expectations of the share koldre higher than the initially
invested capital. (Ci+Pr).

The investor’s perspective is highly important.
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Figure 1. Undertaking in terms of investor

Within the efficiency perspective there are 5 ssdgading to the bankruptcy:
1. The company is a market leader and it has a higfitaibility.

2. The company has an average profitability, the $tidders benefit of a positive
MVA, therefore a normal situation
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3. The company ensures a free of risk efficiency, 36AM0 and no significant
increase is expected in the near future, the owngirgy able to decide whether
to sell the business of the actives.

4. The company has losses and it cannot pay the debitshe situation may not
improve, the owners and the creditors will stare tforced liquidation
procedure.

5. The company has the biggest losses ever for thelsbiders and creditors due
to lack of demand, loss of the supplying market, appearance of substitutable
goods, equipment usage, all these determine thessitglity of selling the
business or the actives, the cassation being resge$anghel, 2002, p. 17)

2.2. Formulating a hypothesis, a possible solution.
Bankruptcy versus success
Why is it easier to define bankruptcy than success?

Many studies within the economical and financiahlgsis focus on the prediction
of bankruptcy, and it is not because of pessimittheanalysts, but it is due to the
fact that it is easier to define methodologicalénkruptcy than success.

From our point of view it is necessary that a conypfind its own “fate”, meaning
being able to stop the business on time in ordertieve something, and the
invested capital and the employees being encouregéghve for a more rentable
domain.

Predicting the bankruptcy is very important as ¢bsts of the liquidation are far
less small than with the collapse, when nothinglmnetrieved anymore.

2.3. Brief exposition of the target, objectives andhain ideas of the research.

The aim of the project is the study of the thecoedtbasis, the development of the
methodology concerning the bankruptcy risk at camypavel and fundament the
different types of methods highlighting the sitoatiof the company at a certain
moment and discovering strategies to prevent ffiskexists.

Achievement of this aim is conditioned by the fallng research tasks:

» The concept of bankruptcy in the specialised litersg
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« Justification of the financial lack of balance;

« Analysis of the problems regarding the predictiarits of the bankruptcy;
» Highlighting the general methodological aspectthefrisk of bankruptcy;
* The methodology of the experience in predictingkaptcy;

» Economical factors differentiating the activity bches of the various
industries;

» Opinions about the main controversies related egtiediction of bankruptcy;
» The prediction of the company analysed within theqzt;

» Elaboration and establishing the strategies ofkthekruptcy risk within the
analysed company.

2.4. The Research Plan (succession of stages)

After the documentation stage, the study of theordtical development of the
notion of bankruptcy, we will provide a frame inding the steps to be followed.
The project about the evaluation and the prognosihe bankruptcy risk of the
company will be structured as follows:

1. General considerations regarding the analysis aghdsis of the risk,
2. Statistical methods of evaluation and prognosihefoankruptcy risk,

3. Economic and financial analysis as a starting pioitvaluating the bankruptcy
risk;

4. Strategic and financial diagnosis - method of asiaty the bankruptcy risk;

5. Conclusions and proposal about the analysis angnpsis of the bankruptcy
risk.

2.5. Establishing the Research Strategy (methodsedhniques instruments
reported to the aim and objectives of the research)

As for the research problem, the aim and the obgxt will mix the methods, the
techniques, rules and principles, the specifiaumsents. | will make ample use of
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the experimental, comparative, statistic, intefantl, qualitative and quantitative
strategies.

The material will be logically structured startimgth the main notions about the
risks that the companies may face.

Function of the activity, the result of a compagyriore or less sensitive to events
such as: energy cost rise, rise of the resour¢ss,af salaries, increase of the
market competition, technological progress.. Anyioacis more or less risky
according to the result.

The risk does not depend only on the above merdidaetors, but it depends on
the costs and on their behaviour within the agtiviAnother risk factor for a
company is the financial policy and the strategthefrespective company.

The evaluation of the bankruptcy risk can be maglenieans of statistical
methods of analysisusing the analysis of the financial balance asdam the
patrimonial or functional balance, or Isfatistical methods of analysing the
dynamicsusing the highlighted flux of the financial view.

The main operational instruments used by the fidranalysis to investigate the
bankruptcy risk are:

- The Circulating fund — its presence determimesabsence of the insolvability
risk, and its insufficiency indicates a sign of thek of cash and consequently
the risk of the non-payment.

- The Accountancy active — represents the guasantethe creditors for the
unfavourable activity of the company.

- The reliability indicator — is calculated by thmnks and it expresses the
capacity of a company to pay a credit.

- Instalment method - means solvability instalmestich as: the general or
patrimonial liquidity instalment, the rapid liquigdi instalment, the financial
levier, the patrimonial solvability instalment, tfieancial instalment, the short
term instalment debt. All these are important foe ainalysis of the financial
situation when compared to other companies in #mealfield of activity or to
the same instalments in the past.

The analysis of the dynamics if the bankruptcy riskthe elaboration of the
financing layout, considered an overview of theotgses explaining the variation
of the patrimony of the company within a time limit
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Another statistical method is the analysis of th#uence of factors on the

bankruptcy risk, which is: regression and correlatanalysis, chain substitution
method, bankruptcy risk analysis using the law &Sad Laplace), being the most
familiar and the most used probability law, asatches the best the evolution of
the economical and financial phenomena.

Many experts and many financial organizations rettempted to establish a basis
on which to predict the risk of bankruptcy a giv&wciety. Been used statistical
method called analysis of discrimination, with whiwere analyzed in terms of
financial companies that went bankrupt and compaiti@at have made profits.
With this analysis we determine the best linear lwioation of rates which lead to
the clear distinction between the two companiegjifierent periods of the same
company. This linear combination is known as fumtscores; whereas results in a
value called score and the score obtained is axbems the likelihood that the
company considered to fail in the coming years.

Among the most well-knowscor functionsare the models of the scoring method.
Beaver model, Altman Method, Conan and Holder Mpdéie French Bank
Model, the ,credit — men” Model or Security-analsias well as Romanian
models: Manecuta si Nicolae Model, B Model — Bd#dasu, The Scor function
Model — Paul Ivoniciu, The A Model — lon Anghel. dther analysis is the
strategic one of the respective company which ssgptaking the following steps:

1. Evaluating the current results of the company amalysing the financial
indicators and by analysing the objectives andstraegies of the company;

2. Evaluation of the managerial capacity;
3. Analysis of the business environment of the gamy;
4. The analysis of the strategic factors.

Two models are provided by the specialists to nthkestrategic analysis of the
bankruptcy risk: The BCG Model - Boston Consult@gpup and the A.D. Little
Model.

The strategic approach of the bankruptcy risk, togrewith the other methods
represents a useful and efficient instrument ferdinategic financial diagnosis.
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2.6. The Elements of the Validity of the ResearchrBject and the Results to be
obtained.

Bankruptcy is a major business problem and it idinated to a certain industry, a
certain company with a certain dimension or of date age. It is considered the
way the market uses to get rid of the uncompetitompanies. Note should be
taken that not always the bad management is thsecafithe bankruptcy of a
company, but the economical environment too.

Many of the studies related to bankruptcy ignoree €conomical environment
variables, some even suggested that the macro micaiovariables should be
included in the prediction of the bankruptcy of dwenpany.

The inflation rate should also be taken into coarsition within the time period so
that it shouldn’t overate 10,5%, meaning that ttoaclusion can differ when we
deal with hyperinflation.

Therefore using a specifideflator from the analysed branch the increase of the
relevance of the prediction models of the bankmymbvious. Such an example
of specificdeflatorsto adjust the financial information in the metadjic industry
could be the following:

Variable Deflator
Actives in the balance Steel Price increase indicator
Debts in the balance Interest rate

Information from the loss and gajrindicator of the increase of the steel
folder price

An adjusted model for the analysed company canhkeeusage of the macro
economical variables dividing the stage of the ys&l years into economical
stages: economical increase, recession, stagflaion

A study made (Mensah, 1984) showed that the predichodel of the bankruptcy
including heterogeneous stages is inferior to tleeleh developed in more stable
periods from economical point of view.
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In conclusion, by a thorough analysis of the faxtmwncerning the branch and the
general economic environment a more precise piedici the bankruptcy can be
achieved.

There is, however, a limit that must be taken iotmsideration, that is the
inclusion of such variables expressing the charstites of the industry and of the
economical environment generates highly geographidamited models as

compared to those based only on the financial rates

3. Conclusions

We believe that such a research was necessarglén tor improve our knowledge
of the chosen domain, and the main purpose is dhabringing a series of
corrections to the models which do not correspanithé Romanian reality, or may
be the construction of our own model to adjust imithe Romanian practice in the
analysed activity.

The initial plan is just a variant which will bertber improved to shape a more
consistent action program.
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