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FOREWORD 

 

As the conference chair, it is my great pleasure to welcome you to the thirteen edition 

of the International Conference “Accounting and Management Information Systems”, 

which will take place today and tomorrow at our university. 

 

We are very glad that our conference continues to be a preferred meeting place for 

worldwide renowned academics and emerging scholars, and we try to continue the 

tradition. 

 

We are honored to have continued this year the close collaboration with our partners. 

Let me remind you that the International Association for Accounting Education and 

Research, with funding from the ACCA, organized another edition of the workshop for 

PhD students and young scholars from emerging economies in the previous two days. 

I thank them for their ongoing support for our young generation. 

 

Other major partners and sponsors of this year’s edition are: KPMG in Romania the 

Association of Chartered Certified Accountants (ACCA). I thank you very much for 

the continuous support of our conference. Moreover, I would also like to thank the other 

conference sponsors: Deloitte, ANEVAR, Alitrans, CECCAR, Soter and Partners, 

Vulpoi & Toader Management, TUV Austria Romania, Musette and Vulturul. 

 

I would also like to thank our organizing committee for their work and time devoted to 

this conference. Cătălin Albu, Nadia Albu, Adrian Anica Popa, Dana Boldeanu, 

Daniela Calu, Liliana Feleagă, Raluca Guşe, Dragoş Mangiuc, Elena Nechita and 

Andrei Stanciu continue to give up voluntarily their time to organize another edition of 

our conference. 

 

I hope that we put up a good conference program, with something interesting and 

relevant for everyone. I strongly encourage all registrants to attend as many panels and 

sessions as possible, as research never stops advancing. 

 

Prof. dr. Pavel NĂSTASE 

Chair of the Conference 
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Diagnosis-related groups prospective payment system in 

Poland – Costs versus tariffs: The case of inguinal hernia 
 

Małgorzata Macudaa,1
 

 
a Poznań University of Economics and Business 

 

Abstract: In the last 20 years, many OECD countries have adopted some form of 

diagnosis-related group (DRG) prospective payment system to reimburse hospitals. In 

Poland, hospitals are paid fixed prices for patients treated as well. Narodowy Fundusz 

Zdrowia (NFZ) imposes the tariffs to reimburse providers of health (medical) services 

according to DRG. The prices are equal for all types of hospitals. While contracting 

medical services with NFZ, hospitals identify types of medical services to be provided 

and the population to be served. The aim of this paper is to calculate, analyze and 

compare the costs of patient conditions within the same diagnosis-related group, 

collate these costs and the reimbursement from NFZ, which should cover all the 

necessary costs of patient treated with the purpose of determining the net profit on the 

example of a particular DRG – F72 (inguinal hernia). In order to realize the aim of the 

paper, a comparative and a content analysis of medicals documents and financial data 

were adopted. The research sample is composed of 22 patient conditions assigned to 

F72, according to DRG classification. This sample represents one full month of data 

from 2017 hand-collected from a particular hospital. The Shapiro-Wilk test and 

Student’s t-test were applied to confirm the correctness of the research sample and to 

compare costs incurred by the hospital with DRG-based refund from NFZ. The results 

revealed that the reimbursement for costs related to inguinal hernia treatment covers 

costs of 90% of patient conditions from the research sample. 

 

Keywords: diagnosis-related groups, prospective payment system, hospitals, costs 

of medical services, cost outliers 

 

1. Introduction 
 

Inefficiency of the medical services delivery system has been a recurrent theme in 

critiques directed towards hospitals for a long time. Therefore, in the last 20 years, many 

OECD countries have adopted some form of diagnosis-related group (DRG) 

prospective payment system to reimburse hospitals which caused that the question of 

efficient use of resources has arisen and cost-reducing behavior has emerged.  

 

The DRG-based payment system was first introduced in 1983 by the US Medicare 

Programme to remunerate hospitals for treating the elderly. The DRGs are treated as a 

powerful tool to induce providers of health services to reduce costs, and under certain 

conditions to encourage increases in activity and quality (Hafsteinsdottir and Siciliani, 

2010: 1226). The advantages of the DRG-based payment system are reflected in the 

increased efficiency and transparency, as well as in the reduced average length of stay; 

while the disadvantage of DRG is creating financial incentives toward earlier hospital 

discharges, and occasionally, such polices are not in full accordance with the clinical 

                                                 
1 Corresponding author: Department of Accounting, Poznań University of Economics and Business; al. 

Niepodległości 10, 61-875 Poznań; tel. (+48) 601586279; malgorzata.macuda@ue.poznan.pl 
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benefit priorities (Mihailovic, 2016: 6). Hospitals are paid a fixed price for each patient 

treated. A key part of prospective payment system (PPS) is the categorization of patient 

conditions into DRGs.  

 

The concept of diagnosis-related groups appeared for the first time in the late 1970s 

(designed and developed by Robert Fetter, John Thompson, Ronald Miller, Richard 

Averill and Jean Freedman – scientists at Yale University in the United States). The 

first version of DRG-based payment system (applied in 1983 in New Jersey), called the 

Health Care Financing Administration – Diagnosis-Related Groups (HCFA–DRG), 

contained 493 groups. DRGs are the categories of patient conditions that reflect similar 

levels of hospital resources required to treat these conditions.  

 

The main variables used to assign the patients to particular diagnosis-related groups 

are: primary diagnosis, secondary diagnosis, intervention and procedures, age and 

gender – all routinely available from hospital medical information. At admission, every 

patient is therefore assigned to one of the DRGs, taking into account medical diagnosis, 

and thus, the method of treatment (applied medical procedures, prescribed drugs, etc.), 

as well as hospitalization costs (resources requirements and associated costs incurred 

by a hospital) (Macuda, 2015: 331). Each DRG bears a weight, reflecting the average 

cost of patients in the given DRG relative to that of the average patient reimbursed by 

the system. The price for each patient treated is obtained by multiplying the relevant 

DRG weight by a fixed monetary value. 

 

In Poland, Narodowy Fundusz Zdrowia – NFZ (National Health Fund) introduced 

DRG-based payment system – a new form of contracting and financing of the medical 

services – on 1 July 2008 (Zarządzenie Prezesa NFZ z 11 czerwca 2008; Komunikat 

Prezesa NFZ z 23 lipca 2008). The NFZ performed the valuation of DRGs (point system 

– each group was assigned the number of points, and the value of one point amounts to 

52 PLN). The DRG tariffs (prices) are equal for all types of providers, regardless the 

region where they operate, and are supposed to cover all, or at least the majority, of 

hospital costs, including overheads and administrative expenses. There is no doubt that 

the pricing of medical services applying DRGs is transparent, hence, the value of 

received net income from sale of medical services is well known to hospitals.  

 

While contracting medical services with NFZ, hospitals identify the types of medical 

services to be provided and the population to be served. These contracts constitute a 

starting point to planning, budgeting and controlling a hospital activity – three phases 

of management control system. The third phase represents a feedback mechanism in 

which plans (in the case of costs related to health services, their maximum level is set 

up in advance by NFZ as DRG tariffs) are compared to their realization (in relation to 

real costs incurred in the process of providing medical services).   

 

The aim of this paper is to calculate, analyze and compare the costs of patient conditions 

within the same diagnosis-related group, collate these costs and the reimbursement 

from NFZ which should cover all the necessary costs of patient treated with the purpose 

of determining the net profit on the example of a particular DRG – F72 (inguinal 

hernia). In order to realize the aim of the paper, a comparative analysis and a content 

analysis of medicals documents and financial data were adopted. The research sample 

is composed of 22 patient conditions assigned to F72, according to DRG classification. 

This sample represents one full month of data from 2017 hand collected from a 
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particular hospital. The Shapiro-Wilk test and Student’s t-test were applied to confirm 

the correctness of the research sample and compare costs incurred by hospital with 

DRG tariffs imposed by NFZ. Inductive reasoning was adopted to develop conclusions. 

 

2. DRG prices and costs comparison on the example of inguinal hernia  
 

An inguinal hernia occurs when tissue, such as part of the intestine, protrudes through 

a weak spot in the abdominal muscles. An inguinal hernia is not necessarily dangerous. 

However, it does not cure on its own and can lead to life-threatening complications if 

it is not treated. An inguinal hernia repair is a common surgical procedure. The structure 

of costs, related to the treatment of 22 patients assigned to DRG F72, is presented in 

table 1. 

 

Table 1. Structure of costs related to DRG F72 – Inguinal hernia (PLN) 
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th
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st
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T
o

ta
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co
st
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1 43,82 21,76 0,00 50,64 1 077,69 1 351,15 2 545,06 

2 63,74 46,56 173,32 72,68 1 436,92 1 417,61 3 210,83 

3 38,22 37,42 75,00 54,51 1 077,69 1 394,38 2 677,22 

4 40,02 21,76 0,00 54,51 1 077,69 1 426,03 2 620,01 

5 32,29 34,82 18,75 36,34 718,46 1 209,80 2 050,46 

6 30,78 39,16 0,00 36,34 718,46 1 050,75 1 875,49 

7 31,72 21,76 0,00 36,34 718,46 1 279,00 2 087,28 

8 41,95 28,72 0,00 54,51 1 077,69 975,65 2 178,52 

9 35,29 34,82 0,00 36,34 718,46 1 504,08 2 328,99 

10 40,22 21,76 0,00 54,51 1 077,69 1 195,05 2 389,23 

11 40,22 37,42 0,00 54,51 1 077,69 1 085,35 2 295,19 

12 109,58 27,86 0,00 218,04 4 310,76 1 157,50 5 823,74 

13 30,70 21,76 0,00 36,34 718,46 1 377,11 2 184,37 

14 65,15 21,76 0,00 36,34 718,46 906,45 1 748,16 

15 42,51 27,86 120,00 90,85 1 796,15 1 241,45 3 318,82 

16 24,85 21,76 0,00 36,34 718,46 1 134,70 1 936,11 

17 25,82 21,76 0,00 36,34 718,46 1 281,95 2 084,33 

18 37,09 21,76 0,00 54,51 1 077,69 1 125,85 2 316,90 

19 26,42 21,76 45,00 36,34 718,46 981,55 1 829,53 

20 34,86 21,76 75,00 36,34 718,46 869,12 1 755,54 

21 25,37 21,76 0,00 36,34 718,46 1 356,83 2 158,76 

22 25,82 21,76 0,00 36,34 718,46 944,00 1 746,38 

(Source: Own elaboration) 

 

The importance of measuring the profitability (which ultimately contributes to overall 

hospital profitability), cost and revenue sources of individual patient condition is 

highlighted in papers related to the costs of medical services (Popesko et al., 2015: 50). 

The NFZ established the valuation of DRG F72 as follows: the number of points 

assigned to inguinal hernia is 51 and the value of one point amounts to 52 PLN, thus 

the reimbursement is equal to 2652 PLN. In Table 2 costs and prices are compared, and 

the net profit is calculated for each patient condition. 
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Table 2. DRG F72 – Inguinal hernia: Net profit 
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1 3 F 72 51 52,00 PLN 2 652,00 PLN 2 545,06 PLN 106,94 PLN 

2 4 F 72 51 52,00 PLN 2 652,00 PLN 3 210,83 PLN - 558,83 PLN 

3 3 F 72 51 52,00 PLN 2 652,00 PLN 2 677,22 PLN - 25,22 PLN 

4 3 F 72 51 52,00 PLN 2 652,00 PLN 2 620,01 PLN 31,99 PLN 

5 2 F 72 51 52,00 PLN 2 652,00 PLN 2 050,46 PLN 601,54 PLN 

6 2 F 72 51 52,00 PLN 2 652,00 PLN 1 875,49 PLN 776,51 PLN 

7 4 F 72 51 52,00 PLN 2 652,00 PLN 3 228,12 PLN - 576,12 PLN 

8 3 F 72 51 52,00 PLN 2 652,00 PLN 2 178,52 PLN 473,48 PLN 

9 2 F 72 51 52,00 PLN 2 652,00 PLN 2 328,99 PLN 323,01 PLN 

10 3 F 72 51 52,00 PLN 2 652,00 PLN 2 389,23 PLN 262,77 PLN 

11 3 F 72 51 52,00 PLN 2 652,00 PLN 2 295,19 PLN 356,81 PLN 

12 12 F 72 51 52,00 PLN 2 652,00 PLN 5 823,74 PLN -3 171,74 PLN 

13 2 F 72 51 52,00 PLN 2 652,00 PLN 2 184,37 PLN 467,63 PLN 

14 2 F 72 51 52,00 PLN 2 652,00 PLN 1 748,16 PLN 903,84 PLN 

15 5 F 72 51 52,00 PLN 2 652,00 PLN 3 794,41 PLN -1 142,41 PLN 

16 2 F 72 51 52,00 PLN 2 652,00 PLN 1 936,11 PLN 715,89 PLN 

17 2 F 72 51 52,00 PLN 2 652,00 PLN 2 084,33 PLN 567,67 PLN 

18 3 F 72 51 52,00 PLN 2 652,00 PLN 2 316,90 PLN 335,10 PLN 

19 2 F 72 51 52,00 PLN 2 652,00 PLN 1 829,53 PLN 822,47 PLN 

20 2 F 72 51 52,00 PLN 2 652,00 PLN 1 755,54 PLN 896,46 PLN 

21 2 F 72 51 52,00 PLN 2 652,00 PLN 2 158,76 PLN 493,24 PLN 

22 2 F 72 51 52,00 PLN 2 652,00 PLN 1 746,38 PLN 905,62 PLN 

     58 344,00 PLN 54 777,35 PLN 3 566,65 PLN 

(Source: Own elaboration) 

 

Figure 1 presents the histogram of costs for 22 patient conditions. The frequency (the 

number of patient conditions) is as follows: 6 in the range of 0 – 2000 PLN, 10 in the 

range of 2000 – 2500 PLN, 3 in the range of 2500 – 3000 PLN, 2 in the range of 3000 

– 5500 PLN and 1 in the range upper than 5500 PLN. 

 

In order to reject patient conditions with extreme cost values from the research sample, 

as they can distort the average lower outliers and upper outliers are calculated as 

follows: 

 

lower outliers = q1-1.5*(q3-q1) and 

 

upper outliers = q3+1.5*(q3-q1),  

 

where: 

q1 – the value of the 1st quartile 

q3 – the value of the 3rd quartile 

 

Figure 1. Histogram of costs for 22 patient conditions (with outliers) 
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(Source: Own elaboration) 

 

Calculations for inguinal hernia data (F72) show that q1 equals to 1964.70 PLN and q3 

equals to 2776.80 PLN, thus lower outliers equal 1152,59 PLN and upper outliers equal 

3318,21 PLN. All costs values that are not in the range (between 1152,59 PLN and 

3318,21 PLN) should be rejected. The research sample includes 2 patient conditions 

with costs upper than 3318,21 PLN: patient condition P12 – 5823,74 PLN and patient 

condition P15 – 3318,82 PLN. These two items must be rejected from the sample. The 

remaining 20 patient conditions are considered the normal cost group. Figure 2 presents 

the histogram of costs for patient conditions without outliers. 

 

Figure 2. Histogram of costs for 22 patient conditions (without outliers) 

 
(Source: Own elaboration) 

 

In order to estimate mean values for the research sample related to DRG F72, compare 

them with NFZ tariffs (calculated as an average value, equal for all hospitals) and check 

if it matches bigger samples (populations), the Student’s t-test is performed. The 

principal assumption of the Student’s t-test says that the sample (1) has to include more 

than 50 items or (2) has to be a sample from normal distribution population. Taking 

into account that the research sample comprises 22 items, it is necessary to verify if the 

research sample is from normal distribution. In order to accomplish it, the Shapiro-Wilk 
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W-test (the best test for normality statistic) is used. Its application is limited for sample 

size up to n = 50. 

 

Variance test for normality (W-test) of Shapiro and Wilk is a statistical procedure for 

testing a complete sample for normality. The test statistic is obtained by dividing the 

square of an appropriate linear combination of the sample order statistics by the usual 

symmetric estimate of variance. This ratio is both scale and origin invariant and hence 

the statistics is appropriate for a test of the composite hypothesis of normality (Shapiro 

and Wilk, 1965: 591). The null hypothesis (H0) is that the data is normally distributed. 

If the p-value is greater than the significance level of 0.05 (it is acceptable to have a 5% 

probability of incorrectly rejecting the null hypothesis), then the null hypothesis cannot 

be rejected. And this is the case of the research sample where W equals to 0.92471 and 

p-value equals to 0.1221. 

 

Therefore, the Student’s t-test can be applied for the research sample. Confidence levels 

in this test are expressed as a percentage. A confidence interval (CI) is a type of interval 

estimate (of a population parameter) that is computed from the observed data. The 

confidence level is the frequency (i.e., the proportion) of possible confidence intervals 

that contain the true value of their corresponding parameter (Neyman, 1937: 333-380). 

If confidence intervals are constructed using a given confidence level in an infinite 

number of independent experiments, the proportion of those intervals that contain the 

true value of the parameter will match the confidence level. It means that even if the 

research is repeated over and over again, a particular percent of the time the results will 

match the results got from a population.  

 

Taking into account the data from the research sample, the true mean is equal to 

2200,92, p-value equals to 1, and the confident interval is within the range of 2058,15 

PLN and infinity. Hence, NFZ tariff which amounts to 2652 PLN falls in this range. 

The results reveal 95% confidence level, which means that if the research concerning 

inguinal hernia is repeated, 95% of the time the results will be the same – NFZ 

reimbursement covers all costs related to treatment of patients from DRG F72. 

 

The meticulous analysis of cost outliers allows to identify clinical factors which 

influence the increase of costs incurred in the process of providing particular medical 

services (Conney, et al., 2003: 30). High quality data related to the cost of a patient 

facilitate effective decision-making by hospital management (Popesko, et al., 2015: 

50). 

 

3. Conclusions 
 

The specific nature of the hospital is reflected in the fact that its primary purpose is not 

to generate profit, as it is in the case of the most economics entities, but the realization 

of a social mission, which is to provide high quality of health services. Nevertheless, it 

is important for hospitals to cover all costs related to their activity. NFZ tariffs should 

even enable health services providers to generate a surplus in order to facilitate their 

development and invest in medical equipment and new technologies. 

 

Due to the fact that NFZ performed the valuation 10 years ago, there is a need to 

evaluate if the imposed tariffs still cover the costs, incurred by the hospitals within 

particular diagnosis-related groups. Additional the conditions, in which the hospitals 
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operate, are constantly changing (population aging, purchase of new equipment, 

increase of prices of medicines, medical materials and salaries, implementation of new 

technologies, etc.). This comparison of costs and NFZ reimbursement should be 

performed periodically in each hospital. It would bring a great value if the results 

obtained are compared amongst different types of medical services providers as well as 

hospitals operating in various geographical regions. Underestimation of specific DRGs 

observed in several hospitals, would serve as a base to renegotiate higher tariffs with 

Narodowy Fundusz Zdrowia. 

 

The example of DRG F72 shows that the price for inguinal hernia is calculated by 

Narodowy Fundusz Zdrowia in a way, that the surplus (net profit) is generated. Taking 

into consideration the existence of outliers, this surplus can cover the loss on particular 

patient conditions with extreme costs values, as P12 and P15 in the research sample.  

 

Hospitals should plan and then control the costs related to their activity and reduce the 

waste in the use of resources, even more due to many factors which have an unfavorable 

influence on costs and are beyond the control of hospitals, such as the increases in the 

demand for medical services, the impact of new technologies, the institutionalized 

nature of health insurance. Therefore, the managers should benefit from the managerial 

tools needed for proper control in order to rationalize the costs of health services. A 

management control system is useful in modifying some of the inefficiencies that exist 

within the health care system. 
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(e.g. commercialize of building materials) 
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Abstract: This article aim is to create a model Balance Scorecard and introduce new 

performance indicators that can be used at SMEs level that are dealing with physical 

products (e.g. commercialize of building materials). The findings will offer several 

insights to the strategies that SMEs are using through cross-selling products. The 

revenue streams will be analyzed and the profit margins will be uncovered. 

Performance indicators have characteristics specific to the physical products field and 

have distinct elements in their composition. Depending on the mission and objectives 

proposed, the development of the specific activities can be pursued. The article will 

create a basis for further studies regarding interconnectivity between performance 

indicators at the level of physical products businesses. By adjusting the key variables, 

a new strategy can be created to achieve high efficiency in the use of financial capital, 

human resources and other type of assets. The methodology used is a case-study 

approach. A Romanian based SME that is active in the field of commercialize of 

building materials is analyzed from a holistic point of view. The results show how a 

distinct approach can be used in monitoring an SME. We can extrapolate the findings 

toward businesses that are dealing with physical products, aiming to create a strategic 

management that would offer high efficiency in the use of financial capital, human 

resources and fixed assets.  

 

Keywords: Strategic Management, Balance Scorecard, Key Performance Indicators 

(KPIs), Small and Medium Enterprises (SMEs), Physical products. 

 

1. Introduction 
 

Strategic management illustrates an overview of the enterprise that characterizes its 

direction and purpose. It analyzes the development of the enterprise to date and the way 

in which the long-term objectives can be achieved. Provides a framework for decision-

making on key elements: leadership model; human capital; financial perspective; 

active; know-how; risks; location; competition; technology; products; market 

development; and so on. Strategic management determines what an enterprise is able 

to achieve and what goals it cannot achieve. It establishes the type and way in which 

the enterprise produces added value and the form in which it is delivered to customers. 

It is the planning and decisions that will be taken in the medium and long term to 

achieve its objectives. 

 

Performance indicators have the role of analyzing the internal entrepreneurial 

phenomenon and the external economic environment of the enterprise in order to 

provide relevant information to management. They make it possible to diagnose the 
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organization in order to regulate performance piloting. The balance scorecard primarily 

provides a diagnosis of current activity and is an important tool in decision-making at 

management level. 

 

The Balance Scorecard serves to provide summary information on the company’s 

business, thus providing an overview of the economic and financial elements. The 

Balance Scorecard is an excellent tool for managing enterprise performance, illustrating 

in a simplified form key information on which management can make decisions. 

 

The Balance Scorecard is illustrated by performance indicators that can take absolute 

or relative values. Through them, the specific elements selected by the management 

level take a synoptic expression giving a detailed insight into the progress made at the 

company level. This explains in a rapid form the incidents that pose a danger to the 

achievement of the proposed objectives. 

 

For the purpose of drawing up a scoreboard, the following must be met: 

1. Objectives and mission: The objectives quantify the mission goal to which the 

leadership model is directed. Objectives can take different forms, such as 

profitability, number of customers, costs, turnover, etc. 

2. Establishing a plan to meet the objectives. For each objective, there must be a plan 

of measures that can be implemented. 

3. Identification of representative indicators. It is necessary to quantify each objective 

through an indicator or set of indicators. 

4. Balance Scorecard formation in a simplified manner that can be easily tracked 

(charts, tables, performance rates, etc.). 

 

Specific key performance indicators can be expressed in general terms under the 

following illustrations: 

 

Table 1. Examples of KPIs that can be illustrated in a graphic form 

Graphic form 

Sales stream Sales growth chart comparison 

Supply chain Acquisition growth by supplier  

Inventory 

Inventory chart development by group of articles 

Inventory chart development by store 

Share of inventory of each store by total  

Financial 
Debt development chart 

Receivables development chart 

Accounting 
Inventory growth by accounts 

Inventory turnover by accounts 

 

Table 2. Examples of KPIs that can be illustrated in multi-dimensional tables 

Multi-

dimensional 

tables 

Sales Development of sales by subsidiary and clients 

Supply chain 
Raw materials supplier growth 

Change of sales by products and supplier 

Inventories 
Change of inventories by groups 

Change of inventories by subsidiaries 

Financial 

Development of turnover 

Development of Expenses/Income 

Change of debts 

Change of receivables 
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2. Proposed key performance indicators (KPIs) 
 

After analyzing over 114 articles in the field of balance scorecards, Hoque (2012) finds 

that, overall, the distribution of past studies indicates a heavy emphasis on the design, 

implementation and use aspects of the balanced scorecard. As Hoque (2012) states, 

“future research might explore these aspects further in different contexts, there might 

also be increasing interest in linking these aspects with other organizational strategies 

or processes such as total quality management (Hoque, 2003), operations management 

(Kaplan, 2012), time-driven activity-based costing (Kaplan&Anderson, 2004; 2007), 

supply-chain relationships, IT, business-process-management, and value chain 

analysis.” With the exception of Cheng and Humphreys (2012) researchers have paid 

little attention to recent concepts around the balanced scorecard such as “strategy map”, 

“strategy execution”, and “total strategic alignment”. 

 

Having this in mind, I propose a new set of KPIs that can be used in the field of physical 

products businesses: 

 

Key performance indicators proposed for SMEs that are selling physical products: 

a. Value of cross-selling products vs total products; 

b. Product management time for each product compared to its profit; 

c. Surface area of the product occupied in the deposit related to profit; 

d. Purchasing frequency vs. profit; 

e. Risk of damage to the product; 

f. Frequency of monthly acquisition; 

g. Product-level profit; 

h. New Customer Recommendations/Total New Customers; 

i. Profit compared to storing space. 

 

KPIs – Example 

 

We assume that IDG’s mission is to increase its market share to 7% next year. In order 

to achieve this, a business diagnosis is needed to create an effective strategy. 

 
I have decided to use the following performance indicators for the Balance Scorecard 

to get the most insight into the business. Typically, with the help of specialized 

software, this analysis can be done in relative values, always having a basis for 

comparison. For the sake of simplicity, in the example below we will take abstraction 

from the base of comparison and I will present as far as possible the absolute values 

and their relevance in a Balance Scorecard. 

 

2.1. Market share 

 

The market that the IDG company is activating is a relative small market. Here are the 

main competitors and the market share over a period of two years. 

 



 

21 

 
 

 
 

2.2. Seasonality of sales 

 

To give a broad insight into monthly earnings, we’ll illustrate the value of sales 

(RON) per IDG company in 2016 (figure 3). 

 

Sales seasonality is noticeable, with June, July and August accounting for 40% of total 

sales. This sales chart may be representative of the construction materials industry. Due 

to variable sales, companies are forced to dispose of their resources in an efficient way. 
If a comparison is made between January (responsible for a sale of 68,000 RON) and 

July, (responsible for a sale of 409,000 RON) we can see a difference of 600% of the 

volume. This discrepancy makes it almost impossible to use resources efficiently. 
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The main supplier is Viking, with a value of RON 557 thousands followed by Metale 

International with RON 311 thousands and Aralex with RON 112 thousands. The cross-

selling product supplied by Viking and Metals is responsible for 60% of total purchases, 

while the remaining 40% are adjacent products. 

 

2.3. Profit for individual suppliers 

 

Although Viking is responsible for 38% of total purchases, when it comes to efficiency, 

it is only responsible for 28% of gross profit. On the opposite side, although GBO 

Fastening accounts for only 3% of total purchases, it shows a strong 7% of the gross 

profit out of total profit. 

 

 

Figure 3. Seasonality of sales compared to profit in thousands (2016) 

Figure 4. Acquisitions compared to profit for each supplier in thousands (2016) 
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2.4. Percentage of total profit for each supplier 

 

 

While the average margin applied in the sector is about 19%, a 38% profit margin is 

applied to the GBO provider. This is due to the comprised product (special screws). 

Since they are a by-product, customers do not show a price aversion (the price is not 

significant in the purchase). This strategy is generally used by construction materials 

firms, often using very high margins for the secondary products, and can truly be a 

revenue stream that the company would not be able to do business without. A similar 

case is the accessories of a roof (Aralex), with a 21% profit margin. 

 

2.5. Weight of cross-selling product in total products 

 

 

The company’s main product is metal roofing. Cross-selling products are accessories, 

pluvial system and other adjacent products. Cross-selling product is responsible for 

59% of total sales while secondary products account for 41% of total sales. In other 

Figure 5. Percentage of profit out of total by 

supplier (2016) 

Figure 6. Level of Cross-selling products sold compared with 

other products (2016) 
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words, we can say that for 41% of the total sales value comes from the secondary 

products. 

 

2.6. Share of cross-selling/secondary products 

 

 

Although the cross-selling product is responsible for a high sales value (59%), when 

we talk about the total profit in real values, the secondary products are responsible for 

more than half (52%) of the total profit. This is due to the high margin of the secondary 

products. While the cross-selling product has a lower margin (only 16%) in order to be 

competitive on the market and attract customers, the secondary products have a margin 

of 25% as the customers are not so price sensitive. 

 

2.7. Profit relative to the number of product management hours 

 

 

 

Hours/year - is the total number of hours spent managing each product. 

Figure 7. Level of Cross-selling products profits compared with 

other products profits (2016) 

Figure 8. Hours required for managing the product compared to profit of the product 

(lower is better) 
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Val. - represents the number of hours divided by the yearly profit for each year. The 

closer the value is to 0, the more profitable the product is in relation to the required 

management time. 

 

From the graph above we can see that the most efficient products according to the 

management time are the Special screws, the pannel panel and the ceramic tile. At the 

opposite end, the product that requires a longer management time is the galvanized 

sheet. 

 

2.8. Reported profit per product relative to the warehouse space occupied 

 

Space occupied - represents the space in cubic meters occupied by the specific product. 

 

Profit/space - represents the profit for each product in relation to its volume. The higher 

the value, the higher the efficiency of the product compared to the occupied space. 

 

Since panels and ceramic tiles are delivered from the supplier directly to the customer, 

they do not require storage space at the company’s headquarters. They have a higher 

profit compared to other products. The third place of efficiency in terms of space used 

is special screws. The most unprofitable in relation to the space used is metal tiles with 

a profit of only 403 RON per m3 occupied. 

 

2.9. Inventory turnover, receivables 

 

Inventory TO =
𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟

𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑖𝑒𝑠
 = 4.23 ; Receivables (number of days) = 

𝑅𝑒𝑐𝑖𝑣𝑎𝑏𝑙𝑒𝑠

𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟
 𝑥365  = 

32    

 

The stock rollout is 4.23. This is the fact that the company resold the amount of stocks 

it normally holds 4.23 times. The higher the value, the better the company performs. 

The value of 4.23 is above the average of companies in this area. 

 

Receipt of claims in number of days is the period the company needs to collect 

receivables from customers. The lower the value, the faster the company has liquidity. 

A short period for collecting receivables can be a major asset. 

 

Figure 9. Space occupied by the product compared to profit of the product (higher is 

better)  
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2.10. Acid test 

 
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠−𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑖𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑑𝑒𝑏𝑡𝑠
 = 21.35 

 

If the current liquidity value is greater than 1, it means that the company can pay all its 

debts in the home and bank. If the current liquidity takes very high values, then we can 

say that the company does not use its resources to its full potential. If the current 

liquidity value is close to 0, we can pull an alarm because the company cannot pay its 

current debts. 

 

2.11. Share of personnel expenses relative to turnover 

 
Personnel expenses

𝑇𝑂
 = 4.6% 

 

We can claim that the share of the expenses with the employees represents 4.6% of the 

total turnover. If this value is less than the total profit margin, to a significant extent, 

then we can say that the employees have a high degree of efficiency. 

 

2.12. Efficiency of employees (labor productivity) 

    
𝑇𝑂

𝑁𝑟.𝑜𝑓 𝑒𝑚𝑝𝑙𝑦𝑒𝑒𝑠
  = 460 thousand RON 

 

We can say that each employee is responsible for creating 460,000 RON/year added 

value. 

 

2.13. Return on Assets 

 
𝐸𝐵𝐼𝑇

𝐴𝑠𝑠𝑒𝑡𝑠
  = 13.8% 

 

With a total of 915,000 Ron assets, the company earned 126,000 Ron profit. Return on 

assets is 13.8%. Compared with the industry average (7%), the company has an 

efficient return. 

 

2.14. Summary of KPIs 

 

a. Market share; 

b. Seasonality of sales; 

c. Profit for individual suppliers; 

d. Percentage of total profit for each supplier; 

e. Weight of cross-selling product in total products; 

f. Share of cross-selling / secondary products; 

g. Profit relative to the number of product management hours; 

h. Reported profit per product relative to the warehouse space occupied; 

i. Inventory turnover, receivables;  

j. Acid test; 

k. Share of personnel expenses relative to turnover; 
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l. Efficiency of employees; 

m. Return on assets. 

 

3. Conclusions  
 

The Balance Scorecard primarily provides a diagnosis of current activity and is an 

important tool in decision-making at management level. Depending on the mission and 

objectives proposed, the development of the specific activity can be pursued. By 

adjusting the key variables, a new strategy can be created to achieve high efficiency in 

the use of financial, human and other resources. 

 

The Balance Scorecard serves to provide summary information on the company’s 

business, thus providing an overview of the economic and financial elements. The 

Balance Scorecard is an excellent tool for managing enterprise performance, illustrating 

in a simplified form key information on which management can make decisions. 

 

As a result, the following set of KPIs have been introduced for the help of physical 

product businesses:  

a. Value of cross-selling products vs total products; 

b. Product management time for each product compared to its profit; 

c. Surface area of the product occupied in the deposit related to profit; 

d. Purchasing frequency vs. profit; 

e. Risk of damage to the product; 

f. Frequency of monthly acquisition; 

g. Product-level profit; 

h. New Customer Recommendations/Total New Customers; 

i. Profit compared to storing space. 
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KPI Tool - a software application for monitoring the 

situation of input data in ERP for accounting department - 

A study case 
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Abstract: The accounting activities environment, the business itself is changing daily, 

and the technologies are in constant change. The problem of adapting the KPI 

application, inside SAP ERP, is the starting point for this paper. Old application of KPI 

are moved to SAP using the latest technology from SAP Web Dynpro ABAP. The 

application was redesigned and developed in SAP (System and Applications, Products) 

environment. The development was done in the programming language ABAP 

(Advanced Business Application Programming) – using Web Dynpro technologies. In 

this paper is presented the new concept of collecting data from an ERP (invoices, 

orders, data from papers regarding fixed assets, etc.), use of these data in order to 

achieve the target regarding the activities in one accounting department (number of the 

data entered in one ERP system SAP) regarding tasks what where performed in one 

accounting month. The data will be automatically collected from SAP and presented 

according with designed KPI formulas developed by the management of the company. 

This application - module is used in a big oil and gas company. Aspects regarding the 

analysis, implementation and testing of the software application will be presented in 

this paper. 

 

Keywords: Key Performance Indicators – KPI, SAP, ABAP, Web Dynpro 

technologies oData, SaaS, Enterprise Resource Planning – ERP, qualitative research. 

 

1. Introduction 
 

This article aims to address the issue of “in-house” implementation of IT / Accounting 

issues commonly encountered in companies using an ERP integrated system, in our 

case it is about SAP. Many articles highlight the fact that ERP “Enterprise Resource 

Planning” - introduced in 1990 by the prestigious Gartner Group, wants to define more 

clearly the next generation of software to address the manufacturing resource planning 

(MRP II). In our case we understand that this method, MRP II, represents the 

methodology for producing plans such that all the company’s resources are involved in 

the activity of in the area of manufacturing (Keller, 1999).  

 

Such a concept has a very extensive area of expertise, so it includes but is not limited 

to software applications, specific databases, infrastructure concepts, and a wider vision 

of an organization from an IT point of view. The IT resources of an organization are 

aimed at the smooth running of IT and accounting, IT/Finance in general, with reference 

to the business environment, so that the concepts discussed above aim to solve all the 

problems existing in a big company, in our case here, being a big oil and gas company.  
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The main goal in terms of a company and the role of an ERP system within it is to 

effectively manage all existing resources in the organization so that there is a high 

degree of performance and more productivity, to the highest possible odds - maximum 

benefits (Leu and Huang, 2009; Lin and Shih, 2009).  

 

As far as the company is concerned, the Gartner Group has the great purpose of guiding 

companies in terms of IT consultancy and in making important decisions about 

organizing information technology.  

 

Figure 1. ERP evolution 

 
 

The main objective of an ERP system is to integrate all software applications within a 

company, so all the functionalities that need to be in one place. ERP systems are 

designed to help the business environment so that any requirement from a department 

is resolved with this system. A number of companies have, over time, created various 

ERP-based integrated systems, we can mention here, Oracle, Progress, Microsoft, Infor, 

Sage, and last but not least, SAP, a system that is relevant in respect with this article. 

 

This article refers to an ERP product, so mentioning the “players” on this market of 

software solutions is welcome. I would like to bring to the attention of those who read 

this paper other companies such as Progress Software Company, Microsoft Company 

and SAP. SAP is a German company that started in 1972, growing year after year, from 

a product exclusively dedicated to finance to products that now cover a wide range of 

services. 

 

As mentioned above, companies that have and have been designed to produce 

integrated ERP systems include Oracle, an American company (who bought PeopleSoft 

in 2005), whose purpose was and is marketing of software and hardware products. 

 

The year 2017 brings a top 10 of the most wanted and sold ERP products, taking into 

account several aspects such as depicted in Figure 2: 

 Market Share; 

 Cost as Percent of Revenue; 

 Average Time to Implement; 
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 Average Panorama Client Functional Scores; 

 Average Payback Period. 

 

For all connoisseurs in the area of ERP systems, we need to mention here some 

products, entities that cover areas of ERP knowledge regarding: EPM - Enterprise 

Performance Management software, FMS - Financial Management Solutions, HRMS - 

Human Resource Management Systems, SCM - Supply Chain Management, CRM - 

Customer Relationship Management and others. 

 

Regarding SAP AG, this is a German company, that owns the integrated ERP system, 

SAP, and it was formed in 1972 by five former IBM employees who wanted to provide 

to the business environment, a system capable of solving problems encountered in 

activities within a company in terms of business operations and customer relations 

(Weidmann and Teuber, 2009).  

 

Figure 2. ERP criteria for making decisions 

 
 

SAP AG offers a multitude of solutions in present, ERP software - enterprise resource 

planning being the most commercialized, on the other hand there are BW solutions - 

the one that stores, calculates and displays consolidated reports at certain levels, 

solutions which offers a customer relationship management, SAP Business Objects 

software, newer SAP specialists work on in-memory solutions such as SAP S/4 HANA 

(which was first released in 2010), which is part of the next-generation enterprise 

resource planning. With regard to a petroleum and gas company, the solutions offered 

by SAP have in scope the solution of the multitude of issues such as financial 

accounting issues, audit and expertise processes, sales and distribution processes, 

CREM processes, processes by HSSQ, IT processes, so as to increase the chances of 

companies to strike, to grow, in an increasingly competitive market (Chen and Lin, 

2008; Zhou, 2009). 

 

In this scientific paper, we want to highlight the necessary steps that led to the creation 

of an SAP working module within an ERP-SAP integrated system, Z-KPI application, 

which refers to the compilation and highlighting of the calculation of KPIs defined 

within each functional department, belonging to the Finance / IT service line of a large 

oil and gas company. 
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2. Methodologies for calculation of KPI’s, Software Requirements 

Specification 
 

The purpose of this article is to analyze the application for the departments belonging 

to the oil and gas company, in the sense that we want to look forward to adapting it to 

a number of co-lateral applications so that we can integrate new technologies such as 

SAP Fiori, SAP Portal and even SAP Cloud. In a first phase, we analyze this module, 

the Z-KPI application, the way we use the new WebDynpro technologies. In a second 

step, we would like to adapt the application so that it can be used outside the workspace, 

that is, not at the office, so the use of smart phones, tablets is not an unresolved thing, 

why not, eventuality of hosting it in a cloud (Lin and Shih, 2009). 

 

Next, we want to explain why we wanted to create such a module and what are the 

questions that we should answer when it comes to such an application. First of all, why 

do we need KPIs? What are KPIs? Why do we use them? How do you measure success 

and how do you properly evaluate a team/department/service line? How do you know 

that the things are evolving in the way you want? How do you react to the challenges 

and how do you solve an unpleasant situation? 

 

It is well-known that the management of a team/department is not an easy one, so that 

each manager does not want his area to be chaos and lack of clarity regarding the 

delivery of demands coming from any direction. In each team there are goals, the 

manager sets them at each beginning of the year. These goals must be measurable so 

that they can make well-grounded and consistent decisions with the direction of the 

company the team is part of. 

 

I have written this article, in order to explain how to measure and how to evaluate, the 

activity of an entire department, why KPIs or Key Performance Indicators is needed, 

so, it’s clear that any performance manager needs to know how to apply them, so 

evaluations of the activities inside the department to be positive and measurable. The 

role of KPIs is simple and easy to understand/explained. Always if you know what you 

have to accomplish (in your turn, as a manager, you can take on some goals, come from 

the superior bosses and make it to the cascade), you know what you want to measure. 

If you measure, you know what you need to improve/correct, and especially what to do 

in order for things to work in the direction you are doing. 

 

The following KPIs are used in the oil and gas company and have been explored in the 

present paper (AP - Accounts Payable; AR - Accounts Receivable; Inv. - Invoices; PP 

- payments proposal; FA - Fixed Assets; FTE - Full Time Employee; CMDM - Central 

Master Data Management): 

 AP/Inv.: Number of invoices 

 AP/Inv.: Invoices/FTE (full time employee) 

 AP/Inv.: % Electronic invoices 

 AP/PP: Number of payment proposals 

 AP/PP: Payment proposals/FTE 

 AP/PP: %Automatic payments 

 AP/Cost: Cost/FTE 

 AP/Cost: Cost/Invoice 
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 AP/Cost: Cost/Payment proposal 

 AR/KPI issued invoices: Number of issued invoices in AR 

 AR/KPI issued invoices: Number of invoices/FTE 

 AR/KPI issued invoices: % Automatic AR invoices 

 AR/KPI on incoming payment processing: Number of incoming payments 

 AR/KPI on incoming payment processing: Number of payments/FTE 

 AR/KPI on incoming payment processing: % Automatic incoming payment 

 AR/Cost KPIs: Cost/FTE 

 AR/Cost KPIs: Cost/payment 

 AR/Cost KPIs: Cost/invoice 

 FA/Capitalizations: Number of document lines-capitalizations 

 FA/Capitalizations: Number of documents/FTE 

 FA/Costs: Cost/FTE  

 FA/Costs: Cost/capitalization 

 CMDM: Customers 

 CMDM: Total MD creation/changes per FTE 

 CMDM: Vendors 

 CMDM: Materials&Safety data sheets 

 

The theoretical analysis of the KPIs above, the computation of the formulas that led to 

the management’s desired results, has made the design of the application, developed 

within SAP, complex and adaptable to possible modifications/changes in the 

environment. Every company/organization has, every year, a series of targets, more. 

strengths are expressed every time when KPIs are analyzed to increase productivity. In 

Figure 3, point-to-point, focused points are highlighted and analyzed monthly, after the 

KPI analysis is done. 

 

Figure 3. The Focus points – company/organizations 

 
 

In the following, we want to detail how KPIs are calculated for the departments 

described above. We analyzed the 2016 versus 2017, and for the year 2017, we 

collected quarterly data, in the table below, we have an analysis of the invoices versus 

employees (FTE) and electronic invoices. The following data are collected and, based 

on formulas, we can act with the results and we can conclude, based on a lot of 
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comments, that our computations regarding KPIs data, are good or not, and we need 

input from the business environment, because our results should match with manager’s 

objectives. Our results have to fulfil or meet the established criteria received from KPIs 

process. 

 

Table 1. Calculated field for our research 

Solve 

Order 

Item  Formula 

1 ‘% AP electronic 

invoices’ 

=‘AP automated invoices’/’AP No of 

invoices’ 

2 ‘AP invoices/FTE’ =‘AP No of invoices’/’AP Invoice FTEs’ 

3 ‘AP payment 

proposal/FTE’ 

=‘AP payments proposal’/’AP payments 

FTEs’ 

4 ‘AP cost/FTE’ =(‘AP cost invoices’ + ‘AP cost 

payment’)/(‘AP Invoice FTEs’ + ‘AP 

payments FTEs’) 

5 ‘AP cost/invoices’ =‘AP cost invoices’/’AP No of invoices’ 

6 ‘AP cost/payment’ =‘AP cost payment’/’AP payments proposal’ 

7 ‘% AP payment 

proposal’ ‘2016 Q Av.’ 

=‘AP automatic payments’/’AP payments 

proposal’ 

8 ‘%Automatic payments’ =‘AP automatic payments’/’AP payments 

proposal’ 

9 ‘AP payment 

proposal/FTE’ ‘2016 Q 

Av.’ 

=‘AP payments proposal’/’AP payments 

FTEs’ 

Note that, in our tool Z-KPI application, we have to take into consideration the 

following points:  

 

1. When a cell is updated by more than one formula, the value is set by the formula 

with the last solve order; and  

2. To change the solve order for multiple calculated items or fields we need to select 

the line, KPI line, re-calculate the results and the solve the order is solved. 

 

We collect the following data from Accounts payable, in our scope is the part of 

Invoices, Payments proposal and Costs: 

 

Table 2. Invoices - collected data from a period (one year) for our research 

Invoices Q.Av. 

2016  

Q.Av. 

2017 

Q4/16 Q1/17 Q2/17 Q3/17 Q4/17 

No of invoices 247,789 268,741 244,774 229,205 260,538 307,062 278,148 

Invoices/FTE 2,887 3,157 2,907 2,923 3,254 3,438 2,999 

%Electronic 

inv. 

48.45 50.00 50.05 48.99 50,00 51.00 55.03 

Invoice FTEs 85.83 85.00 84.20 78.43 80.06 89.31 92.75 

 

where: 

“Q.Av.2017” = (“Q1/17” + “Q2/17” + “Q3/17” + “Q4/17”) / 4 

“Invoices / FTE” = “No of invoices” / “Invoice FTEs” 

“Invoices FTEs” = “No of invoices” / “Invoice / FTE” 

“% AP electronic invoices” = “AP automated invoices” / “AP No of invoices’ 



 

34 

 

Graphically, we have the following picture (Figure 4). 

 

Figure 4. Invoices analysis – company/organizations 

 
 

As a remark, we can conclude that the number of invoices are constantly, with little 

deviation in Q3 based on recalculations of some additional taxes. Another remark is 

that we automatized some processes, based on that a lot of invoices are created 

automatically, as we can see in Q4 45% of invoices are done manually, so it is a big 

plus for the company, because some manual work is disappearing. 

 

In next step, we will discuss a little bit about payment proposal, so in the next table we 

have collected data for an entire year, so, after this we can conclude if our KPIs are 

fulfilled or not. In our below table, we have data received from Accounts payable 

department, this segment, payment proposal, is one of the teams which is on the analysis 

done by us for our KPIs software application. 

 

Table 3. Payments proposal - collected data from a period (one year) for our 

research 

Payments 

proposals 

Q.Av. 

2016  

Q.Av. 

2017 

Q4/16 Q1/17 Q2/17 Q3/17 Q4/17 

No of payment 

proposals 

1,956 2,330 2,014 1,884 2,091 2,493 2,853 

Payment 

proposals/FTE 

397 419 408 377 408 419 461 

% Automatic 

payments 

75.11 81.00 74.68 73.00 80.00 86.00 84.00 

Payments FTEs 4.93 6 4.94 5.00 5.13 5.95 6.19 

 

where: 

“Q.Av.2017” = (“Q1/17” + “Q2/17” + “Q3/17” + “Q4/17”) / 4 

“AP payment proposal/FTE” = “AP payments proposal” / “AP payments FTEs” 

“% AP payment proposal’ ‘2016 Q Av.’ =‘AP automatic payments’ / ‘AP payments 

proposal’ 

“AP payment proposal/FTE” “2016 Q Av.” = “AP payments proposal” / “AP payments 

FTEs” 
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“%Automatic payments” = “AP automatic payments” / “AP payments proposal” 

 

Graphically, we have the following picture (Figure 5): 

 

Figure 5. Payment proposal analysis – company / organizations 

 
 

As a remark, we can conclude that the payment proposals are constantly, with little 

deviation in Q1 and Q4 based on recalculations of some additional taxes. Another 

remark is that we automatized some processes, based on that a lot of payment proposal 

are created automatically, as we can see in Q3 14% of payment proposals are done 

manually, so it’s a big plus for the company, because some manual work is 

disappearing. Automatic payments are done now, as we can see, in 2017, the maximum 

of 86% of payments was performed in Q3.  

 

In next step, we will discuss a little bit about costs, the main argue in making decisions, 

so in the next table we have collected data for an entire year, so, after this we can 

conclude if our KPIs are fulfilled or not. In our below table, we have data received from 

Accounts payable department, in respect with this segment, costs, is an important one, 

in our analysis done by us for KPIs software module. 

 

Table 4. Costs - collected data from a period (one year) for our research 

Costs Q.Av. 

2016  

Q.Av. 

2017 

Q4/16 Q1/17 Q2/17 Q3/17 Q4/17 

Cost / FTE 9,116 10,160 9,721 10,081 9,683 9,193 11,684 

Cost/invoice 3.2 3.2 3.3 3.4 3.0 2.7 3.9 

Cost/payment 

proposal 

23 24.3 23.8 26.7 23.8 21.9 25.4 

 

where: 

“Q.Av.2017” = (“Q1/17” + “Q2/17” + “Q3/17” + “Q4/17”) / 4 

“AP cost/FTE” = (“AP cost invoices” + “AP cost payment”) / (“AP Invoice FTEs” + 

“AP payments FTEs”) 

“AP cost/invoices” = “AP cost invoices” / “AP No of invoices” 



 

36 

“AP cost/payment” = “AP cost payment” / “AP payments proposal” 

Graphically, we have the following picture (Figure 6): 

 

Figure 6. Costs analysis – company/organizations 

 
 

As a remark, we can conclude that the costs/FTE are not constantly, with a lot of 

deviations in Q1, Q2, Q3 and Q4 based on two points: employee fluctuation and process 

automation. Another remark is that we automatized some processes, based on that a lot 

of costs are decreased (we can see in Q4 an increase, this is based on additional work 

which have to be done). Cost / payment proposals is decreased, so it’s a big plus for the 

company, because some manual work is disappearing. Cost / invoice are more or less 

stable so we can conclude that, even we received additional work, from another 

subsidiary, with our people, automation and robotics, these things mentioned by us 

before, are under control.  

 

3. KPIs Software Application Design 
 

As discussed earlier, the integrated ERP system, SAP, is one of the largest systems in 

the world (Schäfer and Melich, 2011), with the goal of managing and integrating all 

processes belonging to a company, in our case an oil and gas company. This SAP 

integrated system, is based on client/server architecture and, moreover, is also used to 

develop systems/modules/applications (Software ABAP/Java Software). In the 

company, the SAP focuses are on existing integrated processes, starting with planning 

process, tracking of development/production processes and with the purpose of 

administration of relationships with business partners, with suppliers, with customers 

or other players in the business. 

 

The SAP system, once is chosen as a base system in a company, it comes with a number 

of benefits as follows: 

 Integrated system (all components are interdependent one, we have a single 

database, one single point of entry); 

 Comprehensive system (from an economic perspective, it can cover any sector 

activities); 

 Open and inventive system (this system is independent from the database and 

hardware platform used, there are software correlation with other applications; 
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it permits modifications created by the user, including new 

module/functions/programs); 

 Reduced costs for company based on preconfigured functionality and existing 

automated tools; 

 System in Real-time mode (data analysis from operational flow is the base for 

tools and information received from the system); 

 Powerful integrated industry-specific solutions inside business processes; 

 For standardization and control it’s an easy system in terms of integration 

operations into one software in order to meet corporate needs for standardization 

and control. 

 

The SAP system, comes, in turn, with a number of other benefits, such as: we have to 

deal with a series of standard and in-house reports, extending the functionality of a 

company can be done very easily in SAP (knowing that a number of other new 

requirements can be developed by programming in ABAP), from the auditing point of 

view, the auditors can use the system, providing a series of data with a high degree of 

accuracy. Another benefit is that this system can connect with all existing applications 

in the company, SAP and non-SAP, and data transfer is fast and efficient. 

 

Figure 7. SAP Integration/SAP and non-SAP application 

Interfacing - company/organizations 

 
 

What is good to know is that the information, once introduced into the system, is 

available to all divisions in the country and abroad, regardless of location. In the gas 

and oil company is used a DB6 database, and the application is SAP ECC 6.0, EHP4, 

country component ECC Core Country Versions for EEM Countries, version 110_604, 

the operating system is Linux. In terms of maintaining the SAP system in the company, 

this is done through a competence center, called SAP Competence Center, so that all 

ABAP coding, all software applications within SAP (Z-applications), in our case, Z-
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KPI system/module/application, we are made here. 

 

4. Application KPIs Implementation 
 

The Figure 8 contains the ZKPIs application structure and how she looks like. The 

software was done based on programming language ABAP (Advanced Business 

Application Programming). As is mention in the technical literature specification, this 

programming environment was made by SAP, a German company (Helfen and 

Trauthwein (2010)), (Kaplan and Oehler (2010). This programming language was 

developed since 1980 and it is a 4GL programming language. Inside ABAP they have 

included the concept of LDBs (Logical Databases), and this is one of the first 

programming language which contains this concept, this means that they offer, in the 

database, a high level of abstraction. We want to mention here that the object oriented 

programming is included in the latest version of ABAP.  

 

In ZKPIs in particular, implementation has been considered a detailed tool, based on 

analysis of the business environment in the Finance division; taking into account all 

requirements from Finance division - processes and all KPI’s requirements. The ZKPIs 

software application menu from Figure 8 present, step by step, the solution for all 

Finance KPIs, part of requirements in order to view in a good condition results in terms 

of KPI rules. We started with the introduction of a KPI component in SAP, based on 

described formula, aligned formula and the terms which are inside with Finance 

business.  

 

Figure 8. SAP ZKIP’s/SAP Interfacing - company/organizations 

 
 

We introduced after that and other components, like Company codes (Company code, 

Company code name, Legal entity, Country, Division, Segment (Corporate, E&P, etc.), 

Start date, End date, Category and Type of service (Transactional services, fully 

serviced, fully serviced w/o statements, not serviced /small activity, Serviced by OGS, 

Transactional services)), Customers (Customer list, Customer data, Customer products 

(product name (GSFIN – ACCOUNTS PAYABLE, GSFIN – ACCOUNTS 

RECEIVABLE, GSFIN – STOCK ACCOUNTING, etc.), company code, logical 
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system)), KPI master, Products, Units of measure, Users and Service Lines.  

 

In order to perform the KPI record in the application, it is necessary to collect the data 

from the departments and from SAP directly. There are some SAP jobs which are 

created for extracting data, in order to be initial data for KPI tool, this data will be filled 

in specific forms and tables, according to the KPI processes. Next step is adding the 

company code data which is going to be the first level of KPI’s report; this data can be 

taken from the FI module. Another step will be adding customers, in our scope, this is 

done for creating a special code, which is used in KPI master where all components are 

unified in order to create the unique KPI code. 

 

The main action is presented in Figure 9, where a KPI is create and where all additional 

data are put together, based on input data existed in the tool / application. These data 

are introduced in the software application, using manual input, by the administrator 

according with clear rules and procedures received from Finance division. This tool / 

software application is a customizable one, so, in particular, we can also add additional 

fields, where a different type of finance data can be stored. 

 

Figure 9. SAP ZKIP’s Master / SAP Interfacing - company/organizations 

 
 

The form used for entering the above mentioned information it is plotted in figure 10. 

All documents that have been provided from Finance division of the oil and gas 

company for which compute the KPI, in addition to this process, are being stored in the 

system, in order to be viewed at any time as a reports or physical files. 

 

In the figure 10 we can see how we will add a KPI and how we will customize the 

formula, which, after that we will collect the data from the SAP system. These data will 

be after that viewed based on established selection, monthly, quarterly or yearly. 

 

Figure 10. SAP ZKIP’s Master/SAP Interfacing - company/organizations 
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By using our software application, the Finance division has the major benefit of viewing 

all the data for counting activities based on clear rules, in fact the names are KPIs, in 

one database. The data introduced in the system is accurate and can be displayed on-

line all the time. The legal entities can audit the data at any time in order to verify if the 

algorithm used for KPI is used correctly. 

 

The Web Dynpro content (see Figure 11) for KPI software application is a collection 

of GUI status, screens, GUI title, fields, menu bars, includes, transactions, includes, 

flow logic - all used for counting activities performed in an accounting department 

processing inside the ZKPI’s software application. In our applications we used two 

types of tables: first - the SAP standard tables and second we created a lot of z-tables. 

 

Figure 11. SAP ZFFX_FKI_MENU WebDynpro content 

 
 

All the tables are connected and are used for KPIs management processing. All used 

KPIs transactions refer to the Web Dynpro technology / pool and to the initial screen. 

For our tool / software applications, all components / programs are written using ABAP 

methodology. In every company exists a guideline for software developments, there are 

some clear rules which guide the developer to create a structured application, in our 

case this development software guideline was used. 
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5. Conclusions  
 

The research performed during last year convinced us that a successful KPIs integrated 

system, flexible, fully and auditable software application, it’s welcome in an oil and gas 

company which has Finance activities which have to be measured. 

 

In order to respond to the main research objectives, we conducted a piece of qualitative 

research, inviting Finance managers to reflect on some aspects related to KPI/s 

measures knowledge and its management in an organizational context. What we wanted 

to highlight in this article was the possibility of adapting an ERP system to the needs in 

a business environment. Another approach was that the development of a software 

application, internally in the company, can be done using the existing knowledge in the 

business environment. 

 

One of the main findings of this article concerns the current state of knowledge based 

of KPI management implementation in Romanian organizations, in fact is the 

understanding of how can be used an integrated ERP system in a big oil and gas 

company, in Romanian company’s / organizations. However, after a lot of discussions, 

the intention to implement such a KPI strategy seems to be on the managers’ agenda. 

 

Another result of the research is related to the nature of knowledge management in 

terms of KPI processes, how this KPIs help the managers to take the right decisions, 

approaches in place or most likely to be embraced by Romanian organizations. The 

author focused to develop and adapt a software tool for storing, monitoring and 

reporting of Finance/Accounting area activities, inside existing SAP integrated system. 

 

Z-KPIs software application was developed using ABAP (Advanced Business 

Application Programming) and integrated in SAP (System and Application, Products) 

environment; the programming was done in the ABAP using the latest technologies 

WebDynpro (a web application framework - server-side runtime environment). 

 

The Key Performance Indicator, Z-KPIs real application is used in a large gas and oil 

Company and handles the management of counting the activities inside a Finance & 

Accounting division. The article started by presenting the steps used in KPI 

(management area) administration and identifies some useful features in order to make 

tool / software application useful in Accounting & Finance division. 

 

Details regarding the analysis, implementation and testing of the Z-KPIs software 

application are presented, detailed, in this paper. However, all the underlying themes 

discussed in this article have broader implications for the management of KPI’s 

knowledge. Each of these themes can be explored further and more deeply. An 

important research direction appears to be, from the results of this article, the relation 

between organizational learning and KPI knowledge management in different business 

areas contexts. 

 

Nevertheless, our objectives regarding KPI knowledge management and adapting these 

in one ERP system, in terms of activities performed in an oil and gas company were 

reached. We have acknowledged some of the issues organizations face with respect to 

KPI knowledge management and details regarding counting of activities in each 
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Finance division, and as well as, the attitudes of managers regarding this subject. We 

can conclude that their analysis (manager’s discussions) helped to detect the main 

aspects of how KPIs can be used and what are the benefits of using them. 

 

As a further future research objective we foresee to analyze/design/implement how we 

can create a map of design KPIs knowledge management (a strategic roadmap) for 

different companies. 
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Abstract: There is need to study the influences SME context within ERP 

implementation. The reason is that for an efficient ERP implementation process to 

occur in a business, one must have the requisite knowledge of the influences that may 

positively or negatively affect the process. The paper conducts the investigation on the 

influences of the SME context on ERP implementation by incorporating scholarly 

works and providing conclusions in a logical manner. The investigation finds that the 

implementation of ERP in the SME context is influenced by the availability of human 

and financial resources, the ownership type of the business, structure, culture, business 

procedures, and processes, and the stage of the business’ growth. The investigation 

also finds that other influences include market and customers as well as uncertainty. 

Lastly, it concludes that IT knowledge, expertise, function and complexity also influence 

ERP implementation.  

 

Keywords: Enterprise resource planning, small and medium sized enterprise 

context. 

 

1. Introduction. The influences of the SME’s context on ERP 

implementation 
 

There is a trend where small and medium-sized enterprises are increasingly adopting 

and implementing enterprise resource planning. Enterprise Resource Planning systems, 

also known as ERP systems, provide business with efficient and automated tools that 

can be used in the management of routine activities such as procurement, project 

management, manufacturing, and accounting ERP systems were primarily intended for 

large businesses which ideally have a number of inherent differences from small and 

medium sized enterprises, commonly referred to as SMEs. Hence, the differences are 

likely to impact ERP implementation processes in SMEs. The purpose of this paper is 

to investigate the influences of the SME’s context on the implementation of ERP 

systems. It will conduct the investigation by incorporating scholarly works and provide 

the conclusions in a logical manner.  

 

2. Literature review 
 

SMEs are largely distinguished from large organizations using a list of attributes. 

Generally, SMEs tend to have limited financial resources. They also tend to have a 

small work force.  In addition, the ownership type, decision-making processes, and 

management structure tends to be less complex compared to that of large organizations. 

Figure 1 is an illustration of a simple decision-making process used by SMEs. 
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Figure 1. Decision-making process used by SMEs 

 
 

Another characteristic is that the administrators of SMEs acknowledge that they have 

less complex business processes compared to large companies. Therefore, business 

processes in such organizations are easier to carry out. It is also reported that SMEs 

primarily serve domestic markets, hence have a small customer base (Zach, Munkvold 

& Olsen, 2014). In addition, SMEs often have a small number of employees compared 

to large businesses. In addition to having a few employees, some organizational 

functions may be shared. For instance, the owner of the business may also act as its 

manager. Most SMEs focus on a small number of products and services. Lastly, such 

businesses are small, hence have an increased ability to embrace specialization (Zach 

et al., 2014). Figure 2 is an illustration of how a typical SME functions. 

 

Figure 2. Typical SME functions 

 
 

3. Methodology 

 

The research was undertaken by conducting a systematic review of literature. It first 

began by searching for articles in the field. It primarily used the EBESCOhost database 

for its journal articles. The articles that were used in the study were selected based on 

relevancy to the topic, must have been a peer reviewed article, and must have used 

either a qualitative or a quantitative research design. Information from these articles 

were obtained by reading them and taking notes. When collecting the data, some ethical 

issues were observed. For instance, the study ensured that all information that was 

collected was accurately reported. It also ensured that all information that was used was 

obtained lawfully.  
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4. Findings 

 
4.1. Organizational influence 

 

4.1.1. Resources  

 

Small and medium-sized enterprises tend to have limited financial and human resource 

capabilities. The events predispose them to an occurrence where the companies have 

insufficient abilities to develop and adopt information technology practices (Zach et al., 

2014). Such incidents often prompt them to rely on third parties such as IT consultants 

as well as vendors of the ERP systems. Hence, the occurrence leads to a situation where 

the SME’s have limited control over their ERP activities. Thus, the organizational risk 

of these SME’s increase particularly in cases where the third parties have a conflict of 

interest or when their goals are not aligned with those of the SMEs. The occurrence is 

partially attributed to the fact that SMEs tend to have low investment in their workforce 

in contrast to large organizations. Therefore, they do not have the requisite skills to 

manage ERP implementation.  

 

4.1.2. Ownership type 

 

Since few employees manage SME at the executive level, they do not benefit from the 

opportunity to employ excessively competent individuals to aid in decision-making as 

it is in large organizations. Typically, SMEs are run and administrated by their owners 

who possess absolute control over decision-making. Hence, their scope and breadth of 

the ability to identify and pursue prudent strategic objectives for competitive purposes 

become limited. The fact is amplified by an occurrence where they do not have time or 

expertise to reflect on strategic issues such as enterprise resource planning. The 

phenomenon becomes an impediment to the implementation of ERP system. 

 

Also, since the owners of these SMEs are majorly their chief executive officers who 

are not controlled by any board of directors, the decision to implement ERP systems 

lies on them. In addition to the ability to decide whether ERP systems should be applied 

in their businesses, the owners have right to determine the pace at which they should 

be implemented. For instance, if the owner of an SME wants an ERP system 

implemented in his business urgently, his decision may not be questioned. Hence, the 

ERP may be implemented promptly without conducting a proper analysis, thus 

impeding the effectiveness of the process (Zach et al., 2014).   

 

4.1.3. Structure 

 

The structure of an SME can influence the adoption of enterprise resource planning 

systems in some ways. For instance, the structures of most SME’s have simple 

operating procedures that do not the use of ERP Hence, the implementation of ERP 

systems becomes unnecessary in such companies. Since most SMEs tend to be small 

and have a less complicated hierarchical structure, such business tends to have flexible 

and less complicated working conditions as shown in Figure 3.  

 

Figure 3. SMEs working conditions 
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Hence, the implementation of ERP becomes unnecessary since it will be expensive for 

a company that can manually administrate the functions it serves (Snider, Silveira & 

Balakrishnan, 2009).  

 

Secondly, since the organizational structure is small with fewer people involved in 

decision-making processes, it is easier for a business to agree on the system 

requirements of an ERP (Supyuenyong, Islam & Kulkarni, 2009). In most cases, a 

company with a simple organizational structure demonstrates high levels of cooperation 

between departments. The reason is that there are simple and open communication 

channels, hence incentivizing ERP implementation. Thirdly, according to 

Supyuenyong et al. (2009), localization of SMEs incentivizes ERP implementation. 

Due to localization, ERP system implementation is conducted with ease in small-scale 

business, unlike large organizations where implementation is difficult, particularly in 

the setting up of IT infrastructure such as a network, for instance by ensuring that there 

is sufficient internet connection between the two locations. 

 

4.1.4 Culture 

 

Haddara and Zach (2011) share that the culture of an SME can either facilitate or 

impede the implementation of an ERP system. For instance, an organization that 

embraces flexibility and adaptability to change in its culture creates an incentive to ERP 

implementation in SMEs. The justification of the assertion is that ERP implementation 

processes require changes in an organization. Therefore, if the SME has a culture that 

embraces flexibility and adaptability to change, it is likely that ERP implementation 

will occur with ease. As noted earlier, in the SME context organizations tend to be 

small. Consequentially, the modest nature of SMEs makes employees adaptable to 

change without resistance. Hence, the cultural aspect in the SME context is an 

inducement to ERP implementation.  

 

4.1.5 Processes and procedures 

 

The processes and operations in SMEs are less complicated, occur on a smaller scale, 

and are less complicated compared to large organizations. Additionally, they are 

flexible and adaptable to changes that may be necessitated (Haddara & Zach, 2011). 

The occurrence positions SMEs a condition that makes them quickly adopt new 

processes such as ERPs. Also, since most SMEs are governed by less stringent rules 

and procedures occasioned by a low degree of standardization and formality, they can 

avert bureaucracy which is a significant impediment to project implementation efforts 

(Haddara & Zach, 2011). They are also able to benefit from quick decision-making, 

Owner

Employee Employee Employee

Manager 
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which allows timely execution of projects. Therefore, ERP implementation is induced 

by the flexibility, adaptability, and prompt decision-making.  

 

4.1.6 Stage of growth 

 

The current phase of growth at which a business is has a significant influence on the 

implementation of ERP. There are four stages of growth that businesses experience. 

These stages include the start-up stage, growth stage, the maturity stage, and decline 

stage as shown in Figure 4.  

 

Figure 4. Stages of business growth 

 
 

In these four phases, SMEs are at the growth state (Juntunen, Saraniemi, Halttu & 

Tähtinen, 2010). Businesses at growth stage are often dynamic and have a great need for 

flexibility (Juntunen et al., 2010). The great need for flexibility necessitates ERP system 

customization during their implementation. The aspect implies that while businesses 

grow through the various stages, their ERP systems will need to be modified to 

accommodate the changes the companies will encounter, such as the increase of capacity 

and increase in complexity of the business. 

 

4.2 Environmental influences  

 
4.2.1 Market and customers 

 

According to Islam et al. (2011), in most cases, SMEs operate in local markets by 

serving their customers with locally sourced goods and services. Such a mode of 

operation makes the company engage with a small customer base and have frequent 

contact with the customers. However, in few instances where an SME is large, it may 

operate in a local market but source goods and services from a large number of 

providers. Moreover, the number of customers and its customer base tends to be large 

(Islam et al., 2011). Conventionally, the size of the business, despite being an SME, 

will require it to implement an ERP system. Thus, the larger the size of the SME, 

coupled with the higher number of its vendors and customers are factors that induce 

ERP implementation.  

 

4.2.2 Uncertainty 

 

It is unfortunate that SMEs operate in an environment that possesses high levels of 

uncertainty.  Such levels of uncertainty create impediments to long-term viability and 

investments of a business. Ideally, such levels of uncertainty develop challenges when 

navigating the technological environment, particularly when implementing ERP 

systems (Gable & Stewart, 1999).  

 

An example of uncertainty that may affect a business is the economic downturn that 

occurred in the United States in 2008. When a financial decline happens, enterprises 

experience financial difficulties, which impede the ERP implementation process that is 

capital intensive. An instance of an impediment is the postponing of the implementation 

process until the company becomes financially sound. Unfortunately, a financial crisis 

Startup Stage Growth Stage Maturity State Decline Stage
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can last for a long time and in some cases, up two years. Consequently, the ERP 

implementation process will have been delayed for two years. When the company 

finally becomes financially sound, the drive and motivation for the implementation 

process will have reduced. Hence, initial goals and objectives may not be attained.  

 

4.3 . Information Technology influences 
 

4.3.1 IT knowledge 

 

As noted earlier, most SME’s are run and administrated by their owners who do not 

have the motivation and need to obtain knowledge in information technology. They 

also have insufficient skills necessary for planning, organizing, and facilitating the use 

of information resources. The occurrence is primarily as a result of paying less attention 

and lack of interest in information technology. Consequentially, the lack of knowledge 

in IT leads to the lack of strategic planning on business aspects that require technology 

such as ERP systems. The primary reason for the assertion is that the possession of 

information science knowledge among employees and their superiors has a positive 

association with the implementation of ERP systems (Pabedinskaitė, 2010).  

 

4.3.2 Access and acquisition of infrastructure 

 

Limited resources often constrain small and medium-sized enterprises. The occurrence, 

therefore, limits their adoption of information technology. They, thus, lag behind in 

knowledge of information technology and required expertise. Ideally, investment in 

information technology is an essential part of an SME’s business operations. Hence, 

since SMEs experience these constraints, they encounter challenges in ERP 

implementation, unlike large organizations that do not experience IT resource 

limitations (Zach et al., 2014). Therefore, limited access and the reduced ability to 

acquire IT infrastructure limits an SME’s capacity to exploit technological advances.   

 

4.3.3 IT expertise 

 

Since SMEs possess insufficient in-house human resources, the occurrence is reflected 

in their lack of employees with sufficient technological expertise. Hence, the existence 

impedes the levels of successes in which ERP can be implemented. Additionally, due 

to these constraints, SMEs have an increased likelihood of purchasing pre-packaged 

ERP systems instead of developing those that suit their businesses. Such an occurrence 

denies a business the chance to customize its ERP systems in a way that best suits the 

company thus denying it the benefits of customization. The reason for the purchase is 

mainly attributed to the lack of personnel who can engage in hardware and software 

maintenance of the technological components (Amid, Moalagh & Ravasan, 2012). 

Therefore, the likelihood that these SMEs will be dependent on the expertise of the 

software vendors after its acquisition is high. In essence, a business that has employees 

with sufficient technological knowledge is better adapted to ERP system 

implementation compared to one that does not have. 

 

4.3.4 IT function and complexity 

 

Conventionally, SMEs are in their earlier stages of business development. The 

occurrence tends to deny those technological skills and the complex expertise that large 
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businesses have. Consequentially, the status inhibits the incentive to ERP 

implementation. Additionally, SMEs’ decision to adopt ERP systems is based on their 

usefulness. Most SMEs are motivated to adopt ERP systems in a bid to replace their 

legacy systems. The decision to replace legacy systems is motivated by the fact that 

they are not able to support the operations of a growing SME. In addition, another 

motivation factor would be that the SMEs were using several systems that lacked 

integration hence made the work of employees harder and demotivates them (Ghosh & 

Skibniewski, 2010). Thus, the propensity that an ERP system is likely to take to replace 

an obsolete device and increase utility is an influence that determines the 

implementation of an ERP. 

 

Figure 5 is a summary of the external and internal influences that affect ERP 

implementation in the SME context.  

 

Figure 5. Influences affecting ERP implementation in SMEs 

 
 

5. Conclusions 
 

The paper demonstrates how the SME context can influence the implementation of ERP 

systems. The paper examines existing literature on the concept to determine the 

influences of the SME context on ERP implementation.  

 

The influences can be categorized by organizational, the environment and technological 

factors.  

 

In essence, the paper finds that the role of the owners of an SME plays a significant part 

in its implementation. It also finds that the strategic planning of the utilization of 

information technology is a determinant of successful implementation of enterprise 

resource planning systems. In addition, the finds that due to low technology adoption, 

insufficient technological expertise and limited financing, the implementation of ERP 

systems may likely result in failures. Lastly, existing research state that the adaptability 

of an organization to change in an incentive to ERP implementation.  

 



 

51 

References: 
 

Amid, A., Moalagh, M., & Ravasan, A. Z. (2012). Identification and classification of ERP 

critical failure factors in Iranian industries. Information Systems, 37(3), 227-237. 

Gable, G., & Stewart, G. (1999). SAP R/3 implementation issues for small to medium 

enterprises. AMCIS 1999 Proceedings, 269. 

Ghosh, S., & Skibniewski, M. J. (2010). Enterprise resource planning systems implementation 

as a complex project: a conceptual framework. Journal of Business Economics and 

Management, 11(4), 533-549. 

Haddara, M., & Zach, O. (2011). ERP systems in SMEs: A literature review. In System Sciences 

(HICSS), 2011 44th Hawaii International Conference on (pp. 1-10).  IEEE. 

Islam, M. A., Khan, M. A., Obaidullah, A. Z. M., & Alam, M. S. (2011). Effect of entrepreneur 

and firm characteristics on the business success of small and medium enterprises 

(SMEs) in Bangladesh. International Journal of Business and Management, 6(3), 289. 

Juntunen, M., Saraniemi, S., Halttu, M., & Tähtinen, J. (2010). Corporate brand building in 

different stages of small business growth.  Journal of Brand Management, 18(2), 115-

133. 

Pabedinskaitė, A. (2010). Factors of Successful Implementation of ERP Systems. Economics 

& Management. 

Snider, B., da Silveira, G. J., & Balakrishnan, J. (2009). ERP implementation at SMEs: analysis 

of five Canadian cases. International Journal of Operations & Production 

Management, 29(1), 4-29. 

Supyuenyong, V., Islam, N., & Kulkarni, U. (2009). Influence of SME characteristics on 

knowledge management processes: The case study of enterprise resource planning 

service providers.  Journal of Enterprise Information Management, 22(1/2), 63-80. 

Zach, O., Munkvold, B. E., & Olsen, D. H. (2014). ERP system implementation in SMEs: 

exploring the influences of the SME context. Enterprise Information Systems, 8(2), 

309-335. 

  



 

52 

 

 

 

 

 

PS2 ACCOUNTING AND FINANCE 

Chairperson: Paul André, HEC Lausanne, Switzerland 

 

 

 

How do the foreign direct investments flow? The case of the cross-border M&As 

in the European Union 

George M. Aevoae 

Roxana Dicu 

Daniela Mardiros 

 

Ownership and corporate performance in European frontier markets  

R. M. Ammar Zahid 

Alina Țaran 

Can Sigma Mugan 

 

The impact of national regulations and company size on the structure and 

content of the statement of financial position under IFRS. Evidence from Poland 

Edyta Lazarowicz 

  



 

53 

How do the foreign direct investments flow? The case of the 

cross-border M&As in the European Union 
 

George Marian Aevoae1a, Roxana Dicua, Daniela Mardirosa 
 

a Alexandru Ioan Cuza University of Iași, Romania 

 

Abstract: Mergers and acquisitions (M&As) have been a popular strategy for firms 

and represent an important alternative for strategic expansion. At European Union 

(EU) level there are companies which choose this strategic option in order to expand 

their activity overboard, by merging or acquiring a company from EU or from a country 

outside the Union. The purpose of this paper is to present a quantitative analysis, for 

the 2005-2016 period of time, of the cross-border mergers and acquisitions (CBM&As) 

in the EU, by considering the mergers and the acquisitions of a controlling interest 

(100%), taking into account only the companies that developed their activity in the EU. 

The paper will follow two directions. On a side, we will analyze the number and the 

volume of the CBM&As for the EU member states, which will be categorized as 

developed, advanced emerging, secondary emerging and frontier economies, 

according to FTSE Russell criteria. On the other side, we will discuss the volume of the 

inward and outward foreign direct investments (FDI) related to CBM&As for these 

countries, to confirm that the most of these funds are flowing between developed 

economies. The flows are correlated to the merger waves in the Europe, according to 

the data provided by the Institute of Mergers, Acquisitions and Alliances (IMAA) in 

2018. 

 

Keywords: cross-border mergers; developed, emerging and frontier economies; 

foreign direct investments; Lucas’ paradox. 

 

1. Introduction 
 

Mergers and acquisitions (M&As) are seen worldwide as business transformation 

mechanisms which allow the involved entities the diversification or the expansion of 

their activities. However, these processes of ownership change and corporate value 

transformation are based on expectations regarding an increase of the future economic 

benefits for the entities, known as synergistic effects. The development of this processes 

led to their expansion outside the frontiers of the countries, with the title of cross-border 

merger and acquisitions (CBM&As). The raise of the CBM&As appeared after the 

development of national merger markets, because it allowed worldwide access to 

human capital competences, a better circulation of information for the stakeholders, 

more complex regulatory frameworks, and a better public perception on M&As as 

managerial strategic tools. The cross-border deals are more complex than the domestic 

ones and we noticed there are studies on the differences between countries in terms of 

how these transactions are regulated and used (Feito-Ruiz and Menéndez-Requejo, 

2011; Martynova and Renneboog, 2008; Martynova and Renneboog, 2011; Višić and 

Škrabić Perić, 2011). 
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2. Cross-border mergers and acquisitions vs. greenfield investments: 

alternatives for FDI in world economies 
 

In nowadays, globalization is an adjective we add to everything: markets, institutions, 

risks, finances, communications, etc. Actually, mostly from an economic point of view, 

this process fades the borders of the nations, allowing the interconnection of the 

economies. Usually, it is defined as the process by which geographical distance 

becomes an ever less important factor in the establishment and development of cross-

border economic, political and socio-cultural relations (Bari, 2005: 30). 

 

As a global finance tool, a foreign direct investment (FDI) represents a long-term 

investment relationship between a resident and a non-resident entity; it usually involves 

a significant degree of influence exerted by the investor on the management of the direct 

investment enterprise in which he has invested. According to the United Nations 

Conference on Trade and Development (UNCTAD), a company can undertake FDI in 

two ways: greenfield investment in new assets (this is known as the situation where a 

company builds its operations in a foreign country from the ground up) or acquiring or 

merging with an existing local company (UNCTAD, 2000: 99, Calderón et al., 2004), 

the latter being either private or state owned. Thus, the link between FDI and CBM&As 

is the fact that privatizations involving foreign investors count as CBM&As. In the 

conference’s yearly World Investment Report, information related to specific topics is 

presented, including CBM&As, which were the theme of the report in 2000 (UNCTAD, 

2000). In contrast to domestic M&As, CBM&As imply that the bidder company applies 

a growth strategy oriented towards foreign markets, sensing business opportunities that 

domestic enterprises have not yet perceived or have lacked the ability to exploit. 

 

The choice for CBM&As is one related to a number of factors that are influencing it. 

Obviously, when considering such factors, one should keep in mind that their range 

goes from firm-level to national-level, because the experience of the company is as 

important as country risks (Neto et al., 2009). Our own projection related to factors 

influencing the choice for CBM&As is reflected in Figure 1. 

 

The quantitative easing programs are procyclical, their purpose being to decrease the 

interest rate by creating money in the banking system. Actually, the Central banks are 

buying bonds from the banks and, through the infusion of money, the interest rates fall, 

loans are cheaper, and population is able to spend more. As a consequence, both the 

investments and the consumption increase. From an acquirer’s point of view, a situation 

like this could be considered as beneficial for the CBM&As, because, in such 

economies, the population are willing to spend. The opposite situation, the anticyclical 

one, is related to the internal public debt and its impact on the interest rate. The latter is 

increasing, thus limiting the access of companies and population to loans. Regarding 

the elections and their impact on these transactions, it is recommended that the 

CBM&As take place a year before these events. This way, the companies are prepared 

to cope easier with potential domestic laws or regulatory changes. The regulatory 

changes which can appear as a result of a new Government appointment can increase 

or decrease the trust of the investors in the economy, according to the political 

programme they propose. At a green-level (industry level), there can be changes that 

affect a specific industry (a lower VAT for food or books, like the case of Romania 

(Fiscal Code, 2015: art. 291), the clawback tax for pharma industry, etc.) or changes in 
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the laws regarding workforce (the minimum wage, social insurance, unemployment, 

etc.). For the involved companies, the changes in management or in employees’ 

organization can have an important influence in the decision of participating in a 

CBM&A. All these factors influence, on a higher or a lower level, the management’s 

decision to involve in M&As. 

 

Figure 1 Factors which influence CBM&As 

 
(Source: Own processing after Whitaker (2016: 24)) 

 

The same level perspective we found at Shimizu et al. (2004). They consider that the 

choice of CBM&As as a tool for strategic expansion is often influenced by (1) firm-

level factors such as multinational experience, local experience, product diversity, 

internal isomorphism, and international strategy; (2) industry-level factors such as 

technological intensity, advertising intensity, and sales force intensity; and (3) country-

level factors such as market growth in the host country, cultural idiosyncrasies between 

the home and host countries, and the specific culture of the acquiring firm’s home 

country (particularly in terms of uncertainty avoidance and risk propensity). 

 

3. Foreign direct investments and CBM&As at a global level 
 

According to UNCTAD, in 2013, the outstanding funds of private equity firms 

increased to a record level of more than 1 trillion $. Their cross-border investment was 

171 billion $, a decline of 11%, and they accounted for 21% of the value of CMB&As, 

10 percentage points below their peak. With funds available for investment, and 

relatively subdued activity in recent years, the potential for increased private equity FDI 

was significant (UNCTAD, 2014). But the recovery in FDI was strong in 2015. Global 

foreign direct investment (FDI) flows jumped by 38% to 1,76 trillion $, their highest 

level since the global economic and financial crisis of 2008–2009. A surge in cross-

border mergers and acquisitions to 721 billion $, from 432 billion $ in 2014, was the 

principal factor behind the global rebound. The value of announced greenfield 

investment remained at a high level, at 766 billion $ (UNCTAD, 2016). When 

mentioning this, we have to keep in mind that the low level of flows to developed 

•quantitative easing programs , related to the monetary policy of 
the Central Bank; (procyclical)
•the Goverment, by the Ministry of Public Finance, borrows money 
from banks; as a consequence, the interest rate is increasing;
•austerity measures.

Meta-level 
(national level)

•anti-trust regulations;
•the election of a new goverment, which usually comes with a new 
economic programme;
•fiscal regulations and their stability.

Macro-level 
(economy level)

•changes in the prices of specific goods or of the VAT, due to 
national regulations in force;
•specific regulations for some industries (oil, pharma, etc.);
•changes in laws regarding workforce (Labour Code, Social Dialogue, 
labour taxation).

Mezo-level 
(industry level)

•changes in the componence of the management (new CEO);
•reforms and actions of trade unions;
•changes in company's internal regulations.

Micro-level 
(company level)
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countries persisted in 2014, compared to 2013. Despite a revival in CBM&As, overall 

FDI flows to this group of economies declined by 28% to 499 billion $. They were 

significantly affected by a single large-scale disinvestment from the United States 

(UNCTAD, 2015). For the 2016-2017 period of time, the values of CBM&As are 

presented in table 1. 

 

Table 1. The value and number of CBM&As in 2016-2017 period of time 

Industry 
CBM&As (value – billions of $) CBM&As (number) 

2016 2017 2016 2017 

Total 887 694 6.607 6.967 

Primary 83 24 206 550 

Manufacturing 406 327 1.745 1.690 

Services 398 343 4.656 4.727 
(Source: UNCTAD (2018), World Investment Report. Investment and New Investment 

Policies, United Nations, New York and Geneva, 2018, page 8, available online at 

http://unctad.org/en/PublicationsLibrary/wir2018_en.pdf) 

 

For the 2016-2017 period of time, the values of the greenfield investments are presented 

in table 2. 

 

Table 2. The value and number of greenfield investments in 2016-2017 period of 

time 

Industry 

Greenfield projects (value – 

billions of $) 

Greenfield projects 

(number) 

2016 2017 2016 2017 

Total 833 720 15.766 15.927 

Primary 54 21 52 63 

Manufacturing 295 338 7.703 7.678 

Services 484 362 8.011 8.186 
(Source: UNCTAD (2018), World Investment Report. Investment and New Investment 

Policies, United Nations, New York and Geneva, 2018, page 8, available online at 

http://unctad.org/en/PublicationsLibrary/wir2018_en.pdf) 

 

Global FDI flows fell 13% in 2016, reaching an estimated 1.52 trillion $, in a context 

of weak global economic growth and a lackluster increase in the volume of world trade 

(UNCTAD, 2017). Equity investments at the global level were boosted by a 13% 

increase in the value of cross-border mergers and acquisitions (M&As), which rose to 

their highest level since 2007, reaching 887 billion $. The value of greenfield projects 

announcements reached an estimated 833 billion $ – a 5% rise from the previous year, 

although this was largely due to several very large projects announced in a handful of 

countries (UNCTAD, 2018; World Bank, 2017). In 2017, although the number of 

CBM&As increased to 6.967 from 6.607 in 2016, their value dropped to 694 billion $, 

representing a decrease of 21,76%.  

 

CBM&As constitute a large share of FDI flows, reaching, in the years of merger waves, 

their higher peak of 80% of the total, given the fact that target firms can benefit from 

the acquisition or merger of a foreign company (Stiebale and Reize, 2011). In other 

words, foreign investments help companies overcome constraints like: (1) difficult and 

adverse funding sources, (2) outdated technology and business organization, (3) 

http://unctad.org/en/PublicationsLibrary/wir2018_en.pdf
http://unctad.org/en/PublicationsLibrary/wir2018_en.pdf
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saturated and/or insufficient domestic market, (4) a slow adjustment to market 

conditions etc. (Višić and Škrabić Perić, 2011:174). 

 

4. The circulation of capital between developed and emerging 

economies 
 

When discussing CBM&As, another focal point, which complements the FDI 

approach, is related to the circulation of capital. In this case, a major difference appears 

between developed and emerging economies. The standard neoclassical theory predicts 

that when two countries produce the same good with the same constant returns to scale 

production function, then the law of diminishing returns dictates that the marginal 

product of capital is higher in the less productive economy (Višić and Škrabić Perić, 

2011; Lucas, 1990). The law of diminishing returns states that, by increasing one factor 

of production, while the others remain constant (caeteris paribus), inevitably the return 

per product decreases. Thus, the capital should flow from developed economies to the 

emerging ones.  

 

Brouthers and Dikova (2010) analyzed a sample of Western Europe companies which 

entered the Eastern Europe market, arguing that greenfield investments are a better 

option than acquisitions. The benefits of the CBAs between companies located in 

developed economies (as acquirers) and the ones from emerging markets (as targets) 

were also noticed by Bednarczyk et al. (2010) and Chari et al. (2010). Rabbiosi et al. 

(2012) argue that the companies from emerging economies build an organizational 

learning perspective if they enter developed economies markets, by closing transactions 

as CBM&As. Lebedev et al. (2015) studied the M&As in and out of the emerging 

economies and consider that the main focus when comparing the CBM&As between 

markets is on antecedents (motivation) and outcomes (performance). Erel et al. (2012) 

analyzed a sample of 56.978 CBM&As closed by USA companies, arguing that 

companies from countries with appreciated currencies, increased stock market value, 

and quality of disclosures requested by law tend to be acquirers of target from weaker-

performing economies. 

 

But funds go to the most advanced economies. This is known as Lucas paradox (Lucas, 

1990). The explanations are multiple, but the firsts that come to mind are those related 

to antagonistic relation between higher returns on capital, on a side, and the laws, the 

economic performance and the quality of the institutions, specific to emerging and 

frontier economies, on the other side. In other words, the criteria which don’t allow an 

economy to be classified as developed are the ones that stand in the way of progress, in 

our case in the way of developing commercial deals as CBM&As. Regarding the 

transactions between developed economies, although they seem comparable in terms 

of laws and quality of institutions, they do vary in terms of regulations, and those 

referring to CBM&As are not an exception. The differences are subtle and related to 

banking and their relation to companies, the circulation of information between 

stakeholders, the treatment of human resources, the way corporate growth strategies are 

supported by the government, etc. Likewise, a focus point regarding CBM&As 

regulations is related to the perception of the owners of the entities involved in the 

process on the fact that they should pay attention to the ones from the other countries 

and not continuing the deal on the assumption that the home regulations are replicated 

worldwide (“principle of caution”) (Whitaker, 2016).  
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5. Research design and methodology 
 

Through an empirical, descriptive research, we will study the cross-border mergers in 

which the counties of the European Union were involved, for the 2005-2016 period of 

time, aiming at identifying and presenting the characteristics of the studied 

phenomenon. The data regarding mergers and acquisition were collected from the 

Zephyr database. One important characteristic of the dataset is that it covers a large 

fraction of companies, across all industries. Further, it provides information on both 

listed and unlisted companies. This feature of the data allows for a wide degree of 

observations in our sample. The search strategy took into consideration the deal status 

(completed-assumed, completed-confirmed, rumored, announced), the deal type 

(merger, acquisition), the geography criterion (European Union enlarged – 28 

countries, as acquirer or target or vendor), for 2005-2016 period of time. As a result of 

the search, a number of 8.105 transactions were generated.  

 

The transactions with other deal status than “completed-assumed” and “completed” 

were eliminated (3.160 transactions). The transactions that were eliminated and their 

status are presented in Table 3. 

 

Table 3. The eliminated transactions from the Zephyr database 

Name Total 

Total deals 8.105 

(-) Announced 106 

(-) Pending 20 

(-) Pending awaiting regulatory for approval 42 

(-) Pending shareholder 2 

(-) Postponed 8 

(-) Rumor 453 

(-) Rumor analyst speculation 78 

(-) Rumor expired 1.674 

(-) Rumor informal offer/non-binding 27 

(-) Rumor withdrawn 245 

(-) Withdrawn 505 

Completed, out of which: 4.945 

- completed 4.290 

- completed assumed 655 
(Source: Zephyr database 2005-2016 (Bureau Van Dijk)) 

 

To obtain our sample, which consists of the transactions representing mergers and 

acquisitions (100%), we eliminate as follows:  

 

1. The domestic and cross-border mergers and acquisitions that involved a target and 

an acquirer company from outside of the European Union (641 transactions). These 

transactions were included in the database because the vendor of the securities was from 

the European Union, but they are of no interest for our study; 

2. The transactions from 2017 (123 transactions), because the year is not completed, 

and our research takes into account the 2005-2016 period of time;  

3. The domestic mergers and acquisitions, because the focal point of our study is to 

analyze the CBM&As (1.326 transactions); 
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4. The acquisitions which represent investments in associated entities (3 transactions) 

and investments in jointly controlled entities (1 transaction); 

5. The transactions between more than two entities and we keep only transactions 1:1, 

mergers and acquisitions 100% (1.362 transactions). 

 

The cross-border mergers and acquisitions 100% which are to be analyzed are in 

number of 1.489. The mergers and the acquisitions in percentage of 100% were 

applying the provisions of the Regulation no. 139/2004 on the control of concentrations 

between undertakings and are presented on the European Commission website 

(European Commission, 2017).  

 

For the data collection, we use the observation method, considered useful to highlight 

the characteristics of the participating companies and understand the motivations 

behind the mergers and acquisitions. 

 

As a result, in the quantitative part of the paper, we will present: the FDI situation at 

country level, as inflows (the target company has the residence in an EU country) and 

outflows (the acquiring company with the appurtenance in an Eu country) and 

geographical area. This information will be correlated with the merger waves in 

Western and Eastern Europe. Given the fact that the quantitative study is referring to 

the 2005-2016 period of time, we will group the years according to the merger waves 

in Western Europe (using the value criterion): 2004-2009 (the third wave), 2010-2014 

(the fourth wave), 2015-2016 (the fifth wave) and Eastern Europe: 2004-2013 (third 

wave), 2014-2016 (the fourth wave) (IMAA, 2018). Also, we want to demonstrate 

Lucas’ paradox, taking into account the transactions between EU countries, grouped 

according to the FTSE Russell criteria into Not indexed, Frontier, Secondary Emerging, 

Advanced Emerging, Developed. 

 

6. The results of the research 
 

The approach of CBM&As is better made in terms of inflows and outflows, because 

these strategic transactions are a part of the foreign direct investments. In figure 1 we 

can notice the evolution of the outflows from EU countries. Considering the years 2006, 

2011, 2015, the peaks of the merger weaves we find appropriate presenting the 

countries and the value of the transactions with community dimension in the mentioned 

years.  
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Figure 1. The outflows of FDI from EU countries (Western Europe) 

 

Thus in 2006 the most significant registered value belongs to Netherlands (NDL) with 

the amount of 36.017 million dollars. In 2011 we find GBR and the amount was 39.077 

million dollars and in the year of 2015 the country which registered the biggest outflow 

value of FDI representing CBM&As was Ireland (IRL), with a value of 149.970 million 

dollars. The results are consistent with total values for Western EU CMB&As 

transactions, which registered the top values in the same years mentioned above (2006 

- 169.952 mil dollars, 2011 – 112.564 mil dollars, 2015 – 414.701 mil dollars). 

 

The inflows of the FDI from CBM&As in the Western Europe, represented in Figure 

2, follow the same trend as the outflows. In this case, we also notice that Netherlands 

registers the best trend for the inflows of FDI, and the total values for the 2005-2016 

period of time also registered their picks in the years 2006 (149.363 mil dollars), 2011 

(103.685 mil dollars) and 2015 (311.373 mil dollars). 

 
Figure 2. The inflows of FDI in EU countries (Western Europe) 

 

In the case of Eastern Europe, the things are different, because the merger waves 

followed a different trend as the Western Europe (2004-2013 and 2014-2016, for the 
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considered period). Given the fact that there were few transactions with community 

dimension for the Eastern Europe, it is difficult to consider a trend. The values for each 

country are represented in Figure 3. More, it seems that the countries from the Western 

Europe reacted to the financial crisis. The years 2009 and 2010 are a fall in the value 

of the CBM&As (outflows 2009 – 47.121 mil dollars; outflows 2010 – 45.711 mil 

dollars; inflows 2009 – 48.775 mil dollars; inflows 2010 – 62.619 mil dollars). We 

cannot draw such a conclusion referring to the Eastern Europe. 

 

 
Figure 3. The outflows of FDI from EU countries (Eastern Europe) 

 

For the inflows of FDI in the countries from Eastern Europe (the target companies are 

located in these countries), the values are displayed in Figure 4.  

 
Figure 4. The inflows of FDI in EU countries (Eastern Europe) 

 

In Table 4 we present the total values of inflows and outflows of the countries from the 

European Union enlarged, for the 2005-2016 period of time, taking into account all the 

mergers and acquisitions of a controlling interest (100%). As noticed in Table 4 and 

Figure 5, Netherlands presents the best situation of outflows of FDI (considering all the 

transactions in which a Dutch acquiring company was involved, the host country of the 

target being from anywhere in the world – 19,84%) and the United Kingdom for the 
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inflows of FDI (the situation when British companies where in the position of target – 

34,36%). Since the second position for the outflow FDI also belongs to United 

Kingdom, this speaks volumes about the financial power of this country in the European 

Union, before activating the article 50 from the Lisbon Treaty on March 29, 2017, in 

order to leave the EU at 11 pm UK, on the same day in 2019. At the other end of the 

spectrum, we find Bulgaria (BGR), Croatia (HRV), Lithuania (LTU), Latvia (LTV) and 

Slovenia (SVN), all of them belonging to Eastern Europe, with 0 investments with 

community dimension from their companies, as acquirers. If we consider the inflows 

of FDI, we didn’t find investments in Estonia, also an Eastern European country. 

 

Table 4. The inflows and outflows of FDI – European Union enlarged (28 

countries) 

– thousand dollars -   
 Country code 

Indicator  AUT BEL BGR CYP CZE DEU DNK 

FDI outflows 13.121.177 182.849.692 0 8.440.750 6.006.000 183.405.641 15.813.019 

% total 0,73% 10,12% 0% 0,47% 0,33% 10,15% 0,87% 

FDI inflows 14.169.188 32.082.019 1.136.458 5.310.825 9.076.782 91.078.359 19.239.879 

% total 0,78% 1,78% 0,06% 0,29% 0,50% 5,04% 1,06% 

Indicator ESP EST FIN FRA GBR GRC HRV 

FDI outflows 98.074.489 468.850 29.076.052 190.889.180 343.049.485 706.439 0 

% total 5,43% 0,03% 1,61% 10,56% 18,98% 0,04% 0% 

FDI inflows 35.605.075 0 14.074.458 93.489.669 620.985.717 5.749.608 237.500 

% total 1,97% 0% 0,78% 5,17% 34,36% 0,32% 0,01% 

Indicator HUN IRL ITA LTU LTV LUX MLT 

FDI outflows 2.252.040 257.190.021 26.430.040 0 0 56.696.452 0 

% total 0,12% 14,23% 1,46% 0% 0% 3,14% 0% 

FDI inflows 3.078.765 72.743.546 77.580.948 701.000 810.000 123.767.848 1.366.285 

% total 0,17% 4,02% 4,29% 0,04% 0,04% 6,85% 0,08% 

Indicator NLD POL PRT ROU SVK SVN SWE 

FDI outflows 358.556.482 796.877 883.200 504.380 881.567 0 31.283.082 

% total  19,84% 0,04% 0,05% 0,03% 0,05% 0% 1,73% 

FDI inflows 106.017.717 3.151.138 3.265.197 2.465.700 266.670 350.000 59.066.181 

% total 5,87% 0,17% 0,18% 0,14% 0,01% 0,02% 3,27% 

Indicator Total 
FDI outflows 1.807.374.914 – 100% 

FDI inflows 1.396.866.534 – 100% 

(Source: Own processing after Zephyr database 2005-2016 (Bureau Van Dijk)) 

 

Analyzing the Figure 5, it is obvious which are the countries who had the highest 

inflows (United Kingdom – GBR, followed by far by Luxembourg – LUX and 

Netherlands - NDL) and outflows of FDI (Netherlands – NDL, followed by the United 

Kingdom – GBR and Ireland – IRL), considering the CBM&As with a community 

dimension, in which at least one EU country was involved, as target or acquirer.  
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Figure 5 The total of inflows and outflows for the EU enlarged 

 

In Figure 6, we present an analysis of the target countries from the EU, considering the 

statistical classification of economic activities in the European Community (NACE 

Rev.2) (Eurostat, 2008).  

 
Figure 6. Distribution of target companies according to NACE Rev.2 

 

As seen in Figure 6, the most transactions involved a target company which declared, 

as main activity, one from section C Manufacturing (41,02%), followed by J 

Information and communication (17,25%) and K Financial and insurance activities 

(11,38%).  
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Figure 7. Number of transactions by target from the European Union 

 

Although the funds should flow from the developed economies to the emerging and 

frontier ones, as the economic theory states (as presented above), funds go to the most 

advanced economies. This assertion is known as Lucas’ paradox, presented in the 

qualitative part of our paper, which we manage to demonstrate using information from 

the 930 transactions with community dimension, which involved exclusively countries 

from EU, as target or acquirer (their number is structured by NACE Rev.2 in Figure 7). 

Beyond the fact that these are the most representative M&A transactions in the EU, 

given the criteria which must be accomplished by a transaction to be considered having 

that dimension, their values help us affirm that, in the European Union, the FDI 

circulate, in a very large proportion, between the developed economies in the Union 

(96,10%, using data from Table 6). To sustain this affirmation, we also present the data 

from Table 5, which synthesizes the values of transactions between different types of 

economies, for the 2005-2016 period of time. 

 

Table 5. The flows of FDI between types of economies for 2006-2016 

     -thousand dollars -  
  Type of economy NI F SE AE D 

2006 

2006 

2006 

NI     468.850 

SE 306.000     

D     98.078.245 

2007 

2007 

2007 

NI     945.553 

SE     800.000 

D 4.050.000  4.301.033  54.992.624 

2008 

2008 

2008 

SE  1.100.000    

AE     394.451 

D  1.783.700  1.072.732 66.406.194 

2009 

2009 
F     881.567 

D  207.000   33.972.650 

2010 

2010 
AE     236.500 

D     12.936.556 

2011 D 810.000 701.000  1.000.000 42.320.301 

2012 D    3.113.617 16.581.520 

2013 

2013 
AE     2.600.000 

D    400.000 17.420.352 

2014 D  600.000   29.681.627 
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  Type of economy NI F SE AE D 

2015 

2015 

2015 

F     10.263.380 

AE     2.000.000 

D  66.485.000   58.334.042 

2016 

2016 
F     5.799.925 

D  3.199.450  1.173.185 171.032.069 

Total 5.166.000 74.076.150 4.301.033 6.759.534 626.146.406 

(Source: own processing after Zephyr database 2005-2016 (Bureau Van Dijk)) 

 

The most significant value of transactions between developed economies appears in 

2016, representing 27,32% from the total of the transactions between this type of 

economies. The investments of acquirers from developed economies in companies 

located in advanced emerging economies present the highest value in 2012 (3.113.617 

th dollars), in secondary emerging economies in 2007 (4.301.033 th dollars), and in 

frontier economies in 2015 (66.485.000 th dollars).  

 

Cumulating the data from Table 5, we get the data from Table 6, which presents the 

total volume of transactions, considering the types of economies (not indexed - NI, 

frontier – F, secondary emerging – SE, advanced emerging – AE, developed - D), for 

the 2006-2016 period of time. Also, the Table 6 includes the percentage of presented 

flows in the total of 817.515.883 th dollars, representing the total of CBM&As, which 

involved exclusively countries from the EU enlarged.  

 

Table 6. The total values of transactions, by types of economies, for the period 

2005-2016 (thousand dollars) 
TARGET 

 

ACQUIRER 

NI F SE AE D 

NI 
    

1.414.403 

0,17% 

F 
    

16.944.872 

2,07% 

SE 306.000 

0,04% 

1.100.000 

0,13% 
  

800.000 

0,10% 

AE 
    

5.230.951 

0,64% 

D 4.860.000 

0,59% 

72.976.150 

8,93% 

4.301.033 

0,53% 

6.759.534 

0,83% 

601.756.180 

73,61% 

Total 5.166.000 74.076.150 4.301.033 6.759.534 626.146.406 

(Source: Own processing after Zephyr database 2005-2016 (Bureau Van Dijk)) 

 

We can see that in Table 6, at the intersection of rows and columns, we find the values, 

as total for the 2006-2016 period of time. We have excluded the year 2005 because, 

according to FTSE Russell classification, all the economies to which we refer in this 

paper have no classification for the mentioned year. Although there is no information 

available for 2005, referring to country classification, the volume of transactions for the 

year was up to 101.066.760 th dollars, representing 12,36% out the total of 817.515.883 

th dollars (the amount of transactions which involved only countries from EU, as target 

or acquiring company). The difference is 716.449.123 th dollars, split between different 

types of flows between economies, presented in Table 6.  

 

7. Conclusions 
 

At EU level, the mergers and acquisitions are considered having a strategic importance. 

For this purpose, the Regulation no. 139/2004 sets the rules for controlling the 
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transactions with community dimension, in order to avoid a negative impact towards 

society. Our study is based on 1.489 cross-border mergers and acquisitions, and we 

conclude that the developed economies from the Western Europe are involved in the 

most transactions, that usually the manufacturing companies are involved in mergers 

and acquisitions (in order to control a market or to optimize their supply chain) and, at 

EU level exclusively, the Lucas’ paradox is proved (73,61% of the mergers and 

acquisitions are closed between companies located in developed economies). 

 

A second conclusion refers to the fact that, in our sample, only two transactions were 

declared as mergers 100%, the rest of 1.487 are reported as acquisitions (100%). Even 

when mergers are supposedly between relatively equal partners, most transactions are 

in fact acquisitions, with one company controlling the other. The real number of 

mergers is so low that, for practical purposes, the acronym M&As basically means 

acquisitions. 
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Abstract: This study investigates the influence of ownership on financial 

performance of listed companies from the European frontier markets, considering three 

dimensions: concentration of strategic shareholders, diversity, and ownership structure 

(strategic foreign, local, state, and free float). The results of panel regression 

estimations indicate that ownership concentration and local shareholders have a 

positive effect on market performance, as measured by Tobin’s Q, whereas ownership 

diversity has a negative effect. No significant evidence was found regarding the 

influence of ownership on financial performance measured on accounting basis, as 

return-on-assets (ROA). These findings reveal characteristics of corporate ownership 

in the European frontier markets. 

 

Keywords: ownership structure, ownership concentration, corporate governance, 

frontier markets, firm performance. 

 

1. Introduction 
 

The influence of ownership on the firm’s performance has been a highly debated topic 

for many years. First, empirical studies about the relationship between ownership and 

firm performance analyzed developed countries. However, the theories of developed 

markets may not apply to developing markets. Thus, the focus of research has gradually 

oriented towards emerging markets. Frontier markets as a distinctive category with 

specific characteristics have remained less explored. Frontier markets are characterized 

by different economic, political and institutional conditions, which may not be properly 

captured by the empirical models of developed markets.  

 

Frontier markets are new and developing markets, but they provide diversification 

opportunities to global investors due to weak integration with the other world markets 

(Berger et al., 2011). European frontier markets represent a unique case of investigation 

especially due to their geographic position, code law bank-based economies, under the 

influence of Western developed markets, and under the European Union (EU) 

dominance. Historically, they faced numerous transformations and reforms, and 

nowadays they are seeking to follow international best practices in order to attract both 

more investors and companies.  

 

The purpose of our study is to analyze the impact of ownership on financial 

performance of companies from European frontier markets. Ownership dimensions are 

analyzed under three perspectives: concentration, diversity, and structure (foreign, 
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local, state and free float). Firm performance is measured as both market and accounting 

based performance, as measured by Tobin’s Q, respective ROA. 

 

A unique dataset of companies from six European frontier markets (Bulgaria, Croatia, 

Estonia, Lithuania, Romania, and Slovenia; as classified by Morgan Stanley Capital 

International - MSCI classification 2017) was analyzed during the period 2005-2016. 

The results of cross-section fixed effects panel regression analysis indicate that 

ownership concentration has a significant positive influence on market performance, 

whereas ownership diversity has an opposite effect. From the ownership structure 

(foreign, local, state and free float), only local shareholders have a significant effect, 

and positively influence market performance of listed companies. The analysis of 

ownership dimensions and accounting based firm performance does not provide 

significant results. These findings reveal key characteristics of corporate ownership in 

the region that may influence companies and investors in designing their ownership-

related and investing strategies.  

 

The paper is organized as follows. Section 2 presents the literature review and 

hypotheses development. Section 3 describes data and methodology. Section 4 

introduces the empirical analysis and the results. Section 5 indicates the concluding 

remarks. 

 

2. Literature review and hypotheses development 
 

Corporate governance practices represent a mechanism to solve agency conflicts 

between shareholders and management. Ownership concentration is considered an 

internal mechanism to alleviate owner–manager conflict. When ownership is 

concentrated in few large shareholders, they closely monitor managers’ performance 

and determine the alignment of managers’ interests with those of the firm (Berle and 

Means, 1991; Shleifer and Vishny, 1986; Denis et al., 1997). If the legal system of a 

country is relatively weak, advantages of concentrated ownership are more obvious (La 

Porta et al., 1999), as in the case of most emerging and frontier markets. On the other 

hand, the expropriation risk enhances the conflict of interest between controlling and 

minority shareholders. Concentrated ownership and large shareholders may have 

additional private benefits (Hansmann and Kraakman, 2004b). In the frontier markets, 

less developed institutional structures and weaker external controls might aggravate 

such risks (Williamson, 1991, La Porta et al., 1999). As these theoretical perspectives 

are contradictory, the empirical evidence is also inconsistent.  

 

In time, theory and studies have extended to principal-principal conflicts, which 

represent the conflicts between large and minority shareholders. Such conflicts may 

arise due to the large shareholders and manager association (Denis and McConnell, 

2003; Holderness, 2003), or misuse of private control benefits by the main shareholder 

to exploit minority shareholders and firm’s resources (La Porta et al., 1998). 

Concentrated ownership results in conflicting interests and harmful control between the 

monitoring and minority shareholders. In such cases controlling shareholders may 

extricate private benefits at the cost of minority shareholders (Hansmann and 

Kraakman, 2004a), which means that concentrated ownership may have negative 

impact on firm’s financial performance. 
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La Porta et al. (1999)’s seminal work transformed the common notion of ownership 

and performance. They point out that benefits associated with the concentrated 

ownership are more obvious in countries with low levels of investor protection and 

weaker legal system, as in the case of many emerging and frontier markets (La Porta et 

al., 1999). Legislators have always been worried about safeguarding companies’ 

interests through restricting the possibility of management or majority shareholders’ 

powers and authority misuse. To restrain them from tunneling, related-party dealings 

or other dealing effecting the minority shareholders (Zattoni and Van Ees, 2012), 

protective legal frameworks have been developed. Their aim is to regulate principal- 

principal-agent conflicts, and the transactions associated with these conflicts of interest.  

 

From the above discussions, it cannot be concluded whether ownership concentration, 

or diversity, has a positive or negative influence on financial performance of a 

company. Demsetz and Lehn (1985) analyzed the impact of ownership concentration 

on accounting profits and found no evidence. Hill and Snell (1988) and (1989) found 

that ownership has significant positive impact on performance of US firms, measured 

by profitability ratios and productivity proxy. On contrary, Leech and Leahy (1991) 

and Mudambi and Nicosia (1998) found a significant negative relationship between 

ownership concentration, firm value and profitability of UK companies. Thomsen and 

Pedersen (2000) found a positive relationship between ownership concentration and 

firm performance, for 12 developed European economies. However, the effects may 

not be homogeneous in whole the Europe, as indicated by Kirchmaier and Grant (2005). 

They showed that ownership concentration has negative impact on firm’s performance 

in five developed European markets. Besides developed markets, Eastern European 

markets are rapidly growing but they still cannot be compared with Western European 

markets. In Eastern Europe, both emerging and frontier markets have unique 

institutional characteristics which differentiate them. Eastern European markets 

experienced a massive privatization process, but the number of listed companies is still 

low. Despite the adoption of the Anglo-American governance system, managers have 

considerable control on the cash flows, and dividend payouts are lower (Mueller and 

Peev, 2007). Therefore, we state our first hypothesis to be tested regarding the influence 

of ownership concentration on firm performance in frontier markets as following: 

 

H1: Ownership concentration positively influences financial performance of 

companies from frontier markets.  

 

Global corporate governance mechanisms are diverse and they may generate variations 

in the impact of ownership structure on performance of firms. Shleifer and Vishny 

(1997) stated that corporate governance mechanisms around the world can be classified 

into three broad groups. First, there are the market-based economies, like UK and USA, 

in which the investors are legally protected, and ownership is dispersed among small 

shareholders. Second, there are the bank-based economies, like Germany and Japan, in 

which small investors have less importance than large investors, and the rules and 

regulations are mainly addressed to protect the large investors and banks. Third, there 

are the family ownership based economies, like Turkey or other transition economies, 

in which ownership is mainly concentrated in family members, and legal protection is 

weak. Above differences in corporate governance mechanisms lead to different 

expectations regarding the relations between ownership diversity and firm 

performance. The specific contexts in which firms are operating, respective legal and 

institutional mechanisms heavily affect the governance structure of specific firms 
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(Ararat and Dallas, 2011). Therefore, the country specific empirical studies uncover the 

different corporate governance mechanism, especially in case of emerging and frontier 

markets. Thus, our second hypothesis regarding ownership diversity as opposite to 

ownership concentration is: 

 

H2: Ownership diversity negatively influences financial performance of companies 

from frontier markets.  

 

Other studies have assessed the impact of different groups of shareholders (e.g. foreign, 

local, state) on firms’ performance, and conclude that certain categories of investors 

perform the monitoring better than others, but the evidence is contradictory as well 

(Demsetz and Villalonga, 2001; Leech and Leahy, 1991; Wang and Shailer, 2015). For 

example, foreign investors may have distinctive interests than local shareholders, and 

this divergence may affect be visible both on firm valuation and firm performance 

(Gurarda et al., 2016; Ormazabal, 2018). (Yamak et al., 2015) found that foreign 

ownership has both a positive and negative influence on business performance, relative 

to the relation between foreign and local investors, and management representatives in 

the board, especially if local ownership is represented by family members. State 

ownership and institutional investors reflect also particular influences on the firms, but 

their influence depends on the markets as well (De-la-Hoz and Pombo, 2016; Wang 

and Shailer, 2018). State ownership is considered negatively associated with firms’ 

performance, but this differs over time and over analyzed context (Wang and Shailer, 

2018). Based on this evidence we state our third hypothesis as following: 

 

H3: Different categories of ownership (state, local, foreign, free-float investors) 

significantly influence financial performance of companies from frontier markets.  

 

3. Data and methodology 
 

Selected data covers public listed companies from the six frontier markets in Europe: 

Bulgaria, Croatia, Estonia, Lithuania, Romania, and Slovenia, as classified by Morgan 

Stanley Capital International (MSCI classification 2017). Our analysis includes 

companies listed in the benchmark indexes of the selected markets at the date of 

research, as presented in Table 1. The benchmark indexes were considered in order to 

balance the number of observations per countries.  

 

Table 1. Selected countries and the number of companies for analysis 

Country 
EU 

membership 
Index # companies 

Croatia 2013 CROBEX Index 19 

Estonia 2004 OMX Tallinn General 16 

Lithuania 2004 OMX Vilnius General 20 

Romania 2007 BET Index 13 

Slovenia 2004 SBITOP 11 

Bulgaria 2007 Bulgarian Stock Exchange Index 15 

Total   94 
 

All data was retrieved from Thomson Reuters Eikon database. The sample period 

extends from 2005 to 2016 with the purpose to capture the effect of EU membership of 
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the selected countries. The total number of the companies included in the analysis is 

94, and the total number of firm-year observations for each variable, after excluding the 

outliers, is 799. 

The objective of the study is to investigate the influence of ownership dimensions on 

financial performance of the firms.  For the empirical analysis, the following equation 

was determined:  

 

𝐹𝑃𝑖,𝑡 =  𝛼 +  𝛽𝑖,𝑡𝑂𝑤𝑛 +  𝛾𝑖,𝑡𝐶 +  𝑒𝑖,𝑡 

 

where: 𝑭𝑷𝒊,𝒕 represents the performance of the firm i at the end of fiscal year t 

(alternatively Tobin’s Q and ROA), Own represents ownership dimensions 

(alternatively ownership concentration ratio, ownership diversity ratio and components 

of ownership structure), and C represents the control variables. 

 

The selected unbalanced panel data model is estimated with cross-section fixed effect 

in order to address endogeneity issue arising due to unobservable firm related factors, 

as common in ownership studies (Wang and Shailer, 2015). 

 

Table 2. Definitions of variables 

Variables Definitions 

Dependent variables Corporate financial performance (alternative measures) 

Tobin’s Q (TQ) Market performance determined as: 

(Total Assets – Total Equity + Market Capitalisation)/ 

Total Assets 

Return-on-assets (ROA) Accounting measure of financial performance 

determined as: Net income / Average of total assets  

(Source: Thomson Reuters Eikon database) 

Independent variables 

Ownership Concentration 

(OC) 

Herfindahl index (sum of squared percentage of shares 

held by each of the strategic shareholders)  

Ownership diversity (OD) 1/Sum of squared ratio of cumulative strategic 

ownership from each category (foreign, local, state) in 

natural logarithm 

Ownership Structure  

     Foreign (FO) Ratio of shares held by foreign strategic shareholders in 

total shares  

      Local (LO) Ratio of shares held by local strategic shareholders 

except governmental authorities in total shares 

      State (SO) Ratio of shares held by state shareholders in total shares 

      Free-float (FF) Free float ratio (or shares freely traded on the market) 

Control Variables  

Firm level  

 Size (TA) Total Assets (natural logarithm) 

 Age (AGE) Number of year since incorporation (natural logarithm) 

 Debt ratio (DR) Total debt / Total equity 

Country level  

 Regulatory quality (RQ) Governmental support for private sector development. 

 Rule of law (RL) Trust in effectiveness of law and legal institutions. 
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Financial performance measures capture both market and book performance. Market 

performance measures, such as Tobin’s Q, are considered forward-looking measures of 

firm performance, which reflect investors’ anticipations of the growth potential of the 

companies. These are not vulnerable to accounting manipulation, however, they are 

influenced by investors’ subjectivity (Demsetz and Villalonga, 2001). Book or 

accounting based financial performance reflects the financial results as determined 

from financial reports of the companies. 

 

Prior research indicated that apart from ownership dimensions, different firm-specific 

characteristics influence corporate performance. Such factors are: firm size (Fama and 

French, 1995), company age (Ang et al., 2000), financial structure (Grossman and Hart, 

1982; Stulz, 1990) or country legal environment (La Porta et al., 1998). Hence, the 

followings are used as firm level control variables in our study: logarithm of total assets 

as proxy for company size effect, logarithm of years since incorporation to capture the 

age of firm, and debt ratio as control for financial structure or leverage. Rule of law and 

regulatory quality, as scores reported in the Worldwide Governance Indicators (WGI) 

determined by World Bank, are used to control for country specific characteristics. 

Table 2 presents the measurement details of all the selected variables. 

 

4. Results and discussions 
 

Next, we present the empirical study regarding the influence of ownership dimensions 

on corporate financial performance. Table 3 exhibits the results of descriptive statistics 

analysis of selected variables.  

 

Table 3. Descriptive statistics 

  Mean Median Std. Dev. 

TQ 1.136 0.973 0.555 

ROA 0.031 0.030 0.091 

OC 0.227 0.204 0.190 

OD 1.824 1.207 1.684 

FO 0.097 0.000 0.202 

LO 0.357 0.336 0.283 

SO 0.079 0.000 0.197 

FF 45.634 41.280 23.374 

TA 19.253 19.079 1.694 

AGE 2.743 2.773 0.451 

DR 0.231 0.214 0.196 

RL 0.605 0.727 0.470 

RQ 0.863 0.669 0.380 

 

Before applying the regression analysis, correlation analysis is conducted. Table 4 

presents the Pearson correlation coefficients. It can be observed that Tobin’s Q is 

significantly correlated with ROA, as alternative dependent variables. Moreover, 

Tobin’s Q is weakly correlated with foreign ownership, state ownership, and control 

variables firm age, regulatory quality and rule of law. However, the correlation 

coefficients are very small. Overall, ownership concentration has significant negative 

correlations with ownership diversity and free float ratio, with coefficients greater than 

70%. Free float ratio is also significantly positively correlated with the ownership 

diversity (82.3%). These reflect the strong relation among different dimensions of 
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ownership, as distinctly considered in our regression models. For the rest of the pairs, 

correlation coefficients are very small.  

 

Overall, the correlation analysis indicates that there is an association between corporate 

performance and ownership dimensions. Table 5 presents the results of panel regression 

analysis. Table 5 column 2 shows that ownership concentration has a significant 

positive influence on Tobin’s Q. Column 3 indicates the significant negative impact of 

ownership diversity on Tobin’s Q. Column 4 presents the relationship of ownership 

structure and market performance of the firm. Only the local ownership (from the four 

categories of ownership mix) has significant positive influence on Tobin’s Q. Columns 

5 and 6 indicate similar positive and negative association of ownership concentration, 

respective diversity with the ROA respectively, but have no explanatory power. 

Moreover, ownership structure does not have any significant relationship with ROA 

(column 7). In all regression models, age of the companies has a significant negative 

relationship with corporate performance. The size control (total assets) also have 

significant negative relationship with market performance (Tobin’s Q), but 

insignificant positive relationship with ROA. The leverage (debt ratio) have significant 

negative relationship with ROA, whereas rule of law has a positive effect. The model 

fit measure shows that the estimated models have overall a good fit. Ownership selected 

factors and controls explains about 64% (R2) of variations in Tobin’s Q models, and 

about 44% (R2) of variations in ROA models. 

 

The significant influence of ownership concentration and diversity on market 

performance provides evidence in favor to Shleifer and Vishny (1986)’s hypothesis that 

large shareholders may reduce the problem of small investors, and hence, increase the 

corporate performance. This indicates that European frontier markets are more future 

oriented, and concentrated investors valuate the firms, expecting future returns for their 

investment. The dominant influence on firms’ valuation seem to come from local 

shareholders. However, the lack of significant influence of ownership on accounting 

financial performance indicate that shareholders are not directly involved in the activity 

of the firms, or their involvement cannot significantly influence the overall business 

performance. This finding is contradictory to Kapopoulos and Lazaretou (2007), and 

Kowalewski et al. (2010), who found a positive association between ownership 

concentration and accounting results, as measured by ROA, in case of Greek and Poland 

companies. Our results indicate that for frontier markets, ownership influence is not as 

strong as expected. This may be explained by the nature of these markets, less dynamic 

and diversified, on the path of development and growth, with old listed companies, the 

majority old state companies privatized afterwards.  

 

Overall, our research hypotheses are partially confirmed. Concentration of strategic 

ownership, respective diversity, as opposite form for concentration, is a determinant 

factor of market performance of listed companies from Eastern European countries, 

recognized as frontier markets. From the mix of shareholders, such as foreign, state, 

local or free-traders, only local investors have a significant influence on market 

corporate performance. No evidence was found for effect of ownership dimensions on 

accounting performance of the firms. 



 

75 

Table 4. Pearson correlation coefficients 

 
TQ ROA OC OD FO LO SO FF TA AGE      DR RL 

R

Q 

TQ  1             

RO

A  
0.394*** 1 

           

OC  0.016 0.074** 1           

OD  0.027 -0.024 -0.712*** 1          

FO  0.073** 0.092 0.324*** -0.210*** 1         

LO  0.006 -0.082** 0.224*** -0.507*** -0.413*** 1        

SO  -0.117*** 0.053 0.300*** -0.179*** -0.095** -0.419*** 1       

FF  0.044 -0.022 -0.715*** 0.823*** -0.261*** -0.419*** -0.259*** 1      

TA  -0.059 0.062* 0.146*** 0.071** 0.296*** -0.368*** 0.220*** -0.025 1     

AG

E  
-0.132*** -0.023 -0.168*** 0.113*** 0.028 -0.127*** 0.002 0.120*** 0.167*** 1 

   

DR  0.013 -0.379*** -0.152*** 0.065 -0.170*** 0.104** -0.080** 0.085* -0.201*** 0.043 1   

RL 0.084** 0.075** -0.047 -0.059 -0.154*** 0.176*** -0.106** 0.032 -0.334*** 0.091* 0.130*** 1  

RQ 0.128*** 0.102** 0.073** -0.193*** -0.127*** 0.321*** -0.150*** -0.120*** -0.458*** -0.158*** 0.044 0.804*** 1 

***, **, * denote significance at the 1%, 5% and 10% significance levels respectively
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Table 5. Panel regressions - Performance and ownership  
Dependent 

variable TQ TQ TQ ROA ROA ROA 

Constant 2.844 2.925 2.515 -0.020 -0.017 0.010 

 (4.26)*** (4.41)*** (3.74)*** (-0.11) (-0.09) (0.05) 

OC 0.203   0.008   

 (1.85)*   (0.27)   

OD  -0.025   -0.001  

  (-2.00)**   (-0.29)  

FO   0.018   0.001 

   (0.13)   (0.02) 

LO   0.456   -0.047 

   (3.66)***   (-1.24) 

SO   0.129   0.060 

   (0.43)   (0.69) 

FF   0.0019   -0.0001 

   (1.58)   (-0.38 

TA -0.106 -0.106 -0.102 0.011 0.011 0.010 

 (-3.03)** (-3.03)** (-2.92)** (1.12) (1.13) (1.07) 

AGE -0.262 -0.266 -0.256 -0.036 -0.037 -0.035 

 

(-

4.62)*** 

(-

4.71)*** 

(-

4.56)*** (-2.27)** (-2.28)** (-2.19)** 

DR 0.037 0.050 0.096 -0.283 -0.282 -0.293 

 (0.39) (0.53) (1.01) 

(-

10.52)*** 

(-

10.52)*** 

(-

10.70)*** 

RL -0.097 -0.077 -0.064 0.079 0.078 0.078 

 (-0.64) (-0.51) (-0.43) (1.87)* (1.86)* (1.85)* 

RQ -0.029 -0.027 -0.050 -0.046 -0.045 -0.048 

 (-0.27) (-0.26) (-0.48) (-1.54) (-1.52) (-1.61) 

R-squared 0.631 0.631 0.641 0.442 0.442 0.446 

Log likelihood 19.82 20.55 29.99 1004.51 1006.25 999.45 

F-statistic 12.60*** 12.64*** 12.60*** 6.00*** 6.01*** 5.84*** 

 ***, **, * denote significance at the 1%, 5% and 10% significance levels respectively 

 

5. Conclusions  
 

One of the main research topics in corporate governance, the potential relationship 

between ownership composition and firm performance, has still an unclear answer. 

Some of the theories suggest that ownership structure has positive or negative impact 

on firm performance, while others suggest the irrelevance of ownership structure with 

respect to firm performance. Similarly, empirical studies on ownership composition 

and firms’ performance provide mixed results. The results varied from market to 

market, respective from developed to developing economies. This study investigated 

the impact of ownership on the firms’ performance of European Frontier markets from 

three perspectives: ownership concentration, ownership diversity, and ownership 

structure (foreign ownership, local ownership, state ownership, and free float). The firm 

performance was measured as both market and accounting performance. Selected 

frontier markets provide a unique opportunity diversification and regulatory regime, 

and thus, the relationship between ownership and performance may further influence 

the investment decisions in these markets.  

 

The paper has very interesting and significant findings. The ownership concentration 

has significant positive influence on market performance (Tobin’s Q). Ownership 

diversity has significant negative effect on market performance. Among the foreign, 

local, state and free float ownership mix, only local ownership has significant positive 
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association with corporate market performance. Ownership dimensions have no 

significant influence on corporate accounting performance. Further research may 

extend this analysis on separate countries in order to identify how the ownership 

influence differ according to analyzed context. 
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Abstract: Previous research on the IFRS practice in the world found the impact of 

country factors on IFRS financial reporting. Despite the use of the same set of standards 

there are differences between countries and differences between large and small 

companies in one country. This paper examines the association between Polish national 

regulations and the IFRS format of the statement of financial position of Polish listed 

companies and the differences between large and small companies. I found that IFRS 

statements of financial position of Polish listed companies are much more condensed 

than the obligatory format of balance sheet under the Polish Accounting Act. I also 

found that there are not large differences between the structure and content of the 

statement of financial position of large and small companies. This paper extends the 

IFRS adoption literature by examining the statements of financial position of large and 

small companies from a country where national regulations contain the obligatory 

formats of financial statements. Moreover, the research relates to a country from 

Central and Eastern Europe which is often under-represented in the international 

accounting research. 

 

Keywords: Statement of financial position, structure and content, format, IFRS, 

Poland. 

 

1. Introduction 
 

It is a widely shared opinion that IFRS implementation around the world has caused a 

very great increase in a global financial reporting comparability (Zeff, 2007). Better 

quality of information, including comparability and transparency, is one of the most 

often listed benefits of IFRS adoption (Łazarowicz, 2017). Nevertheless, despite the 

IFRS adoption some international differences still exist (KPMG, von Keitz, 2006; Cole 

et al., 2011; Glaum et al., 2013; Nobes, 2013; Gordon et al., 2017; Klimczak, 2017). 

Research on IFRS financial reporting finds an association between policy choice and 

country (Nobes, 2011; Kvaal, Nobes, 2012; Cole at al., 2013; Haller, Wehrfritz, 2013; 

Walkowiak, 2014, Istrate, 2015) and the differences between IFRS financial statements 

of large and small companies (Aledo at al., 2011; Nobes, Perramon, 2013).  

 

For many years, Polish listed companies prepared their consolidated financial 

statements according to strictly defined formats arising from national regulations. Since 

2005, however, they have been preparing them using IFRS which do not prescribe any 

formats for the financial statements. The current IASB work on improving the structure 

and content of primary financial statements made the authoress of this paper investigate 
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the practices of Polish listed companies in the area of one of the components of primary 

financial statements, i.e., the statement of financial position. 

 

This paper addresses the following questions: (1) is the scope of items in consolidated 

statements of financial position of Polish listed companies the same or broader than the 

list of items under IAS 1? (2) does the balance sheet format contained in the Polish 

Accounting Act have an impact on the structure and content of consolidated statements 

of financial position of domestic listed companies? (3) are there any differences 

between small and large companies concerning the structure and content of 

consolidated statements of financial position? 

 

This paper extends the IFRS adoption literature by examining the statements of 

financial position of large and small companies from Poland, where domestic 

regulations contain obligatory formats of financial statements. Moreover, companies 

from Central and Eastern Europe are often under-represented in the international 

accounting research (Albu et al., 2017; ICAEW, 2015). 

 

I found that some companies present many more items in their statements of financial 

position than it is required under IAS 1. However, those statements are much more 

condensed when compared with the balance sheet format in the Polish Accounting Act. 

The statement of financial position of only one company from the total sample was very 

close to the balance sheet format from the Polish Accounting Act. No major differences 

have been found between large and small listed companies concerning the structure and 

content of the statement of financial position. The findings of this study may be relevant 

for standard setters, in particular, the current Primary Financial Statements project of 

IASB, and for academics for future research.  

 

The remainder of this paper is structured as follows. Section 2 reviews prior research 

relating to the IFRS practice of European and other companies. Section 3 provides 

information about balance sheet requirements under IAS 1 and the Polish Accounting 

Act. Section 4 describes data, research methodology, and results of empirical analysis. 

Section 5 concludes the paper. 

 

2. Literature review 
 

Ernst&Young (2006) reviewed the 2005 IFRS financial statements of 65 companies 

selected from the largest companies in the world. They found that many companies 

minimized as far as possible changes in the form of financial reporting that they applied 

before IFRS implementation. As a result, the Dutch and UK companies had a tendency 

to present more condensed income statements and balance sheets than companies from 

France and Spain. 

 

Deloitte (2008) surveyed the annual reports for 2007/2008 of 130 UK companies (30 

investment trusts and 100 other companies). They found that for all companies other 

than investment trusts the variety in presentation of balance sheets was less than that of 

the income statement. The number of lines of balance sheets varied from 23 to 53 lines 

(the average length was 31 lines). 
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Ineum Consulting (2008), in turn, analyzed 2006 financial statements of 270 European 

companies. Ineum Consulting noted a fair degree of consistency in the presentation of 

balance sheets taking into account captions, subtotals, and terminology used. 

 

U.S. SEC (2011) analyzed 2009 consolidated financial statements of 183 companies, 

including both SEC registrants and companies that are not SEC registrants. SEC 

observed a fair degree of comparability concerning classification of assets and liabilities 

in the statement of financial position. The majority of companies used a current/non-

current classification. However, SEC noted variety in the classification of financial 

assets in the statement of financial position. 

 

IASB (2016) analyzed IFRS financial statements of 25 large companies from different 

regions (Asia, Europe, South America and Middle East). IASB found that the structure 

and content of statements of financial position were more comparable than statements 

of financial performance. Some companies had large ‘other’ items in their statement of 

financial position. For example, in four companies ‘other current liabilities’ item 

exceeded 30% of total current liabilities and 10% of total liabilities and equity. 

 

Kvaal and Nobes (2012) analyzed IFRS policy choices made in 2008/2009 by large 

listed companies from five countries (Australia, the UK, France, Spain, and Germany). 

They found evidence of the continuation of national patterns of IFRS practice. Nobes 

and Perramon (2013) made a similar analysis for small companies from the same 

countries as Kvaal and Nobes (2012). They found significant differences between IFRS 

policy choices of small and large companies. 

 

Following the research of Kvaal and Nobes (2010), Istrate (2015) analyzed accounting 

policies of listed companies from Romania. Istrate focused on the individual financial 

statements from 2006 up to 2013 and found a continuation in the choices of accounting 

policies during the transition to IFRS. 

 

These and other studies provide evidence that some differences between countries and 

some differences between small and large companies in one country still exist in IFRS 

financial reporting.   

 

3. The structure and content of the statement of financial position 

under IAS 1 and the Polish Accounting Act 
 

IAS 1 does not contain the format or order in which companies should present items in 

the statement of financial position. There is only the list of minimum items required to 

present on the face of this statement (IAS 1, par. 54). Companies can present additional 

items, headings and subtotals in this statement when it is relevant to understand the 

financial position of the company (IAS 1, par. 55).  

 

In Poland, issues related to the balance sheet are regulated by the Accounting Act which 

includes detailed principles of its preparation and three obligatory formats (balance 

sheet format for banks, balance sheet format for insurance companies, and balance sheet 

format for entities other than banks and insurance companies). These formats contain 

many more line items than the minimum number of balance sheet items required under 

IAS 1 and many subtotals. In accordance with the Accounting Act, the balance sheet 

for entities other than banks and insurance companies should include a detailed 
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classification of intangible assets, property, plant and equipment, investments 

(including financial assets), receivables, provisions and liabilities (including financial 

liabilities), and equity, as well as subtotals for each of these categories.  

 

The comparison of regulations on the structure of the statement of financial position 

under IAS 1 and the Accounting Act is shown in Table 1. 

 

Table 1. Statement of financial position under IAS 1 and the Polish Accounting 

Act (excluding banks and insurance companies) 

Topic IAS 1 Polish Accounting Act 

Classification of 

assets and liabilities  

Current/non-current 

classification, or classification 

based on liquidity, or mixed 

basis of classification 

Current/non-current 

classification 

Order of presentation 

of assets, liabilities 

and equity in the 

statement 

No imposed order Non-current assets 

Current assets 

Equity 

Non-current liabilities 

Current liabilities 

Obligatory format No format, only a list of 

minimum items required to 

present in a separate line 

Obligatory format 

Title of the statement Statement of financial position 

or other title 

Balance sheet 

The minimum number 

of required line items  

About 21 About 105  

(excluding subtotals) 

 

4. Data, methodology and results 
 

For this paper, the consolidated statements of financial position of domestic companies 

included in WIG30 and sWIG80 indices were analyzed. The WIG30 index includes 30 

largest and most liquid companies of the Warsaw Stock Exchange (GPW) Main List. 

On the other hand, sWIG80 consists of 80 small-sized companies of the GPW Main 

List. For the sample, first companies from WIG30 (excluding banks, insurance 

companies and foreign companies) were chosen. This led to a sample of 21 companies. 

Then the same number of companies from sWIG80 (excluding the same companies as 

for WIG30 and companies which did not prepare consolidated financial statements) 

were chosen on a random basis. The total sample contained 21 companies from WIG30 

(large companies) and 21 companies from sWIG80 (small companies). The statements 

used in the analysis were for 2016. The data for the research was hand collected.  

 

The analysis focused on the following aspects of the structure and content of the 

statement of financial position: (1) title of statement; (2) classification and order of 

presentation of assets, liabilities and equity; (2) number of lines items in assets, 

liabilities and equity; (3) scope of items in assets, equity and liabilities; (4) scope of 

items for selected categories of assets, liabilities and equity.  

 

Table 2 shows the titles used by companies for their statements of financial position. 

Most (large and small) companies used the term “statement of financial position”. 
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Table 2. Title of statement 

 Number of 

large 

companies 

Number of 

small 

companies 

Statement of financial position 19 16 

Balance sheet 2 4 

Statement of financial position (balance sheet) 0 1 

Total 21 21 

Table 3 shows the classification and order of presentation of assets, liabilities and equity 

in the statement of financial position. Almost all (large and small) companies presented 

first non-current assets, then current assets, equity, non-current liabilities, and current 

liabilities. The same order and general classification of assets and liabilities is required 

in the balance sheet format (excluding banks and insurance companies) in the Polish 

Accounting Act. 

 

Table 3. Classification and order of presentation of assets, liabilities and equity 

 Number of 

large 

companies 

Number of 

small 

companies 

Non-current assets, Current assets, Equity, 

Non-current liabilities, Current liabilities 

19 20 

Non-current assets, Current assets, Non-current 

liabilities, Current liabilities, Equity 

1 0 

Non-current assets, Current assets, Current 

liabilities, Non-current liabilities, Equity 

0 1 

Assets (in decreasing order of liquidity), 

Liabilities (in decreasing order of liquidity), 

Equity 

1 0 

Total 21 21 

 

Table 4 shows the number of line items presented by companies for assets, equity and 

liabilities. That number omits subtotal items (e.g., total non-current assets, total current 

assets, total equity attributable to owners of the parent, total financial instruments, etc.). 

Most (large and small) companies presented 11-20 items of assets and 16-25 items of 

equity and liabilities (equity items in large companies ranged between 4-7 items and in 

small companies between 4-14 items). The average number of items in the statement of 

financial position was 34.4 for large companies and 36 for small companies. By 

comparison, the number of items in the balance sheet format in the Polish Accounting 

Act is about 105. 

 

The analysis of the number and scope of items also showed that only one company 

prepared its statement of financial position in a format very close to the balance sheet 

format from the Polish Accounting Act (order and names of items, many detailed items, 

and subtotals). 

 

Table 4. Number of items in the statement of financial position (excluding 

subtotals) 
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 Number of 

large 

companies 

Number of 

small 

companies 

Assets (6-10 items) 2 3 

Assets (11-15 items) 8 6 

Assets (16-20 items) 10 10 

Assets (21-25 items) 1 1 

Assets (26-30 items) 0 1 

Assets (on average ) 15.3 15.9 

Equity and liabilities (13-15 items) 2 6 

Equity and liabilities (16-20 items) 13 5 

Equity and liabilities (21-25 items) 6 7 

Equity and liabilities (26-30 items) 0 3 

Equity and liabilities (on average) 19.1 20.1 

Assets, equity and liabilities (21-30 items)  4 8 

Assets, equity and liabilities (31-40 items) 13 6 

Assets, equity and liabilities (41-50 items) 4 5 

Assets, equity and liabilities (51-55 items) 0 2 

Assets, equity and liabilities(on average) 34.4 36 

 

Table 5 shows the number of companies which presented a broader scope of items than 

in IAS 1 or the same as in IAS 1 for assets, liabilities and equity. Almost all the 

investigated (large and small) companies presented a broader scope of items for equity 

and liabilities than the minimum scope required by IAS 1. Likewise, in the case of 

assets, most companies presented a broader scope of asset items than the minimum 

catalogue under IAS 1. 

 

Table 5. Scope of items for assets, equity and liabilities – general analysis 

 Number of 

large 

companies 

Number of 

small 

companies 

Assets – broader scope of items than under IAS 1 18 16 

Assets – the same scope of items as under IAS 1 3 5 

Equity – broader scope of items than under IAS 1 21 21 

Equity – the same scope of items as under IAS 1 0 0 

Liabilities – broader scope of items than under IAS 1 21 19 

Liabilities – the same scope of items as under IAS 1 0 2 

 

Table 6 shows the analysis of the scope of items for selected categories of assets, i.e., 

intangible assets, property, plant, and equipment, inventories and financial assets. In 

the case of intangible assets and financial assets a large number of (large and small) 

companies presented a broader scope of items that that required by IAS 1.  

 

Goodwill was a dominant item in that more detailed classification of intangible assets. 

Some companies showed Goodwill in a separate item (four large companies and two 

small ones) even though that value was low in relation to total non-current assets (lower 

than 2%) or total assets (lower than 1%). In the case of financial assets Derivatives were 

fairly often showed as a separate item even though, in the case of all those (both large 

and small) companies, their value was low in relation to total non-current/current assets 

(lower than 2%) or to total assets (lower than 1%).  
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Table 6. Scope of items for assets 

 Number of 

large 

companies 

Number of 

small 

companies 

Intangible assets – general line item 6 7 

Intangible assets – detailed items 

(including Goodwill as a separate item) 

14 

(12) 

14 

(14) 

Intangible assets – no items 1 0 

Property, plant and equipment – general line 

item 

17 20 

Property, plant and equipment – detailed items 4 1 

Inventories – general line item 20 19 

Inventories – detailed items 1 0 

Inventories – no items 0 2 

Financial assets – scope under IAS 1 11 9 

Financial assets –broader scope than under 

IAS 1 

(including Derivatives as a separate item) 

10 

(6) 

12 

(3) 

 

Table 7 shows an analysis of the scope of items for provisions and financial liabilities. 

In the case of provisions, less than a half of (large and small) companies used a broader 

scope of items than under IAS 1. Provisions for employee benefits was the most 

frequent detailed separate item. It should be added that such provisions were presented 

by some companies in a separate item even though their value was low in relation to 

total long-term/short-term liabilities (lower than 3%) and to total equity and liabilities 

(lower than 2%). On the other hand, in the case of financial liabilities, almost all large 

companies and more than a half of small companies presented more detailed items than 

those required under IAS 1. Within that broader scope of items for financial liabilities 

all (large and small) companies presented Loans, borrowings as a separate item. Some 

companies presented Loans, borrowings as a separate item even though their value was 

low in relation to total long-term/short-term liabilities (lower than 3%) and to total 

equity and liabilities (lower than 2%). 

 

Table 7. Scope of items for liabilities 

 Number of 

large 

companies 

Number of 

small 

companies 

Provisions – scope according to IAS 1 15 11 

Provisions –broader scope than under IAS 1 

(including the Provisions for employee benefits item) 

6 

(4) 

10 

(7) 

Financial liabilities – scope according to IAS 1 2 8 

Financial liabilities – broader scope than under IAS 1 

(including  Loans, borrowings item*) 

19 

(19) 

13 

(13) 
*Some companies showed Loans, borrowings and debt securities or Loans, borrowings, debt 

securities and finance lease liabilities as one separate item.  

 

In the case of equity, all (large and small) companies presented a broader scope of items 

than that required under IAS 1 (cf. Table 5); more details are shown in Table 10. All 

(large and small) companies presented Retained earnings/Losses carried forward as a 
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separate item. A significant number of companies (more than a half of large companies 

and nearly ¾ of small companies) also presented Share premium as a separate item. In 

the case of some large and small companies (nearly a half of them), the value of that 

item in relation to equity was above 20% and in relation to total equity and liabilities 

above 10%. Some small companies presented that category in a separate item even 

though its value in relation to equity was low (lower than 3%) and to total equity and 

liabilities lower than 2%.  

 

Table 8. Selected equity items 

 Number of large 

companies 

Number of small 

companies 

Retained earnings/Losses carried 

forward – separate item 

21 21 

Retained earnings/Losses carried 

forward – no separate item 

0 0 

Share premium – separate item 11 15 

Share premium – no separate item 10 6 

 

5. Conclusions 
 

This study shows that Polish listed companies presented a broader scope of items in 

their statements of financial position than the minimum one required under IAS 1. A 

considerable number of companies used a more detailed classification of intangible 

assets, financial assets and financial liabilities, and equity. In the case of intangible 

assets, companies most often presented Goodwill in a separate item. In the case of 

financial assets, Derivatives were often presented as a detailed item, and in the case of 

financial liabilities, Loans, borrowings were very often presented in a separate item. In 

the case of equity, all companies presented a more detailed classification than that 

required by IAS 1. All companies presented Retained earnings/Losses carried forward 

in a separate item. Moreover, Share premium was often shown in a separate item. It can 

also be said that there are more differences between companies in the classification of 

items on the side of liabilities than on the side of assets. One of the reasons for this is 

certainly the fact that the catalogue of required items for assets under IAS 1 is broader 

than that for liabilities. 

 

Comparing the structure and content of statements of financial position of Polish listed 

companies with the balance sheet format under the Polish Accounting Act I found that 

they are consistent in terms of the general classification of assets and liabilities 

(breakdown into long-term and short-term ones) and the general order of presentation 

of assets, liabilities and equity (non-current assets, current assets, equity, long-term 

liabilities, and short-term liabilities). The basic difference is in the number of items. 

Statements of financial position of the investigated companies are more condensed than 

the balance sheet format in the Polish Accounting Act and do not contain such a large 

number of detailed items and subtotals as that format. The average number of items 

(excluding subtotals) was 34.4 for large companies and 36 for small companies, 

whereas the number of required items (excluding subtotals) in the Polish balance sheet 

format is about 105. The number of items in the most condensed statements of financial 

position was 23 (large company) and 21 (small company). The number of items in the 

most extensive statements, on the other hand, was 44 (large company) and 55 (small 

company). Moreover, it should be added that only one company out of the 42 
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investigated ones used a format of the statement of financial position very close to the 

balance sheet format from the Accounting Act (order and names of items, many detailed 

items, and subtotals). The last difference is the title of the statement, as an 

overwhelming majority of companies used the title: statement of financial position, 

while the Polish Accounting Act uses the name: balance sheet. 

 

Comparing the structure and content of statements of financial position of large and 

small companies I found that there are no major differences between both groups of 

companies. Almost all large and small companies first presented assets broken down in 

to long-term and short-term ones, then equity, and finally liabilities broken down into 

long-term and short-term ones. There are minor differences in the detailed classification 

of individual groups. In the case of intangible assets and equity, the same number of 

large and small companies presented a more detailed classification than that required 

by IAS 1. On the other hand, in the case of financial assets and provisions, a slightly 

larger number of small companies than large companies presented a broader scope of 

items than required under IAS 1. Only in the case of financial liabilities, a considerably 

greater number of large companies than small companies presented a broader scope of 

items than required under IAS 1. Another difference is the number of items in the 

statement of financial position. More than a half of large companies presented 31-40 

items. Among small companies, differences in the number of items in that statement 

were much greater. The last difference was that, in the case of some small companies, 

the statement of financial position included items whose value as of the end of 2016 

and 2015 was 0. No such cases were recorded for large companies. 

 

The analysis of the structure and content of statements of financial position in this study 

focused on a limited number of Polish listed companies when compared with the 

number of companies listed on the Warsaw Stock Exchange (GPW) (487 companies at 

the end of 2016, including 53 foreign companies). Only some companies were selected 

from the sWIG80 index; medium-sized companies and banks and insurance companies 

were omitted. Moreover, the analysis was carried out for one year only. It would be 

interesting to carry out research analyzing changes of the structure and content of 

statements of financial position of companies using IFRS over a period of a several 

years. 

 

It would also be interesting to carry out research analyzing reasons by which the 

preparers of financial statements are guided when making decisions on the structure 

and content of statements of financial position. 

 

The last proposed direction of research is the analysis of the opinion of users of financial 

statements on the structure and content of statements of financial position: whether, in 

their opinion, the list of items for separate presentation in that statement should not be 

expanded in IAS 1, especially for equity and financial liabilities. 
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Facing the mobile revolution: A Romanian insight 
 

Victoria Stanciua,1 and Mirela Gheorgheb 

 

a, b The Bucharest University of Economic Studies, Romania 

 

Abstract: The extended use of mobile devices is significantly impacting the corporate 

business as well the individuals’ life. Companies responded to the mobile trend by 

initiating the BYOD wave which has already impacted the business’s activities and 

corporate culture. Significant challenges are reported by IT security specialists facing 

new risks and IT management issues. The young generation is the first to embrace the 

mobile technology and already manifest a certain dependence on it. The young 

generation is also the new entry force in profession increasing the pressure on BYOD 

integration. From this perspective, the authors investigated the accounting bachelors’ 

knowledge in regard with mobile devices’ use aiming at signaling the existing gap on 

mobile devices’ security awareness.  

 

Keywords: Mobile devices, threat, mobile security, BYOD. 

 

1. Introduction 
 

Gadgets such smartphones and tablets brought a new lifestyle across generations. 

“Mobile devices are paying a larger role, not only in business but social media” and 

people’s personal life (Grant Thornton, 2013). The Y generation is the one that 

embraces natively the mobile devices’ use and this new lifestyle. On the other hand, 

companies are looking for business increase, higher efficiency, more visibility in virtual 

space and improved relationship with clients and partners. The solution stays in mobile 

devices that bring lots of advantages together with business transformation and the new 

cultural challenge of mobile culture, altogether reshaping the business processes and 

rules. But let’s look at the second facet of the coin: mobile devices’ use is accompanied 

by a diverse and concerning set of security risks. The companies are aware that it is a 

high likelihood that sensitive information or data will be sent or received via mobile 

devices (Grant Thornton, 2013). “Securing organizational data and protecting 

personally identifiable information is not possible unless mobile devices are secured” 

(Kearns, 2016: 36). In this new complex IT environment, the companies face the 

security risks from a new perspective. This risk approach emphasizes the need for a 

threat intelligent program and imposes integrated solutions, protecting the companies’ 

network, applications and the diverse mobile devices’ infrastructure. 

 

The companies understood that they have to align their operating model to the digital 

world, to manage their complex and continuously evolving IT environment embedding 

in it all the new gadgets that are now part of employees’ lifestyle. Specialists consider 

that companies demonstrating lack of “confidence in their ability to implement 

emerging technologies should see this as a concern” (Kulver, 2013: 10). Nowadays, the 

mobile culture is deepened rooted in the companies’ business processes. Companies 
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worldwide are now opened to the mobile devices usage, being aware of mobile 

computing advantages. The BYOD (Bring Your Own Device) wave immerged the 

companies’ IT environment. A survey performed in 2014 emphasized that 63% of the 

respondents declared that their employees are using, on daily bases, smartphones and 

tablets, 46% declared that the employees are using just smartphones and 29% of the 

employees are using tablets. The same survey revealed that 90% of the respondents 

allow in their companies some mix of personal and business own mobile devices 

(ISMG, 2015). As a result, we can conclude that BYOD concept has already reshaped 

the way employees perform the job requirements and the companies’ culture. It 

shouldn’t be forgotten that “mobile computing is a part of the younger generation 

entering in the workforce in coming years” (Madan et al., 2013:4) and from this point 

of view the BYOD will continue its increasing trend. Even if the young generation is 

so opened to the mobile devices’ use it is observed a lack of mobile security knowledge 

reflected in the users’ behavior and security practices. A survey issued in 2014 

emphasized the IT security specialists’ opinion that “employee’s behavior is a 

significant factor for information security” (Dimensional Research, 2014: 2). IT 

security specialists consider that since the mobile users “do not actively follow most of 

the security best practice, academia and industry should focus their security awareness 

campaigns and efforts in order to combat the false sense of security that users have” 

(Androulidakis, 2016:9). The authors totally agree with the above mentioned opinion 

and conducted their research on the young generation use of mobile devices aiming at 

emphasize their mobile users’ profile and security knowledge. The present study is part 

of a wider research started two years ago focusing on the mobile computing impact of 

the accounting profession and the accounting students’ options for mobile devices use. 

The present study contributes towards closing the existing gap in the Romanian 

research and literature in regard with young generation insufficient knowledge on 

mobile security and the potential threat brought by BYOD on the companies’ IT 

environment. 

 

2. Methodology 
 

The authors’ research had two coordinates: a qualitative one aiming to identify the 

characteristics and trends in mobile devices’ use and security and a second one aiming 

at performing and empirical study in regard with the accounting students’ use of mobile 

devices and their knowledge and practices in regard with mobile devices’ security.  

 

The authors performed a systematic literature review on mobile devices’ use and 

security. The literature review helped us in structuring our research objectives and 

design the questionnaire used in the empirical study. The authors focused on researches 

performed worldwide in regard with the mobile devices’ use in business processes and 

specific issues raised on the IT risk management, synthetizing the main problems 

emphasized by the researches and analysing the surveys issued by prestigious 

international organizations.  

 

The empirical study is based on a survey aiming to reveal the users’ practices and 

awareness in regard with mobile devices. The students in The Bucharest University of 

Economic Studies (the last year of bachelor degree and master students) represent the 

target group. The criteria used to establish the target group are [i] the students’ age – 

the Y generation is more receptive to new technologies and [ii] the graduate students 

are the new entries in the accounting profession and, from this point of view, it is 
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revealing for the study to investigate their mobile devices’ practices and security 

awareness. 

 

In the study it was used a multiple-choice questionnaire containing 21 questions 

structured in two parts: in the first part were included demographic questions aiming to 

retain the students’ gender, field and level of study. The second part included questions 

focusing on the nature, characteristics, practices and security perception of the users in 

regard with mobile devices. 

 

We collected 180 questionnaires, none of them being rejected. The respondents’ sample 

is representative for the analyzed population. The subjects are accounting bachelors and 

students from accounting and finance and banking master programs. The data collection 

was performed between October 2017 and January 2018. The present survey extends 

the previous one performed during October 2016 and December 2017 aiming at 

enlarging our research on the mobile devices’ use and security impact in the accounting 

profession and consolidates the previous research conclusions. 

 

3. Literature insights on mobile device use and security  
 

Global sales of smartphones registered, according Gartner’s analysis, an important 

increase in the first quarter of 2017, 9.1% comparing with the Q1 of 2016, meaning 380 

million units. The operating systems for those worldwide sales reflect the domination 

of Android OS (86.1%) and iOS, 13.7% (Gartner, 2017). This market share consolidates 

the previous years of dominance of Android and iOS. Taking into consideration the 

market share, it is not surprising that IT specialists view these mobile platforms as the 

greatest risks for their companies (Dimensional research, 2014). The cybercriminals 

will always focus on most numerous targets presenting same week points. The sales 

increase reveals the users’ preference for the above mentioned mobile platforms and 

users’ trend of spending more to get a better smartphone.  

 

The number of global tablet users registers a continuous increase from 840 million in 

2014 at 1.32 billion in 2017 being expected 1.46 billion users in 2020 (Statista, 2017). 

The global tablets’ market registered ups and downs, the increase being less dynamic 

during the years, Apple and Samsung continuing their domination (Smith, 2017). 

 

ISACA specialists consider that mobile computing devices’ vulnerabilities exist in: the 

device itself, the wireless connection, the user’s personal practices, the organization’s 

infrastructure and wireless peripherals (e.g. printers, keyboard, mouse etc.). 

 

NIST emphasizes seven aspects that define a model for all threats of mobile device 

(NIST, 2013): 

1. Lack of physical security controls: compared to other devices, the mobility of 

smartphones and tablets exposes them at the risk of being stolen or lost, fact that 

affects data confidentiality. This statement is confirmed by all the international 

surveys analyzed by the authors, surveys that indicate stolen and lost mobile 

devices as one of the most significant treat in regard with mobile devices. 

2. Use of untrusted mobile devices: in the current way of manufacturing the mobile 

devices and also in the OSs there are not implemented suitable security 

restrictions comparing to those available on a PC or laptop this being explained 

by the mobile devices initial usage destination.  
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3. Use of Untrusted Networks: the mobile devices can use non-organizational 

network for Internet connection. The data communication is based on technology 

such as Wi-Fi or cellular networks. Wireless capability poses a number of specific 

security risks. 

4. Use of Untrusted Applications: the facility of searching and installing apps 

specifically designed for those devices (games, WhatsApp, Snapchat etc.) is a 

characteristic that provides a high level of satisfaction to the users but poses 

obvious security risks. Rigorous security policies in regard with apps’ downloads 

and installation are essential for securing the devices. 

5. Interaction with Other Systems: mobile devices may interact with other 

systems in terms of data exchange and storage and, as a result, this interaction 

raises important security issues. 

6. Use of Untrusted Content: the easiness and unbarred Internet navigation in 

information search exposes to security incidents, most of them caused by 

malware programs, being known the virulent attacks on mobile devices in the last 

years. 

7. Use of Location Services: mobile devices with GPS capabilities typically run as 

location services. 

 

The critical question in regard with mobile use is why these devices raise significant 

security issues? It should be mention that mobile devices began as a consumer 

technology, and as a result, “many of these devices lack the security and administrative 

functions that IT and security teams use to manage traditional endpoints such as laptops 

and desktops” (McEnaney, 2016). Nowadays, cyber criminals focus a significant part 

of their attacks on mobile devices, being aware of the existing security weak points. 

Security specialists and more informed users understood that no one is immune to 

cyber-attacks and day by day it is more difficult to secure mobile devices. But it is a 

large segment of mobile devices’ users being not informed or insufficient informed in 

regard with mobile devices communications and apps issues this fact being reflected in 

their behavior. “Excessive confidence could lead to “relaxation” of security practices 

while excessive fear certainly hinders technology adoption and especially mobile 

downloading” (Androulidakis, 2016: 9). As a conclusion, aiming at benefit from the 

mobile devices advantages there is a stringent need to inform the mobile users in regard 

with the important mobile security issues and make them aware on the existing threats. 

Improving the mobile users’ behavior as a result of their increased security awareness 

will be beneficial for the individuals as well for the companies that adopted BYOD. 

 

As it is already mentioned, compared to personal computers, mobile devices (including 

smartphones and tablets) are threatened by a larger variety of factors determined by 

technical characteristics such as: data communication via Wi-Fi or other Internet 

connections, video camera, microphone, data storage systems, GPS connectivity etc. 

ISACA specialists believe that the most common risk factors that apply to using mobile 

devices are: device-specific malware; theft of sensitive data; exposure of critical 

information through wireless sniffers; wireless intruders capturing emails, email 

addresses and attached data; loss, theft or damage of the device (ISACA, 2016). 

 

The first virus, a Trojan, affecting Palm devices was identified in 2000. Cabir, “the first 

malicious code that can spread itself exploiting the network technologies on mobile 

devices” (Bluetooth) to infect other device was identified in 2004 (La Polla et al, 2013: 

449). Not long ago, two malwares, Gooligan and HummingBad, affected millions of 
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phones. Gooligan has taken hold of about 10 million Android phones. The Google 

accounts were breached being obtained personal and sensitive data (Hautala, 2016; 

Check Point Research Team, 2016). Two families of mobile banking Trojans, 

Faketoken and Marcher, were created to steal payment details from Android devices. 

In the Facktoken case it should be mentioned the ingenuity of the attack: when the user 

visits its online banking account, the Trojan modifies the page and asks the user to 

download an Android application to secure the transaction. As a result, the 

cybercriminal gain access to the user’s banking account (Kaspersky, 2015). These are 

some examples of cyber-attacks on mobile phones demonstrating the virulence and 

increasing sophistication of the mobile attacks methods. The continuous growing of 

mobile malware is expecting to continue due to the widespread of mobile devices. The 

2017 survey of Dimensional Research signals that malware (58% of the respondents) 

and phishing using text messages (54% of the respondents) were the most frequent 

types of attacks on mobile phones registered by the companies. In 2015, in Romania, 

the mobiles using Android OS experienced ransomware attacks; the source of attacks 

was represented by spam e-mail having as attachments infected files or archives. 

 

The 2017 PWC survey emphasized that 28% of the respondents “reported security 

compromises of mobile devices, and securing smartphones and tablets is clearly top of 

mind” for the IT security specialists (PWC, 2017: 9). The IT security professionals fight 

against mobile devices’ attacks issued by cybercriminals is extremely difficult. They 

deal with many products, from multiple vendors, determining significant costs to 

configure and manage all these mobile devices and having insufficient budgets so that 

many companies do not use advanced mobile cyber-attack protection solutions 

(Dimensional Research, 2017). 

 

In this context, it is obvious that security professionals consider as the top three 

inhibitors for the full deployment of mobile workforce: privacy, device security and 

content security (Information Security Media Group, 2015). 

 

The mobile devices’ security must be accompanied by a secure mobile communication. 

Aiming at ensuring confidentiality and data integrity the security specialists should 

identify the most adequate security mechanisms (as for example mobile token or a link-

layer) and promote authentication so that the receiver to trust the source of the message. 

 

Mobile devices’ security implies a set of controls as for example (ISMG, 2015; PWC, 

2017): 

 Devises’ management (enforcing passcodes, malware prevention etc.); 

 Controlling users’ login time, patterns of access and type of device; 

 Applications’ security, implying vulnerabilities testing and permanent updates; 

 Enterprise data encryption; 

 Screen locks; 

 A risk based mobile access decision in regard with the companies’ resources; 

 Transactions’ security (end-to-end encryption, transaction risk scoring etc.); 

 Restricted sharing of the company content with non-company approved 

applications etc. 

 

A centralized and coherent BYOD policy is for now compulsory for any company. 

Adopting this policy is not an easy task, IT professionals having to take into 

consideration and balance several factors: 
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 The need to understand the company’s mobile computing pattern and the entire 

set of potential security risks induced by the mobile devices’ use; 

 It is difficult to decide how to drown the line on enforcing security and usage 

policy as long as the device is not own by the company; 

 The personal and company’s data and applications are on the same devices; 

 The policy should be articulated with the entire set of IT policies and reflect the 

integrated information security defined for the company; 

 There is a new paradigm that impacts the company’s culture and employees’ 

behavior that should reflect an increased awareness on mobile threats. 

 

The companies are aware that they should integrate the new technologies in their digital 

ecosystem this being a very demanding and challenging objective. There is an 

increasing dynamic of the innovation in the IT industry and the companies should be 

prepared to understand and assimilate all these technological changes integrating them 

in the business and management models. The effort continues on the IT maintenance 

layer and monitor of the mobile device. 

  

Facing so diverse and challenging information security threats, IT specialists became 

aware of the need to have a threat intelligent program (Kassel and Allan, 2015).  

 

Starting from the security professionals’ conclusion that employees are a great threat to 

security, greater than cybercriminals and their behavior could make the “difference in 

preventing high-profile security breaches” (Dimensional Research, 2014) the authors 

investigated The Bucharest University of Economic Studies’ students’ knowledge and 

awareness on mobile security issues. The study’s results are synthetized in the 

following chapter. 

 

4. Results and discussion 
 

The authors conducted the data analysis starting from the following questions:  

 

1. Which is the students’ behaviour as mobile devices’ users? 

 

2. What are the aspects influencing the students in mobile device purchase? 

 

3. Which is the students’ perception on the education/training in mobile security 

field? 

 

4. Which are the security measures implemented by the students on their mobile 

devices? 

 

5. Which are the reasons of not using security measures?  

 

6. Which are the security incidents experienced by the students in the past two 

years? 

 

The structure of the analyzed sample includes: 180 subjects, out of which 81% are 

bachelor’s in accounting (38% 1st year; 43% 3rd year) and 19% master students in 

accounting and banking. From the entire sample 14% respondents are males and 86% 

females. 
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The study reveals that all the students questioned use at least one mobile device and 

among them a major part owns a smartphone 45% and a laptop 39%. 

 

Figure 1. Types of mobile devices used by students 

 
 

Within the questionnaire a number of questions tried to investigate the student’s views 

upon the mobile devices technical features. In this regard, one of the questions analyzed 

the elements that can influence the buyer (on a scale of 1 to 7) while choosing a device. 

The results highlighted that the most important factor is the producer, followed by the 

price and the operating system. The last places were occupied by the connectivity and 

the service systems. 

 

Figure 2. Factors influencing the decision to acquire a mobile device

 
 

The authors proceeded to another analysis aiming at create a scale for the technical 

features of the mobile devices.  The analysis emphasizes battery autonomy, operating 

system, storage capacity and RAM size as the main preferences of the students. Last 

places are taken by interoperability, screen size, keyboard and weight. The security is 

somewhere in between, fact that represents a healthy reasoning that proves a certain 

awareness.   

 

Figure 3. Setting a set of technical features priorities 
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The following questions focused on the security of the mobile devices. On this purpose, 

we asked the subjects: How important is the security for them? At which level do they 

estimate their mobile devices’ security? How did their behaviour towards information 

security evolve in the past year? The students’ answers reveal interest for the topic in 

discussion; 63% consider that they implemented good security solutions, 26% are not 

sure and 11% think they are not using enough security measures. The great majority of 

the respondents consider they are more aware on security need then in the previous 

years. This is in line with the respondents’ opinion in our 2017 survey. Other issues 

refer to the level of education/training in information security field. We can observe 

that a great majority (40%) learned about this subject online, 20% from the university 

lectures and 11% claimed that nobody taught them.  

 

 

Figure 4. Where did you learn about information security? 

 
 

The subjects’ point of view regarding information security education is that every 

person should receive this sort of information (132 students) or search about it on their 

own (60 students). Again, as the 2017 survey revealed, the mobile security information 

is collected individually, the Internet being the main source. The academic curricula 

did not significantly improve the students’ knowledge and behaviour in regard with 

mobile devices’ security. There is still room for security training in the university’s 

curriculum. 



99 

 

Figure 5. Information security education 

 
 

Regarding the measures of security used by the subjects and also the reasons why they 

wouldn’t use them we obtained the following results: 69% claim that they are using 

anti-virus software, 12% firewall, 8% software anti-spam and only 6% are not using 

any security methods. 

 

Figure 6. Security measures implemented on the computer/telephone 

 
 

Considering the data and information security coverage the respondents indicated as 

the most used protection measures - backup files (52%), periodically change of the 

passwords (30%) and encryption of important files (12%). The respondents’ answers 

focus more on laptops than smartphones that reflecting the connection they make 

between laptops (computers) and IT threats being less aware on mobile security issues. 

The students’ answers did not indicate specific smartphones’ security measures. 

 

Figure 7. Security measures to protect data 
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The students indicated their reasons for not using security measures: 32% believe that 

setting the security system is too complicated, 31% consider that the updates and 

backups imply complex software knowledge, 25% think it’s too expensive, 12% don’t 

feel the need. Even though we expected the costs to be reported as the top obstacle it 

can be seen that the situation is quite alarming, the respondents’ answers indicated 

insufficient knowledge and skills. 

 

Figure 8. Why don’t you use security measures? 

 
 

The student’s opinion is that the biggest disadvantages of the security measures are: 

the need of special technical installation knowledge (37%) and the cost (36%). 

 

Figure 9. Disadvantages of security measures 

 
 

Questioning about web surfing students placed socializing on the first place (93%), the 

e-mail coming up next 87%. Also, many subjects search on the Internet for professional 

information 73%, the online shopping was voted by 71%, lifestyle and hobbies covered 

69% of the responses, news only 62%. It is not surprising that socialization and e-mail 



101 

 

are the first two preferences being in line with the international surveys on the same 

topic, indicating them as the main preference of young people. The same preferences 

were revealed the authors’ survey in 2017. 

 

Figure 10. Areas of Internet usage 

 
 

We investigated the type of security incidents affected the students in the last 2 years. 

The virus infection was the main issue; 116 of the respondents (out of 180) experienced 

virus infection and, surprisingly, 52% declared never had to deal with this kind of 

infections! There is an evident contradiction in the respondents’ answers. Taking into 

consideration that 26% of the respondents are not sure if they use good security 

measures and 11% think they are not using enough security measures we conclude that 

part of these 52% of respondents could be subjects of malware attacks and they are not 

aware of it. 

Figure 11. Security incidents in the last 2 years 
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The last question “Whom are you asking for help when you have a security issue?” 

disclosed the following results: 47% consider that they can solve any problem on their 

own and 36% would seek the help of an IT specialist.  

 

Figure 12. Whom are you addressing for help when you have a security issue? 

 
 

Following the questions representing the initial starting point of our investigation the 

authors can conclude that: 

 The students are daily users of laptops and smartphones, and less oriented towards 

tablets and other mobile devices (like cell phone, PDA, MP3Player). 

 The producer, the price and the operating system are the main criteria for 

purchasing a mobile device while the connectivity and the service system are less 

important. 

 The most used security measures for laptops are anti-virus and firewall software 

along with the periodically password change and data backup. The students did 

not indicate specific smartphones’ security measures. 

 The complexity of the software, complicated settings and difficulties in 

preforming updates are the causes for no security measures’ use. These reflect 

insufficient skills and information in regard with IT issues.  

 Socializing is the most preferred online activity. 

 The virus infection is the most frequent incident among the online users. 

 For the security incidents and security measures the respondents focus more on 

laptops issues than other mobile devices that reflecting insufficient awareness and 

knowledge on mobile security threats. 

 

5. Conclusions 
 

The mobile wave has already impacted the individuals’ life and behaviour and also the 

companies’ IT environment. BYOD is the companies’ response to the employees’ 

device preferences and financial coordinates in regard with mobile devices integration 

in the business activities (as a result of the employees’ preferences for these kinds of 

devices). The BYOD generates a new paradigm, affects the companies’ culture and 

business activities and IT environment. The mobile security threats increase the 

companies’ risk exposure and requires new integrated security policies and, as a main 

frame, a threat intelligent program. 
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The authors’ empirical study aimed at providing an in-depth understanding of the 

accounting students’ profile as mobile devices’ users and their knowledge and 

awareness in regard with mobile security threats. The study’s findings reflect the 

students’ insufficient information in regard with mobile devices features and security 

issues. The respondents’ security knowledge is linked more on computers (laptops) and 

less on other mobile devices. This is the result of the limited IT lectures and seminars 

in the curriculum and the insufficient focus on mobile devices’ use for the profession. 

Students should understand the smartphones, for example, as complex devices 

providing diverse features, not limited to communication with friends and Internet 

information searching. 

 

There is significant room for the students’ behaviour improvement in regard with 

mobile devices’ use and security awareness.  

 

The objective of the authors’ study was to address some of the research gaps on mobile 

devices security and to discuss practical implications in regard with the academic 

curriculum and students’ training on information security. The paper aims to raise 

awareness on the insufficient knowledge of the mobile devices’ users on security threats 

affecting the companies’ information security in the context of the BYOD trend. 
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Abstract: The m-payment domain is relatively new and promises significant 

advantages for the multiple actors implied in its implementation and use. Despite this 

fact, its usage increase registers low rate. The purpose of this research is to examine 

the m-payments’ evolution in a specific system implemented in several big Romanian 

retailers aiming to get in-depth understanding of the Romanian customers’ behavior in 

regard with this new payment channel. The empirical study proves the users’ 

precaution; m-payments being perceived as a novelty. The authors’ research attempts 

to raise a discussion on m-payments specific characteristics and barriers in its extended 

use. The Romanian literature is scarce in regard with m-payments topic. From this 

perspective, the present paper signals the need to create at the smartphone user a solid 

mobile culture making him aware of the potential of the device and helping him benefit 

from the device’s features in a secured manner.  

 

Keywords: mobile payments, system characteristics, digital platforms, mobile 

culture.  

  

1. Introduction 
 

Since its release on the market, the smartphone has forever changed the landscape of 

human communication and even the individuals’ life style.  Most web browsing is 

smartphone-based, with mobile traffic to web sites surpassing desktop traffic in 2016-

2017. Navigating in our cars is also mobile-based, with crowd-sourced traffic data. 

Media consumption is personalized and increasingly takes place on mobile devices. We 

take our pictures with our phones, sparking a thriving industry based around saving 

those pictures in the cloud. Marketers take advantage of our impulsive buying and 

tailoring shopping sites for mobile. Entire developing nations in the African continent 

have first known the Internet via mobile access. The smartphones register an increased 

widespread use; in opposite the laptops and the desktops are registering constant 

decreases in sales. This is not surprising taking into consideration the multiple 

advantages brought by mobile devices, in general, and the enormous potential of the 

mobile technology (Gerpott, 2017). 

 

Nowadays we can pay with the mobile phone for our groceries - and in fact anything at 

brick-and-mortar shops. The smartphone can be used just like a contactless credit card, 

with the advantage that the phone can store all our credit cards, as well as all your 

loyalty cards from different retailers. This means that the smartphone replaces the 

classical wallet. Of course, it’s up to the retailers, banks, and other players in the mobile 

payments arena, to convince the clients exactly why they should switch from the trusted 

wallet to no wallet - and instead to an application. Will the customers be attracted to smart 

coupons? Or to location-based marketing, with targeted promotions? New ideas are introduced 

every day; it is an effervescent landscape aiming at promoting m-payments. 
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The topic of mobile payments is an under-explored research area implying a relative 

new set of technologies and promising efficient implementation solutions in banking 

and commerce industries. Internet banking, mobile banking and e-commerce were most 

investigated areas in the last years. Mobile payments, in the authors’ opinion, represent 

a valuable research area that could stimulate the practical solutions adoption and the 

consumers’ and merchants’ interest. In this regard, our article explores the state of 

mobile payments, investigating users’ adoption, mobile transactions volumes compared 

to other payment methods, as well as vendors’ objectives. The authors focus their 

attention on the implementation of a mobile payment solution in the Romanian market. 

In the paper, we investigate the technical challenges of the project, and run an 

exploratory data analysis on the historical transactions since the introduction of the 

system, with the objective of better understanding users’ engagement towards this new 

product. Due to the fact that Romanian mobile payment research area is still unexplored 

in depth, the authors’ study aims to contribute towards closing this research gap and 

raise the academicians’ and researchers’ awareness and interest on this area.  

 

2. Literature review 
 

Smartphones have already changed the people’s life style and also created a certain 

dependency on a significant part of their users. A “majority of consumers around the 

world (56%) cannot imagine life without them, and 53% say they feel anxious when 

their devices aren’t close at hand” (Nielsen, 2016).  

 

According to Forrester research, the m-payments can be classified as follows: “in-

person mobile payments, such as proximity (contactless) payments; remote mobile 

payments (made via an app or mobile website, the buyer is not physically in a store); 

and peer-to-peer mobile payments” (Forester, 2016). NFC-based (Near Field 

Communication) payments, the newest technology is considered the most promising 

payment tool being promoted in the latest m-payment systems implemented. 

 

The global mobile revenue registered 450 billion U.S. dollars in 2015 and it is expected 

to reach 1 trillion U.S. dollars in 2019 (Statistics Portal, 2018). Even so, the m-payments 

did not register the expected growth. This fact is caused by the diverse payment 

channels already in place and used by consumers everywhere. The international surveys 

emphasize different consumer attitudes with regard to m-payments and smartphones. 

The most common activities using smartphones, excepting communication activities, 

are accessing account information and paying bills. The most receptive to m-shopping 

are the Asia-Pacific people (Nielsen, 2016). A special case is Sweden leading for far in 

mobile banking and mobile transaction field. All these differences could be induced by 

the culture and local behavior in regard with shopping and payment activities. 

 

Mobile payments offer speed, convenience, secured transactions and other advantages 

like “receiving alerts, electronic receipts, rewards, discounts, and help with budgeting” 

(The PEW Charitable Trust, 2017:1). Despite the security offered by the mobile 

payments systems, according with the international surveys, one of the limitations of 

large scale m-payment adoption is the customers’ concern in regard with the transaction 

security (The PEW Charitable Trust, 2017). Other limitations are represented by the 

payment alternatives already in the common use (that proved their security and 

efficiency) and the complex infrastructure required by the m-payment services 

involving a large group of participants: merchants, customers, mobile network 
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operators, financial institutions, regulators, smartphones’ manufacturers etc. On other 

hand, a limitation of a larger extension of m-payment is generated by different strategic 

objectives and interests, conflicts and lack of governance letting to dissolution of 

mobile payment platform (De Reuver, 2015). 

 

“Prior literature defines m-payment as activities that use mobile terminals to complete 

economic transactions” (Kerviler, 2016:31). Mobile payments users are the customers 

making online or “point-of-sale purchase, paid a bill, or sent or received money using 

a Web browser, text message, or app on a smartphone”. They are more likely be 

millennials (ages between 18 and 34) or generation X’ers (ages between 35 and 50), 

“living in metropolitan areas, and have bank accounts and college or postgraduate 

degrees” (The PEW Charitable Trust, 2017:1). 

 

Mobile payment implementations are covering local areas; cross-border solutions have 

proven to be difficult. This could be the result of the diverse set of participants (local 

bankers, regulators, merchants, communication services providers etc.) raising 

concerns in regard with their interests (Dahlberg et al., 2015).  

 

3. Technical solution of the analyzed system 

 

In this section we will describe a mobile payment system implemented in Romania at 

several large retailers. To use it, smartphone users install an application on their phones 

and enroll a credit card. Then, users can pay at a retailer using the mobile app. To pay, 

the user scans a QR code installed at the retailer and then approves the transaction on 

the touchscreen—thus the need to have a physical card is eliminated. 

 

Figure 1. Mobile payments system schema 

 
 

The workflow of a transaction has the following steps: 

1. The customer, who has the mobile app installed on his smartphone, shows up at 

the cashier with a basket containing products. The products are scanned, and the 

cashier chooses mobile payment method, pressing the corresponding button on 

the POS (point of sale); 

2. The POS forwards the transaction to the MPS (Mobile Payment Server), which 

acknowledges back to the POS that it has correctly received the transaction; 

3. The POS displays a message telling the customer to scan the QR code; 

4. The customer scans the QR code and the smartphone tells the PP (Payment 

Processor) that indeed, he wants to do a transaction at a POS (which is identified 

by the QR); 
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5. The PP asks the MPS whether there is a transaction pending at that POS, and 

the MPS acknowledges and sends the product basket and the total price back to 

the PP; 

6. The PP sends the basket to the smartphone; the customer can now see the 

amount he has to pay and can choose to reject or acknowledge the transaction; 

in the latter case, the smartphone messages the PP telling it that the client has 

accepted the transaction; 

7. The PP now debits the customer’s credit card and acknowledges the transaction 

all the way back to the POS, which closes the transaction and prints the final 

receipt. The customer can now get their merchandise. 

 

The system is implemented with a single mobile payment server, which is connected to 

multiple retailers, each of them having numerous POS terminals (thousands for large 

retailers). Also, several payment processors are connected to the MPS. The end-

customers can choose which application to install on their smartphones from several 

providers, but each provider must run their transaction through a payment processor. 

 

In the following sections we will analyze transaction data collected from the mobile 

payment system described above. Given that the MPS is the “pivot” of the system, we 

will have visibility in all the transactions.  

 

3. Methodology 
 

Aiming at understanding the state of art in m-payments area the authors performed an 

extensive literature review. The domain being relatively new, our research revealed less 

focus on the topic, most preferred approaches being on technical achievements and 

merchants’ interest on m-payments. The most important issues revealed by the authors’ 

investigation on previous researches were synthetized in a chapter above. The literature 

review helped the authors understand the main barriers, all wide, in m-payment large 

extending. In this regard our empirical study aimed at analyzing the evolution of m-

payments in a specific system implemented in Romania. 

 

We had access to transaction data from the mobile payment system implemented at 

several large retailers, and we ran an exploratory data analysis, trying to measure how 

the end-customers perceived and used the system during our analysis period (March 

2016 to December 2017). Finally, we formulate and test several hypotheses related to 

the transactions, trying to answer the question: “What does the average customer look 

like?” 

 

H1: There is a difference in the average transaction amount between users who use 

the system for less than 100 days and those who use the system for more than 

100 days.  

 

H2: There is a difference in the average transaction amount between users with 

three or less transactions and users with more than three transactions. 

 

H3: There is a difference in average transaction amount and average number of 

transactions according to the payment processor chosen by the end-customer. 
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For this study, we used anonymized data, in order to maintain privacy for the end-

customer as well as for the other parties involved. 

 

4. Exploratory data analysis 
 

4.1. Descriptive statistics 

 

The dataset was exported from the production environment, cleaned, and imported into 

R version 3.4.2 for analysis. There are ten tables of interest for our analysis, with 

information related to transactions from the mobile payment system. For each 

transaction, we record its date, place, the items which were bought, the total price of 

the basket, an anonymous user identifier, and an identifier for the cashier who ran the 

transaction. There is also a transaction status, which shows whether the transaction was 

successful or not, so in our analysis we decide to use only the successful transactions. 

After having formulated our hypotheses, in the next section we will describe the 

variables of interest for our analysis. First, we look at the overall usage of the system. 

We will use the term “transaction” to denote the process of successfully buying and 

paying with the mobile phone at a retailer location. 

 

The data ranges in time from November 2015 to January 2018 (Figure 2).  

 

Figure 2. Number of transactions, each month 

 
 

During the first four months, the system had only test users. Also, for January 2018 we 

have incomplete data (the data export was done mid-January), so we will exclude the 

first four and the last month from our analysis. After excluding these months, we have 

a total of 20392 valid observations. 

 

The number of transactions peaks during November and December 2016, and while 

this could be attributed to seasonal changes, interestingly, we do not see the same 

increase during November/December 2017—which should be a topic of further 

investigation. Finally, the average number of transactions per month is 927, with a 

standard deviation of 251. Within the specified period, the minimum number of 

transactions is 654, the maximum 1611, and the median is 849, with the distribution 

slightly right-skewed due to the peak months of November and December 2017. 
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Next, we will take a look at the monetary value of the transactions. All values are 

recorded in RON. From the boxplot in Figure 3 we can see many outliers (the dots on 

the right of the box); a few outliers are extreme: 

 

Figure 3. Boxplot of transaction amounts, in RON 

 
 

Summary statistics for the transaction amounts are next (unit). 

 

Table 1. Summary statistics for transaction amounts, all transactions (RON) 

 

Count Average Median StDev Min Max 

20392 76 25.56 161.87 0.19 7900 

 

The big difference between the average and the median is explained by the presence of 

the outliers; the distribution is strongly right-skewed. We re-calculate the summary 

statistics, this time filtering for transaction under 200 RON only: 

 

Table 2. Summary statistics for transaction amounts, transactions less than 200 

RON 

 

Count Average Median StDev Min Max 

18276 41 20.42 46.80 0.19 199.96 

 

The difference between counts stays at about 2000 transactions—these are the 

transactions larger than 200 RON, which we have filtered out. The average transaction 

value has halved (41 vs. 76), and the median value stands now at 20.42 (vs. 25.56 

previously). Given that the median is a robust statistic, we can estimate that the most 

usual transaction value is about 20 RON.  

 

Next, we plot the total value of the transactions, first including transactions above 200 

RON (thus including the outliers): 

 

Figure 4. Total value of transactions, each month, in RON, all data 
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Again, we see peak values in November and December 2017, agreeing with the earlier 

analysis of the number of transactions. We also observe a light increase in values over 

the last 5 months. We would like to isolate the influence of the outliers, so we plot the 

same data, this time excluding transactions over 200 RON: 

 

Figure 5. Total value of transactions, each month, in RON, all data 

 
 

While the range of the values has been reduced, we observe the same peak months; 

however, instead of a light increase during the last months, there now appears to be a 

light decrease. 

 

Next, we will look at the users of the mobile payment system. Each transaction has a 

unique user identifier. There are 2310 unique users in the system. First, we will look at 

number of transactions per user: 

 

Figure 6. Histogram of number of transactions per user 

 
 

It appears that most users have less than 50 transactions, while more than 1500 users 

have a single transaction.  We can hypothesize that the outliers, with more than 100 
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transactions, are test users who run transactions every day to check that the system is 

“alive”. Following are the summary statistics for the number of transactions per user: 

 

Table 3. Summary statistics for total amount per user spent in the system 

Min. 1st Qu. Median Mean 3rd Qu. Max 

1 1 3 8.828 7 401 

 

In conclusion, 50% of the users have three or less transactions, with 798 users (or 35% 

of the total) having a single transaction—which suggests the payment system is 

probably seen as a novelty, and users try it just once. To complete the picture, we will 

also look at the total amount per unique user: 

 

Figure 7. Histogram of total amount spent by user 

 
 

Again, we have a few extreme outliers, and the majority of the users spend a total of 

under 2500 RON in the payment system.  We summarize the data in Table 4: 

 

Table 4. Summary statistics for total amount per user spent in the system 

 

Min. 1st Qu. Median Mean 3rd Qu. Max 

0.30 58.69 211.60 705.43 644.97 37033.16 

 

The median amount (211.60 RON) is considerably lower than the mean, suggesting 

strong right skew due to the few extremely large observations.  

 

Since a lot of users have a single transaction, it would be interesting to look at the period 

of system usage; we want to find out whether the users, once enrolled, keep using the 

system or quit after a number of transactions—this could lead into further investigations 

regarding the system’s usability. For this, we assemble time intervals for each user by 

subtracting the date of the first transaction from the date of the latest transaction 

(interval = end date – start date). We plot this data in Figure 8: 
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Figure 8. Histogram of number days spent by user

 
 

The distribution is right skewed; following are the summary statistics: 

 

Table 5. Summary statistics for number of days spent using system 

 

Min. 1st Qu. Median Mean 3rd Qu. Max 

1 1 17 80.02 109 658 

 

Again we have a considerable difference between the median (17 days) and the mean 

(80) days, due to the extreme outliers; the distribution is right-skewed. There are 811 

(35%) users who were active for a single day, which agrees with the proportion of users 

with a single transaction (also 35%). 

 

We will further divide the users according to the entity which processes the transaction; 

there are two such entities. We have 6850 users for the first entity (34%) and 13542 

users for the second (78%). 

 

In conclusion, the typical user: 

 Uses the system for about 2 weeks; 

 Has 3 transactions of about 20 RON each. 

 

While we do not have readily available data for other comparable payment methods 

(such as credit/debit cards) it is clear that most users see the system as a novelty and 

are not yet engaging with the mobile payment method. We will further discuss possible 

reasons in the conclusions. 

 

4.2. Hypotheses 

 

In this section we try to differentiate among users in regards to their behavior patterns. 

Since this is an exploratory data study, we cannot infer causality; the conclusions apply 

only to the mobile users of the studied system. 
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We would like to know whether there is a difference in the average transaction value 

between users who stay with the system less than 100 days, and those who stay more. 

We plot the data in Figure 10: 

 

Figure 9. Days system used and average transaction amount (RON)  

 
 

The average amount appears to be slightly decreasing as the usage period increases; we 

formulate the hypothesis as follows: 

 

H0:  less_100_days  = more_100_days 

HA:  less_100_days  more_100_days 

 

Assuming independence among our observations, we test the hypothesis and obtain a 

p-value of 0.7 at 95% confidence level. We fail to reject the null hypothesis, concluding 

that the data do not provide sufficient evidence in favor of a difference in mean 

transaction value between users who use the system for less than 100 days and those 

who use it for more than 100 days. 

 

Next, we look whether the number of transaction per user makes a difference in regard 

to the average amount spent on a transaction. Since the median number of transactions 

per user is three, we set this in our hypothesis, looking for a difference in the average 

transaction value between users with less or equal than three transactions, and those 

with more than 3: 

 

H0:  lesseq_3_trans  = more_3_trans 

HA:  lesseq_3_trans  more_3_trans 

 

The t-statistic is -2.4091, and the p-value is 0.0162. We reject the null hypothesis at 

95% confidence level and conclude that the data provide strong evidence in favor of a 

difference between the two groups. The group of users with three or less transactions 

has an average transaction value of 116 RON, which is higher than those with more 

than three transactions, who have an average transaction value of 101 RON. 
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Lastly, we will test whether there are any differences between users according to the 

entity which processes their transaction (we’ll call it processor). We would like to know 

whether there are any significant differences in the average number of transactions per 

user, and the average transaction amount. First, we look into the number of transactions 

per user: 

 

H0:  a  = b 

HA:  b  b 

 

where  a  denotes the average number of transactions per user for processor A, and b 

denotes the average number of transactions per user for the second processor. In our 

test, we exclude the user with more than 400 transactions, as it is a very unusual outlier, 

and most probably a test account. We obtain a p-value of 0.82, so we fail to reject the 

null hypothesis, and conclude that the data provide no evidence of a difference in the 

average number of transactions per users between the users enrolled with processor A 

and users enrolled with processor B. 

 

Similarly, we test for differences in average total transaction amount, according to 

processors A and B: 

 

H0:  a  =  b 

HA:  b   b 

 

where  a  denotes the average total amount for transactions for processor A, and  b 

denotes the average total amount for transactions of processor B. The p-value is 0.44, 

so we conclude that the data do not provide evidence in favor of a difference in the 

average transaction amount between processor A and processor B.  

 

4.3. Discussion 

 

From our exploratory data analysis, it appears that the payment system is seen by the 

users as a novelty, without strong adoption—we do not see a consistent mass of users, 

who constantly run transactions over a longer period of time. We assume that this is 

due to the fact that we are still in the early days of mobile payments (at least in 

Romania). Also, the system was built as an exploratory effort of several small 

companies, without the marketing budgets of established players such as Visa and 

MasterCard, who invest heavily into promoting contactless payments via their credit 

cards. In order to encourage stronger adoption, the system could offer additional 

benefits to its users, such as electronic coupons—and there are many possibilities, when 

we replace the “inert” credit card with a smartphone which can communicate real-time 

(Liébana-Cabanillas, 2017).  

 

Customers interest in m-payments could be analyzed from a new perspective, the 

Romanian customers’ mobile culture, which in our opinion is still immature in regard 

with mobile technology, features, advantages and security. This could be a wide area 

of research in the future. In the authors’ opinion it is not sufficient to register an 

important increase of the smartphones’ selling, but it is tremendously important to train 

the smartphones owners on how to get the most benefits from the offered features in a 

secure manner. 
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5. Conclusions 
 

Mobile phones have reshaped our lifestyle and have “completely changed the already 

outdated traditional channels for offline and online relationships between customers 

and companies” (Liébana-Cabanillas, 2017:32). 

 

M-payments already make their entrance in the payments channels arena and “fights” 

for their deserved place in accordance with its advantages including security issues. The 

researches emphasize the slow increase in the m-payments sector, compared to the 

significant increase in the adoption of smartphones. This encourages the discussion on 

the smartphones users’ need of a solid mobile culture making them able to use the 

devices at their real potential and benefit from their investment. 

 

Aiming at synthetizing their findings, the authors conclude by launching several 

thoughts and discussion issues on the m-payments topic: 

 While we personally do not believe that “the days of cash are numbered”, it is 

clear that mobile payments will have an increasing role in the payment landscape; 

 It remains to be seen how blockchain technology will be integrated with mobile 

payments, and whether customer privacy will be improved; 

 Major players, such as Visa, MasterCard, Google, Apple, Amazon and all 

international banks take a keen interest in m-payments. Their clients’ profile as 

consumers it is already proved to be extremely valuable information; 

 What will be the real benefits for the users? Will their privacy be further 

compromised? Do users even understand what happens with their data in the 

context of mobile payments and e-payments in general?  

 

The research in m-payments area still has plenty of room for development. There are 

research gaps that need to be addressed and provide support for a larger adoption of m-

payments, as well as for improvements in the sector’s outreach to customers. 
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Abstract: Analyzes performed during recent years have led to the conclusion that 

most stakeholders consider a cloud-based solution as more cost-effective than an 

equivalent in-house solution. However, the real value that a cloud-based solution 

brings to an organization depends on too many variables and is too closely correlated 

with the dynamics of a business to formulate a general rule. As for any change in the 

business process, in the case of a cloud migration, business analysis is an essential tool 

for properly substantiating the final decision. The present paper is based on the results 

of a recent survey the author conducted in the field, as well as on the revision of the 

specialized academic literature. Its purpose is to identify how the decision makers make 

their decision about cloud migration by analyzing the key factors considered by the 

respondents as decisive in estimating the added value of a cloud-based solution. The 

analysis focuses especially on small and medium-sized organizations, the author also 

presenting a case study of a company of this type whose data he had access to. 
 

Keywords: cloud computing, migration decision, business value, SMEs 

 

1. Introduction 
 

The decision to migrate own business services to the cloud is, by its nature, a complex 

process, subjected to a large number of forces whose influence leads to different or even 

opposite directions. Although a full inventory of the influence factors of can not be 

performed, in a large number of research works carried out during recent years 

(Alruwaili and Gulliver, 2018; Aujla et al., 2018; Shirvani et al., 2018), a certain 

number of elements have arisen, that the decision-makers consider to be of strategic 

and tactical importance in formulating the final decision on migrating a business 

process to the cloud. In general terms, such elements are related to the organization’s 

ability to transfer a portion of the risk to the cloud-based service providers, to reduce 

operational costs, and to quickly overcome the weaknesses of the existing information 

architecture. Each of these perspectives is able, at least at a theoretical level, of 

increasing the added value of the business process. The main impediment the author 

observed in his own research, which was also mentioned by some similar or related 

studies (Islam et al., 2017; Kalloniatis and Mouraditis, 2013), is that, in many cases, 

organizations do not analyze these aspects in an integrated perspective, but limit 

themselves to building incomplete perspectives, which do not always have the ability 

to lead to a well-informed and correct decision. A common cause of this phenomenon, 

also identified by the author in a previous research (Mangiuc, 2017), is the too 

homogeneous nature of the analysis teams. The process of substantiating the decision 

is often left to the business architects, IT department staff, or investment experts, 

without ensuring collaboration between people with different backgrounds and 

different perspectives on the phenomenon. Under such circumstances, there is an 
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extremely high risk of overlooking items of major importance, which could radically 

change the final decision. As a rule, the future performance of the IT department, or of 

the cost and budgeting department is too deeply affected by a decision in favor of, or 

against a migration to the cloud, to be able to be approached in an equidistant and 

objective manner in the absence of a mixed team. 

 

2. Research methodology and survey design 
 

The main purpose of this paper is to analyze to what extent the economic and technical 

elements are properly identified when determining the business value that a possible 

cloud migration can bring to an organization. The rationale of this research lies in the 

fact that studies during recent years have identified a worryingly high proportion of 

cloud-based migration processes that have not been successfully completed, or have 

not had the expected post-completion efficiency. A large number of analyzes performed 

during the latter years (Fahmideh and Beydoun, 2018; Rahman et al., 2017; Shoaib et 

al., 2017) show that many migration projects have only one-dimensional approaches, 

focusing on either technical or business issues, but not combining them properly to get 

as accurate a perspective as possible, or as accurate a valuation as possible. In some 

cases, quantitative economic analysis is completely lacking, with pro-migration 

arguments being closer to “cloud is better because everyone says so” than “cloud is 

better because it can bring additional revenue of 10 million euro over the next five 

years”. 

 

The manner a cloud migration can increase the value of a business service is usually 

too complex to be fully embedded into a model or an evaluation process. As a 

consequence, the elements the author included in his own survey are neither an 

exhaustive list, nor a complete model of the expected added value of a migration 

process, but elements that the field literature review has identified as having the most 

influence on the final result. The review of the field literature, as well as the author’s 

previous research has resulted in eight main elements that organizations include in their 

own analysis of the added business value a migration to the cloud may have, and these 

were included in the core question of the survey, which asked the respondents to order 

them in descending order of importance, assigning a relative importance between one 

and eight to each criterion. In addition to this essential requirement, the survey also 

included a series of questions about the respondent’s role and position within the 

organization, the number of the migration projects previously attempted by the 

organization, and the number of successful cloud migrations that the respondent has 

participated to in the past. The author opted for a minimalist approach for the survey 

content, as a large number of questions could have significantly reduced the number of 

respondents. 

 

The chosen survey sample was represented by people who were involved (according to 

their own statements, at least) in cloud migration projects and who are working in 

companies listed on the Bucharest Stock Exchange. After sending 4325 invitations to 

respond to the survey, 231 responses were received, out of which 187 were complete 

enough to be held valid and usable. 

 

The processing of the valid responses was accomplished with the help of a specialized 

software application (SPSS), which allowed a precise and accurate identification of the 

overall weight given by the respondents to each of the eight components of the added 
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business value the author proposed. An open responses section was added to the 

questionnaire, allowing respondents to add their own elements to the originally 

specified ones. A number of 72 respondents added their own elements, and the detailed 

analysis of these proposals revealed that most of them were already included in the 

eight original options in some form, or were similar enough to those proposed to not 

require changes. 

 

Since the purpose of the survey was to determine to what extent the technical 

perspective combines with the economic one when modeling the added business value 

of a migration to the cloud, it was attempted to build the target group as a heterogeneous 

professional structure with professionals belonging to both the technical and the 

economic field. The author considered that limiting the survey to only financial or IT 

professionals would lead to a massive bias of the results towards one of the two 

approaches. The professional structure of those who returned valid answers is shown in 

Figure 1: 

 

Figure 1. The respondents’ professional background structure  

 
(Source: The author, 2018) 

 

3. Survey results and discussion  
 

The processing of the 187 validated responses allowed the author to build a hierarchy 

of the elements taken into account in estimating the expected added business value for 

a cloud migration, based on each factor’s weight assessment. In order to ensure data 

comparability, each proposed factor was assigned a relative score (SK), calculated as 

follows: 

𝑆𝐾 = ∑ 𝐴𝑖 ∗

8

𝑖=1

𝑃𝑖 

where: 

 SK is the score of the element K; 

 Ai is the number of responses for which factor K was placed in position i; 
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 Pi is the relative importance attributed to position i, assigned in decreasing order 

as follows: from 8 for maximum importance, to 1 for minimum importance. 

 

For example, the response structure corresponding to the “Reduction of operating 

costs” criterion, together with the attached score computation is shown in Table 1. 

 

Table 1. Response structure for the first criterion 

Position Importance  Answers Score 

1 8 112 896 

2 7 32 224 

3 6 12 72 

4 5 9 45 

5 4 6 24 

6 3 12 36 

7 2 3 6 

8 1 1 1 

TOTAL 187 1304 
(Source: The author, 2018) 

 

After processing the entire set of responses according to the formula presented above, 

the relative importance of each of the proposed elements was established. The overall 

structure of the results is summarized in Figure 2. 

 

Figure 2. Overall structure of the survey results 

 
(Source: The author, 2018) 

 

Starting from the structure presented above, the author attempted an analysis of each of 

the proposed elements, in terms of its relative importance to the total added business 

value, as considered by the respondents. The final hierarchy of the eight response 

relative scores is presented in Figure 3. 
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Figure 3. Final hierarchy of the response scores 

 
(Source: The author, 2018) 

 

Operating costs decrease 

 

Numerous surveys conducted during the recent years (for example, Lloyd et al., 2017; 

Mohammed et al., 2018; Tripathi et al., 2017; Villamizar et al., 2017) show that 

organizations consider an eventual significant decrease in operating costs as a factor of 

utmost importance in the cloud migration decision, and the current survey is no 

exception. However, estimating the actual cost savings that an organization can benefit 

from by adopting cloud technologies is not an easy, or an obvious exercise. It is 

essential to estimate not only how much money can be saved, but also how much it 

costs to save that money. To exemplify the own opinion on this issue, the author made 

use of a case study based on the data of a SME in the European Union area (operating 

in the private healthcare business) to which data the author had access to. The 

organization decided to use the cloud version of an ERP application’s simplified form, 

able to provide the IT support for most of the deployed business processes. Since the 

potential application providers offered both possibilities, the evaluation started from a 

comparison between the operating cost of an in-house solution implementation and the 

operating costs of its cloud-based equivalent. 

 

When the organization decided that the cloud-based option is a real alternative to the 

application that currently provides the IT support of its work, a projected budget was 

prepared for the expected expenditure amount in each of the two versions. The 

statement of the estimated costs for the in-house option is shown in Table 2. 

 

Table 2. Estimated costs for the in-house application version 

Expenses category 
Expenses value (€) 

Year 1 Year 2 Year 3 Year 4 Year 5 

Hardware 5,000 0 0 0 0 

Software Initial licensing 5,000 0 0 0 0 

Yearly renewal 0 1,000 1,000 1,000 1,000 

Maintenance (for users) 10,000 10,000 10,000 10,000 10,000 

Datacenter 2,500 2,500 2,500 2,500 2,500 

Yearly expense 22,500 13,500 13,500 13,500 13,500 
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TOTAL 76,500 
(Source: The author, 2018) 

 

The predictions above are based on the assumption of a ready-made application 

package with a sufficient personalization level, so as to meet the organization’s specific 

requirements. As depicted, the total cost of this solution is estimated at €76,500, over a 

five-year period. The solution was considered rather costly because, even if it does not 

exceed the financial possibilities of the organization, has a rather large impact on the 

general budget. As a result, a budget for the cloud-based variant (for the same five-year 

period) was also presented, as shown in Table 3. 

 

Table 3. Estimated costs for the in-house application version 

Expenses category 
Expenses value (€) 

Year 1 Year 2 Year 3 Year 4 Year 5 

Hardware 0 0 0 0 0 

Software Initial licensing 0 0 0 0 0 

Yearly renewal 6,000 6,000 6,000 6,000 6,000 

Maintenance (for users) 0 0 0 0 0 

Datacenter 0 0 0 0 0 

Yearly expense 6,000 6,000 6,000 6,000 6,000 

TOTAL 30,000 
(Source: The author, 2018) 

 

The budget was based on an “application on demand” scenario in which the 

organization has the ability to dynamically enable and disable the application-level 

features, computing power, and storage space as needed, paying only for what was 

consumed. It should be kept in mind that these costs would greatly increase if more 

than one cloud service provider were to be used simultaneously, in which case it would 

be necessary to include orchestration costs, and also the fees of those in charge with 

integration of cloud services from different vendors and their proper cooperative 

operation. 

 

The comparison between the annual cost evolution for each of the two alternatives taken 

into account is graphically synthesized in Figure 4. 

 

Figure 4. Cost comparison of the two alternative solutions 

 
(Source: The author, 2018) 
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As a general observation, also mentioned by other authors (Greenberg et al., 2009), cost 

models of this kind have a rather limited applicability, as a number of other costs, whose 

value is much more difficult to determine should be added in real life. Examples of such 

costs are: 

 Costs related to the conversion or sale of the previously purchased hardware, 

which is no longer required when cloud-based technologies are employed; 

 The cost of already purchased software applications that prove to be redundant 

when using cloud-based technologies; 

 The hardware and location rental costs for the data center, that may be no longer 

justified under the migration to cloud; 

 The money amount attached to the development risks, as the beneficiary 

organization develops or purchases the needed customized application 

components for a platform that it does not own, but only leases; 

 Any additional costs associated with a possible increase in the cloud service 

providers’ fees for one or more of the provided levels (platform, architecture, 

applications); 

 

Similar to these costs, there are also a number of advantages that are quite difficult to 

be expressed as money values, such as the organization’s ability to start work in shorter 

time due to the use of cloud-based, pre-designed, pre-developed and pre-tested 

applications. In the case of an uncongested market having serious growth prospects, a 

rapid entry can generate significant benefits later. Some authors (Low et al., 2011; 

Marston et al., 2011) consider that the appeal to cloud technologies allows, as a general 

rule, an increase in the own business services availability, when compared against in-

house alternatives. 

 

Performing a deeper analysis on a more technical level, a new group of costs can be 

identified, whose weight, in some cases, may be important enough to significantly 

affect the total cost and the final decision. These could be synthesized into three 

categories: 

 Integration costs – costs generated by the process of data integration between 

the existing applications and the new cloud-hosted applications. Such costs 

should be taken into account not only for the initial migration process (when the 

cloud service provider’s support will be maximal), but also for the event of a 

supplier change, or a return to an in-house solution. In such cases, the original 

cloud provider will be significantly less interested in providing assistance, and, 

by consequence, costs may considerably increase if the services of a field expert 

or of a team of such experts will be required. 

 Connection costs – the impact of a cloud migration on the existing network and 

Internet connection. In most cases, these costs are not significant, but in special 

situations, when the data volume is extremely high, when the application’s 

response time is of the essence, or when the lease of a secured bandwidth 

communication channel is not a common practice for that geographic area, costs 

can considerably increase. 

 Compliance costs – costs generated by compliance efforts. This includes costs 

related to the need to add custom audit mechanisms to the applications offered 

by the provider, to create and analyze very detailed transaction logs, or to 

comply with local rules on personal data protection, which, in the private 

healthcare field, are extremely precise and strict. Costs of this kind can become 
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significant, especially if any subsequent changes to legislation or other rules that 

might require to redesign or rebuild the existing compliance mechanisms 

(Bulgurcu et al., 2010) are also taken into account. 

 

For the organization presented earlier as a case study, the inclusion of the above-

mentioned costs in the cost assessment model has led to an increase in the total cost 

over a five-year period from €30,000 to almost €48,000. Although the amount remains 

below the estimate of an in-house solution, the difference between the two alternatives 

is no longer as radical as before. 

 

In conclusion, it can be noticed that the simpler the cost estimation model is, the more 

attractive the cloud-based version seems. However, such models do not include and, 

usually, can not include a number of costs and benefits which are hard to quantify, but 

whose influence on the total added value is significant. Creating an accurate budget for 

the optimal solution assessment involves the understanding and design of a large 

number of elements, some of them proving difficult, or even impossible to be properly 

evaluated. With each included element of this type, the cost model will become more 

complex but at the same time more precise and more useful. Moreover, the cost 

assessment model of an IT support alternative is far too dependent on the field of 

activity and the specificity of each organization to be able to issue universally 

applicable solutions. 

 

Preservation of capital 

Any organization, but especially the SME’s at an early level of their activity, prefer to 

keep their accumulated capital in high liquidity instruments, instead of investing in IT 

infrastructure such as data center, hardware equipment, or software applications. Such 

investments put extremely high pressure on the organization because they have large 

value, a rather accelerated moral depreciation and, by consequence, they will prove to 

be a valid choice only if used with maximum efficiency. Regarded from this 

perspective, cloud migration seems to be the optimal option for the organization 

presented for the case study, as it does not require large hardware and software 

purchases, the provider will only be paid for the services consumed, and expenses are 

not committed for long periods of time (Yoo, 2011). From a capital preservation point 

of view, the advantages of the cloud-based alternative are indisputable. A startup 

company will be able to go to business with almost no IT spending, without facing the 

need to renew the hardware architecture (or, at least, not as often), and the issue of data 

center architecture, storage space, and computing power adaptation to the seasonal or 

long-term fluctuations in business activity will be solved by default. 

 

On-demand increase in IT resources 

In a direct relation to the previous element lies an organization’s ability to quickly and 

efficiently adapt IT architecture to the day-to-day needs and business volume. In the 

cloud-computing lingo, this behavior has been called „elastic computing” (Chun et al., 

2011) and is considered as one of the major advantages of the cloud-based approach 

when opposed to the traditional one. Although most cloud services are described by 

their suppliers as having a maximum elasticity level, a detailed analysis reveals there 

are a number of elements that require assessment before considering an offer as 

„perfectly elastic”. 
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The first one is the existence of discrete levels of service in the provider’s offer. Each 

level has its own subscription fee and, in most cases, the cloud services supplier does 

not allow a customer an exact positioning between levels, in perfect accordance to its 

current needs. For example, a cloud-based application offer may be available at a 

certain usage level (expressed as number of users, storage space, computing power) 

against a fee of €1,000 per month, and the next level, even if significantly improved, 

may have a rate of €5000 per month. Thus, whenever the activity of the organization 

exceeds the lower level, even if by a low margin, the organization will be forced to bear 

a fivefold expense in order to carry out its business with optimal support. A fivefold 

cost increase for a single additional workstation, or a minor overflow of the allocated 

storage space can be considered as unacceptable for many organizations. Under these 

circumstances, prospective customers need to negotiate and set up a set of personalized 

subscription fees having an acceptable level of granularity as, these fees will be firmly 

contained in the supplier’s service level agreement contract (SLA), and therefore, must 

be negotiated in advance. In addition, in some special cases, where very large 

organizations or extremely high processing needs are involved, consideration should 

also be given to the possibility that the cloud service provider does not have the actual 

capacity to meet the requirements, and, as a result, it will refuse any offer the customer 

makes, no matter how advantageous. Also, large organizations that already have a large 

quantity of expensive IT resources (data center, computing power, highly qualified staff 

etc.), the efficient allocation issue will arise for these resources in the case of a cloud 

migration, so that they do not become “technical losses”, as the value of such losses 

may definitively compromise the migration alternative. 

 

On-demand decrease in IT resources 

In the same manner a growth of the IT support resources may be needed for optimal 

business performance, the organization may also be confronted with the need to 

diminish IT support resources, which, ideally speaking, should lead to an equal decrease 

in IT support costs. According to a recent study (Cong et al., 2014), properly decreasing 

the IT resources often proves more difficult than properly increasing them, as the cloud 

service provider may be reluctant in accepting a revenue decrease from its customer. 

The optimal approach under these conditions is similar to the one in the case of resource 

increase, and can be synthesized as the need to establish a number of advantageous 

terms and conditions in the initial service level agreement contract. A large number of 

such contracts make it extremely easy to increase the level of service offered, but they 

do not guarantee any cost decrease when the level of service is lowered. 

 

Risk transfer 

An essential source of added value for a cloud-based solution is that the cloud service 

beneficiary will be able to transfer a portion of the risk to the cloud service provider. 

As long as application management and the delivery of the required computing power 

and storage space is the responsibility of the cloud service provider, the client company 

has only the obligation to pay for what has been consumed. In this business model, the 

beneficiary’s risk of not being able to provide IT support for the own customers or for 

the own business processes is significantly diminished. Essentially, the risk is shifted 

from the cloud services recipient to the cloud services provider, who should be better 

prepared to manage it. 

 

From the beneficiary’s point of view, the risk decrease has two distinct components: on 

one hand the risk of not having enough IT support when the activity expands will be 
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decreased, and on the other hand, the risk of having large and unjustified expenses when 

activity narrows will be decreased. From a strictly technical perspective, it can be 

considered that the beneficiary’s data center has been outsourced to those who will 

manage it, keep it in good working condition, and will require the customer to pay only 

for what is consumed in terms of computing power and storage space. In this way, the 

beneficiary organization, which is supposedly not an expert in the field of IT support 

assurance, will transfer the risk to another organization, the supplier, who has the 

necessary skills is able can manage the risk much more effectively. 

 

Returning to the previous case study, one of the key IT support elements required by 

the organization is a fast and efficient medical products inventories management 

system, as the organization is required to manage inventories for several thousand 

different items each month. Ensuring IT support for this activity involves the 

acquisition of database-as-a-service and platform-as-a-service capabilities, and the 

choice for cloud technologies would avoid the large costs of data center equipment and 

data center management, together with the more important costs associated with the 

risk that the data center involves. In such case, the in-house option would require a 

fairly consistent initial capital investment in the hardware and software components 

required for the IT system, also providing a very limited scalability. If the maximum 

capacity is exceeded, even for a short period of time, continued operation will require 

a new investment in processing and storage equipment, whose long-term efficiency 

may prove to be far below optimal when used only for the accidental activity spikes. 

Assuming that for an anticipated transaction volume, the organization would need an 

initial investment of €25,000, which would include a working server and auxiliary 

equipment (including storage devices), exceeding that capacity would require the 

acquisition of a second server with an investment almost equal to the initial one. The 

evolution of the required investment according to the number of transactions is 

described in Figure 5. 

 

Figure 5. Investment evolution based on the number of transactions 

 
(Source: The author, 2018) 

 

Moreover, in order for the organization’s business processes not to suffer when 

reaching the maximum capacity of the original server, the additional investments have 

to be done in a timely manner, so as the second server is functional when it becomes 
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necessary. And moreover, this goes without taking into account the system’s overall 

service interruptions and performance decreases while the second server is installed, 

configured, and tested at the hardware and software level. It can be concluded that this 

type of solution will always be undermined by the risk of not having sufficient resources 

in certain periods of time, and also of having expensive resources not allocated and not 

used in other periods. 

 

Several authors have attempted to quantify and compare the risk level for an in-house 

solution against a cloud-based solution (for example, Chou, 2015; Benlian and Hess, 

2011), but the correct estimation of the risk level is not a straightforward process at all. 

The main reason is that although a cloud-based solution largely eliminates the specific 

risks of an in-house alternative, it exposes the beneficiary to a number of new risks, 

nonexistent in the other case. One of the most important risks of this kind is that the 

cloud service provider, for whatever reason, may cease to provide the service at any 

given time. Although such an event is very unlikely for a solid provider and a 

beneficiary who has been adequately protected through SLA contracts, its occurrence 

could have disastrous consequences for the customer organization and its ability to 

continue business. As a general rule, a cloud service provider will never want to put 

own customers in such situations. However, when the cloud-based service provider 

ceases business activity, is taken over by some other company that considers the service 

as unprofitable, or even when the supplier considers that the beneficiary has breached 

contractual provisions, termination of service may occur abruptly and without prior 

notice. Under these circumstances, choosing between an in-house and a cloud-based 

solution basically means negotiating tradeoffs between the strong and weak points of 

each alternative, as none of the two options is unmistakably better than the other. 

 

Agility and reusability 

Agility and reusability are specific elements for the added business value of a cloud-

based solution, each one having its own advantages in terms of an organization’s 

information architecture. According to some authors (Soldani et al., 2016; Huang et al., 

2011; La and Kim, 2009), the most important advantage is the ability to make massive 

savings during the application development process by reusing existing applications 

and services. Services can be created inside or outside the organization, and the higher 

the number of reusable services, the more efficient the use of cloud-based technologies 

as a whole. Another major advantage is the IT infrastructure’s ability to adapt more 

quickly to changing business needs, such as periods of market immobility, or, on the 

contrary, the sudden increase of interest in a new product that aims to capture a large 

market share. In such situations, agility offers a strategic advantage and improves the 

organization’s long-term survival chances. According to some studies (Kolasinska-

Morawska et al., 2017; Oliveira et al., 2016), many contemporary organizations are 

slowed down in the development of the planned and projected IT infrastructure, as they 

are unable to provide the pursued level of agility. 

 

In terms of reusability, there are a number of indicators that can be tracked to estimate 

the added-value of a particular IT architecture solution, such as: 

 The number of reusable services in the IT architecture – can estimate the 

existing potential of reusable services in the organization’s IT architecture. 

 The degree of service complexity – can be estimated by the number of 

functions or business objects that make up a service. 
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 The actual level of reuse observed in existing systems – can be expressed as 

the number of cases in which existing services have been reused, or as a 

percentage of the reused services from total services. 

 

It should be considered that the mere creation of new services with potential for reuse 

does not grant added-value to those services. Value-added only occurs when services 

are effectively reused within a new system or a new component. The author believes 

that the quantitative approach in this case is significantly better than the qualitative 

approach. As a result, instead of a general rating such as “the number of reusable 

services is very high”, an estimation is proposed, based on a score computed on the 

basis of a simple mathematical formula which considers: the number of reusable or 

available services for reuse, the degree of reuse from one system to another, and the 

complexity of each service. Under these conditions, the formula for calculating the 

score is: 

𝑆 = 𝑅𝑆 × 𝑅𝐷 × 𝐾 
where: 

 S is the reusability score estimate value; 

 RS is the number of available reusable services; 

 RD represents the average degree of reuse among systems, expressed as a 

percentage; 

 K represents the average complexity of a service, expressed as the number of 

elementary functionalities offered. 

 

For example, if there are 50 services available for reuse within the organization, the 

reuse level within new systems is 40% and the average service complexity is 20 

elementary functionalities, applying the above formula generates a score of 400. To get 

a measure of the added-value expressed in monetary units, the model can be 

supplemented by the cost of each new system that re-used the services, or by the average 

cost of a service functionality. In this way, the organization can estimate with sufficient 

accuracy the added business value brought by the capacity to reuse existing services. In 

order to avoid erroneous conclusions, it is necessary to deduct from the gross added 

business value the initial cost of the developed or contracted services, the initial IT 

system costs, as well as the specific IT development costs of the organization, which 

can considerably differ from one industry to another. 

Since agility is a strategic asset of the organization, its estimation in monetary units 

may prove more difficult than in the case of reusability, but still it is not impossible. 

Monetary assessment can be made when a number of elements are known, such as: 

 The percentage of adaptability for a period of time – it is the percentage of 

the organization’s business activity that required re-invention or, at least, radical 

changes, in order to adapt to market requirements, or at least to remain relevant 

on the market. A traditional industrial company, for example one in the oil 

extraction industry, can record a very low percentage of adaptability over a five 

or ten-year period, of only 5%, while a high-tech company may need to adapt 

over 85% of its activity for the same period of time. Although retrospectively 

estimated, the percentage of adaptability can also be considered an indicator of 

the organization’s future ability to react when market demands will require it. 

 The ability to adapt to change – it is the numerical expression of the 

organization’s ability to recognize the need to redesign its own business 

processes and react in a timely manner in the right direction, so as not to lose 

market position or negatively affect the customers’ perceptions (Tvrdikova, 
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2016). For example, a large-scale company in the healthcare industry may 

notice the need for changes that allow it to access new markets, may have the 

material resources needed for this change, but may not have an organizational 

culture that will allow it to implement the change with the speed required by the 

situation. Under such conditions, the use of cloud technologies can facilitate 

agility and the process of change, but cannot compensate for organizational 

culture deficiencies. 

 The relative value of the adjustment – it can be estimated by the amount of 

money the organization has earned as a direct result of the changes implemented 

due to changes in market expectations, for example in the case of implementing 

an online sales system for a traditional store, or implementing a customer loyalty 

program. 

 

The ability to get image benefits from the new technologies 

The fact that this item was ranked last in the survey’s answers does not come as a 

surprise to the author, as the benefits in this category are the subtlest and the less 

tangible of all mentioned ones, not being perceived, let alone exploited by most 

organizations. An example of such an advantage would be if a company gets more 

money from investors, or gets stronger investors just because it has secured its cloud-

based IT support, which has created an image of an effective company with a very good 

IT support component. The appeal to cloud technologies is able to increase the value of 

companies that use them, at least as long as most investors have a positive opinion about 

these technologies, which are widely considered modern and efficient. Probably the 

only way to attach monetary value to this advantage is to compare the market values of 

some companies from the same industry, having similar financial indicators, some of 

them using cloud-based technologies while the others do not. 

 

4. Conclusions 
 

It can be concluded that the results of the survey show the evolvement of cloud 

technologies into a new stage, where they are no longer burdened by the „fear of the 

unknown”, and are no longer regarded as an „absolute novelty”, but are assessed as a 

solid and trustworthy alternative to the traditional approach to IT support for an 

organization’s business processes. The fact that respondents considered a large number 

of elements in their own cloud migration analyzes and decisions, without limiting to 

one of the two major perceptions (positive by cost reduction or negative by loss of 

control), shows, in the author’s opinion, that cloud technologies are now mature enough 

to be able to be attached a business value computed on a solid foundation. Although 

computational models for this value are not as well-structured and settled as for the 

traditional technologies, they are still fair enough to ensure comparability between the 

two types of solutions. As a result, the decision for or against the migration of business 

processes to the cloud can be taken on a solid basis, by comparing estimated monetary 

values, not just based on the subjective perception of each decision maker involved in 

the process. 

 

By reaching a very high level of complexity, cloud-based technologies are no longer 

free of charge, they are no longer offered for promotional purposes but under 

competitive conditions on a rather crowded market, and, as a result, the decision of a 

potential beneficiary is no longer depending mainly on the risk level that the company 

is willing to assume, but on the added business value that can be attached to a cloud-
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based solution. This way, the organization’s decisions become less and less dependent 

on the subjective perception of the public on a certain technology, and more and more 

on the objective value computed for the scenario of that technology being adopted. The 

consequence is that cloud technologies will be adopted when they add positive business 

value and will otherwise be rejected, thus increasing their comparability with traditional 

technologies. 

 

The main disadvantage of cloud technologies, as the survey revealed, is that their long-

term operational value is not yet known, as none of the major providers of such services 

has existed on the market long enough to allow drawing conclusions in that regard. 

From this point of view, cloud technologies have a clear image disadvantage compared 

to traditional ones. 

 

The main advantage, however, is that these technologies offer IT support the 

opportunity to have a major positive influence on the supported business processes. As 

a result of cloud computing, IT support does not immobilize important organizational 

resources before it becomes operational, and its high efficiency in the short term can 

boost early corporate development during the time it is needed the most. After all, the 

IT infrastructure provides support for the business processes, not vice versa.  
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Abstract:  
Idea: There have been frequent reviews of accounting education research since the 

Bedford Report (1986). Some (Rebele & Pierre, 2015) claim that accounting education 

research is stagnating as much research is written for publication to ensure tenure and 

not to add to knowledge in the field. A review of research approaches in the US and 

Europe and the rest of the world (Marriott, Stoner, Fogarty, & Sangster, 2014) also 

raise areas of concern regarding the impact of accounting education research. 

Economies and are developing quickly and, there is a demand for new skills and 

competencies in the workplace, (WEF, 2016).  

Data: The data used is extracted from reviews of accounting and accounting education 

research, exemptions guidelines of the professional accounting bodies, and research 

guidelines for more general education research. 

Tools: The research design is a literature review which brings together reviews from 

the US and UK of accounting education journals. Much of the research is empirical 

and some uses questionnaire which have low internal validity. A broadening of 

research methodology could possibly be achieved by researchers gaining knowledge 

from general education research. 

What’s New: The study provides evidence that there is a possible need for a shift in 

emphasis in accounting education research for the field to have any effect in the 

classroom. 

So What: The purpose of research is to develop ways of ensuring that accounting 

education research can contribute to practice in the classroom to ensure not only the 

development of technical knowledge but also skills and competences which can be used 

in the workplace. 

Contribution: The research takes a wide angled look of accounting education research 

and responds to criticisms of stagnation by proposing new fields of study as a way 

forward. 

 

Keywords: Accounting education research, publications, methodology.  

 

1. Introduction 
 

Albrecht, Sack, & Association, (2000) predicted potentially torrid times for accounting 

education in the US and concluded that accounting education need to transform itself. 

Boyce (2004) concluded that accounting education needed to change to reflect the 

changing demands on accountants to adopt a consultancy role, as opposed to one which 

adopted the stereotypical role of number crunchers or bean counters.  

 

To achieve this teachers of accounting need to develop their teaching methods to 

encourage better communication skills and critical thinking. This conclusion was 

supported in the UK. A review (Wilson, 2002) of ten years of research in “Accounting 
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Education: An International Journal” observed that there was insufficient 

communication between accounting educators, practitioners and the professional 

accounting bodies. This may be one of the reasons for suggestions of stagnation in 

accounting education research.  

 

It has been suggested that accounting education research is stagnating, for example: 

“the accounting education research literature shows both signs of stagnation and a 

continuing disconnect between the accounting education literature and the practice of 

accounting education” (Rebele & Pierre, 2015: 129). They categorize areas of concern. 

These include that research is focused on a limited number of topics; research uses 

similar methods; some studies report minor extensions which test a previously reported 

question in a different environment and thus have limited implications. They also report 

that there is a literature practice gap. The categories identified are mainly technical in 

nature and concern research design and methodology. But there are some more 

qualitative issues which also need to be considered. One of the additional problems 

mentioned by the authors is that there are an increased number of submissions to 

accounting journals. This might reflect greater pressure on teaching staff to research 

and publish (Hopwood, 2007). When referring to accounting research in the US he 

argues that having to do research to ensure tenure can influence the research process. 

 

Development of the right skills at University is regarded by employers as essential a 

recent report states that “across the economy, businesses will be increasing their 

demand in the years ahead for people with higher level skills. These are the type of 

skills and capabilities that firms particularly look to higher education to develop in 

students” (CBI/Pearson, 2016). This emphasizes the need for skills development in all 

subjects in higher education, including accounting. In the UK a recent government 

initiative to develop teaching in higher education the Teaching Excellent Framework is 

examining “how to measure improvements in knowledge, skills, work-readiness and 

personal development made by students during their time in higher education.” (Office 

for Students, 2018). This will put pressure on accounting educators to consider how 

they develop and assess such skills in their syllabi. 

 

The limited number of topics researched in accounting education indicates a possible 

gap in the literature. There is little mention of research into the topics mentioned so far, 

for example, of embedding development of generic or employability skills in 

undergraduate degrees. However, in the UK, since the Leitch Report (Leitch, 2006) the 

development of such skills is now very much on the agenda for UK universities. Whilst 

some universities have attempted to embed skills into accounting degrees (Stoner & 

Milner, 2010), it is not a simple task. Requirements of the professional bodies do not 

appear to require the explicit assessment of skills for students to gain exemption from 

examination. However recently the ACCA has introduced a Professional Skills module 

in its qualification (ACCA, 2018). Recent research also indicates that there are gaps in 

the knowledge about the communication skills of accountants (Siriwardane & Durden, 

2014). There may be a need for a greater amount of research in such areas. 

 

The remainder of the paper contains the following sections, a literature review which 

categorizes the literature into three themes: the nature of the accounting profession, and 

its influence on research; accounting education research and the purpose and design of 

research in education. This is followed by conclusions. The methodology adopted is a 

broad literature review. 
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2. Literature review 
 

2.1. The nature of the profession and its influence on research 

 

Mathews (2001) comments upon ‘A Perilous Future’ (Albrecht et al., 2000) a critique 

of accounting education in the US. He notes that the process of review accounting 

education in the United States has been almost continuous since the Bedford Report 

(Bedford, 1986) and several subsequent reviews and reports (Apostolou, Dorminey, 

Hassell, & Rebele, 2015). However, despite all the reviews since the Bedford Report 

there still appear to be some problems with the field of accounting education research, 

including a lack of research into the development of skills, which is now becoming 

paramount as the world economies are developing rapidly with the increased use of 

technology in the workplace. As the World Economic Forum recently stated “We stand 

on the brink of a technological revolution that will fundamentally alter the way we live, 

work, and relate to one another. In its scale, scope, and complexity, the transformation 

will be unlike anything humankind has experienced before”  (WEF, 2016). 

 

Mathews, (2001) reports that Albrecht and Sack (2000) criticise accounting education 

for having too narrow a focus and being based too much on lectures and examinations. 

At the turn of the millennium, criticisms of a limited teaching approach was supported 

by evidence from other countries such as the UK (Lucas, 2000) and Australia 

(Mladenovic, 2000). Both studies reported that students had a negative preconception 

of accounting, which made it difficult to engage them in learning.  Accounting is often 

taught by rote as it has become a functionalist profession (Boyce, 2004). This might 

lead to the subject attracting students with poor communication skills (Joyce, Hassall, 

Luis Arquero Montaño, & Donoso Anes, 2006) as such students may perceive that this 

makes the subject a suitable topic to study. Despite these findings and conclusions, the 

need to research the development of communication skills for accountants persists. A 

recent literature review of studies which investigated communication skills of 

practicing accountants concluded “accounting educators will be better able to target 

specific communication skills and elements through accounting programme design and 

innovative pedagogies” (Siriwardene & Durden, 2014: 133). However, this assumes 

that accounting educators can develop communication skills, which is not necessarily 

the case. 

 

Another possible problem regarding the perception of accounting by potential students 

is the influence of the professional accounting bodies. For example, the ICAEW 

guidelines for exemptions state that credits for prior learning can be awarded to students 

who study at accredited institution, but only if: “assessments demonstrate that your 

program has met our learning outcomes for the relevant ACA module. Your exams 

should be structured to ensure that students cover key areas of the ACA syllabus” 

(ICAEW, 2016) Whilst this in itself is not problematic, it might influence the manner 

of the teaching of all accounting courses which are technical in nature and cover only 

technical issues and not skills development. A discussion of the links between UK 

accounting teachers and the chartered professional accounting bodies in the UK 

Annisette & Kirkham (2007) report a gap between the teaching of accounting at 

university and the requirements of the profession. This is further evidence of a possible 

gap in the research literature regarding the development of relevant skills for the 

modern workplace. 
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2.2 Accounting education research reviews 

 

The professional accounting bodies have sponsored several reviews of accounting 

education research. A review at the start of the millennium (Watson, Hassell, & 

Webber, 2001) updates earlier reviews and raises the issue of core competencies: 

including writing skills, teamwork, problem-based learning and ethics and conclude 

that accounting education may learn from other mainstream education research, 

suggesting more meta-analyses to establish a more reliable body of knowledge. 

 

A UK based literature review (Paisey & Paisey, 2004) covers the period 1992-2001, 

and concentrates on the UK based journal “Accounting Education: an International 

Journal.” The review is divided into: curricula, content programme structures; and 

delivery methods of teaching; characteristics of students, however no mention is made 

of skills development.  

 

Criticism is also made the lack of development in accounting education over the last 30 

years (Howieson, 2003), and its reliance on lectures, tutorials and workshops. The 

author argues that accounting education needs to evolve, and that accounting teachers 

are a key part of the process. The method of only teaching technical detail is not 

appropriate and does little to develop workplace skills. Howieson also observes that as 

regulations change so quickly that it is impossible for accounting educators just to teach 

accounting rules and regulations.  

 

Reasons that research papers are rejected by accounting education journals in the US, 

such as “Issues in Accounting Education” and “Journal of Accounting Education” 

between 1998 and 2004 are discussed by (Stout, Rebele, & Howard, 2006). The authors 

state that the publications of papers in the area should contribute to ways to improve 

accounting education. And that it is helpful to authors and potential authors are aware 

of reasons for rejection of manuscripts. They developed a coding scheme identifying 

25 reasons under seven headings; motivation/background; research design; statistical 

issues; results, implication and conclusions; manuscript preparation; specific 

resubmission issues, and other. After their review of approximately 500 papers they 

conclude that the main reasons for rejection were poor motivation, lack of interest 

irrelevance, little contribution to the literature, and design problems. In the 

recommendations they suggest that authors ask themselves three questions before 

commencing a research project. These being: 

 Why am I doing this study? They comment that some research projects are too 

focussed on the fact that students are available on courses that the researcher is 

teaching. However just because subjects are available does not make the 

research question relevant to the discipline. There may be good reasons that no 

one else has researched the area before 

 Has anyone else addressed the question? If they have, what is the point of a 

repeat? it might be that the area has been approached and the conclusions are 

irrelevant or uninteresting. 

 Will the answer improve accounting education? Can the findings be 

implemented in the readers’ classrooms? Who will benefit?  
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A similar criticism is also levelled at accounting research in general. Basu (2012) 

discusses the propensity of accounting researchers to ask the same questions and to be 

lacking in innovation.  

 

A review of accounting education research (Watson, Apostolou, Hassell, & Webber, 

2007) considers 223 articles published between 2001 and 2005. The review reports that 

most of the papers are about curriculum and assessment. The review also highlights the 

need for universities to take the lead from professional bodies to gain exemptions. 

However, there is also recognition of the increasing importance of non-technical skills 

such as problem solving and communication. Watson et al. suggest that core, skills 

based, competencies need to be studied using longitudinal studies to explore how these 

skills can be developed. The review concludes that one of the main drivers of 

accounting education is the need for accreditation by the accounting bodies.  

 

A more recent review of accounting education literature (Apostolou et al., 2015) 

reviewed 256 published articles from six journals. The review sub-divides research into 

several categories: curriculum and instruction; instruction by content area; educational 

technology; students; faculty. They criticize accounting education research and argues 

that research in the area lacks theoretical foundation. They also point out, that this is 

not the case in other disciplines such as psychology and education, which derive 

research projects from amore theoretical underpinning. 

 

Rebele & St Pierre (2015) lament the gap between literature and practice in the field of 

accounting education research and conclude that accounting education research has 

little credibility, which restricts uses this literature. They also suggest that due to 

financial cutbacks that accounting educators have limited access to accounting 

education journals, and thus any published research in the area, has little impact as it is 

not being disseminated effectively. 2,180 papers were published between 1998 and 

2015 in the Journals reviewed. The topics were grouped in the following areas: 

assessment (2.98%); curriculum and instruction (44.45%); educational technology 

(5.64%); faculty issues (12.98%); students (13.81%); cases (18.9%) and instructional 

resources (1.24%). Using Moser’s (2012) categories of stagnation in accounting 

research as a framework the authors categorize the reasons for stagnation under the 

following headings:  

 

Research is focused on limited categories 

 

Rebele and St Pierre (2015) state that 40% of papers they reviewed are based on 

curriculum design and instruction. Whilst, this is an important area of research, 

commenting upon areas of research Rebele and St. Pierre conclude that accounting 

education researchers are ignoring several key topics including the use of IT and 

assessment methods. This emphasises Apostolou et al’s (2015) conclusion that 

accounting education research can learn from knowledge created in the wider education 

research field. 

 

Research uses similar methods 

 

Rebele and St Pierre’s (2015) second category of stagnation is the research methods 

used. This is based on the finding that the empirical studies are survey based, and there 

is insufficient empirical research. This concurs with Marriot, Stoner, Fogerty and 
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Sangster (2014) findings after a review of 250 papers published in six accounting 

education research journals that 40% used surveys and 18% were comparative studies 

with control and groups which had some form of intervention. No comment is made of 

the methodology used or the validity of any psychometric tests used. Methodologies 

used in education research, include qualitative (survey based etc.) and qualitative 

(interview, and subsequent empirical analysis) or mixed. However, in the field of 

education research there is disquiet concerning the use of learning styles questionnaires. 

A report (Coffield, Moseley, Hall, & Ecclestone, 2004) reviewed several psychometric 

tests and concluded few, if any, had any internal validity and that the constructs they 

supposedly tested were unproven. This makes them poor research tools, as the authors 

highlight the fact that many of the surveys do not take into account the complexity of 

the experience of learning. 

 

Minor extensions testing a previously studies research questions and limited 

implications 

 

The third category of stagnation identified by Rebele and St Pierre is that some studies 

extend to established knowledge. They use a communication apprehension 

questionnaire by Joyce et al. (2006) as an example and argue that such tests lack value 

if used out of context. This is usually regarded as a positive attribute in research 

projects, as, for example, established questionnaires or surveys which have been tried 

and tested and have a high level of validity, making any subsequent findings valid 

(Creswell & Creswell, 2017). So, it is unclear why this is an indication of stagnation as 

using established methodologies should lead to robust findings and subsequent 

recommendations.  

 

Rebele and St Pierre (2015), also argue that repeating a study in a difference context or  

does not, make a contribution to the research field However, students studying 

accounting also study other disciplines (Smith, 2011) so the presupposition that such 

studies are unique to one discipline is not necessarily valid. Secondly the student 

population is not static, and different classrooms are not heterogeneous and can be 

composed of highly stratified samples. They also contend the pressure to publish 

perhaps overrides the need to conduct quality research. 

  

Literature-practice gap 

 

The final criticism of is the gap between research and literature, and any application of 

research findings in the classroom. They argue that the much research merely describes 

what goes on the classroom now and does not explore methods of changing teaching 

and learning methods.  

 

Additional problems for education researchers 

 

A final section concerns what is termed a “safe topic” approach. Researchers are 

motivated to publish not to add to knowledge but to ensure tenure (Metcalf, Stocks, 

Summers, & Wood, 2015) this can lead to research for the sake of research and to add 

to accounting educators curriculum vitae. 

 

This could be reflection of a broader issue in accounting research in general, an 

argument postulated by Hopwood (2007), who concludes that perhaps those doing the 
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research are too conservative. There are also, global challenges for accounting 

education (Helliar, 2013). The International Education Standards issued by the 

International Federation of Accountants define education as a “Systematic process 

aimed at acquiring and developing knowledge, skills, and other capabilities within 

individuals, a process that is typically but not exclusively conducted in academic 

environments.” (International Federation of Accountants, 2017) This also highlights the 

need for accounting educators at university level to be able to develop skills as well as 

technical knowledge.  

 

Several reviews of accounting education since the millennium in both the US and the 

UK, comment that whilst progress is being made in accounting education research, it is 

limited. Some of the reviews do not include skills development as a category. There is 

an identified need to learn from more mainstream research and to use established 

methodologies.  The literature practice gap is also evident in the reviews and this could 

be because some research written for publication is written for tenure and not classroom 

practice. The next section examines a broader picture of research purpose and design 

in the field of education. 

 

2.3 Research purpose and design considerations 

 

For any research project to contribute to knowledge in the area, the research must be 

designed and conducted in a manner which has been ensured that the outcomes are valid 

and reliable for the claims to contribute to the research field. Research in accounting in 

general has to rely on research in a number of other fields, including social sciences 

(Smith, 2011). This leads to several subordinate objectives, which, according to Smith 

include: both knowledge of different types of research methods and an awareness of 

the ethics of education research. 

 

Accounting is a techno inductive field of knowledge, (Boyce, 2004) and, as such, might 

encourage a positivist paradigm, which supports empirical research, based of 

quantitative methods. This is evidenced by Marriot et al. (2014) who in a survey of 446 

published papers in the US between 2005 and 2009 found that an overwhelming 

proportion of papers included quantitative data. However the quality of the research 

tools used is seldom questioned (Duff, 2001). There appears to be little consideration 

of the methodological shortcomings of weak research design such as convenience 

sampling.  Smith (2011) highlights that accounting is a mix of several fields including 

finance, psychology, sociology and organisational behaviour. There are also problems 

with the methods used in accounting research, as researchers in the field have no 

methods of their own and adapt methods from the natural and social sciences and use 

research instruments adapted from other research fields. Education is a more 

interpretative field as it is a phenomenon experienced from several different 

perspectives. Creswell (2017) identifies several philosophical worldviews, which 

individuals might base their research paradigm on. Creswell identifies four 

philosophical worldviews, which individuals might base their research paradigm on, 

they are: 

 

Postpositivism. Researchers who adopt this paradigm hold a deterministic philosophy 

which holds that a given action will lead to a predicted outcome. This is a scientific 

approach to research and leads to reductionism, as activities can be empirically 
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measured by a test. This can lead to conclusions being drawn. This underlying 

philosophy can lead to adoption of a quantitative research design. 

 

Social constructivism. Individuals seek to understand the world in which they live, and 

to do so develop multiple understandings o the world. This leads to the adoption of a 

qualitative research design. 

 

Participatory. Those who adopt this research agenda might also have a political stance, 

and such research s such issues the centre of the research design. This seeks to draw out 

issues concerning marginalised groups. 

 

Pragmatism. This paradigm is not based upon one perspective of philosophy and 

enquiry. This leads to the researcher drawing on multiple research methods and 

consequently different forms of data collection and analysis. 

 

Much accounting education research seems to be from a postpositive perspective, and 

perhaps this needs to change. Strategies of enquiry can be divided into: 

 

Quantitative research. This includes experimental designs, which to see if an 

intervention leads to a desired outcome, which is difficult to do in education as the need 

for control groups leads to ethical questions, such as who gets the intervention. These 

methods are difficult to use in the classroom. In their code of ethics, the British 

Education Research Association state “Researchers must take steps to minimize the 

effects of designs that advantage or are perceived to advantage one group of participants 

over others e.g. in an experimental or quasi-experimental study in which the treatment 

is viewed as a desirable intervention and which by definition is not available to the 

control or comparison group respectively.” (BERA, 2014:7). 

 

Qualitative research. This includes interviews, focus groups, and interpretative analysis 

of the phenomena of teaching and learning. 

 

The philosophical viewpoint of the researcher naturally leads to the research method 

and consequently methodology adopted which is possible why so much accounting 

education research is based on a positivist paradigm and based on questionnaires and 

surveys. However previous accounting education research has been criticized for using 

research tools such as unreliable questionnaires (Duff, 2001). As mentioned a review 

of learning style questionnaires (Coffield et al., 2004) concluded that many had limited 

internal validity. Yet there are still many accounting education research projects using 

such research tools. 

 

3. Conclusions 
 

There does appear to be a gap in accounting education research and perhaps accounting 

education researchers are missing an opportunity to close the gap by examining the 

wider literature concerning education research. Accounting education should learn 

from broader higher education research, and find ways of developing skills for the 

workplace, currently being demanded by employers, and their representatives within 

accounting syllabi.  
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Rebele and St Pierre’s criticism that research in accounting education is limited this 

should be recognized by researchers and they can concentrate more on developing 

further categories of research as well as skills development. For example, teaching 

students who are preparers of accounts as opposed to users, and students who are not 

studying accounting to gain exemptions form professional examinations. There is a 

need to develop ways of developing and assessing skills and competences and include 

such development in accounting courses Stoner and Milner (2010).  

 

Another of Rebele and St Pierre’s criticisms of research in accounting education is that 

the research uses different methods.  There is an assumption in the article that empirical 

research is in some way better than non-empirical research. Yet little or no evidence 

supports this claim. The counter argument to this is that any such research will be 

limited by sample size and research method. Education research is not a pure science, 

and qualitative methods are frequently used in the broader discipline, qualitative 

methods such as phenomenology and subsequent analysis used established methods are 

widely recognised as acceptable research methods (Creswell & Creswell, 2017). Indeed 

no mention is made of the development of mixed methodologies (Gorard & Taylor, 

2004). Perhaps there should be more emphasis on the education element of accounting 

education research. 

 

It is positive that so many are willing to write and submit papers, if it is a vocational 

interest in what many may consider to be a very dry topic is to be encouraged. However 

as some (Hopwood, 2007) have concluded much research appears to be being done to 

ensure tenure. This can lead to research projects being carried out for the stake of them 

being completed to put publications on faculty CV’s. 

 

Further work with our university colleagues in other disciplines will enable those 

willing to spend time and energy to further the cause of accounting education research. 

One of the potential problems is defining the research field as Mathews, (2001) 

indicates, is that the Accounting Education Change Committee concentrated on the 

education of accountants and not accounting education. Many students want to study 

accounting as a major or must study it as part of a business degree programme but are 

taught as if they are majoring in accounting. 

 

There is a need to continue the dialogue between interested parties such as universities, 

the professional bodies student societies, editorial boards worldwide to work together. 

This will enable interested parties to learn from each other as well as the broader 

education research community. Many accounting education researchers are not 

education researchers, but accounting educators with an interest in accounting 

education. 

 

There is a need to clearly define the research field, and possibly stratify it, so that any 

significant findings can be implemented in the relevant classroom. Examples might 

include the use of case studies for students studying business, and preparation of 

accounts for students preparing for professional accounting exemptions. Those who 

research accounting education can learn from previous reviews of the disciple, this 

would prevent the repeat of research areas which have been previously implemented 

but to no avail. This was recommended by Stout et al. (2006). There is perhaps too 

much emphasis on assessment of technical skills due to exemption by examination. 
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Accounting education research can develop to meet the needs of students and 

employers in a rapidly changing workplace. This can be achieved by identifying and 

focusing on relevant research areas which can influence learning and teaching in the 

classroom to develop the knowledge. skills and competencies necessary for the future.  
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Abstract: Like in many other situations when the reporting entity gets involved in 

new, modern business models, or uses the tools or technology of the future, it is the 

accountant who has to spend long hours to decide how to reflect the transactions in the 

financial statements and even more hours to convince the management that, even if they 

believed they’ll see a boost in the profit, the results are not usually to be reflected in 

the statement of profit and loss. Virtual currency transactions are one of these 

examples. In this paper we scrutinize the accounting treatments used by different 

reporting entities for their virtual currencies transactions, we critically argue about 

cons and pros for such policies and support the views of other researchers and 

practitioners that a new accounting standard should be issued to clarify the recognition 

and measurement of virtual currencies. However, our research touches topics which 

were not previously analyzed such as recognising the virtual currency mined, the 

implications of exchange transactions if virtual currency is assimilated to intangible 

assets and or if assimilated to inventory, for financial reporting purposes. 
 

Keywords: Accounting for the cryptocurrency, digital currency, virtual currency, 

bitcoin. 

 

1. Introduction 
 

Maybe straight from the beginning, we should clarify the meaning and differences of 

virtual, digital and cryptocurrencies. Used on many occasions interchangeably, there 

are nonetheless some differences between the three types of currencies presented above. 

There is no unique definition and explanation accepted as such for virtual currencies. 

Also, the terms apparently are being used differently by financial regulators when 

compared to tech scholars or individuals. On the one hand, we have the old-fashion 

currencies, such as real currency and fiat currency. The real currency has intrinsic value, 

and it is based on a different commodity such as Gold, Silver or other precious metals 

or commodities. Fiat currency is a generally accepted form of money issued by a 

government (and represents a promissory note from that government) and circulated 

within an economy. On the other hand, we have the digital currency, which refers to a 

form of exchange that only exists digitally and that is not linked to any physical 

commodity or currency. 

 

Wagner (2014) considers, alternatively, that virtual currencies, by contrast, are used 

primarily for online entertainment in virtual worlds, not based in physical reality, and 

“not intended for use in real life.” Thou virtual currency only has a digital form, and it 

is not linked to any commodity, virtual currency can’t be used in real life, while digital 

currencies can be redeemed for physical goods or services. 
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Studies, 6 Piața Romană, 1st district, Bucharest, 010374 Romania. 
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As said, financial regulators usually refer to digital currencies as virtual currencies. As 

an example, the European Banking Authority defines virtual currencies as “digital 

representation of value, not issued by a central bank, credit institution or e-money 

institution, which, in some circumstances, can be used as an alternative to money”. 

 

Financial Crimes Enforcement Network (FinCEN, 2013) similarly defines virtual 

currency as “a medium of exchange that operates like a currency in some environments 

but does not have all the attributes of real currency. In particular, virtual currency does 

not have legal tender status in any jurisdiction.” United States Government 

Accountability Office (GAO, 2014) defines virtual currencies as a digital representation 

of value that is not government-issued legal tender, and which can function in three 

systems: closed-flow, open-flow, and hybrid system depending on its ability to buy real 

goods and services or just virtual ones. 

 

For the rest of this paper, we will use the term virtual currency (VC) with the meaning 

stated by FinCen, presented above. 

 

Cryptocurrencies, designed to replace cash, are a variety of digital currencies (and of 

virtual currencies) which use the Blockchain technology and a decentralized ledger. As 

opposed to the traditional currencies, no supervisory authority controls the actions in 

the network, the issuance of new units or the exchange value. Usually, cryptocurrencies 

are based on cryptography (Tar, 2017). 

 

Even if the VCs emerged years and years ago (as an example bitcoin was created in 

2009 by Satoshi Nakamoto), the markets and regulators were expected to see how 

emergent the new way of paying and investing was to become, before taking the next 

step and get serious about it. Though regulators such as central banks, professional 

bodies, tax authorities analyzed the possible impact of cryptocurrencies in time, only in 

2016- 2017 the debate became hot. It was maybe clear for everybody that digital 

currencies are here to stay, and it was not a question of if they’ll survive or not, but a 

question of how they’ll change and how they’ll change the way we do business. 

 

The fact that cryptocurrencies should be taken seriously was confirmed by the rise of 

Bitcoin and the success of ICOs (Initial Coin Offerings). With a price at around $900 

in January 2017, Bitcoin reached about $20,000 in December 2017 and in March 2018 

is listed for about $7,000 Bitcoin created a hysteria: lots of people and businesses 

decided to buy it. More and more businesses decided to accept it as a mean of exchange 

(even Big4 companies, such as EY and PWC). 

 

It was clear to everyone that officials should step in and regulate the legal framework 

for using cryptocurrencies as there is a lack of guidance for financial reporting for 

cryptocurrencies. Reporting entities presented the digital currencies own as inventory, 

cash equivalent, financial instruments or even intangibles, depending on their 

accounting policy.  

 

2. Literature review 
 

At the moment, only little relevant research on the specific subject of accounting for 

VCs was published. One of the reasons may be that, even if virtual currencies were in 



147 

 

the news for the last two years, only recently they hit the mainstream. Perhaps Bitcoin 

was the reason why nowadays everybody talks about virtual currencies. 

 

Plenty of studies were published after 2011-2012 by the researchers who analyzed the 

nature of VCs, their flows, and advantages, their specific risks and characteristics. 

Bohme at all (2014) present the arguments for using the Bitcoins but also analyzes the 

risks involved. They examine the reasons for Bitcoin to be regulated (and recognize the 

paradigm, as Bitcoin is a decentralized VC), and identify some limits and constraints to 

be faced by regulators.  

 

Franklin (2016) examined in his study the historical development of VCs, their basic 

characteristics, but emphasized the Bitcoin currency, the lack of regulation and control 

and the impact on the payment and banking industry. He acknowledged as one of the 

most important issues the taxation issue and concludes that there is a future with virtual 

currency, however, this future may not belong to Bitcoin, but to another, improved 

cryptocurrency. 

 

Kokina et al. (2017) presents an overview of the blockchain-related practices in large 

accounting firms and, as part of the process gives a very detailed illustration of the 

technology behind VCs. The article is particularly useful as it explains how Bitcoin 

works, what is the job of miners, how VCs can be stored and what are some of the most 

significant risks associated with using VCs.  

 

Swartz (2014) analyzes the nature of VCs from a regulator’s perspective and reckons 

three types of assets: currency, investment, commodity. She presents both arguments 

for and against each type and strongly supports the idea that VCs should be regulated. 

 

The main directions of research in the accounting field were the impact of Bitcoin, and 

other cryptocurrencies on the business model companies are using, how VCs will 

interrupt the business, the cybersecurity risks involved for companies using VCs and 

the explanation behind the ups and downs in the prices of different VCs. 

 

Few papers approaching the VCs from an accounting perspective are to be mention, 

thou. Raiborn & Sivitanides (2015) in their article start from explaining what the new 

virtual currency is about and how different countries chose to deal with it from a 

regulatory perspective, and then move to the accounting issues which may be 

encountered by companies reporting for VC. In their opinion, mining is and internal 

activity and to record it two scenarios could be chosen. The first one is to accept that 

the new VC are similar to inventory or software and so to capitalize all the production 

costs incurred. The second one they saw was to expense all the costs incurred in the 

mining process and to recognize as assets and an unrealized gain in the OCI when the 

new VC is obtained. Only when the entity uses the VC outside its process (for example 

the entity exchanges VC against money or inventory) the value of the VC should be 

recognized in the P&L Statement. As we will explain later we found a third scenario 

we believe it better fits the economic reality behind mining. Other interesting topics 

were scrutinized in the article such as holding period, M&A transactions using VC or 

difficulties raised in the exchange transactions. 
 

Venter (2016) makes one of the most extensive analysis of the accounting treatment 

used to report Bitcoin and identifies the pros and cons of all the scenarios. He considers 
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that there is a need for regulation as the old IAS 25 covered the accounting treatment 

for assets held for investment purposes and when it was replaced it was not entirely 

replaced; some classes of assets remained unregulated. Venter believes that it is time 

for IASB to also review some of the old standards as well, such as IAS 2 or IAS 38. He 

also considers that the lack of regulation from IASB leads to inconsistency in 

accounting treatment used by different reporting entities. Venter concludes that IASB 

should provide clear guidance on the accounting for digital currencies and also address 

the larger problem of intangible assets and commodities held for investment purposes. 

 

We added to the table in this paper other aspects which were not (enough) covered by 

the previous research, such as the possible accounting treatment for internally generated 

VCs (as a result of mining, for example) or the implications of accepting that VC are 

intangibles or inventories. 

 

Different practitioners and Big4 companies also published articles underlining the need 

for guidance about VCs’ accounting treatment or posing new questions to emphasize 

the that the existing standards are not fit for the new type of asset (Berchowitz, 2017; 

Kam, 2017; EY, 2018). 

 

3. Research methodology 
 

After a literature review inventorying the most recent literature on virtual currency, this 

article aims to provide a deeper insight into the challenges faced by the entities using 

VCs when it comes about presenting them in the statement of financial position, the 

diversity of accounting policies due to lack of clear regulation and the problems raised 

by classifying VC as intangibles or inventory.  

 

We also present arguments for and against classifying VCs in different existing classes 

of assets and other specific challenges met as a result of using VCs, and arguments for 

IASB, the international regulator, to issue specific guidance regarding the accounting 

treatment of VCs. 

 

Overall, the article is an exploratory study trying to centralize all the relevant arguments 

based on which the entity to decide a specific accounting policy for its VC transactions, 

even in the absence of the specific guidance from the regulator. 

 

4. Accounting for crypto-currency 
 

As cryptocurrencies became more and more important for various reporting entities and 

users, the question about how to account for them could no longer be ignored. New 

businesses related to digital currencies developed, more and more businesses began to 

pay and invest in digital currency, and even some started to mine for cryptocurrencies. 

A lot of business developed around VC. As examples, there are new platforms where 

VC can be exchanged against each-others or sold/bought for traditional currency. More 

and more companies invest huge amounts of money in mining for VC. Sometimes, VC 

farms are created, and the results are split among the owners.  

 

There are many ways an entity could use cryptocurrencies. It can acquire them or 

receive them as payment for goods or services delivered. In such cases, the digital 

currencies will very likely be presented in the statement of financial position. It can 
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obtain them by mining, as well. In case of Bitcoin, for a transaction to be added to the 

public ledger, someone has to validate it. This is the role of the miner, who can be 

anyone connected to the internet and equipped with suitable hardware and software. 

The software solves a complicated math algorithm and the first miner who solves it 

receives a transaction fee (for his service) which consists in newly released bitcoins. 

 

It is also possible to obtain VCs as a result of an Initial Coin Offerings (ICO). ICOs a 

form of crowdfunding using cryptocurrencies. When an ICO occurs, a percentage of a 

newly created cryptocurrency will be sold to investors for legal tender, or other 

cryptocurrencies, such as bitcoin or others (in March 2018 more than 1,500 VCs were 

in use, according to coinmarketcap.com). Usually, in case of ICOs, a company will 

create a new digital currency, while the other one will acquire it. Some challenges may 

appear as it is common for the new digital currency not to be issued until a certain level 

of it is acquired on the market. It means that, until the specified level is reached, the 

digital currency newly created doesn’t really exist. 

 

Cryptocurrencies could be exchanged against each-others or could be paid in exchange 

for traditional goods or services. No less likely is for cryptocurrencies to be exchanged 

for currency, in the widely accepted meaning of the term. As a result of the high 

volatility, there is a substantial probability for its value to be written entirely down. 

 

The main reason for which an entity uses cryptocurrency is also essential. Some entities 

own cryptocurrencies to use them in the ordinary course of their business, mostly to 

pay or to receive the price for the transferred goods or services. In this case, 

cryptocurrencies are being used just like old traditional currencies. Others realized that 

there is a tremendous potential for investment, so they decided to buy it as a way of 

increasing the value of the capital invested in it. For the third category, mining 

cryptocurrencies are the object of their activity. The last category we identified creates 

them to finance their business.  

 

We enumerated how cryptocurrencies could be used, and the reasons why they are 

being used because depending on the accepted nature of them, specific issues related to 

the accounting treatment may be encountered.  

 

At present, the International Financial Reporting Standards (IFRS) are silent about the 

nature of such assets and lacks guidance referring to what IFRS applies to them. Over 

the last years, IASB analyzed if virtual currencies should be added to their agenda or 

not. The answer was, until now, that there was no need to come up with a new standard 

or with a clarification for them. 

 

However, FASB started to conduct research about developing an accounting standard 

for digital currency since 2017. IASB is analyzing the need as well for a new accounting 

standard. Meanwhile, the Japanese regulator (the Accounting Standards Board of 

Japan) already passed in March 2018 a new Practical Solution on the Accounting for 

Virtual Currencies under the Payment Services Act. This Standard was effective from 

April 1, 2018. Based on the Japanese standard, if an entity owns on its own behalf VC, 

then the VC should be presented in the statement of the financial position at its market 

value, provided an active market exists, or at its cost, otherwise. However, the Practical 

Solution states that VC is a new type of assets as it doesn’t any other existing class.  
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Other regulators already published amended rules applicable to VCs (such as Belarus). 

 

This lack of specific guidance forced reporting entities to decide how to treat the VCs 

and how to present the variation of their values in the financial statements. 

 

It is clear that VCs own by a company represent an asset. According to IASB’s 

Framework, an asset is a resource controlled by the entity, resulting from past events 

and from which future economic benefits are expected to flow to the entity. 

 

There is no doubt that VCs are assets as the reporting entity expects future benefits from 

them (when they will be converted into cash) and as they can be controlled (only the 

entity has the right to use them). In case of more liquid VCs, actively traded (such as 

Bitcoin, Ethereum, Ripple or Litecoin) there is no doubt that the entity has a reasonable 

expectation to exchange them for goods, services or even currency. But in case of other 

VC that are newly created, for example, the entity has no way to prove that such an 

expectation is reasonable. Nonetheless, we believe that even in such cases the VCs 

should be recognized initially as assets and then, their value should be written down if 

needed. However, the standard applicable for deciding the principles governing the 

possible impairment is yet not clear as it depends on the nature we accept as appropriate 

for the VCs. 

 

To start with the easiest part, we can exclude the standards which are not relevant for 

VCs as they are clearly not applicable. Most researchers and specialists agreed that VCs 

are not in the scope of IAS 16 Property, Plant, and Equipment; IAS 40 Investment 

Property nor IFRS 5 Non-current Assets Held for Sale and Discontinued Operations, as 

they do not have a physical form nor are land or buildings. The new IFRS 16 Leases, 

IFRS 17 Insurance Contracts or IAS 41 Agriculture are also not applicable for obvious 

reasons. 

 

In real life, reporting entities classified VCs in one of the following categories: 

1. Cash or cash equivalents (in the scope of IAS 7) 

2. Financial Instruments (in the scope of IFRS 9).  

3. Inventory (in the scope of IAS 2).  

4. Intangibles (in the scope of IAS 38). 

 

Although there are arguments in favor of all the above categories, it is our opinion that 

VCs are a new type of assets and that IASB should issue a new standard. 

 

4.1. Cash or cash equivalents 

 

If we accept that VCs may be cash equivalent, then IAS 7 Statement of Cash Flows is 

applicable. There is no definition in IAS 7 of cash or currency but only a clarification 

that cash comprises both cash on hand and demand deposits. 

 

If we accept the arguments of EBA (2015), VCs are not money, so in the meaning of 

IAS 7, they are not cash, as they don’t meet the definition both from an economic 

perspective and a legal one. A currency has to meet three functions in an economy, 

states the European Banking Authority: to be a medium of exchange, a store of value 

and a unit of account. Even the most developed VC, which is Bitcoin at the moment, 

doesn’t satisfy them, as it is not very spread, is highly volatile and prices are not usually 
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stated in Bitcoin. However, EBA mentions explicitly that “it cannot be excluded that 

more stable virtual currencies will emerge and be used by a much wider group of users, 

VCS such as Bitcoin can’t be regarded as full forms of money at the moment.” 

 

We agree with the analysis of EBA and with the conclusion of other researchers or 

scholars (Venter (2016), Kam(2017)). However, we keep in mind that in the near future 

other VCs may be entirely assimilated to currency and may be used at a much larger 

scale around the world (PWC (2015)). 

 

If VCs are not cash, we analyzed if they are cash equivalents, defined by IAS 7 as short-

term, very liquid investments, readily exchangeable to cash, and subject to only 

insignificant risks of changes in value. Usually, cash equivalents are held to meet short-

term cash commitments and not for investment or other purposes. Although there are 

some entities that only use VCs as an alternative to payment, for the same reasons as 

above (lack of “high” liquidity and high-volatility), we agree that VCs are not cash 

equivalents. At the same time, we have confidence in that it is a matter of time until 

some VCs will emerge as cash equivalents as they’ll be more used. 

 

4.2. Financial instruments 

 

IAS 32 Financial Instruments: Presentation and IFRS 9 Financial Instruments are the 

standards applicable to financial assets and financial instruments. 

 

IAS 32 defines financial instrument as any contract that gives rise to a financial asset 

of one entity and a financial liability or equity instrument of another entity. 

 

As VCs do not imply any contracts between the parties, we believe that VCs acquired 

as a result of an acquisition or mining, do not classify as financial instruments. 

 

There are, yet, some companies presenting VCs used as available-for-sale financial 

instruments, in the scope of IFRS 9. As an example, we found the financial statements 

of Bitcoin Group SE (2017). 

 

As stated above, an increasing number of companies are launching ICOs in order to 

finance their businesses. In an ICO transaction, investors buy some of the newly created 

VCs (usually referred as tokens) and pay with fiat currency or other VCs which are 

more liquid. If the money raised doesn’t meet the minimum level required by the firm, 

the money is paid back to the investors, and the ICO is deemed to be unsuccessful. If 

the fund’s requirements are met within the specified timeframe, the money raised is 

used to either initiate the new scheme or to complete it.  

 

Recently, regulators decided to take an active step and issued warnings of the inherent 

risks of ICOs, banned some types of ICOs or require others to be classed as security, in 

which case the security regulation requirements should be fully complied with. 

 

If the token issued during the ICOs have contractual rights and obligations attached to 

them, maybe IAS 32 and IFRS 9 are applicable. As an example, Belarus just passed 

new accounting regulation and stated that tokens acquired during ICOs, depending on 

the entity’s intention to keep them, may be classified as long term or short-term 

investment. 
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As there may be different types of tokens issued, with different rights and obligations 

attached to them, we will not analyze the nature of such instruments in the current paper. 

 

4.3. Inventory 

 

IAS 2 Inventory, the standard applicable, defines inventories as assets “(a) held for sale 

in the ordinary course of business; (b) in the process of production for such sale; or (c) 

in the form of materials or supplies to be consumed in the production process or in the 

rendering of services.” 

 

As an example, Venter (2016) identified Digital X Ltd, from Australia, that reports its 

VC as inventory measured at fair value. 

 

Usually, the nature of the goods is not essential; as examples, real estate, intangibles or 

items of equipment will be classified as inventory if the entity holds them for sale in 

the ordinary course of business. 

 

However, IAS 2 specifies that the measurement of inventories held by commodity 

broker-traders should be done differently than the measurement based on the general 

rule presented for inventory. Broker-traders are those who buy or sell commodities for 

others or on their own account, and they principally buy stock with the purpose of 

selling rather sooner than later and generating a profit from fluctuations in price or 

margin. More precisely, such inventories bought by broker-traders are to be measured 

in the financial statements at fair value less costs to sell and changes in fair value less 

costs to sell are to be presented in profit or loss statement in the period of the change. 

 

From the beginning, IAS 2 seems the most appropriate for the companies who invest in 

Bitcoin and transform them into cash. Companies that invest for VCs and change them 

into cash rather on short term than long term should apply IAS 2, present the VCs at 

fair value less costs to sell and all the changes in fair value less costs to sell are to be 

recognized in profit or loss in the period of the change. 

 

However, there may be a problem that IAS 2 mentions a short period for the holding 

period and there are entities which keep the VCs for years before deciding that the time 

is right for the sale. Could such entities still classify VCs as inventory, under such 

circumstances? 

 

Accepting that IAS 2 is applicable for VCs is still tricky. If we analyze the case of 

companies that mine for Bitcoin, a question comes to our attention. As we explained 

above, the miner who solves the algorithm used to validate a transaction and to post it 

in the Blockchain ledger receives a transaction fee (for his service) which consists in 

newly released bitcoins. It means that the assets are received in exchange for a service 

supplied, and IFRS 15 Revenue from Contracts with Customers is applicable. 

 

IFRS 15 requires for the entity to recognize the revenue such as to show the transfer of 

services to customers in an amount that reflects the consideration expected to be 

received in exchange for those services.  
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As we agreed that VCs are not cash, IFRS 15 requires the entity to measure the non-

cash consideration (or promise of non-cash consideration) at its fair value. Even if for 

some VCs we can accept that their fair value can be determined more or less at ease, 

for others it may be impossible to estimate reasonably the fair value of them. For such 

VCs, IFRS 15 requires the entity to measure the price to be received indirectly by 

reference to the separate selling price of the goods or services promised to the customer. 

It is our opinion, however, that such prices could be even more difficult to measure as 

the entity only encounters the costs for that specific client. 

 

Another interesting question may come up: could the relationship between the mining 

company and Blockchain (or the public community?!) be assimilated to a contract, even 

if it is not a written agreement, in order for such transaction to be in the scope of IFRS 

15? The fee to be received as payment for validating transactions is known, however 

there is no guarantee if and when such a miner will be the lucky miner chosen by the 

system to cash the fee. Vester (2016) believes that new VCs don’t come into existence 

as a result of a contractual arrangement. 

 

If we consider the mining activity as the equivalent of production of goods and that the 

intention of the company regarding the VCs mined is to sell them during the normal 

course of business, then the requirements of IAS 2 are applicable. In this case, the newly 

mined VCs will be classified as finished goods and not as inventory held by broker-

traders. Consequently, in this scenario, the conversion cost, as defined by IAS 2, would 

be used to recognize initially the VC. In the financial statements, the entity will present 

the assets at the lowest value between the carrying value and the net realizable value. 

Gains reported above the carrying value of the VCs can’t be recognized in the profit 

and loss, and this is considered not to lead to relevant information for the users of the 

financial statements. 

 

4.4. Intangibles 

 

IAS 38 Intangibles defines intangible assets as identifiable non-monetary assets without 

physical substance. If we accept that VCs are non-monetary assets, it seems that VCs 

could be classified as intangibles in the scope of IAS 38. However, there is an exclusion 

from the scope of IAS 38 which refers to intangible assets which are held by the entity 

for sale in the ordinary course of business. For such intangibles, IAS 38 mentions that 

IAS 2 Inventory is applicable. 

 

We consider that, if a company uses VCs in exchange of goods and services and it 

doesn’t hold them for sale in the ordinary course of business, nor as a way of taking 

advantage on short-term from their valuation of fair value, the company should apply 

IAS 38 and consider such VCs intangibles. 

 

As an example, Venter (2016) identified BitCoin Group Ltd, from Australia, that 

reports its VC as an intangible. 

 

IAS 38 requires intangibles to be recognized only when they are identifiable, meaning 

when they are separable and when they arise from contractual or other legal rights. It 

seems that usually, VCs satisfy such conditions, so they can be recognized when they 

are acquired or mined. 
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Again, accepting that VCs can be classified as intangibles may raise some interesting 

questions.  

 

Usually, intangibles are amortized over their useful lives. VCs, theoretically don’t have 

a limited life, so they’ll very likely be included in the class of intangibles with indefinite 

useful lives, which means the entity presents them in the financial statements, after 

initial recognition, depending on the accounting policy adopted, at: 

(a) cost less any accumulated impairment losses; or 

(b) a revalued amount, being the fair value determined by reference to an active 

market less any accumulated impairment losses. 

 

After recognition, the reporting entity may choose between the cost model or the 

revaluation model as its accounting policy. If the VC is accounted for using the 

revaluation model, IAS 38 requires the intangible to be carried at a revalued amount, 

which is its fair value at the date of the revaluation less any subsequent accumulated 

impairment losses. For the purpose of using the revaluation model under IAS 38, fair 

value shall be measured by reference to an active market, which is defined by IFRS 13 

as “a market in which transactions for the asset or liability take place with sufficient 

frequency and volume to provide pricing information on an ongoing basis.” 

 

A problem which may appear is that IFRS 13 provides principles for measuring fair 

values even in the absence of an active market, while IAS 38 doesn’t allow entities to 

evaluate to fair value unless an active market is identified. For most of VCs, we believe 

that we can’t talk about an active market for the moment. 

 

According to IAS 38, if the carrying value of the intangible asset’s is increased after a 

revaluation, the difference computed should be recognized in other comprehensive 

income under the heading of revaluation surplus. However, if it backs a revaluation 

decrease of the same asset previously recognized in profit or loss, the increase will be 

recognized in profit or loss. 

 

Some researchers question if such an accounting treatment for assets that are usually 

highly speculative leads to the most relevant information for the users of the financial 

statements and answer they come to is that it does not (Venter, 2016), Kam, 2017). 

 

For the most liquid VCs, we believe that is common for the reporting entity to sell them 

and acquire them immediately, which will result in recognizing all the gains between 

the carrying value and the quoted price to be recognized in the profit and loss account 

and not in the OCI. Moreover, that management will only choose the VCs which 

increased in value to mark them at the market. We believe that this is an easy way to 

manipulate the financial statements, especially that such a sale and buy-back transaction 

can be done easily, fast and with minimum costs involved. 

 

If we consider VCs as intangibles, IAS 36 Impairment of assets is applicable as well. 

IAS 36 requires the entity to analyze if there are any indicators that its assets are 

impaired and, if there are, to apply the impairment test. The entity has to compute the 

recoverable value of the VCs subject to the impairment test and if this value is lower 

than the carrying value, must recognize the difference as an expense or a deduction 

from the revaluation reserve previously recognized for that particular VC. 
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The accounting treatment under IAS 38 does not provide the most relevant information 

for the users of financial statements as it allows the entity to only report the losses in 

the profit and loss account but not the gains for such VCs measured at cost. And, as 

mentioned above, it gives a lot of space for managers to manipulate the profits reported. 

 

Another difficulty arises when a company receives VCs in exchange for other VCs, in 

which case the requirements of IAS 38 regarding exchanges of assets are applicable. 

 

The cost of the acquired VCs is measured at fair value as long as the exchange 

transaction doesn’t lack commercial substance and the fair value of at least one of the 

asset received or asset given up can be reliably measurable. If the acquired VC is not 

measured at fair value, its cost is estimated at the carrying amount of the asset given 

up. To simplify the analysis, we will only discuss exchange transactions which have 

commercial substance. 

 

IAS 38 considers that the fair value of an intangible asset is reliably measurable if (a) 

the variability in the range of reasonable, fair value measurements is not significant for 

that asset or (b) the probabilities of the various estimates within the range can be 

reasonably assessed and used when measuring fair value. Accordingly, says, IAS 38, if 

the entity can estimate reliably the fair value of either the asset received, or the asset 

given up, then the fair value of the asset given up is used to measure cost unless the fair 

value of the asset received is more clearly evident. 

 

If the company receives VCs for the goods and services it sells, then, if the fair value 

of the VC can’t be determined, the fair value of the goods and services sold should be 

used to measure the cost of the VC received. 

 

As long as the VCs used by the entity has a fair value that could be determined 

according to IFRS 13 Measuring fair value, deciding the recognition values is not that 

difficult. However, in case of exchanges between VCs and other VCs or goods and 

services for which the fair values can’t be determined, deciding the value used for 

recognition may lead to headaches. 

 

If we consider the mining activity as the equivalent of production of goods, then, 

depending on the intention of the company regarding the VCs mined, the requirements 

of IAS 2 or IAS 38 would be applicable. 

 

If the company considers VCs as intangibles, it means that they are internally generated 

intangibles, and IAS 38 requires the reporting company to classify the generation of the 

asset into: (a) a research phase; and (b) a development phase. Expenses resulting from 

the research phase should never be recognized, states IAS 38. Only during the 

development phase, after the reporting entity decided that the six conditions set by the 

standard are met, internally generated intangibles can be recognized as assets.  

 

However, the cost of an internally generated intangible asset is the sum of expenditure 

incurred only from the date when the intangible asset eas recognized (when it first met 

the recognition criteria). It is prohibited to capitalize expenditure previously recognized 

as an expense, even if internally generated intangibles met at a specific moment of time 

the recognition criteria. 
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We consider that until the VC is actually mined, no intangibles could be recognized (as 

the recognition criteria are not met, according to IAS 38). This means that the reporting 

entity will recognize an asset but with a nil value as, after the VC was received there 

are no other costs to be linked to the production of it. For financial instruments, it is 

common to recognize assets with a nil value, but is it also possible to accept a similar 

scenario for intangibles? Because if we accept this setting, it means that the entity may 

use the revaluation model and present the VC at the fair value in the financial 

statements, as shown above. 

 

5. New accounting regulation needed 
 

If we accept that the existing standards are not applicable to VCs, then there is no other 

choice, according to IAS 8 Accounting Policies, Changes in Accounting Estimates and 

Errors, for the reporting entity then to create its brand-new accounting policy for the 

VCs it uses. 

 

IAS 8 requires the reporting entity, in the absence of an IFRS that specifically applies 

to a transaction, to use its judgment in developing and applying an accounting policy 

that results in information that is: (a) relevant to the economic decision-making needs 

of users; and (b) reliable. The information is reliable and relevant if it is based on the 

qualitative characteristic of the information, presented in the IASB’s Framework 

issued. 

 

To identify the appropriate accounting policy, the entity should take the following steps, 

in the order in which they are presented:  

 Identify the requirements in IFRSs dealing with similar and related issues; and  

 Acknowledge the definitions, recognition criteria and measurement concepts 

presented in the Framework of assets, liabilities, income, and expenses, and 

 Get inspired from the most recent pronouncements of other regulators that use 

a similar conceptual reporting framework, from other accounting literature or 

accepted industry practices, but only to the extent that these do not conflict with 

the sources mentioned in the first two steps. 

 

It is up to the reporting company to decide if the standards mentioned above are 

appropriate for the VCs it uses. The large diversity of opinions and the increasing 

number of articles on the subject could be a justification for a customized accounting 

policy for the VCs. 

 

As we pointed out before, in case of VCs which are bought to be held for a longer time, 

as a way of investing the capital for value appreciation, neither IAS 2 or IAS 38 seem 

to be appropriate nor lead to relevant information for the users of the financial 

statements. 

 

The aim to increase the investment made could be an argument for an entity to use the 

fair values for the VCs presented in the financial statements and to show the variation 

of the fair values in the profit and loss and not in the other comprehensive income 

statement. Such a treatment should be used only when fair values of VCs can be 

measured, according to IFRS 13 and only when the intention of the company is rather 

to invest its capital than to use the VCs in the ordinary course of business. 
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Maybe the Japanese Practical Solution, as we presented above, could be of use. In 

Japan, VCs held by an entity on its own behalf to be measured using the market price 

at the balance sheet date. Any difference between the carrying amount and the new 

market price should be recognized as a gain or loss, as long as an active market exists 

for the virtual currency. If there is no active market, the virtual currency should be 

measured at its cost. 

 

6. Future research directions  
 

This area is new and rapidly emerging. There are several interesting topics that worth 

being research. One of them refers to the way different tax jurisdiction decided to tax 

VCs, and what is the impact upon the taxpayers. As different authorities may tax 

differently gains or losses resulting from VCs, we anticipate that a significant number 

of taxpayers will try to take advantage of the differences. Regarding taxes applicable, 

not only personal income taxes are exciting to be studied, but also corporate taxes or 

consumption taxes, such as VAT. The impact of VCs on the double taxation treaties is 

a subject that may raise the interest of scholars, especially when VCs may be considered 

financial instruments in some jurisdictions, a form of currency in others and property 

in some.  

 

Another one could refer to the internal systems entities will implement or adapt to lower 

the specific risks due to the use of VCs. This topic is closely connected with the one 

referring to auditing, and more precisely how will auditor answer the particular risks 

for their clients and how they’ll change their engagement to address these risks. 

 

7. Conclusions 
 

We saw later an increased activity with VCs. Starting initially as an alternative to 

payment, nowadays new businesses emerged around VCs. They mine for VCs, use 

them currently for payment or investment, but even more, use VCs to fund their future 

activity. 

 

The use of VCs increased in the last year, both regarding the value of VCs traded and 

in means of using VCs. It is evident that virtual currencies are no longer to be ignored. 

The majority consider that they represent the future as their advantages will soon come 

to exceed the risks and disadvantages and more and more entities will be using them. 

There are skeptics as well. Some of their arguments are that VCs are not regulated, they 

are not largely accepted or that they are too unstable (Luther, 2016). Other researchers 

were optimistic about the increased use of VCs, not only Bitcoin but also some of the 

second-tier ones. Their arguments point out to the lower transaction costs, the privacy 

such transactions offer and, in general, their ability to simplify the payment system. 

 

It is clear that VCs are a new type of assets which is no longer covered by the existing 

standards.  

 

Through our paper, we analyzed the most frequent accounting policies applied by 

entities which use VCs, and we critically investigated the arguments for and against 

such treatments. We fully support the conclusion of previous research (such as Venter, 

2016) in that IASB should come out with new standard or a clear guidance on how to 

account for virtual currencies, considering also the use intended by the reporting entity, 
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the existence of an active market or not, and maybe other aspects such as how close 

such VCs are to a traditional currency. 

 

Such a decision is not only justified, but also in line with those of other important 

regulators, such as the Accounting Standards Board of Japan (ASBJ), who already 

published a Practical Solution with new rules applicable to VCs transactions, or the 

Financial Accounting Standard Board who also evaluates the opportunity to issue new 

regulation for this type of transactions. 
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Abstract: From the variety of company development trends by the increase of profits 

as compared to the previous periods, we also mention leasing as a financing form. The 

increase of the quality criteria and lowering of costs by the use of leasing as a financing 

form has generated a part of the evolution of modern society. The main goal of the 

article is represented by the comprehension of the financing concept, but also the 

familiarization of the financing form by the use of various strategies to develop and 

obtain economic benefits using the accounting policies. For the validation of the 

hypothesis that leasing represents an economic growth factor, we have elaborated a 

questionnaire consisting of nine questions, wherein respondents express their own 

opinion as to leasing as a financing form. This paper contributes to the comprehension 

and development of the reasoning on the implementation of new company development 

procedures, as well as the preparation for the application of IFRS 16 starting with 

2019. 

 

Keywords: Leasing, accounting policies, strategy, economic growth. 

 

1. Introduction 
 

From the organization of the economic activities in trading companies, they have tried 

to diversify their scope of application with a view to a natural and long-lasting 

development, so that the people in charge of corporate governance have a favorable 

outcome from one period to the next.  

 

This led to the emergency of new types of existence of the activity of trading companies 

(accounting styles) that presented the action or inaction of people in various situations, 

by transposition from theory to practice, as well as from practice to theory, having as 

main objective the presentation of an accurate image of the company throughout a 

financial year. 

 

The accurate image represents one of the main benchmarks of analysis of the evolution 

of a company and is followed up by the company, as well as by customers, providers, 

employees any other third parties directly or indirectly interested in the company 

(Feleagă & Feleagă, 2007). 

 

Leasing, helped by the accurate image, began to develop by the possibility of 

microeconomic and macroeconomic growth, thus becoming a necessary instrument of 

financial evolution (Damir & Aidar, 2015). 

 

The appearance and development of technology has also generated the development of 

reports, as a result of pressures exercised by the company and the management of 

trading companies. This pressure emerged from the desire of the companies 
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(shareholders) to attract new investors by listing on the stock exchange or by the 

improvement of the quality of reports. 

 

The globalization trend of accounting reports generated from IASB the appearance of 

new accounting standards wherein the professional reasoning was the main strength 

(Albu & Albu, 2012).  

 

Professional reasoning has generated many controversies by the fact that the major 

companies have attempted to gloss over the results, and these results were sought by 

people who had to pay remuneration in reference to certain corporate performance 

indicators. 

 

This way, the responsible people have managed to find a financing form so as to be 

able to get their performance bonuses and not increase the selling price of the products 

or services, as compared to the main competitors. 

 

2. State of knowledge 
 

Leasing as a financing form has generated many discussions about the financing form, 

the leasing period as well as the own development strategy of the company, so as to 

raise a real interest to users, both on the short term and in the long run. 

 

Thus, in a study by Cassar et al. (2015), the use of accrual accounting may generate 

additional benefit for small and medium-sized entities (SMEs), as we do not identify 

complex transactions within SMEs, and this limits the presentation of additional 

situations. By using accrual accounting within SMEs, we can identify a diminished 

credit risk as a result of complex information in the financial statements, which will 

generate a much faster credit contract compared to the use of cash-basis accounting 

where non-monetary transactions are not highlighting what distorts the company’s 

performance. 

 

Chen et al. (2018) brings into discussion the development strategy within airlines, by 

the decision to develop companies using leasing. We practically find ourselves in a 

situation where constraints are everywhere, by the fact that what is desired is keeping a 

competitive price as compared to the other airlines, but also with the growth of the fleet 

of planes. In the analysis by Chen et al. (2018), he has identified a rise in the number 

of aircrafts operated using leasing from 0.5% in 1970 to 40% in 2014 and the forecast 

for 2020 is of over 50%, which shows the imminent necessity of the use of leasing in 

the establishment of the development strategy. 

 

Following a study by Bourjade et al. (2017), airlines recorded the lowest growth rate 

between 1996 and 2011, as compared to other industries. Despite this result, some 

airlines have recorded significant profits, but an interesting thing resulting from this 

finding is that these airlines have earned similar profits irrespective of the used 

strategies. 

 

The use of leasing financing strategies within small companies as well as big companies 

has brought to light the fact that small companies shall rent more than big companies, 

as they (the small companies) do not have a high financing capacity, and leasing 

represents a fast financing form. As far as big companies are concerned, they prefer to 
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have lower and fixed loan installments as compared to the aforementioned financing 

form (Lin et al., 2013). 

 

An important factor is also the business line of the company, in order to understand and 

appraise the manner of use of leasing by a more detailed presentation or the leasing type 

used according to the characteristics of the company, which leads to a correct 

assessment of the position and performance of the company. 

 

The customers’ demand for update of the products offered by trading companies is also 

found in the software sector, by two variants of supply of the products, namely: sale 

and leasing financing. The need to develop a company based on strategies is absolutely 

necessary, and, in this field, leasing has a slight advantage, by the fact that the product 

purchased under a leasing contract provides the possibility of updating and maintenance 

at an affordable price. Basically, leasing comes with a package of services that users 

can utilize when upon the purchase of the software products (Jia et al.,2018). 

 

In the analysis of the performance of a company, the existence of leasing contracts that 

can generate more detailed assessments is also brought up, in order to determine whether 

the use of this financing form has an impact on capital or not. Therefore, the directors 

have as main goal the existence of a permanent capital that can produce future economic 

benefits in the performance of the day-to-day activities, as well as upon the delineation 

of a medium and long-term strategy. We can also remind the impact of the size of the 

company, by the organization and leadership mode. Thus, a study by Munir et al. (2017) 

highlighted the constraints that may arise when the CEO has an influence over investors, 

by the fact that the creation of opportunities to increase monthly remuneration, but also to 

keep a stable job shall always be attempted. 

 

The application of the policies sometimes generates uncertainty as to the leasing 

comprehension and application mode, by recognizing or not recognizing it in the financial 

statements, as well as by glossing over some economic and financial indicators (liquidity, 

solvency). These indicators can also be glossed over by the use of operational leasing, by 

the fact that it is highlighted only in the explanatory notes, and these represent one of the 

components of the financial statements.  

 

Thus, the American Institute of Certified Public Accountants (AICPA, 2013) and 

International Accounting Standards Board (IASB, 2017) proposed to elaborate 

accounting standards for SME’s based on professional judgment and the benefits of using 

external accounting information (Cassar et al., 2015). 

 

Also, an important role is represented by the use of fair value, which aims at reducing the 

presentation differences in accounting between the national and international referential. 

Practically, the use of accrual accounting based on fair value measurement will result in 

a credit risk favorable to the development of the economic financing strategy (Palea, 

2013). 

 

The use of the accounting policies highlights professional judgment as regards the use of 

operational or financial leasing. The findings of an article published by (Hsieh & Su, 

2015) revealed that companies use operational leasing because it is less expensive 

compared to financial leasing, as it can generate some higher expenses (depreciation, 
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amortization), and at the end of the financial year, the result would be higher, in order to 

benefit from increased remuneration depending on the performance of the company.  

 

Starting with 2019, leasing shall have a new regulatory standard that shall change the 

leasing analysis method on the leasing appraisal mode, by the fact that it shall also be 

presented in the balance sheet (automatically generating much better records of the 

indicators), and this will be achieved by the analysis and classification of leasing in two 

major components, namely: short-term leasing and long-therm leasing. 

 

In a study conducted by Kusano (2017) on Japanese companies, the differentiation between 

financial and operational leasing has no impact on the credit risk assessment, since 

operational leasing is highlighted in the explanatory notes and analyzed in the credit risk 

assessment. 

 

This classification also indirectly generates a more elaborate analysis of each leasing 

contract in the explanatory notes, so as to differentiate between the former leasing 

classification (financial and operational). 

 

3. Research methodology 
 

In order to translate the theory into practice as the leasing is a form of financing, we used 

the questionnaire as a research method. Data collection and implementation of the 

questionnaire was online and the resulting data was secured and saved. The basis for the 

development of this study is the collection of information with the help of a questionnaire 

completed by the managers and accountants of the analyzed companies regarding the use 

of leasing as a financing form. The survey was conducted on 51 respondents working in 

areas such as commerce, services and industry, and the use of this study has as its main 

objective whether leasing can be a growth factor. 

 

The questionnaire is composed of nine questions structured in three categories: age-

related, the perspective of leasing and future accounting approaches. These categories, 

above, familiarize the reader with identifying conclusions about the possibility that 

leasing may be a growth factor. The questionnaire is addressed to managers and 

accountants so there is a final conclusion based on the opinion of qualified staff. The pool 

was conducted online between January 25, 2018 – March 8, 2018. 

 

The structure of questions presented in the questionnaire is closed so that we do not hinder 

the possibility of collecting the information, and each question continues with three of 

more variants of answer depending on the question. 

 

We believe that the use of the questionnaire is one of the best ways to carry out the 

research, given that the objective of this study is to check whether leasing is a factor of 

economic growth. 

 

4. Empirical stydy on the approach of leasing within trading companies 
 

In order to prove the impact of the leasing on activities (performance) of trading 

companies, we concluded a survey using a questionnaire to ascertain that leasing 

represents an economic growth factor.  
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The questionnaire includes 51 respondents over the age of 20. Most of the respondents 

find themselves in the age group of 26-35 years, because these categories are oriented 

towards their desire for development, given the prudent leadership of SME’s. 

 

The purpose of this questionnaire is to validate or not each question asked, as well as 

to help in the presentation of the conclusion on the possibility of economic growth on 

leasing as a financing form. 

 

1. What age category do you fit into? 

 

Figure 1: Age category 

 
 

This first question identifies both the number of respondents, as well as the share of the 

category per age segments.  

 

After the fill-in of the questionnaire, we have identified an overwhelming share for the 

age group of 26-35 years (52.9%) representing the period of professional growth, as 

well as the capacity to analyze and implement a higher risk, as compared to people over 

45 (2%), who are not excited about this financing form, and, for these reasons, we can 

remind the lack of time, as the experience thereby accumulated is focused on other 

activities, as well as the existence of situations wherein people did not want to fill in 

this questionnaire. Another analyzed segment is between 20 and 25 years (29.4%), 

representing the period of study and assimilation of the information acquired over the 

study years, by the transposition thereof into practice. And the last analyzed category 

is between 36 and 45 years (15.7%) representing the period of orientation towards the 

creation of a personal business, as a result of the accumulated experience. 

 

2. Did you use /are you using/ do you consider using leasing as financing form? 

 

Figure 1: Using leasing as financing form 
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This chart identifies the appraisal mode of the financing form, by the fact that these 

respondents were divided into two main categories, namely: those using or interested 

and those who do not want to use leasing as a financing form. 

 

Interpreting this chart per age segments, we identify the young people, as well as those 

over 45 years of age who do not want to use this financing form, and the people aged 

26 to 35, using or interested in leasing. 

 

3. As a potential investor, would you seek a company using leasing as financing 

form? 

 

Figure 3: Potential using leasing as financing form 

 
The chart above highlights a higher share for the use of leasing as a financing form to 

the detriment of people aged 20-25, being at the start of their careers and a denial to 

the detriment of people over the age of 36, where caution reigns. 

 

4. If you are at the head of a company, which would be the optimal share of leasing 

use in total fixed assets? 

 

Figure 4: Optimal share of leasing use 

 
In the case of this chart, the situation is little diversified, due to the fact that leasing 

represents a part of the development strategy, and this differently influences each 

manager, depending on the risk appetite. People aged between 20 and 25 and over 45 

use a lower percentage. In the next segment, we identify a large share with diversified 

strategies, to be found in the next four percentages. Individuals aged 36 to 45 identify 

the use of leasing in a more balanced way (16-25 %). 

 



166 

 

5. Do you consider necessary the presentation of the operational leasing in the balance 

sheet? 

 

Figure 5: Presentation of the operational leasing in the balance sheet 

 

 
The leasing development strategy also has an impact on how leasing is presented in the 

financial statements. Out of the people having filled in this questionnaire, just over half 

(51%) responded that operational leasing should also be highlighted in the balance sheet 

and. A significant part of the 20-25 years-old segment (25.5%) replied that there is no 

need to highlight the operational leasing in the balance sheet, and those over the age of 

36 (23.5%) justified by the accumulated experience that the presentation of the 

operational leasing in the balance sheet is optional. 

 

6. Can leasing be a component part in the elaboration of the development strategy of the 

company? 

 

Figure 6: Leasing a part in the elaboration strategy 

 

 
As regards leasing as a company development strategy, we identify a very high 

percentage wherein respondents (78.4%), having specified that leasing represents a 

development instrument of the company and only 4 people (7.8%) responded that it is 

not a development variant. We also identified a part of these respondents (13.7%) not 

having expressed an opinion on leasing as a component of the development of the 

company. 

 

7. Do you consider that the operational leasing should influence the liquidity indicators? 
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Figure 7: Operational lease influence 

 
In the graph presented above, it results that operating leasing must influence the 

liquidity indicators as a result of the presentation of the leasing in the balance sheet. At 

the same time, another part replied that they cannot express an opinion, as they did not 

study the economic-financial analysis in detail, as a result of the fact that they were not 

directly interested in this issue or are still in college. We also have respondents who do 

not consider that the liquidity indicators should be affected, as a result of the fact that 

operational leasing represents an expense of the period. 

 

8. Taking into account the new changes on the implementation of IFRS 16, do you 

consider it to be a clearer emphasis of leasing by the classification thereof in short-term 

leasing and long-term leasing? 

 

Figure 8: New changes on the implementation of IFRS 16 

 
The amendment of leasing in short-term and long-term has a percentage of 54.9%, 

pointing out that, in the development strategy of companies, we also identify leasing as 

a financing form, which implies that leasing should be presented in the balance sheet 

and developed in the explanatory notes for more thorough comprehension. 5.98% 

replied that it is not necessary to present it in short-term and long-term, due to the fact 

that a classification of debts is made in the balance sheet based on the repayment term. 

35.3% consider that this classification is necessary for companies having leasing as 

scope of business, in order to highlight the leasing used for the performance of the day-

to-day activity and the sale of leasing in order to earn revenues. 

 

9. Shall a sole reporting system generate the occurrence of an additional cost incident 

on leasing as well? 

 



168 

 

Figure 9: Additional cost 

 
 

This question clearly shows that 62% of the respondents do not know /are not able to 

decide on the occurrence of an additional cost over leasing. 26% consider that the 

existence of a sole reporting system shall indirectly generate the appearance of an 

additional cost, as a result of the restatements that trading companies have to carry out. 

Only 12% consider that the leasing use cost as a financing form shall not increase, due 

to the use of professional reasoning will not increase. 

 

Within this question, we identify a number of 50 respondents, as a result of the fact that 

one person has failed to answer this question. 

 

5. Conclusions 
 

From the variety of company development trends by the increase of profits as compared 

to the previous periods, we also mention leasing as a financing form. Leasing embraces 

the strategy and policies of the company by increasing revenues, but also by lowering 

costs as compared to the previous periods. 

 

The use of leasing is necessary in the development of every line of business, as it does 

not require the blocking of the sums of money necessary for the purchase of the 

products generating economic benefits and the implementation of new strategies on the 

diversification of the supply of goods and services. 

 

These strategies are also based on the financial statements and IFRS 16 is going to 

present leasing in the balance sheet, by the classification thereof in short-term and long-

term, starting with 2019. 

 

Considering the aforementioned, I believe that leasing represents an economic growth 

factor, making up both of the development strategy, the accounting policies and the 

correct implementation thereof. 
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Risk behaviour and the financial auditor – A study of gender 

differences 
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Abstract: The importance of risk in business cannot be underestimated but it is of 

particular importance in the process of financial audits and the decisions made during 

an audit mission. The numerous recent and not so recent accounting scandals have 

involved auditors giving a debatable opinion with regards to the financial statements 

of entities which, soon after the issue of the audit opinion, have been at the centre of 

investigation in accounting irregularities and even bankruptcy. The auditors are 

decision makers and researching the factors that might influence their risk behaviour 

will bring more light into the decision making process. Although previous studies have 

brought arguments in favour of different factors considered to have an influence on the 

decision makers’ risk behaviour, what is not fully understood is whether gender has an 

influence on risk behaviour. This article advances the hypothesis that the auditor’s 

attitude towards risk is influenced by the auditor’s gender. After the analysis of data 

collected from a representative sample of financial auditors, I have found that there is 

a difference between the financial auditor’s risk behaviour according to the financial 

auditor’s gender, confirming the research hypothesis as well as setting a starting point 

for future research.  

 

Keywords: Risk, gender, financial auditor, decision making, risk propensity. 

 

1. Introduction 
 

Throughout his work the financial auditor uses an element that is central to all audit 

activities: risk assessment. The activity of risk assessment is closely linked to the 

auditor’s risk behaviour and risk attitude, as well as professional judgement. The 

validity and quality of the financial auditor’s professional judgement as well as his risk 

behaviour are critically important elements which work together to strengthen the 

reputation of the auditing profession. Generally, the academic literature related to 

professional judgement, risk and decision making in audit showed that professional 

judgement and decision making are inherent to any audit stage, that the risk preferences 

and risk behaviour varies widely between auditors and that a wide spectrum of factors 

influence professional judgement and risk behaviour. The relationship between 

professional judgement and risk is a direct and constant one because professional 

judgement in audit is exercised in a risk context. In exercising professional judgement, 

the auditor makes initial risk assessments which are consequently modified in the light 

of the new audit evidence gathered throughout the audit process. Any risk assessment 

in audit implies professional judgement to some extent. However, despite the fact that 

there are a significant number of empirical studies on risk behaviour and decision 

making, these studies did not produce uniform findings. As the audit process is at the 

heart of the business world and while the audit firm itself is a business, general 

                                                 
1 Corresponding author: Iancu Octavian Ionescu, Norwich Business School, University of East Anglia, 

Norwich Research Park, Norwich, NR4 7TJ, United Kingdom; e-mail: O.Ionescu@uea.ac.uk. 
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characteristics of risk can be extrapolated to embrace a more general business risk view. 

There are solid grounds to argue that the financial auditor is a business decision maker. 

Moreover, while the audit process is basically a team work led by the audit firms’ 

managers and partners, risk theory that applies to business managers will certainly 

apply to the audit field as well. 

 

Risk is a concept whose definition has not generated a consensus in the academic or 

business circles but is generally accepted that it relates to issues of unpredictability, 

decision making and potential loss. Risk is intrinsically linked with decision-making 

and every decision made in business implies a certain degree of risk. According to 

March and Shapira (1987), the importance of risk to decision making is attested by its 

position in decision theory and by the high level of interest in risk assessment in audit. 

Kendrick (2004) underlines the importance of understanding the personal attitudes to 

risk and considers the attitude and behaviour dimension one of the key dimensions to 

understanding risk. The rationale of the importance of understanding the decision 

makers’ risk behaviour as underlined by Kendrick (2004), is that, to a certain extent, 

the strategies of an organisation reflect the dispositions of their managers in terms of 

their background, beliefs, attitudes and problem-solving styles. This behavioural aspect 

of risk taking in decision making introduces the fundamental question about the 

determinants of risk behaviour. What exactly determines or influences a decision 

maker’s risk behaviour when making a decision? There are currently several views 

accepted. The most popular are those articulated by Kogan and Wallach (1967): the 

dispositional view, which considers the personal characteristics of a decision maker 

such as natural predisposition towards taking or avoiding risk to be determinant of the 

type of decision taken and the situational view, which considers the context in which 

the decision is taken to be determinant of the decision maker’s risk behaviour, 

irrespective of dispositional preferences. There are also integrative views accepted 

which suggest that the dispositional risk propensity interacts with situational factors in 

determining risk taking behaviour (Baird and Thomas, 1985; Sitkin and Pablo, 1992; 

Das and Teng, 2001; Kendrick, 2004).  

 

This study follows the integrative lines and proposes that gender is a transcending factor 

which influences the decision makers’ risk behaviour irrespective of dispositional or 

contextual factors. 

 

This article is a continuation of previous work that I have done in researching the factors 

that might influence the auditor’s risk behaviour. The purpose of this article is to 

establish the relationship between the auditor’s gender and the auditor’s risk behaviour, 

contributing to the understanding of risk behaviour and adding to the literature on the 

relationship between gender and risk propensity. The main research question is whether 

the auditor’s gender can influence his/her risk behaviour. The research method is the 

hypothesis testing using questionnaires on a sample of practising financial auditors, 

active members of The Romanian Chamber of Financial Auditors (CAFR). The data 

will be analysed using the SPSS statistical software. The main contribution of this work 

will be to complement the academic research on risk and help to better understand the 

financial auditor’s risk behaviour in a financial audit context.  

 

2. Literature review 
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In this chapter, theories and previous research in the field of risk behaviour are 

explored. The relevant theories and literature regarding risk will be discussed. This 

approach will analyse the theories of risk from different angles and will enable a 

multidimensional view on previous literature.    

 

2.1. Theories on the determinants of risk behaviour 

 

Risk and decision making are intertwined and risk is a permanent presence that 

envelops our activities during our entire lives. Risk is so important that some 

commentators say that without understanding it we risk everything and without 

capitalising upon it we gain nothing (Breakwell, 2014). Academic theories which 

attempted to explain the risk behaviour of decision makers date back as far as 1738 

(Bernoulli, 1738) and there are a significant number of empirical studies in the area of 

risk taking behaviour. However, these studies have not produced uniform findings. The 

theories of risk taking behaviour are split into two major competing paradigms: one 

which emphasizes the importance of individual dispositional differences, which is 

called the dispositional view, and one which emphasizes the importance of situational 

factors, called the situational view.  

 

The dispositional view focuses on the individual differences in risk taking behaviour. 

For this school of thought, the general traits and general dispositional tendencies of the 

decision makers are believed to dictate their risk taking attitude. It argues that some 

people have a natural predisposition to be more risk-seeking or more risk-averse than 

others, irrespective of the situation or the context of the problem. In support of this 

theory, a significant number of empirical studies have reported on individual 

differences in risk taking behaviour. Alderfer and Bierman (Alderfer and Bierman, 

1970) use two questions from Kogan and Wallach’s (Kogan and Wallach, 1964) Choice 

Dilemma Questionnaire relating to financial investment, alongside other types of 

questions, to substantiate considerations regarding individual differences in attitudes 

towards risk choice in financial investment. However, Alderfer and Bierman (1970), 

among many other scholars (Bromiley and Curley, 1992; Weber, Blais and Betz, 2002), 

raise doubts as to the appropriateness of using Kogan and Wallach’s (1964) Choice 

Dilemma Questionnaire to extract generalities about any attitude behaviour 

relationship. It is interesting to observe that by using the Kogan and Wallach’s (1964) 

Choice Dilemma Questionnaire and by being critical of it at the same time, Alderfer 

and Bierman (1970) are actually raising doubts about the validity of their own findings. 

In a study that directly examined the consistency of dispositional risk taking behaviour 

in two groups, one risk-seeking and one risk-averse, Schneider and Lopes (Schneider 

and Lopes, 1986) found that the risk-seeking group tended to prefer riskier choice on a 

consistent base when compared with the risk-averse group. Bromiley and Curley 

(Bromiley and Curley, 1992) observed that some people were more tolerant towards 

risk than others and found that individuals tend to be consistent in their attitudes 

towards risk. In an experiment in which the roles of risk attitude and tolerance for 

ambiguity in predicting choice were jointly assessed, Ghosh and Ray (Ghosh and Ray, 

1997) found that both risk attitude and ambiguity intolerance determined choice 

behaviour. Based on individual differences in risk taking as an individual attribute, 

scholars have introduced the concept of risk propensity, defined by Sitkin and Weingart 

(Sitkin and Weingart, 1995) as “an individual’s current tendency to take or avoid risks” 

(Sitkin and Weingart 1995, p.1575). Rowe (Rowe, 1977) and Fischhoff et al. (Fischhoff 

et al., 1981) have used the term risk propensity with reference to a consistent individual 
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trait towards taking or avoiding risks. Das and Teng (Das and Teng, 2001) observe that 

Sitkin and Weingart (Sitkin and Weingart, 1995) believe that even the critics of the 

dispositional approach to risk “have employed the traditional conception of risk 

propensity as a stable individual attribute” (Sitkin and Weingart 1995, p.1575). 

However, this view is questioned by Weber, Blais and Betz (Weber et al., 2002). In 

their study, Weber, Blais and Betz (Weber et al., 2002) present a psychometric scale 

that assesses risk taking in five content domains – financial decisions (separately for 

investing versus gambling), health/safety, recreational, ethical and social decisions – 

and find that the degree of risk taking was highly domain specific, not consistently risk-

averse or consistently risk-seeking. The findings of Weber, Blais and Betz (Weber et 

al., 2002) are contrary to those of Rowe (Rowe, 1977), Fischhoff et al. (Fischhoff et 

al., 1981), Schneider and Lopes (Schneider and Lopes, 1986), Bromiley and Curley 

(Bromiley and Curley, 1992) and Sitkin and Weingart (Sitkin and Weingart, 1995), 

making it one of the findings supporting the situational view.  

 

Many empirical studies suggest that situational factors such as the framing of the 

problem and the context in which the decision on risk is taken have a greater influence 

on risk taking behaviour. Slovic (Slovic, 1972) argues that high correlations between 

risk-taking measures in structurally different settings are highly unlikely, suggesting 

that different settings in which decision on risk is made will have different decisional 

outcomes. March and Shapira (March and Shapira, 1987) find that managers, as 

decision makers, make a sharp distinction between taking risk and gambling, which 

implies that the context or situation of the decision plays a major role in risk taking 

behaviour. In line with these findings, a very strong argument in favour of the 

situational view of risk taking behaviour comes from a seminal study conducted by 

Kahneman and Tversky (Kahneman and Tversky, 1979) in which the authors advance 

an alternative theory of choice under risk – the prospect theory. Essentially, the prospect 

theory suggests that individuals tend to interpret the outcomes of a risky decision 

according to a reference point – such as the status quo - which changes depending on 

whether the outcome is framed as a gain or as a loss. In line with this view, March 

(March, 1988) introduces the term adaptive aspirations as a complement to Kahneman 

and Tversky’s (Kahneman and Tversky, 1979) reference point. In the prospect theory, 

Kahneman and Tversky (Kahneman and Tversky, 1979) and later Tversky and 

Kahnemann (Tversky and Kahnemann, 1991) contradict the expected utility model 

(Bernoulli, 1738; von Neumann and Morgestern, 1947) and argue that, in evaluating 

risk, value is assigned to gains and losses rather than to final assets, and probabilities 

are replaced by decision weights. Kahneman and Tversky (Kahneman and Tversky, 

1979) argue that the carriers of value or utility are the actual changes of wealth rather 

than the final asset positions that include current wealth. In particular, Kahneman and 

Tversky (Kahneman and Tversky, 1979) observe that people under weigh outcomes 

that are only probable in comparison with outcomes that are obtained with certainty and 

call this the certainty effect. Consequently, Kahneman and Tversky (Kahneman and 

Tversky, 1979) argue that the certainty effect contributes to decision makers being risk 

averse in choices involving sure gains and risk seeking in choices involving sure losses. 

There is evidence to support this view in a study by Highhouse and Yüce (Highhouse 

and Yüce, 1996) who investigated the attempt to empirically separate threat and 

opportunity perceptions from loss and gain perspectives. Highhouse and Yüce 

(Highhouse and Yüce, 1996) found that when in the loss domain, most decision makers 

perceived the risk alternative as an opportunity and when in the gain domain, most 

decision makers perceived the risk alternative as a threat. However, it is interesting to 
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observe that Kahneman and Tversky’s (Kahneman and Tversky, 1979) prospect theory, 

although demonstrates several phenomena which violate the principles of expected 

utility theory, it is based on responses of students and faculty to hypothetical choice 

problems of the type that resembles a gambling situation and therefore their arguments 

may be questionable in the light of the findings by Schubert et al. (Schubert et al., 1999) 

which suggests that abstract gambling experiments might not be adequate for the 

analysis of risk attitudes.  

 

The main conclusion of the risk literature review is that since Kogan and Wallace 

(Kogan and Wallace, 1967) first articulated the fundamental question about the 

determinants of risk behaviour in terms of whether they are dispositional or situational, 

the issue remains unresolved.  

 

3. Research methodology 
 

The research philosophy of this study is based on the positivist deductive approach 

embracing a critical realism epistemology. In the deductive approach of this study there 

are several stages of the research: hypotheses are presented following the review of the 

literature, the hypotheses are expressed in operational terms which propose a 

relationship between two specific variables and, finally, testing the hypothesis and 

examining the outcome of the test. If necessary, the theory is modified in the light of 

the findings. The research in this explanatory study will be cross-sectional and the 

quantitative mono method using questionnaires, together with analysis of quantitative 

data, will be used to establish causal relationships between the variables contained in 

the hypotheses.  

 

3.1. Research hypothesis  
 

Based on the literature review on gender and risk behaviour while pursuing the research 

objective, the following main hypothesis is advanced: 

 

Research hypothesis. Male financial auditors’ risk behaviour differs from female 

financial auditors’ risk behaviour in a general lottery context.  

 

3.2. Research strategy 
 

The objective of the present research is to answer the research question and identify 

whether gender has any influence on the auditor’s risk behaviour. Due to time and 

economic constraints in answering the research question, the survey method is selected 

for the purpose of this study in order to collect a sufficient amount of primary data. The 

use of questionnaires is the most widely used data collection technique in a survey and, 

in this study, a questionnaire containing 2 questions will be distributed to a 

representative sample of 650 practising financial auditors, active members of The 

Romanian Chamber of Financial Auditors (CAFR), for primary data collection. The 

data collected will then be analysed using graphic representations and SPSS statistical 

software and the results will be used to validate or invalidate the hypotheses. The 

findings will be discussed and conclusions will be drawn. The design of the 

questionnaire is essential for the reliability and validity of the data, hence great care has 

been given to the framing and wording of questions. In this study, the questionnaire 

which will be administered to the chosen sample will consist of 2 questions (see 
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Appendix 1). Question 1 is a listing type question to determine the gender of the 

respondent, whether male or female. Question 2 is a rating type question using a four 

point Likert scale in which the respondent is asked how strongly he or she agrees or 

disagrees with a statement. Four points were used for the Likert scale (strongly agree, 

tend to agree, tend to disagree and strongly disagree) to eliminate the possibility that 

the respondent will ‘sit on the fence’ by ticking the middle ‘not sure’ category which 

will render the response ambiguous. I chose the four point Likert scale because I wanted 

the respondent to express a clear opinion on the statements, which enabled me to clearly 

determine whether the respondent is more or less risk seeker or more or less risk averse 

in certain situations.  

 

4. Findings and discussion 
 

The questionnaires were distributed to 650 practising financial auditors, active 

members of The Romanian Chamber of Financial Auditors (CAFR). There were a total 

of 368 responses received which means a 56.6% actual response rate. This actual 

response rate is above the expected 50% response rate for which we have hoped at the 

design stage of the study. Out of a total of 368 actual responses, 16 responses had to be 

left aside because in these three cases the questionnaire has not been filled in properly 

and responses to some of the questions were either missing or incomplete. However, 

352 responses were valid which means a total effective response rate of 54.1%. 

 

4.1. Data coding 

 

The responses to the Question 2 which is a rating type questions using a four point 

Likert scale, were coded by assigning to each response option representing a point on 

the Likert scale a number value from 1 to 4, with 1 representing the highest preference 

towards risk and 4 representing the least preference towards risk. Risk will be 

represented by the Total Risk Score variable arrived at by adding the corresponding 

values for each respondent’s answer to questions 2. Therefore, the more preference for 

risk a person would show in his/her risk attitude or behaviour, the lower the Total Risk 

Score would be. For a clearer picture of the coding procedure, see Table 1 below. 

 

Table 1. Illustration of the coding of responses for the questions using the four 

point Likert scale 

(Source: Original work of the author) 

 

4.2. Hypothesis testing 
 

Testing the research hypothesis. Male financial auditor’s risk behaviour differs from 

female financial auditor’s risk behaviour in a general lottery context. 

 

For Question 2: 

                                         Tend to                       Tend to                        Strongly 

Strongly Agree                 Agree                         Disagree                       Disagree 

 

 

         1                                  2                                   3                                     4 

__________________________________________________________________ 
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In order to test the research hypothesis, the respondents’ answers to Question 1 and 2, 

which tests the risk propensities of the respondents, are investigated.  

 

The analysis of the replies is done depending on the gender of respondents and their 

response options. Thus, the two variables which are examined are the following: 

 

Variable 1 - the variable gender of the financial auditor, categorial type binary variable 

that can have two values: 1 for male auditors and 2 for female auditors. 

 

Variable 2 - the variable represented by the answers to Question 2, a variable of ordinal-

type category that can have four values: 1 for "I strongly agree", 2 for "I tend to agree", 

3 for "I tend to disagree", 4 for "I strongly disagree". 

 

It should be noted that the variable represented by the four possible answers to Question 

2 represents the degree of preference or risk rejection by the respondents in the context 

set by the question, these answers being nothing else than vehicles of gradation of risk 

attitude of respondents. As a result, although the following analysis uses the term 

"variable Question 2", you should actually read "variable attitude towards risk of 

financial auditor".  

 

Stage 1. Contingency tables 
 

In analyzing the behavior of the variables gender of the financial auditor and Question 

2 using contingency tables, it is observed that the variable gender of the financial 

auditor has two modalities and the variable Question 2 has four modalities. On this pair 

of variables 8 multinomial type observations are made, which means that the 

observations are independent of each other and the responses are uniquely represented 

in cells. Consequently, a contingency table will contain a matrix with 2 rows and 4 

columns, each matrix cell containing the absolute frequency of the respective cell.  

 

Table 1. Contingency table of variables gender of the financial auditor and 

Question 2, displaying absolute frequencies of 8 cells 

Case Processing Summary 

 

 

 

Financial auditor gender * question 2/ First 

option - Option a is a better choice. 

Cases 

Valid Missing Total 

N Percent N Percent N Percent 

352 100.0% 0 0% 352 100.0% 

 

Financial auditor gender * question 2/first option-option a)-is a better choice. 

Crosstabulation 

Count 

Question 2/ First option - Option a is a better choice. 

Total 
  

I strongly 

agree 

I tend to 

agree 

I tend to 

disagree 

I strongly 

disagree 

The gender of the 

financial auditor 

Male 29 25 60 32 146 

Female 14 51 56 85 206 

Total 43 76 116 117 352 



178 

 

 

Contingency table 1 provides the following points in relation to the two variables 

analyzed: 

 29 male auditors elected answer I strongly agree to question 2, compared with 

the 14 female auditors who chose this answer. 

 25 male auditors have chosen answer I tend to agree to question 2, compared to 

51 female auditors who chose this answer. 

 60 male auditors elected response I tend to disagree to question 2, compared to 

56 female auditors who chose this answer. 

 32 male auditors have chosen answer I strongly disagree at question 2, 

compared with 85 female auditors who chose this answer. 

 

To be able to better analyze the frequencies shown in table 1, I will create a contingency 

table containing the appropriate number and percentages of male auditors who chose 

one of the four possible responses to Question 2, as well as the percentages 

corresponding to the number of female auditors who chose one of the four possible 

answers to question 2. 

 

Table 2. Contingency table of variables gender of the financial auditor and 

Question 2, with the display of corresponding percentages 

Question 2/ First option - Option a is a better choice 

Total 
   

I strongly 

agree 

I tend to 

agree 

I tend to 

disagree 

I strongly 

disagree 

The gender of 

the financial 

auditor 

Male 

Count 29 25 60 32 146 

% within question 

2/first option-

option a)-is a better 

choice. 

67.4% 32.9% 51.7% 27.4% 41.5% 

Adjusted Residual 3.7 -1.7 2.7 -3.8  

Female 

Count 14 51 56 85 206 

% within question 

2/first option-

option a)-is a better 

choice. 

32.6% 67.1% 48.3% 72.6% 58.5% 

Adjusted Residual -3.7 1.7 -2.7 3.8  

Total 

Count 43 76 116 117 352 

% within question 

2/first option-

option a)-is a better 

choice. 

100.0% 100.0% 100.0% 100.0% 100.0% 

 

It can be observed that in 8 out of 8 cells of the contingency table shown above, the 

values of the indicator of adjusted residual are high, over ±1. Of the 8 high levels of 

residual indicator adjusted 6 values are very high (more than ±2): + 3.7; -3.7; 2.7 +; -

2.7; -3.8 and + 3.8. These results indicate the existence of a relationship of association 

between two categorical variables analyzed in the contingency table.  

 

The percentages in table 2 can be displayed in simplified form, to the exclusion of the 

table of absolute frequencies and the adjusted residual value. 
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Table 3. The corresponding percentages of variables gender of the financial 

auditor and Question 2 

Question 2/ First option - Option a is a better choice 

Total 
  

I strongly 

agree 

I tend to 

agree 

I tend to 

disagree 

I strongly 

disagree 

The gender of the 

financial auditor 

Male 67.4% 32.9% 51.7% 27.4% 41.5% 

Female 32.6% 67.1% 48.3% 72.6% 58.5% 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 

 

From the analysis of the percentage rates corresponding to the number of male and 

female auditors who chose one of the four possible responses to question 2, the 

following aspects can be observed: 

 

 Of the total of 43 auditors who chose the answer "I strongly agree" to question 

2, a response indicating that the respondent has the greatest propensity towards 

risk (coded as 1), 67.4% are male and only 32.6% are female; 

 

 Out of the total 76 auditors who chose the answer "I tend to agree" response to 

question 2, indicating that the respondent has some inclination towards risk 

(coded as 2), 32.9% are male and 67.1% are female; 

 

 Of the total of 116 auditors who chose the answer "I tend to disagree" response 

to question 2, indicating that the respondent has some aversion to risk (coded as 

3), 51.7% are male and 48.3% are female; 

 

 Of the total of 117 Auditors who chose the answer "I strongly disagree" 

response to question 6, indicating that the respondent has the highest risk 

aversion (coded as 4), 27.4% are male and 72.6% are female; 
 

Therefore, the response indicating the highest inclination to the risk of a respondent ("I 

strongly agree"), was chosen by an overwhelming majority of male auditors, indicating 

that male auditors are much tolerant of risk compared to female auditors when it comes 

to risk propensity, in an abstract lottery context. 

 

In contrast, the response that indicates the highest risk aversion of a respondent ("I 

strongly disagree"), was chosen by a majority of female auditors, indicating that female 

auditors have a greater aversion to risk compared to male auditors when it’s about risk 

in general, in an abstract lottery context. 

 

Stage 2. Pearson Chi-square statistical test 
 

To assist the analysis of a possible association between the variables gender of the 

financial auditor and Question 2 (attitudes towards risk of financial auditor), the 

statistical test Pearson Chi-square (χ²) is performed for verification of statistical 

independence between the two variables. 
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Table 4. The statistical test Pearson Chi-square (χ²) for verification of 

independence between the two statistical variables of the Research Hypothesis 

Chi-square Tests 

 Value DF Asymp. SIG. (2-sided) 

Pearson Chi-square 28.886a 3 .000 

Likelihood Ratio 29.187 3 .000 

N of Valid Cases 352     

a. 0 cells (. 0%) have expected count less than 5. The minimum expected count is 17.84. 

 

Symmetric Measures 

   Value Asymp. Std. Errora Approx. Tb Approx. Sig. 

Ordinal by Ordinal Kendall’ s-b 166. 048. 3.464 001. 

Kendall’ tau-c 196. 057. 3.464 001. 

Gamma 272. 076. 3.464 001. 

N of Valid Cases 352    

a. Not assuming the null hypothesis. 

b. Using the asymptotic standard error assuming the null hypothesis. 

 

It can be observed from table 4 that, after performing the statistical test, the probability 

(p) that the value of the statistical test (28.886) when n tends toward infinite, spread Chi 

square (χ²) with (2-1) (4-1) degrees of freedom, is 0.000. This value is compared with 

the error level of rejection of the null hypothesis that was set at 0.05. 

 

As the probability p = 0.000 < 0.05, it appears that the test is significant, and it rejects 

the null hypothesis H0 independence of variables, by accepting the alternative 

hypothesis H1, which is that one of the variables depends statistically on the other 

variable, and thus there is a relationship between them. 

 

It can be asserted that the result of the statistical test Pearson Chi-square (χ²) constitutes 

a significant evidence of the existence of an association between the two variables, 

gender of the financial auditor and question 2 (auditor’s attitude toward risk). 

 

Stage 3. Method comparison of proportions 
 

Since it has been identified a relationship between two categorical variables as gender 

of the financial auditor and question 2 (auditor’s attitude towards risk), I will proceed 

to a final analysis that will determine whether the relationship between the two variables 

is a strong or a weak one. To do this, I use the method of comparison of proportions, a 

method developed specifically to analyze the degree of strength of the association 

between two categorical variables. 

 

The proportion of male respondents who chose the answer "I strongly agree" 

(representing the maximum inclination towards risk attributable to a respondent) is 

0.674 (or 67.4%). At the same time, the proportion of male respondents who chose the 

answer "I strongly disagree" (which means a maximum of aversion to risk attributable 

to a respondent) is 0.274 (or 27.4%). The resulting value by the difference of the two 

proportions is 0.674-0.274 = 0.4. This value of 0.4 suggests a moderate toward strong 
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association between the two variables, gender of the financial auditor and question 2 

(attitude towards risk of financial auditor). 

 

As the tests lead to the research hypothesis being retained, there is evidence to support 

the main research hypothesis and conclude that the financial auditor’s risk behaviour 

differs according to the gender of the financial auditor, in an abstract lottery context. 

 

5. Conclusions 
 

This study investigated the relationship between financial auditor’s gender and his risk 

behaviour in an abstract lottery context. The study concentrated on the analysis of risk 

behaviour and on the identification of a relationship between risk behaviour and the 

gender of the financial auditor. The responses of 352 practising financial auditors, 

active members of The Romanian Chamber of Financial Auditors (CAFR), to the 4 

questions contained in the questionnaire were analysed using a series of statistical tests. 

The design of the questionnaire centred on carefully wording the question together with 

the data coding method represent the pivotal point of the study. The responses’ analysis 

and findings provide significant evidence in favour of the main research hypothesis. 

Consequently, the results of this study demonstrate that the auditors’ risk behaviour is 

different according to the gender of the auditor.  However, one limitation of this study 

is the relatively small sample size. Although statistically a sample number of 352 

respondents is considered to be enough to draw conclusions about the population, a 

larger number of participants would not only improve the validity and reliability of the 

findings, but it might also indicate slightly different results, especially in the borderline 

results. A second limitation refers to the way risk propensity was measured by using a 

four point Likert scale. The four point Likert scale was chosen because it translates the 

risk propensity showed by a respondent into different measurable and analysable 

grades. The use of a Likert scale with more points would have resulted in a more finely 

graded scale of measurement of risk propensity.  

 

Finally, the main conclusion of this study, that gender is a personal factor that 

influences the auditor’s risk behaviour, could be used as a starting point for future 

research on the auditor’s judgement and decision making process. 
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Appendix 1. The research questionnaire 
 

You are asked a series of questions, some requiring you to make a decision in 

hypothetical situations, others requiring you to express your view. 

 

All the information you provide will be used for research purposes only and will be 

treated in the strictest confidence. You will not be identified from the information you 

provide. 

 

I hope you find completing the questionnaire enjoyable and thank you for taking the 

time to answer it. A summary of the findings will be emailed to you. 

 

Question 1. What is your gender? 

󠆺 Male   󠆺 Female 

 

Question 2. Assuming you are solvent and living in a comfortable lifestyle, in addition 

to whatever you own, you have been given 1,000 on condition that you choose one 

option from the following two:  

 You may gamble the 1,000 - with a 50% chance of winning, in which case you keep 

the whole 1,000, and a 50% chance of losing, in which case you lose all the money. 

or 

 You may keep 500 of the 1,000 without gambling. 

Please express your opinion on the following statement:  

Gambling the 1,000 is a better choice.  

Answer: (please tick only one box) 

Strongly agree Tend to agree Tend to disagree Strongly disagree 
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Abstract: Information presented to stakeholders through a system of standardized 

indicators and transparency in financial reporting are the basis in the decision-making 

process for a sustainable development of the companies. The purpose of this study is to 

analyze and assess the transparency in financial reporting, assessed based on the audit 

opinion, and the influence of determinant factors on transparency, using logistic 

regression.  The determinant factors are expressed by principal dimensions of financial 

statements identified through the Principal Component Analysis applied on the 

indicators of position and performance. The observed sample consists of 62 companies 

listed on Bucharest Stock Exchange during the period 2011-2016. The main results 

reveal the existence of three principal components of the financial statements, Cash 

flow component, Return component and Current assets structure component; among 

these dimensions, only the return component has significant influence on transparency 

in financial reporting. 

 

Keywords: sustainable development; transparency; financial reporting; audit 

opinion; principal component analysis; logistic regression 

 

1. Introduction  
 

During the last decade, companies were encouraged by United Nations (UN) members’ 

governments to adopt the principles of sustainable development in their corporate 

governance act [1]. Results from the adoption Rio Declaration on Environment and 

Development, of the 1992 United Nations’ “Conference on Environment and 

Development” (UNCED), the purpose of these principles represented the creation of a 

framework for encouraging cooperation between UN Member States, on different 

levels, by setting a globally equitable partnership between them, protecting the integrity 

of the global environmental [2]. 

 

The use of these principles leads companies to achieve some objectives regarding the 

environment protection, social equity and economic prosperity [3]. The result of 

achieving these objectives by the companies is reflected through transparency in the 

reporting the sustainable development [4]. An analysis of this type of information 

allows the evaluation of the sustainable performance [1; 5], as well as the extent to 

which the social and environmental elements reported by the companies are useful to 

all stakeholders’ decisions making process. 

 

Transparency in the environmental reporting of company aims to present the activities 

related to prevention and control of the environment pollution [4]. As for the social 
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equity, the transparency in companies’ reporting must ensure the disclosure of the 

company’s activity in the field of social responsibility [4]. For the third dimension, the 

economic prosperity, the transparency considers the disclosure, in a standardized form, 

the faithful representation of the financial position and performance, according to a 

reporting framework. 

 

The compliance with the reporting framework is confirmed by a third part, an 

independent and objective professional, namely a (financial) auditor. Within his 

engagement, the scope of the financial auditor is to provide an opinion on the quality 

of the information from the financial statements of the audited company, regarding the 

financial position and performance, according to the applicable accounting standards 

[6]. 

 

The purpose of this study is to analyze and evaluate the influence of the financial 

statements’ dimensions on the transparency in financial reporting. In this study, we 

propose assessing transparency of the financial statements using the auditors’ opinions, 

assuming that financial statements are transparent if an unqualified opinion or an 

unqualified opinion but with insignificant observations are provide by the auditors. 

 

A first objective of this study is to determine the information content, by estimating the 

dimensions of the financial statements. A second objective involves the analysis and 

assessment of the financial statements dimensions’ effect on ensuring transparency in 

financial reporting. 

 

The study was carried on a sample of 62 Romanian companies, listed on the Bucharest 

Stock Exchange (BSE), between 2011 and 2014. The study results revealed the 

existence of three dimensions of financial statements, identified by principal 

component analysis and the estimation of each dimension’s influence on the 

transparency in financial reporting, using logistic regression analysis. 

 

Further, the study is structured as follows: section 2 (Literature review and hypotheses 

development), section 3 (Research methodology), section 4 (Results and discussions), 

section 5 (Conclusions). 

 

2. Literature review and hypothesis development 
 

Sustainability reporting at the corporate level requires a transparent disclosure of the 

companies’ activity, having as reference the reporting requirements included in the 

Global Reporting Initiative (GRI) [7]. Sustainability and integrated reporting represents 

important global trends that can not be achieved without the support of accountants, in 

their position as producers of financial information, but also as auditors [8]. An analysis 

of this type of information allows the assessment of sustainable performance [1; 5], and 

the degree to which social and environmental elements reported by the listed companies 

are useful to all stakeholders in decision making. 

 

2.1. Sustainable development reporting 

 

Implementation of sustainable development principles to all business levels has allowed 

companies to obtain competitive advantages compared to companies that do not apply 

such principles [9]. Therefore, optimal decisions in a business can only be made by 
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considering all economic, social and environmental consequences [1; 10]. However, 

assigning resources to investments taking into account sustainability objectives implies 

a cost or reallocation of resources that may negatively affect the firm’s performance [9; 

11]. 

 

Evaluation of entities contribution to sustainable development can be achieved based 

on information reported by the company on Corporate Social Responsibility (CSR) [12; 

13]. CSR involves organizing business by applying the principles of corporate social 

responsibility, ensuring a balance between the firm’s activities, environment and 

society [14]. 

 

Through Directive 2014/95/EU on disclosure of non-financial information and 

diversity Undertakings by Certain large companies and groups companies are 

recommended to present, in the reports of those in charged with governance, 

information about policies, risks and achievements in terms of the environment, 

employees and other social elements, human rights, fighting corruption, diversity 

management structure. The stated purpose of this kind of complementary financial 

reporting is to provide stakeholders a clearer picture of overall performance of 

companies. 

 

Sustainability information is published often in a voluntary manner and without enough 

control from independent institutions [15]. But the credibility of sustainability reporting 

and performance ensure the usefulness and relevance of information to investors and 

help to establish the market value of a firm [15]. To ensure credibility, by Directive 

2014/95/EU  it is recommended the need to audit these reports in order to express an 

opinion by the auditor on such non-financial information published by eligible 

companies. 

 

In the case of sustainability reporting, indicators that are used should provide the 

necessary information on the manner in which the company contributes to sustainable 

development [16; 17; 18]. However, only some of the sustainability indicators used to 

assess corporate sustainable development have an integrated approach taking into 

account environmental, economic and social aspects [19]. 

 

The relationship between indicators of performance and those of sustainability has been 

studied by many authors [3; 20; 21; 22; 23]. For measuring the progress and the 

performance of companies towards sustainable development systems specific 

methodologies of core and supplemental indicators are necessary [24]. The 

sustainability indicators that are used to assess corporate sustainable development are 

based on composite index [19]. 

 

2.2. Financial disclosure and the usefulness of financial information  

 

Financial reporting must ensure to all the users a faithful representation of the financial 

position and performance of the companies during a financial year. The financial 

position and performance, as well as the information regarding the cash flows of 

companies are reflected in the standardized parts of the companies’ financial statements 

[25]. These financial statements include information than can reduce the uncertainty 

regarding the evolution of the companies and are useful to stakeholders in decision 

making process [26]. 
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Financial statements can meet the information exigencies of the shareholders and ease 

the communication of the financial information, with significant impact on planning 

and coordinating the activities within the company [27]. By knowing certain elements 

regarding the profitableness, profitability, the cost of the used capital, the indebtedness 

or solvability degree of a listed company, investors can decide on buying or selling the 

shares of that company for a certain price. The result of the meeting of the offer and the 

demand for certain shares, the price can be also influenced by the yield they offer [28]. 

 

The standardization efforts of financial reporting are also determined by the need of 

ensuring qualitative CSR. For better information of stakeholders, the implementation 

of the IFRS (International Financial Reporting Standards) intend to lead to an 

improvement of financial information quality [29] and also of the non-financial one, 

with direct impact on the CSR. But informational the need is different for each category 

of stakeholders, and this diversity could represent a barrier for the materialization of 

the CSR development efforts [30]. 

 

Improving the information quality through IFRS led to an implicit increase on its 

relevance for investors [29]. But according to the types and dimensions to which they 

disclosed, financial information has a different relevance for investors, with a variation 

of the influence on the share price or market capitalization [31; 32; 33; 29]. 

 

In Romania, the transition to the IFRS in the individual financial statements of listed 

companies was made in a very short period of time (the norm was published in June 

2012 for a mandatory application starting with the 2012 financial year). In fact, the 

application of IFRS in Romania was stimulated by the recommendations of the 

international financial organizations (the World Bank and the International Monetary 

Fund), as well as the affiliation of some Romanian companies to multinational groups 

whose reporting referential is represented by the IFRS [34]. Initially, the transition to 

IFRS has had a significant impact especially in the individual accounts of Romanian 

listed companies [35]. Subsequent studies revealed that the transition to IFRS led the 

Romanian listed companies to a slight increase in total equities, to a significant decrease 

in net income and operating income, which affected the values of profitability indicators 

[36; 37]. 

 

Although, by introducing IFRS, it was expected that in Romania to get a major increase 

of financial information quality, in the case of BSE listed companies there is a 

persistence of IFRS accounting policies versus RAS (Romanian Accounting 

Standards). Based on these records it can be further considered that accounting result 

has a high relevance for investors, unlike other elements of financial statements [38]. 

 

2.3. Transparency in sustainability reporting and in financial disclosure  

 

CSR reports are useful to stakeholders when they provide information regarding the 

whole activity of the company, in a transparent manner, not only with declarative 

objectives, or as a marketing and public relations tool [39]. 

 

For measuring the transparency at the corporate level, it can be analyzed information 

from the annual reports, grouped into three sub-categories: ownership structure and 

investors’ relations, financial transparency and information disclosure, board and 
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management structure and process [40]. From approximate 40 attributes retained for 

financial transparency and information disclosure, the most important are related to: the 

presentation of the applicable accounting rules, the analysis by business segments, the 

name of the audit firm, the audit report, the audit and non-audit fees, the efficiency 

indicators - ROA (return on assets), ROE (return on equities), NM (net margin) [41]. 

Although transparency and disclosure do not necessarily lead to an increase in 

operational performance of companies, they improve the investors’ perception on the 

company’s governance, with direct implications on their market value [42]. 

 

Transparency in multidimensional reporting (financial, environmental, social etc.) also 

causes new problems to the auditors, who must express an opinion on the way in which 

such information are relevant to investors [43]. As for the financial information, 

transparency represents an important part of corporate governance, leading to the 

reduction of the informational asymmetry and to the increase of trust on financial 

markets, which contributes to the reduction of the cost of capital [40; 42]. 

 

Financial reporting obligations of listed companies are established by complex and 

precise set of rules regarding transparency of information to provide for stakeholders. 

Both American standards (US GAAP - Generally Accepted Accounting Standards 

United Stated) and international (IFRS) are becoming more comprehensive as 

dimensions and include more stringent reporting rules complementary to the financial 

ones. In addition, the annual financial statements are often, part of an annual report that 

includes non-financial issues related items disclosed voluntarily. 

 

The conformity of financial information with the applicable accounting reporting 

framework is ensured by the independent, objective and competent opinion expressed 

by a financial auditor [44]. The audit opinion is the most important section within the 

audit report, issued in accordance with ISA - International Standards on Auditing. The 

report issued by an auditor contributes to the improvement of transparency and the 

growth of the relevance of the information from financial statements, by including some 

elements related to the reporting quality, the going concern assumption, the presence of 

the fraud risk and even to sustainable development [45]. 

 

2.4. Hypothesis development 

 

The purpose of financial reporting is to reduce the information asymmetry as the basis 

of faithful representation, to determine the business value and to facilitate the managers 

monitoring [46]. Applying a certain reporting framework may influence the reporting 

dimensions, with a direct impact on transparency and particularly on the profitability 

of companies shares (stock returns) [47]. Among the principles that are used in 

preparation and presentation of financial statements and the principles of sustainable 

development there is strong correlation [48]. In this regard, assuring transparency in 

financial reporting should lead to transparency of sustainable development reporting at 

the corporate level. 

 

Given the results presented in the literature, the main research hypothesis proposed for 

testing consider the following: the dimensions of the financial statements have a 

significant influence on the transparency in financial reporting, with direct impact on 

sustainable development. 
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In a first step, the research objective is to identify the principal dimensions of the 

financial statements of companies that apply principles of sustainable development. 

Once identified dimensions of financial statements, in the second step there will be 

estimated their influence on transparency in financial reporting, to assess the impact on 

sustainable development. 

 

3. Research methodology 
 

To reach the research objectives, in this study we propose a statistical demarche to 

estimate the influence of the principal dimensions of the financial statements on 

transparency in financial reporting, with direct impact on the sustainable development. 

In this study, transparency in the financial reporting is evaluated based on the auditing 

opinion, expressed by the auditor in his issued report. 

 

3.1. Sample  

 

Formulated research hypothesis will be tested on the population represented by 

Romanian companies listed on the Bucharest Stock Exchange (BSE). From its 

foundation until 2014, BSE had been organized in three sections: BSE (which included 

three large categories: I, II and III), ATS (Alternative Transaction System) and RASDAQ 

(Romanian Association of Securities Dealers Automated Quotation). Currently, BSE 

includes the following sections: BSE (as a regulated market), AeRO, ATS Intl and 

RASDAQ. The BSE section is now organized in two large categories (Premium and 

Standard) which make the subject of mandatory auditing, according to the Order of the 

Minister of Public Finances 1802/2014. 

 

BSE listed companies should report, in all cases, annual financial statements for a 

period that covers the annual year. Financial statements of the BSE listed companies 

were to be made until 2011 according to the Romanian accounting standards 

(harmonized with the European directives), but, starting from 2012, companies were 

mandated to use the IFRS for their individual accounting. These financial statements of 

the Romanian BSE listed companies make the subject of mandatory auditing carried 

out by an independent auditor, member of the Financial Auditors Chamber in Romania, 

then making the subject of approval by the Shareholders’ General Assembly (SGA). 

Romanian law stipulates, in principle, a limit term of 4 months from the end of the 

financial year, in order to publish the audited and approved annual financial statements. 

 

At the end of the 2017 financial year, 84 companies were listed on the BSE section (24 

in the Premium class and 60 in the Standard class). In our study we retained only 62 

companies, after elimination of those whose activities are predominantly of financial 

(financial and monetary intermediates, mutual and investment funds) and those for 

which we have not found enough information. The period studied covers 2011 (the 

latest year of reporting under RAS), plus the period between 2012 and 2016, when the 

Romanian listed companies apply IFRS for individual financial statements. The 

analysis is performed on the individual financial statements because there are few BSE 

listed companies that consolidate their accounts. To ensure comparability of data 

collected, for a number of 372 observations (firms / year) in this study we used a 

balanced sample. 
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3.2. Variables and data source  

 

Based on the structure of financial statements recognized under accounting standards 

(including IAS 1 - Presentation of Financial Statements) in Table 1 we propose the 

analyzed variables.  

 

Table 1. Independent variables used for the identification of the principal 

financial reporting components 

Symbol Formula 

Eq/TA Total equities/Total assets 

TO/TA Turnover/ Total assets 

OI/TA Operating Income/ Total assets 

OI/TO Operating Income/ Turnover 

OI/Pay Operating Income/Payroll expenses 

NI/Eq Net Income/ Total equities 

NI/TA Net Income /Total assets 

NI/TO Net Income/ Turnover 

CFO/OI Operating cash flows/ Operating Income 

CFT/TO Total cash flows/ Turnover 

CFT/GP Total cash flows / Gross profit 

CFT/TA Total cash flows / Total assets 

FA/TA Fixed assets/ Total assets 

CA/TA Current assets / Total assets 

Cash/TA Cash and cash equivalents/ Total assets 

INV/CA Inventories/Current assets 

REC/CA Receivables/ Current assets 

Cash/CA Cash and equivalents/ Current assets 

LTD/TA Long-term debts/ Total assets 

FL Total liabilities /Total equities  

 

Variables from the table above are indicators, with informational content, that describe 

financial position and performance of the company and the cash flows statement. These 

variables are used to identify the principal dimensions of financial reporting. 

 

To assess transparency in financial reporting, with direct impact on sustainable 

development, in this study we used the audit opinion. An unqualified opinion or an 

unqualified opinion but with no significant observations reveal transparency in 

financial reporting and compliance with applicable financial reporting framework (ISA 

700 - IAASB). In other cases, when the audit reports contain modified opinions (a 

qualified opinion, an adverse opinion or the disclaimer of opinion) it is considered that 

transparency in financial reporting is affected. 

 

For indicators calculated data were collected from the financial statements reported by 

companies on BSE website (bvb.ro) and on their websites. 

 

3.3. Methods for data analysis  

 

To identify the dimensions of financial reporting in the case of Romanian BSE listed 

companies, the study uses the principal component analysis (PCA). The principal 

component analysis is a multivariate descriptive method [49] whose scope is to reduce 



191 

 

the analyzed data, based on their common nature and to identify latent variables [50]. 

Through this method, starting from the initial Xi (i = 1,…,n; n = 20) set of variables, 

displayed in Table 1, we eliminate the existing collinearities and we determined a set 

of new variables. These m new components, Cj (j = 1,…,m), replace the original 

variables associated to financial reporting and have the following form: 

 

Cj = βj1X1 + βj2X2 + ... + βjiXi + ... + βjnXn    (1)  

  

and m ≤ n. 

 

Based on the equation (1) it can be seen that the new components (Cj) correspond to m 

dimensions of financial reporting and are determined as a linear combination of initial 

variables Xi. The Cj components comply with the assumption of independence that can 

be validated using statistical test χ2 or using KMO statistics (Kaiser-Meyer-Olkin) 

which determines the intensity of the relationship between Xi variables. 

 

The KMO statistics has values in the [0,1] interval, where 0 shows the absence of a 

correlation between the initial variables, and value 1 signals the existence of a 

significant correlation [49]. The PCA estimates the (βji) parameters, which represent 

the contribution of each initial variable to the development of principal component. 

 

Once there were identified the principal dimensions of the financial statements, in the 

second part of the study the influence of these dimensions on transparency in financial 

reporting will be analyzed using logistic regression analysis. This type of analysis uses 

regression models with alternative variables [51], in this case the existence or absence 

of transparency in financial reporting. 

 

The logistic regression model proposed in the analysis is defined by the relation [51]: 

 

   ln[pi/(1-pi)] = δ0 + δ1C1i + ... + δjCji + ... + δmCmi + εi                                         (2)  

  

where pi shows the probability of transparency existence in financial reporting, defined 

based on an unqualified opinion or unqualified opinion but with insignificant 

observations. Cj (j = 1,...,m) are the components identified through the PCA, δj (j = 

0,...,m) represent the coefficients of the logistic regression model and ε is the error 

component. 

 

Logistic regression model parameters are estimated using maximum likelihood method 

[51], and their testing was made using the likelihood ratio, a Pearson 2 statistical test 

[53].  

 

To obtain research results, in this study the data analysis was performed using SPSS 

20.0 statistical software.   
 

4. Results and discussion 
 

Starting from the research objectives proposed in the study, the main reached results 

consider the identification of the principal components of the Romanian BSE listed 

companies’ financial statements, as well as the estimation of these components’ 

influence on the transparency in financial reporting. 
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4.1. Identification of the principal components of financial statements 

 

As a result of considering the 20 variables proposed in Table 1 in PCA, we identified 

the principal components of financial statements which explain 84.574% in the 

variation of the financial information reported by the Romanian BSE listed companies. 

A high value of the KMO test statistics (0.744) indicate the existence of a significant 

relation between the variables that remained in the analysis as a result of PCA use 

(Table 2). 

 

Table 2. Identification criteria of the principal components of the BSE listed 

companies’ financial statements 

KMO = 0.744  

Sig = 0.000 
Total variance explained (rotated) 

Component Total % of Variance Cumulative 

C1 5.054 50.540 50.540 

C2 1.901 19.013 69.553 

C3 1.502 15.021 84.574 
 

To determine the number of principal components corresponding to the financial 

statements, the study uses Bénzécri’s criterion. Thus, we identified three principal 

components that have 18 higher than one. 
  

 
Figure 1. The number of principal components (Cj) identified through 

PCA 
 

Using the above mentioned criteria, in this study there were identified 3 principal 

components that are specific for the financial statements of the Romanian BSE listed 

companies (see Table 3 and Figure 1). The three (Cj) identified components meet the 

independence hypothesis, fact that is emphasized as a result of removing 10 variables 

which displayed collinearity from the 20 initial variables (Xi). 
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Descriptive statistics corresponding to the variables considered in the PCA are 

displayed in Table 3. Variables retained in the analysis are used to define the principal 

components of the Romanian BSE listed companies’ financial statements. 

 

Table 3. Descriptive statistics for the variables considered in PCA 

Variable Mean Std. Deviation Minimum Maximum 

Retained  

in the 

analysis 

OI/TA 0.0122 0.0762 -0.1801 0.1359 

OI/TO 0.0122 0.1462 -0.3513 0.2347 

OI/Pay 0.1525 0.8250 -1.8123 1.6214 

NI/Eq -0.0586 0.2513 -0.8241 0.1650 

NI/TA -0.0019 0.0774 -0.1950 0.1217 

NI/TO -0.0197 0.1705 -0.4447 0.2187 

CFT/TO 0.0132 0.0776 -0.1337 0.2065 

CFT/TA 0.0041 0.0365 -0.0774 0.0936 

INV/CA 0.2990 0.1955 0.0346 0.7187 

REC/CA 0.4652 0.2201 0.1065 0.7987 

Excluded 

from the 

analysis 

Eq/TA 0.5622 0.2905 -0.0288 0.9299 

TO/TA 0.6434 0.4097 0.1112 1.6036 

CFO/OI 1.0172 1.8956 -2.2776 5.9730 

CFT/GP 0.0540 1.2407 -3.0527 2.7842 

FA/TA 0.5801 0.2061 0.1932 0.9218 

CA/TA 0.4197 0.2056 0.0782 0.8016 

Cash/TA 0.0582 0.0737 0.0012 0.2606 

Cash/CA 0.1430 0.1531 0.0035 0.5034 

LTD/TA 0.1196 0.1231 0.0000 0.4097 

FL -0.9121 6.5189 -25.7687 3.8113 
 

Each component is defined based on the links between the variables that display strong 

correlations between each other. Based on the correlations identified at the level of the 

variables proposed in the analysis and retained in PCA, in this study we identified the 

following the three principal components of the financial statements: the Return 

component (CR), the Cash flow component (CF) and the Current assets structure 

component (CS). 

 

The Return component is defined based on the OI/TA, OI/TO, OI/Pay, NI/Eq, NI/TA, 

NI/TO variables, between which significant correlations exist. These financial ratios 

describe the profitableness of the operating activity depending on the existing assets, 

the registered turnover of the company, the workforce expenditures and the 

shareholders’ equity. 

 

The Cash flow component is defined by the CFT/TO, CFT/TA financial ratios and 

describes the value of the cash flows reported by the company, reported to the turnover 

or to the total assets.  

 

The Current assets structure component is defined by the INV/CA, REC/CA financial 

ratios and includes the structure of the current assets, minus the cash and cash 

equivalents. 
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The influence of the Xi variables, retained in the analysis on each of the 3 components 

of financial statements is emphasized through the results regarding the structure matrix 

in Table 4.  

 

Table 4. The structure matrix of the identified components 

 
Component 

CR CF CS 

OI/TA 0.946     

OI/TO 0.934     

OI/Pay 0.874   0.151 

NI/Eq 0.838     

NI/TA 0.957     

NI/TO 0.927     

CFT/TO   0.964   

CFT/TA   0.958   

INV/CA -0.194   -0.845 

REC/CA   -0.178 0.862 

 

Based on the data displayed in Table 4, we can notice that the variation of the Return 

component is significantly and positively influenced by 94.60% of the OI/TA variation, 

93.40% of the OI/TO variation, 87.40% of the OI/Pay variation, by 83.80% of the 

NI/Eq variation, by 95.70% of the NI/TA variation and by 92.70% of the NI/TO 

variation. The Cash flow component is significantly and positively influenced by 

96.40% of the CFI/TO variation and by 95.80% in the CFT/CA variation. The Current 

assets structure component is negatively influenced by 84.50% of the INV/CA variation 

and by 86.20% of the REC/CA variation. A decrease in the inventories (especially of 

goods sold) caused by their sale leads to an increase of the receivables value. 

 

To estimate the scores of each company, corresponding to each dimension of financial 

reporting, Table 5 displays the estimations of the parameters of the functions associated 

to the three Cj components. 

 

Table 5. Parameters estimates for the functions associated to the components of 

financial statements identified through PCA 

 
Component 

CR CF CS 

OI/TA 0.191 -0.003 -0.032 

OI/TO 0.186 -0.004 -0.010 

OI/Pay 0.169 0.001 0.040 

NI/Eq 0.174 -0.029 -0.059 

NI/TA 0.194 -0.015 -0.032 

NI/TO 0.189 -0.033 -0.027 

CFT/TO -0.036 0.515 0.020 

CFT/TA -0.023 0.511 0.037 

INV/CA 0.030 -0.096 -0.582 

REC/CA -0.063 -0.039 0.592 
 

From the data presented in Table 6, the score functions of each of the three components 

are calculated with the following formulas: 
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CR = 0.191OI/TA +0.186OI/TO +0.169OI/Pay +0.174NI/Eq 

+0.194NI/TA +0.189NI/TO - 0.036CFT/TO - 0.023CFT/TA 

+0.030INV/CA - 0.063REC/CA 

  

(3)  

CF = -0.003OI/TA - 0.004OI/TO +0.001OI/Pay - 0.029NI/Eq - 

0.015NI/TA -0.033NI/TO +0.515CFT/TO +0.511CFT/TA -

0.096INV/CA - 0.039REC/CA 

 

(4)  

CS = -0.032OI/TA - 0.010OI/TO +0.040OI/Pay -0.059NI/Eq - 

0.032NI/TA -0.027NI/TO +0.020CFT/TO +0.037CFT/TA -

0.582INV/CA +0.592REC/CA 

(5)  

 

Using equations (3), (4) and (5) associated to the score functions corresponding to each 

component of financial statements, we determine the reporting scores for each 

company in the sample. Descriptive statistics regarding the calculated scores for each 

dimension are displayed in Table 6. 

 

Table 6. Descriptive statistics for the estimated scores corresponding to the 

components identified in the PCA 

Component Mean Std. Deviation Minimum Maximum 

CR 0.000 1.000 -2.939 1.644 

CF 0.000 1.000 -2.184 2.671 

CS 0.000 1.000 -2.328 1.875 

 

For the Return component, a positive score value shows the existence of profitability 

within a company, while negative values indicate loses. For the Cash flow component, 

a positive score value indicates the fact that the used assets generate future economic 

benefits, while negative values indicate decreases in the benefits or debt payments that 

lead to cash outflows. For the Current assets structure component, a positive score 

value indicate the fact that inventories are predominant in the structure of the current 

assets, while negative values indicate the fact that in the structure of the assets, 

receivables are predominant, with direct influence on the company’s liquidity and 

solvency. 

 

Once the scores were estimated for each company, in each of the 2011-2016 financial 

years, we test the influence of the financial statements’ component on the financial 

reporting transparency. 

 

4.2. The influence of the financial statements’ components on the financial 

reporting transparency 

 

Using the logistic regression analysis, we estimated and tested the influence of the 

previously identified components of the financial statements, on the financial reporting 

transparency. The transparency existence was determined based on the unqualified 

opinions or unqualified opinions with insignificant observations that were expressed by 

the financial auditor. If other types of audit opinions were expressed in the audit reports, 

then we consider there is no (or not enough) transparency in financial reporting. 
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The parameters’ estimates of the regression models proposed in the analysis, equation 

(2), in which the estimated scores of the three previously identified components are 

included are displayed in Table 7. 

 

Table 7. Parameters esimates for the proposed logistic regression model 

Variables B S.E. Wald Sig. Exp(B) 

CR 0.575 0.145 15.760 0.000 1.777 

CF -0.016 0.154 0.011 0.916 0.984 

CS -0.147 0.153 0.917 0.338 0.864 

Constant 1.150 0.155 55.128 0.000 3.159 

2 – Omnibus test of model  coefficient: 17.318 0.001  

-2 Log likelihood: 263.776   

Cox & Shell R Square: 0.067   

Nagelkerke R Square: 0.099   

Observations: 372   
*. significant values for a risk level of 0.05. 

 

From the data in Table 7, we can notice that within the analyzed sample, the Return 

component has the most significant influence on the financial reporting transparency. 

An increase in the companies’ profitability (with a unit at the level of the estimated 

score of the PCA-identified component) leads to a 77% increase of the probability that 

the company reports this information in a transparent manner. In this case, the auditor’s 

opinion will be an unqualified one or unqualified but with insignificant observations. 

The influence of profitability on transparency can be explained by the fact that, 

alongside with the improvement of financial performances, the company becomes more 

and more attractive to investors, which, in turn, are willing to receive more information 

regarding the reported results of the company. 

 

We can see that the other components of financial statements, identified by the PCA, 

do not have a significant influence on transparency in financial reporting. This can be 

explained by the fact that the information regarding the cash flows (collected and paid), 

as well as the ones regarding the structure of the assets are not that important to 

investors, as they do not describe the future generated benefits.   

 

5. Conclusions 
 

Ensuring transparency in financial reporting intends to present faithfully financial 

position and performance registered by the company during a financial year. This can 

be achieved on the basis of a professional, independent and objective opinion expressed 

by a financial auditor. An unqualified opinion or an unqualified opinion but with 

insignificant observations may indicate the accuracy of the financial information 

reported by the companies. Expressing other types of audit opinion indicates a low 

transparency level in financial reporting. 

 

Information on financial position and performance are presented using standardized 

indicators which can be synthesized in different components/dimensions. Based on the 

principal components of financial statements, investors can base their decisions and 

assess the company’s prosperity. Ensuring prosperity in a company could guarantee the 

correct use of going concern assumption and maintain the investors’ interest in the 

company. Moreover, in terms of economic prosperity, companies with economic 
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prosperity present capacity to support activities with positive impact on the social 

programs and on the environment protection, which ensures sustainable development. 

 

Under investor’s pressure, recording a low level of performance or even losses may 

lead firms to reduce transparency in financial reporting, and hence to the distortion of 

faithful representation of financial position and performance. This may affect investor 

confidence in the company and reduce the invested capitals that could be used to 

generate future economic benefits which could also ensure social welfare, 

environmental protection and sustainable development. 

 

Thus, in this study there were estimated three principal components of the financial 

statements that synthesize the informational content useful to investors. The Return 

component is defined by the financial ratios describing the profitability of the operating 

activity taking into consideration the total assets, the reported turnover of the company, 

the workforce expenditures and the shareholders’ equity. The Cash flow component is 

defined by the variables describing the value of the cash flows of the company (as 

effective economic benefits), reported to the turnover or to the total assets. The Current 

assets structure component is defined by the indicators displaying the structure of 

current assets, without the cash and cash equivalents assets. 

 

As the principal components were identified, we tested their influence on the 

transparency in financial reporting, assessed based on the audit opinion. The research 

results show that, of the three identified components, only the Return component has a 

significant influence on financial reporting transparency. The other two components 

have insignificant influence. The significant influence of the Return component on the 

transparency can be explained by the fact that investors are mainly interested in decision 

making by the information regarding the future profits/benefits to be gained as a result 

of placing invested capitals in the company. Such a situation can though lead to 

accounting manipulation or earnings management, within the company, of the 

information regarding the profitability (performance), just to influence the investors’ 

decisions. To this regard, an increase in the financial performance, given the conditions 

of the eventual investors’ reward, also mandates an increase of the financial reporting 

transparency just to display such information as transparent as possible. 

 

Ensuring the financial reporting transparency supports the faithful representation of the 

financial position and performance of the company, allowing it to allocate resources 

better and a better, and also an improvement in management of the registered benefits. 

These benefits could be used to start social projects or which are to lead to 

environmental protection, thus ensuring a sustainable development of the company. 

 

The main limits of this research are represented by the low size of the analyzed sample, 

just 62 companies. This is due to the low number of BSE listed companies, but in the 

future research we are to enlarge the size of the sample by including other capital 

markets too, at least in Eastern Europe. 

 

As for the sustainable development, another research limit consists of the inclusion in 

the analysis of the financial dimension only, but future directions also consider the 

evaluation of the social and environmental dimensions’ influence on the sustainable 

development. 
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Abstract: Results of previous research on earnings management and the quality of 

financial reporting disclosed an increase in the quality of financial reporting for 

Bucharest Stock Exchange (BSE) listed companies after the application of IFRS. 

Continuing these prior developments, the current research proposal aims to extend the 

analysis of earnings management and the impact of this phenomenon on accounting 

quality, revealing through a pre-post IFRS adoption comparative analysis based on the 

modified Jones model whether firms listed on the BSE use less earnings management 

by accrual manipulation after the transition to IFRS. The findings reveal an increase 

in quality of accruals and thus a decrease in the use of earnings management in the 

post-IFRS period for companies listed on the BSE. The research contributes to enrich 

earnings management literature based on country-level studies by providing support in 

better understanding this phenomenon and its implications on the capital markets of 

emerging economies. Results of such research hypotheses are considered useful 

especially for practitioners both in the field of accounting and auditing, but also to state 

authorities, by assessing to what extent the application of IFRS leads to an increase in 

quality of financial information. 

 

Keywords: Earnings management, financial reporting quality, International 

Financial Reporting Standards, Bucharest Stock Exchange listed companies, empirical 

research models. 

 

1. Introduction  
 

A process of internationalization of enterprises takes place worldwide, being led by the 

capital and information exchange extending beyond local markets, generating the 

formation of interest groups and having as implication the extension of International 

Financial Reporting Standards (IFRS) application. Previous research shows that for 

most companies, IFRS-based stockholders’ equity is or is expected to be higher than 

equity based on national accounting standards (Jermakowicz et al., 2006) and the 

general assertion is that the transition to IFRS is a costly and complex process.   

 

Studies conducted on the analysis of earnings management after the implementation of 

IFRS in particular emerging economies came in with various findings, in some cases 

these even leading to opposite results. On one side, Karampinis and Hevas (2013), with 

evidence from Greece, suggest that the reduction in tax interference imbedded by IFRS 

adoption limits the influence of an important determinant of managerial opportunistic 

practices, consequently reducing earnings management. On the other side, Lin and Wu 

(2014), having data from Taiwan, provide empirical evidence that managers in 
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emerging markets have stronger incentives to manipulate earnings by altering the 

accounting figures. A possible explanation for the contrasting findings of country-level 

studies is given by Albu et al. (2013) and refers to the fact that particularities of 

individual contexts or the manner in which these characteristics interfere with IFRS 

application were generally overlooked, such studies resuming only to underlining the 

difficulties in IFRS application or the low level of compliance. 

 

The motivation regarding the choice of the proposed research topic is mainly based on 

the novelty of empirical research dealing with this subject for companies listed on the 

capital market in Romania. To this respect, the current state of knowledge on the subject 

of the impact of applying IFRS in Romania is at an early stage, represented mainly by 

qualitative research based on the analysis of the perception of practitioners, standard 

setters, auditors and users of accounting information, and lacking of empirical studies 

that provide concrete evidence of the consequences of adopting IFRS for the 

preparation of individual financial statements by listed companies in Romania (Ionaşcu 

et al., 2014). Moreover, earnings management and financial reporting quality have 

always sparked controversy among specialists and represent the source of many 

opinions and hypotheses, not infrequently contradictory. Furthermore, the use of 

creativity - inherent to earnings management, but also the need to analyze the behavior 

of those who use the means of earnings manipulation are arguments in favor of opting 

for this theme. 

 

Continuing prior developments, the current research proposal aims to extend the 

analysis of earnings management and this phenomenon’s impact on accounting quality 

by applying the modified Jones model (Jones, 1991; Dechow et al., 1995). This 

direction of the research also focuses on proving whether previous research findings 

remain valid or not also after BSE listed companies have gathered more experience in 

applying IFRS.     

 

Specifically, the research methodology is led with the purpose to investigate whether 

there is evidence of accrual manipulation practices for Bucharest Stock Exchange listed 

companies, as well as to determine if firms listed on BSE use less earnings management 

after the IFRS adoption. Furthermore, we assume that gathering experience in IFRS 

application by BSE listed companies leads to a higher compliance with IFRS and, 

therefore, to a decrease in the use of earnings management practices and an increase of 

financial reporting quality.  

 

In terms of data collection issues, in the present paper both for 2005-2010 and 2010-

2015 time series, all data is collected from Thomson Reuters Eikon database.  

 

Finally, the research contributes to enrich earnings management literature based on 

country-level studies by providing support in better understanding this phenomenon 

and its implications on the capital markets of emerging economies. Results of such 

research hypotheses are considered useful especially for practitioners both in the field 

of accounting and auditing, but also to state authorities, by assessing to what extent the 

application of IFRS leads to an increase in the quality of financial information.  

 

The rest of the study is organized as follows. First, we present a review of the literature 

on the topic of earnings management as well as an overview of the Romanian 

accounting environment. Furthermore, we present the research methodology and we 
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discuss the results of our research. The paper concludes with a summary of the findings, 

limitations of the study and extentions for further research. 

 

2. The current state of research on earnings management and the 

quality of financial reporting for listed companies 
 

Financial reporting is shaped by economic forces affecting the demand and supply in 

terms of measuring the financial performance and business administration. A response 

that achieves a balance between the two needs from accounting is the statement of 

financial position, respectively the statement of financial performance (Kothari et al., 

2010). These financial statements aim apparently two different purposes as a result of 

economic forces that influence them, but they are linked by accounting practices. 

Kothari et al. (2010) consider that the use of conservatism in performance measurement 

is useful from an economic point of view because of the role of control over 

performance - managers are motivated, which raises fundamental questions about the 

credibility of their reported performance. 

 

Dechow and Skinner (2000) start earnings management analysis from the role of 

accruals, as there are forms of earnings manipulation which are difficult to distinguish 

from appropriate practices inherent to accrual accounting. 

 

Studies dealing with the problem of earnings management revealed that financing 

through capital markets and the regulatory environment in which the entity operates 

determine a strong influence on the quality of disclosed accounting information. In this 

context, earnings management represents that dimension of financial reporting quality 

which specifically meets financial reporting incentives. For both listed entities and 

private ones the motivation for the use of earnings management practices exists, but the 

means of action are more likely to be achieved by the second category. Also, cases of 

earnings manipulation proved to be more common in countries characterized by a weak 

legal system (Burgstahler et al., 2007). 

 

After analysing secondary data consisting of studies and articles on the chosen topic, 

on both quantitative and qualitative approaches, a clear preference for empirical 

research was observed (20 such studies, out of 24 selected). In terms of results, opinions 

with respect to earnings management and the quality of financial reporting are divided. 

Among the studies investigating the impact of IFRS on the use of earnings management 

techniques and the quality of financial reporting, 6 studies provide evidence of an 

improvement in the quality of accounting information following the adoption of IFRS, 

due to a decrease in the probability of using income smoothing techniques, an increase 

of the value relevance of disclosed book values and an increase in loss recognition 

timeliness. On the other hand, a number of 8 studies reveal that there are no indications 

of a positive influence exerted by international accounting standards on the quality of 

financial reporting, because the likely benefits of a set of standards of high quality are 

offset by the influence of institutional factors and that of the incentives induced by 

financial reporting. 

 

Furthermore, as it consist in the premises of the current research proposal, we present 

the guidelines of the previous research conducted by the author, which was aimed to 

analyze the phenomenon of earnings management under IFRS implementation for 

individual financial statements prepared by companies listed on the Bucharest Stock 
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Exchange, as a financial reporting requirement starting with the financial year 2012. In 

this regard, the research proposed to analyze the existence of income smoothing 

practices, the value relevance of book values as well as the timely recognition of losses 

in listed companies. The research approach was conducted on two levels, as follows. 

The first plan aimed at applying the research methodology on companies listed on the 

Bucharest Stock Exchange in the period 2010-2013. For the analysis presented in this 

part, all data required to implement the chosen model was hand-collected, retrieving 

the main source of financial information published on the website of the BSE and 

consulting the financial statements posted on the official websites of the companies that 

form the sample. The source of data is determined by the fact that the available 

international database, Thomson Reuters Eikon, does not include complete financial 

information for the analyzed time period for all selected companies. 

 

A second approach consists of the comparative pre-post IFRS application analysis for 

listed companies on BSE, both before and after the adoption of IFRS for individual 

financial statements. This approach involves extending the time period considered in 

the previous section by including the period before the adoption of IFRS. The pre-IFRS 

application period is 2005-2010 and the post-IFRS implementation is 2010-2013. For 

the analysis proposed in this part of the research, data was collected from the 

international database Thomson Reuters Eikon for variables based on financial 

statements indicators of companies that make up the sample and from information 

published on the Bucharest Stock Exchange, for the variables based on indicators of the 

capital market. 

 

The research models used in the study reflect both the effects associated with financial 

reporting system and the effects attributable to other factors, among which the 

economic environment and incentives to manipulate earnings may be mentioned. Based 

on previous studies in the literature using a similar methodology (Barth, Landsman and 

Lang, 2008; Lang, Raedy and Wilson, 2006), the research was conducted on three types 

of models - models based on earnings management analysis, which are focused on the 

determination of income smoothing practices, models for assessing the value relevance 

of accounting figures, focused on establishing the correlation between book values and 

market values, and models based on timely loss recognition. 

 

Previous research methodology used by the author was based on prior studies using 

similar methodology (Barth et al., 2008 and Lang et al., 2006), developping the 

hypotheses on the following models: 

 Models based on the analysis of the existence of income smoothing practices:  

i) variability of the change in net income scaled by total assets (ΔNI), 

interpreting a smaller variance of the change in net income as evidence of earnings 

smoothing; 

ii) the mean ratio of the variability of the change in net income (ΔNI), to the 

variability of the change in operating cash flows (ΔCF), assuming that if firms use 

accruals to manage earnings, the variability of the change in net income should be lower 

than that of operating cash flows; 

iii) Spearman correlation between accruals and cash flows; 

 Models based on the analysis of value relevance of accounting information - 

regression of stock price on equity book value per share, and net income per share, 

as well as the regressions of net income per share on annual stock return; 
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 Models based on the analysis of timely loss recognition – indicating whether before 

IFRS adoptions firms manage earnings toward small positive amounts more 

frequently than after IFRS adoption (SPOS coefficient), as well as whether after 

IFRS implementation firms recognize large losses more frequently than before 

applying IFRS (LNEG coefficient). 

 

In order to conduct the pre-post IFRS analysis, the research methodology was applied 

sequentially for the 39 companies that compose the sample for this part of the analysis, 

first for the time series 2010-2013 related to the application of IFRS, and then for the 

time period 2005 -2010 related to the application of national accounting regulations. 

The results are presented below: 

 

Table 1. Overview on the comparative analysis pre-post IFRS 

Model of analysis Hypothesis Post-IFRS 2010-2013 

Pre-

IFRS 

2005-

2010 

Models based on the analysis of the existence of income smoothing practices: 

Variability of ΔNI* Post > Pre 1,6166 1,3443 

Variability of ΔNI* to the variability of ΔCF* Post > Pre 1,5787 1,2285 

Correlation between CF* and ACC* Post > Pre -0,6520 
-

0,4590 

Models based on the analysis of value relevance of accounting information: 

R2 for the regression of P* Post > Pre 0,3602 0,3446 

R2 for the regression of [NI/P]* « good news »  Post > Pre 0,0660 0,0000 

R2 for the regression of [NI/P]* « bad news » Post > Pre 0,3503 0,0030 

Models based on the analysis of timely loss recognition: 

Coefficient of variable SPOS <0 0,5949 

Coefficient of variable LNEG >0 0,2230 

 

Table 1 shows that from 8 hypotheses regarding the impact of IFRS implementation on 

the quality of financial statements for companies listed on the Bucharest Stock 

Exchange, 6 hypotheses were validated. By weighing the research results, it can be 

concluded that the implementation of IFRS in the companies listed on BSE for 

individual accounts has led to an increase in the quality of financial reporting. 

 

3. Particularities of the Romanian accounting environment 
 

Since 1990, after the fall of communism, Romanian accounting has crossed a series of 

steps, as a result of the influence of various economic and political factors. The first 

approach was that of French inspiration, which lasted until 1999 and was based on 

socio-political context of that time amongst other cultural factors. The accounting 

system with origined in traditional French accounting characterized by conservatism 

provided to a significant extent the compliance of Romanian accounting with European 

Directives, given that France had adopted the European Directives once receiving the 

statute of member country of the European Union (EU) (Ionaşcu, 2007). 

 

Reorientation of regulation setters, namely the Ministry of Public Finance, towards the 

Anglo-Saxon accounting model occurred in 1999, when Order no. 403/1999 was 
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issued, which sought the gradual implementation of International Financial Reporting 

Standards as follows: application of the new regulations in parallel to the previous rules 

of French inspiration for the financial year 2000, so that an estimated number of 200 

companies prepare two sets of financial statements (among those companies retrieving 

companies listed on the Bucharest Stock Exchange or other exchange markets, national 

and governmental institutions). However, the new regulations stipulated subsequent 

application also by other types of entities, such that by 2005 they are applied by all 

companies except those considered of small size (Ionaşcu et al., 2006). In 2001, a new 

order was issued by the Ministry of Public Finance - Order no. 94/2001 of the same 

name and the same role as the previous one, but this time containing the conceptual 

framework of the International Financial Standards Board (IASB) and IFRS 

regulations. However, the new regulations were not without reminiscences of French 

accounting model, as regulators opted to preserve the general chart of accounts. Hence, 

by the end of 2005, all major entities were mandatory applying IFRS, while small 

companies were preparing financial statements using a simplified version of them. 

 

A new change comes in 2005 with the issuance of Order no. 1752/2005 which was 

designed to ensure compliance of national regulations only with European Directives 

in the context of the forthcoming accession of Romania to the European Union (EU). 

The rules were applicable to all companies regardless of size and industry, both for the 

individual financial statements, and consolidated financial statements. In addition, 

publicly traded entities were to mandatory prepare financial statements also in 

accordance with IFRS. 

 

The adoption of Regulation (EC) no. 1606/2002 on national level by issuing Order no. 

1121/2006 has made that starting 1 January 2007, entities whose securities at the 

balance sheet date are admitted to trading on a regulated market were required to apply 

IFRS for consolidated financial statements. However, the application of IFRS was not 

limited to these companies. Other entities could voluntarily choose to prepare financial 

statements based on these standards, if this accounting information was of need to other 

users than fiscal authorities. 

 

According to studies on this topic (Ionaşcu et al., 2006) and the ascertainment of 

various parties involved in the process of normalization, IFRS implementation in 

Romania was to a large extent a consequence of the influence of international financial 

organizations, as World Bank (WB) and International Monetary Fund (IMF). This is 

explained by conditioning Romania receiving financial aid to fulfilling certain 

requirements, including that of accounting reform by including provisions of 

international standards in the content of national accounting rules. Also, this aspect 

corroborates with the assistance given in 1996 by the United Kingdom government, the 

British experts’ belief being that French accounting model brought no advantage to 

attract foreign capital other than French in Romania at that time. Moreover, even 

accounting professionals have shown their preference for international standards, given 

that large multinational audit and advisory firms wanted the expansion of their services 

in Romania and the business environment needed the accounting system to ensure 

credibility, usefulness and transparency of financial reporting information. All the 

above and the fact that no sooner than 2002 the EU started the harmonization process 

with the IFRS are proof that the decision of applying IFRS was not part of the Romanian 

strategy for adhering the EU (Ionașcu et al., 2007). 
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Although the mere application of IFRS would not have guaranteed obtaining higher 

quality accounting information (Jeanjean and Stolowy, 2008), investors’ confidence in 

financial statements prepared on this basis would have clearly increased. In addition, 

the evident development of business environment, and implicitly that of financial 

operations, inevitably led to a lack of adequate national regulations. In this context, the 

complexity of international standards was able to provide the corresponding accounting 

treatments for new transactions and financial instruments. 

 

Standing at the base of the proposed research, the most recent legislative change 

occurred in October 2012 and consists of the issuance of Order no. 1286/2012 for the 

approval of accounting regulations in accordance with International Financial 

Reporting Standards, applicable by companies admitted to trading on a regulated capital 

market. Accordingly, all listed companies on a regulated market will mandatory prepare 

individual financial statements in compliance with IFRS as of reporting year 2012. 

Hence, this implies that individual financial statements for reporting year 2012 will 

provide comparative accounting information according to IFRS 1 First time adoption 

of IFRS, including for the beginning of the year 2011, if the case is those entities have 

not applied IFRS in the previous years. 

 

4. Research methodology 
 

4.1. Overview 

 

Research results on quality of financial reporting depend largely on the models used to 

assess this unquantifiable characteristic. It often happens that studies lead to conflicting 

results, the explanation being that the analysis focuses on a specific coordinate of the 

information contained in financial reporting, and there is no universal method to assess 

the overall quality of financial reporting. 

 

Measuring quality of accounting information is based mainly on its qualitative 

characteristics, detailed in IASB conceptual framework. Thus, literature presents 

different models developed to assess the quality of financial reporting. These models 

can be divided into (van Beest et al., 2009):  

i. models based on accrual accounting, that examine the level of earnings 

management as a determinant of the quality of financial information;  

ii. models based on value relevance, analyzing the correlation between shares’ 

profitability and income level;  

iii. models that examine specific factors that influence financial reporting;  

iv. models based on qualitative characteristics of information, analyzing the quality 

of financial reporting in terms of its usefulness in making economic decisions.  

 

The first two types of models take into account the quality of reported results by 

focusing on earnings management, which has a negative influence on the quality of 

financial reporting in terms of utility in decision making. Models based on value 

relevance focus on the association between accounting values and the reaction of capital 

markets. Share price represents the market value of an entity, while the performance 

measured in terms of the result represent the book value of that entity. When the two 

types of value overlap, it can be said that the company provides qualitative financial 

information, characterized by relevance and reliability. 
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4.2. Research design  

 

The present paper aims to analyze financial information disclosed by companies listed 

on the BSE in terms of earnings management evidence using accrual quality measures 

as employed in previous similar studies (Jones, 1991; Dechow et al., 1995; Filip and 

Raffournier, 2014). 

 

There are forms of income manipulation difficult to distinguish from appropriate 

practices inherent in accrual accounting. The main objective of accrual accounting is to 

help investors evaluate the performance of the entity during a period using basic 

accounting principles such as revenue recognition and connecting them to expenses - 

matching concept. Accruals’ consequence is that the results tend to fluctuate less 

significantly than cash flows associated to them. Therefore, to characterize income 

smoothing as an income manipulation practice and not simply the consequence of 

accrual accounting it is necessary to examine to what extent management decisions 

influence in a meaningful way income evolution through accruals. 

 

According to some authors, earnings management is one way of dealing with 

differences resulting from the application of accrual accounting or cash accounting 

(Stolowy and Breton, 2000). Long-term differences between the two methods do not 

exist, but on short term, they are highlighted in means of earnings management, 

recognizing revenue when needed and pushing costs in the future, hoping that then the 

results will be sufficient to cover them. Another interesting point of view about this 

prospect is shown in the same study, namely that income manipulation might also have 

a signalling effect. This is explained by the fact that if managers use earnings 

management techniques, having inside information about the evolution of its future 

behaviour, this can be interpreted as evidence of their confidence in achieving those 

results. However, even this is no guarantee, because although managers know that the 

future does not look better than the present, there is always a good time in the immediate 

future for reporting this. 

 

The current proposed research will be conducted taking into account the main 

hypothesis that IFRS application by BSE listed companies leads to a decrease in the use 

of earnings management practices and an increase of financial reporting quality, which 

is to be tested based on the following accrual quality metrics: 

 

a) the first accrual proxy, EM1, represents the standard deviation of the residuals 

from the modified Jones model. We interpret a low standard deviation of residuals 

as reflecting high accrual quality, and thus low level of earnings management. 

Although many models of detecting earnings management have been developed, 

the most used in identifying discretionary accruals are the Jones and modified 

Jones models. The modification of Jones model proposed by Dechow et al. (1995) 

is designed to eliminate the conjectured tendency of the Jones model to measure 

discretionary accruals with error when discretion is exercised over revenues. 

Therefore, the only adjustment relative to the original Jones model is that the 

change in revenues is adjusted for the change in receivables in the event period. 

In addition, as shown in Filip and Raffournier (2014) following Kothari, Leone, 

and Wasley (2005), we include a performance measure, ROA - return on assets, 

to control for the impact of firm performance on unexpected accruals. We require 

at least 20 observations in the same industry (defined as two-digit industry code). 
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The regression equation used in order to determine the first accrual quality  

measure is the following: 

TAit = α0 + α1 (1/Ait-1) + α2 (ΔREVit - ΔRECit) + α3 (PPENit) + α4 (ROAit) + εit (1), 

where:  

TAit = total accruals (net income minus cash-flows) scaled by lagged total assets 

of firm i in year t; 

ΔREVit = revenues in year t less revenues in year t-1 scaled by total assets at t-1;  

ΔRECit = net receivables in year t less net receivables in year t-1 scaled by total 

assets at t- 1; 

PPENit = net property plant and equipment in year t scaled by total assets at t-1;  

ROAit = net income scaled by lagged total assets of firm j in year t; 

At-1 = total assets at t-1.  

 

Following prior research, the discretionary accruals component or abnormal accruals is 

represented by the un-standardized residual from equation (1). The principal idea 

behind the model is to determine the extent of the measurement error that can be 

unintentional (due to business activity) or intentional (due to earnings management). 

The first hypothesis is that the accrual quality metric EM1 will have a lower value in 

the post-IFRS period, compared to the pre-IFRS period, as evidence of a higher accrual 

quality and lower level of earnings management after the adoption of IFRS. 

 

b) The second accrual quality metric, EM2, represents the standard deviation of the 

residuals in equation (2). We interpret a low value of EM2 as evidence of high 

accrual quality and thus a low level of earnings management. The regression 

model used to determine EM2 is based on the modified cross-sectional Dechow 

and Dichev (2002) model, as shown by Filip and Raffournier (2014). The 

assumption behind this model is that accrual quality may be defined as the extent 

to which accruals can by realised through cash flows. We estimate the following 

model for each industry with more than 20 observations as follows: 

TAit = α0 + α1 (CFOit-1) + α2 (CFOit) + α3 (CFOit+1) + α4 (ΔREVit - ΔRECit) + α5 

(PPENit) + εit                  (2),  

where: 

CFOit = cash flow from operations scaled by lagged total assets of firm i in year 

t; 

All other variables defined before. 

 

The second hypothesis is that the accrual quality metric EM2 will have a lower value 

in the post-IFRS period, compared to the pre-IFRS period, as evidence of a higher 

accrual quality and lower level of earnings management after the adoption of IFRS. 

 

In order to asses the impact of IFRS application on the financial reporting quality of 

companies listed on BSE, we conduct a pre-post IFRS analysis, by applying the 

research methodology sequentially for the 16 companies that compose the sample, at 

first for the time series 2010-2015 related to the application of IFRS, and then for the 

time period 2005-2010 related to the application of national accounting regulations.  

 

4.3. Data collection 

 

There are 84 companies listed on Bucharest Stock Exchange on both Premium and 

Standard categories, out of which 8 with suspended activity. We excluded from our 
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analysis 12 banking and non-banking financial institutions as they are subject of 

different regulatory setting. Also, we eliminated other 8 companies, due to the fact their 

stocks were suspended for trading in the analysed period, hence necessary information 

for the study was not available. Furthermore, following previous studies, the research 

models are applied cross-sectionally using firm-year observations in the same industry 

and require at least 20 observations per industry (Filip and Raffournier, 2014). 

Therefore our final research sample comprises 16 listed companies as shown in Table 

2.  

 

Table 2. Sample description 

Companies listed on BSE, out of which: 84 

- Premium 23 

- Standard 61 

Companies that were excluded from the sample, out of which: 68 

- Banking and non-banking financial institutions 12 

- Suspended for trading  8 

- Industries with less than 20 observations 48 

Companies included in the sample: 16 

 

Table 3 shows the industry distribution of the 64 companies listed on BSE, before 

eliminating from the sample the firms with less than 20 firm-year observations in the 

same industry. 

 

Table 3. Breakdown of companies by industry* 

Industry Frequency Percent 

Accommodation and food services 3 4,69% 

Construction 4 6,25% 

Electricity, gas, steam and air conditioning supply 1 1,56% 

Manufacturing 41 64,06% 

Mining and quarrying 3 4,69% 

Other service activities 3 4,69% 

Real estate activities 1 1,56% 

Transportation and storage 4 6,25% 

Wholesale and retail trade 4 6,25% 

Total number of companies 64 100,00% 
*Note: Names of the industries are in accordance with the International Standard 

Industrial Classification of All Economic Activities, Rev. 4 

 

Out of the 41 companies in the manufacturing industry, Table 3 shows the industries 

with more than 20 observations. 

 

Table 4. Industries with more than 20 firm-year observations 

Industry Companies 

Manufacture of rubber and plastic products 4 

Manufacture of motor vehicles, trailers and semi-trailers 4 

Manufacture of electrical equipment 4 

Manufacture of machinery and equipment n.e.c. 4 

Total number of companies 16 
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When applying the methodology on the 16 companies which form the sample for the 

analysis of earnings management and quality of financial reporting in the pre- versus 

post-IFRS period, we assumed that after the IFRS application companies use less 

earnings management techniques through accrual manipulations, compared to the pre-

IFRS period, leading to the improvement of financial reporting quality in the post-IFRS 

period.  

 

Moreover, some of the variables used in the regression models are computed as 

variation from previous year, which leads us to having 5 time variation intervals for 

each one of the analysed periods, (pre-IFRS 2005 – 2010 and post-IFRS 2010 – 2015), 

bringing to a total of 160 firm-year observations, with 80 observations for each period.  

 

All data was collected from the Thomson Reuters Eikon database and it was processed 

using IBM SPSS Statistics 25. 

 

5. Research results 
 

Table 5 reveals the resulted values of EM1 accrual quality metric for pre- versus post-

IFRS time series, as well as the main statistical indicators of the first regression model.  

 

The first hypotheses is that the accrual quality metric EM1 will have a lower value in 

the post-IFRS period, compared to the pre-IFRS period, as evidence of a higher accrual 

quality and lower level of earnings management after the adoption of IFRS. 

 

Table 5. Results for EM1 accrual quality metric pre-post IFRS comparison 

Statistical indicator Hypothesis Post-IFRS Pre-IFRS 

EM1 - Residual standard deviation Post<Pre 0,062 0,144 

R2 Post>Pre 0,551 0,201 

Std. Error Post>Pre 0,064 0,148 

F Post>Pre 23,038 4,727 

F critical  2,494 2,494 

Sig.  0,000 0,002 

DW  1,700 2,127 

N  80 80 

 

The results show that, as predicted, the accrual quality increases after the adoption of 

IFRS, with a standard deviation of unstandardized residuals of 0,062 in the post-IFRS 

period, lower than the value of 0,144 of the same accrual quality metric in the pre-IFRS 

period. This is interpreted as evidence of a lower use of earnings management through 

accrual manipulation after the IFRS implementation. 

 

Moreover, there is a significant increase of the model representativeness from 20,1% 

to 55,1%, as indicated by the value of R2, after the application of IFRS, interpreting this 

result as a sign of improving the quality of financial reporting by reducing the level of 

abnormal accruals. The Fisher test’s value exceeds the critical value in both analysed 

periods, emphasizing the validity of the regression model, the risk of error being below 

the 5% level of significance. In addition, the Durbin-Watson coefficient values show 

that the hypothesis of error non-autocorrelation can be accepted.  
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For the second hypothesis of our research, Table 6 reveals the results obtained after 

applying the second regression model, using as accrual quality metric the standard 

deviation of the residuals in equation (2). We interpret a low value of EM2 as evidence 

of high accrual quality and thus a low level of earnings management. The assumption 

behind this model is that accrual quality may be defined as the extent to which accruals 

can by realised through cash flows. EM2 will have a lower value in the post-IFRS 

period, compared to the pre-IFRS period, as evidence of a higher accrual quality and 

lower level of earnings management after the adoption of IFRS. 

 

Table 6. Results for EM2 accrual quality metric pre-post IFRS comparison 

Statistical indicator Hypothesis Post-IFRS Pre-IFRS 

EM2 - Residual standard deviation Post<Pre 0,078 0,149 

R2 Post>Pre 0,298 0,145 

Std. Error Post>Pre 0,081 0,155 

F Post>Pre 5,168 2,063 

F critical  2,225 2,225 

Sig.  0,000 0,068 

DW  2,138 2,148 

N  80 80 

 

As expected, also for the second hypothesis, the results indicate that the accrual quality 

increases after the adoption of IFRS, with a standard deviation of unstandardized 

residuals of 0,078 in the post-IFRS period, lower than the value of 0,149 of the same 

accrual quality metric in the pre-IFRS period. Therefore, we can conclude that this 

result is evidence of a lower use of earnings management through accrual manipulation 

after the IFRS implementation for BSE listed companies. 

 

Regarding the model representativeness, in the post-IFRS period R2 reports a 

significantly higher value of 29,8%, compared to the 14,5% in the pre-IFRS period, 

interpreting this result as evidence of an increase in the quality of financial reporting 

after the IFRS implementation. The Fisher test’s value exceeds the critical value in both 

analysed periods, emphasizing the validity of the regression model. Also, the Durbin-

Watson coefficient values show that the hypothesis of error non-autocorrelation can be 

accepted. 

 

6. Conclusions, perspectives and research limitations 
 

The research objective is to determine to what extent the implementation of 

International Financial Reporting Standards by companies listed on the Bucharest Stock 

Exchange for the individual financial statements beginning with the financial year 2012 

leads to an increase in quality of financial reporting by reducing the likelihood of using 

earnings management practices through accrual manipulations. 

 

The results are consistent with previous studies, showing an increase of the accrual 

quality and thus a decrease in the use of earnings management in the post-IFRS period 

for companies listed on the BSE.  

 

At least two limitations are foreseeable in association to the pre-post analysis of the 

application of IFRS. First the process of transition to IFRS in Romania took place 

gradually, by transposing into national accounting legislation certain provisions of the 
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international accounting standards, which resulted in blurring the differences in the 

quality of financial reporting before and after IFRS adoption. Also, the small sample 

size of the research is a characteristic of most of the studies dealing with the analysis 

of emerging countries issues. Resuming to our research sample, the size was a 

consequence of the small number of companies listed on the BSE, as well as the 

requirement of at least 20 observations for each industry, which significantly reduced 

the sample size.  

 

Further extensions and developments of this research are conducted, opting in this 

respect for the following areas: the analysis of the cultural particularities’ impact over 

earnings management, real earnings management analysis and the influence of 

auditors’ opinion on the quality of financial reporting, by adding two variables to the 

modified Jones model – whether the auditor is Big 4 or not and the auditor’s opinion. 
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Dhiaa Alazzawi 1,a and Ileana Nișulescu-Ashrafzadeha 

 

a The Bucharest University of Economic Studies, Romania  

 

Abstract: The main objective of this project is to analyse the value relevance 

regarding the preference for IFRS accounting information adoption in Islamic 

countries. From the study, tested on 30 companies established in the Islamic countries 

of Emirates and Qatar: I have obtained a positive association between the adoption of 

IFRS and the adoption of AAOIFI standards; I have demonstrated the similarities and 

differences between them; and, I have shown how this could be applied in Islamic 

companies and institutions. The study showed significant differences between 

international standards and Islamic standards, my study has found that Islamic 

accounting standards are general they are not classified in groups and do not cover all 

aspects of accounting. This case study finds the following four conclusions: 1. It is 

critical to adapt traditional methodologies to assess value relevance in developing 

markets to make sense of the data; 2. Smaller companies typically lead to higher market 

earnings and returns per share than their larger counterparts; 3. Positive news 

typically affects market shares more than negative news; 4. Investors typically pull out 

of the market when positive news comes, and invest again after negative news. This 

proves to be a valuable insight in the roles of AAOIFI, IFRS, and the emerging Islamic 

financial markets. 

 

Keywords: IFRS, AAOIFI, Qatar, Emirates, value relevance. 

1. Introduction 

Owing to the growing interest in Islamic accounting practices, more attention has come 

over the comparison of AAOIFI and IFRS. While IFRS is typically the standard used 

internationally (especially in the European Union), AAOIFI is limited to only a few 

financial institutions within Islamic countries. Comparing these different accounting 

standards is a fascinating prospect as each come from very varied sources – one from 

man’s head and ideas; the other from holy writings. Despite the differences, the 

similarities are striking.  

 

AAOIFI’s main role is to ensure that accounting practices comply with Sharia – Islamic 

law standards – as well as ensure that investors have plenty of information to create 

accurate and well played financial moves.  

 

After examining and comparing the history, structure, and standards of these two 

systems, the focus will shift to a case study examining the application of IFRS in two 

Islamic countries: Emirates and Qatar. The study takes a look at 30 different companies 

coming from various industries that are all listed companies, meaning they must comply 

with IFRS.  

 

                                                 
1Corresponding author: The Bucharest University of Economic Studies, Tache Ionescu Street, No. 11, 
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The study compares different key indicators for each company and assesses the value 

relevant as though an investor were doing the same. A key part is examining and 

comparing earnings per share in 2013 and 2014 to obtain variation EPS, additionally I 

had examining and comparing Price January - December 2015 to obtain the return for 

2014, moreover, I have got cost of finance, as well finance income, to answer the 

question of how effective and what the return of the company in question truly is. 

 

This will help answer the question of how relevant and effective IFRS is within Islamic 

institutions. This will be useful to potential investors; if these countries and institutions 

are making effective use of IFRS, financial information and decisions in these markets 

for investors will be extremely useful. If not, financial investment in these countries is 

at best risky.  

 

2. IFRS Development 
 

Difference in accounting systems have important economic consequences for the 

performance of financial reporting on an international level (Choi et al., 1983). Since 

the accounting practices in specific countries reflect their unique culture, civilization 

and religions (Deegan, 2002), it would be foolish to suppose that one single regulatory 

framework is suitable for the financial reporting needs of all countries (Rodrigues and 

Craig, 2007). To meet the needs of this challenge, in 1973 an organization called the 

International Accounting Standards Committee (ISAC) formed the International 

Accounting Standard (IAS). This was among the first attempts at creating a standard 

for accounting in companies throughout the world.  

 

While international accounting and security agencies continued to increase the pressure 

for an international accounting standard to increase seen transparency and 

comparability of companies, the International Accounting Standards board (IASB) 

replaced the IASC, changing IAS to become IFRS in April 1, 2001 (Latifah, 2012). 

 

Once the European Union switched from using the US GAAP to IFRS, IFRS became 

the hot topic for investigations and research (Asfadillah, 2012). The implementation of 

the IFRS, is one of the most significant events in European accounting history. The 

implementation of the new standards motivated important changes in the accounting 

practices of all members within the European Union (Kousenidis, Ladas and Negakis, 

2012). These changes were more serious in states that had a code-law accounting 

system (Ball et al., 2000), before the implementation of the IFRS, where severe 

government and legalistic effects on the accounting systems existed. IFRS accounting 

is mainly influenced by the market practitioners (Ball et al., 2000). 

 

IFRS was utilized in a couple of European countries in 2001, as the continuity of (IAS). 

The utilization of IFRS around the world took a sharp increase when the EU as a whole 

agreed to abide by its standards, a regulation recorded as No.1606/2002 making it 

mandatory for every listed company to use IFRS as its integrated financial statement 

starting 2005 (Callao, 2007). 

 

This was the first time in IFRS history that such a large and developed area adopted its 

principles, leading to a dramatic increase in the count of companies using IFRS for 

financial reporting (Guggiola, 2010). 
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3. The importance of adopting IFRS in Islamic countries   
 

The adoption of IFRS by developing countries is not only pressing need, but also is 

required in order to obtain the capital markets at the high global level (Zakari, 2014). 

 

Many researchers (Zeghal and Mhedhbi, 2006; Gyasi, 2010; Hassan et al., 2009) 

discussed that (IFRS) is useful for developing countries because it provided them with 

better standards as well as the best quality accounting framework and principles. These 

days, more than 115 countries over the world either require or accept IFRS including 

well developed countries such as Japan, Russia, the European Union, China, South 

Korea, Australia, etc. 

 

Even though the United States traditionally has used US GAAP, it also permits the 

submission of IFRS. 

 

In order to provide financial statements that efficiently increase the available 

information regarding companies to shareholders, IFRS is a principle based standard 

(Ball et al., 2000). 

 

Irvine and Lucas (2006) says religions are one of the environmental factors that should 

be investigated to detect the impact of adopting IFRSs to Islamic countries. Some Arab 

countries are affected by Islamic law which is not always easy to converge with IFRSs. 

Therefore, many issues in Islamic countries have to be taken in consideration when 

adopting IFRSs. 

 

AAOIFI 

 

The growth of Islamic financial markets and institutions, culminating in the rising 

interest in Islamic banking, insurance and capital market reiterates the needs for 

different accounting requirements. Islamic accounting is needed to serve different 

principles of financial tools that are founded on the Islamic worldwide and Sharia 

requirements. These needs led to the creation of AAOIFI (Rahman, 2002). 

 

AAOIFI, a non-profit established in Bahrain, is currently leading among the institutions 

focusing on issuing standards to balance various financial activities in the Islamic 

world, notably accounting, auditing, governance, and Sharia. With 88 standards up to 

this point and more on the way, AAOIFI is supported by over 220 members coming 

from 45 different countries. These members are composed of financial institutions as 

well as legal firms, leading to an unprecedented era of increasing unity 

(www.aaoifi.com). 

 

AAOIFI Development 

 

1494 history records, as Vernon Kam says in his book in (1990), that previous 

accounting principals were from Pacioli’s book created in Venice, Italy. 

 

According to Muhammad in his book Pengantar Akuntansi Syariah (2002), Islam had 

known accounting principles since before the 9th century, which is years before Pacioli 

even started creating his book. 

 

http://www.aaoifi.com/
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However, the history behind Islamic accounting lies in the need for different standards 

in accounting. This need was the central cause for the impressive increases in Islamic 

financial institutions and markets to provide financial tools that meet the needs of 

Shariah while satisfying potential shareholders. 

 

At the base of Islamic level, God requests Muslims to record their transactions, “O ye 

who believe! When ye deal with each other, in transactions involving future obligations 

in a fixed period of time, reduce them to writing; let a scribe write down faithfully as 

between the parties” (AL Qur’an, sura al-baqarah 2: 282).  

 

A growing number of IFI’s mixed with the growing realization of conventional Islamic 

corporation accounting inequalities led to the gathering of Islamic financial institutions 

in Algiers on the 26th of February, 1990 to establish according to the Agreement of 

Association AAOIFI, a new body designed to fulfil the Qur’an’s requirements. Through 

a series of conferences, seminars, and the development of IASs, it was expected that 

AAOIFI would lead out in creating a viable groundwork in which to discuss Islamic 

Accounting practices. After that AAOIFI was registered on 11 Ramadan 1411H 

(According to the Muslim calendar AH(, corresponding to 27 March, 1991 in the State 

of Bahrain as an international non–profit organization. 

 

Emirates  

 

UAE economy is characterized by several key characteristics make it different from 

most of the economies of developing countries.  

 

Difference with most developing economies have adopted the UAE since its inception 

a market economy instead of the previous economic systems. 

 

Since 2003, all companies listed on the Abu Dhabi Securities Exchange (ADX) have 

been required to use IFRS financial statements. Note that companies from UAE 

Emirates other than Dubai are listed on the Abu Dhabi Securities Exchange, in addition 

to Abu Dhabi companies. All banks in the United Arab Emirates are required by the 

Central Bank of UAE to publish IFRS financial statements. 

 

Although IFRS is not required for unlisted companies other than banks, it is a 

considered best practice for these companies to adopting IFRSs. 

 

Qatar 

 

Qatar it’s the smallest Gulf Countries in terms of geographical area and population, but 

in the other hand it considered the second largest gas recoverable reserves in the world 

represented 5% of the world total. 

 

The growth of natural resources and diversifying economy means easy and access to 

have investment opportunities. The aiming for the Qatari government to adopting a 

policy to different income sources and improve the economic infrastructure, The Qatari 

economy is growing very fast comparing to other economies, by offering to the world 

an international community different type of world class and products and services. 
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With open and strong economy, the Qatar government is obliged to international 

standards. The country is focusing on establishing good business in the world 

community to influence on globalization base. 

 

All companies registered on the Qatar stock exchange have set requirements governing 

the release of financial statements – all statements must be created according to 

standards that are approved throughout the world. In the absence of national accounting 

principles and practices, the Ministry of Economy and trade accepts financial reports 

prepared according to standards promulgated by the (IASB).  

 

The majority of companies prepare their financial reports using the standards contained 

in (IFRS).  

 

The Public Listed Companies’ financial reports must comply with all of the standards 

contained within (IFRS) (www.crowehorwath.net). 

 

4. Methodology  
 

The study testing my research is based on a dataset of 30 companies, 16 of which are 

listed in the Abu Dhabi Stock Exchange and the ramming 14 are listed in the Qatar 

stock exchange. 

 

The study is based on the value relevance of IFRS adoption in different Islamic 

countries, and examines the value relevance of accounting information under (IFRS) in 

said companies using financial statement market data for the year ended 31 

December2014. 

 

Data collected and using different models  

 

We have obtained and analysed data from companies are established in very 

development economy, (Emiratis &Qatar). There were different models have been 

using to assess the value relevance of accounting data (Holthausen & Watts, 2001). 

 

We have obtained variation for earning per share (EPS) for year 2013 and 2014 divided 

by the price for begging of year 2015 using the model (1) below (EPS 2013 - EPS 

2014/price January 2015). 

 

Moreover, we have got cost of finance by using the model (2) below (Price January 

2015- price December 2015). 

 

Additionally, I had collected finance income within the model (3) below (Finance 

income 2014 / Price January 2015). 

 

By utilizing the model (4) I had net cost of finance 2014 (Cost of finance 2014 - Finance 

income 2014). 

 

The all consist of accounting data similar in character with the measures of market 

performance. Data might be unlimited like price models or relative like return models, 

and so on.  

 

http://www.crowehorwath.net/
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Below is the model (5) used to analyse the 30 company’s (Emirates and Qatar). 

 

𝑅𝑖𝑡 = 𝑎 + 𝑏
𝐸𝑃𝑆,

𝑝
+ 𝑐

Δ𝐸𝑃𝑆

p
+ 𝜀  

 

By utilizing (SPSS) within Durbin-Watson, model I have analysed the date above for 

both countries.   

 

For Emirate’s companies  

 

The figure 10 below shows the return for the year 2015 for 16 companies listed in ADX. 

 

As a result, we can see that the prices for January - December 2015, having differences 

from company to others, in some issue they have increasing, and in others they have 

decreasing.  

 

 
Figure 1. Return for year 2015. 

 

The following part we are going to analyse 16 companies by using (SPSS). 

 

The model is valid, signifying a correlation between earnings per share and stock 

returns. However, when I analysed the coefficients for EPS and Variation of EPS I 

found puzzling negative values that would suggest investors chose companies with 

lower and decreasing.  

 
Coefficients a 

Model 

Unstandardized Coefficients Standardized Coefficients 

t Sig. B Std.  Beta 

1 (Constant) 0.188 0.083  2.267 0.041 

EPS -0.001 0.000 -1.096 -2.817 0.015 

Variation EPS -0.005 0.003 -0.755 -1.940 0.074 

a. Dependent Variable: Return 

Figure 2. Return result. 
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Here we have obtained also negative values that would suggest investors chose 

companies with lower and decreasing before their decisions to invest.  

Figure 3. Variable: Return. 

 

I have also analyzed the Earning per share for year 2013, and 2014, in case the investors 

they are put in consideration checking the ration for EPS, years before to see how the 

companies are having increasing or decreasing in the EPS for the next year.   

 

Below the figure describing EPS for 16 companies are listed in ADX. 

 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

EPS 16 0.59 2124.00 184.29 520.84 

Earnings per share basic 2013 16 0.80 2124.00 250.86 522.79 

Earnings per share basic 2014 16 0.70 2313.00 276.88 561.01 

Valid N (list-wise) 16     

Figure 4. Descriptive Statistics 

 

Below the explanation for the interest expenses for year 2015, showing that the 

companies if they are having increasing or decreasing the prices from January 2015, 

until December 2015, for the 16 listed companies in Emirate’s.   

 

Coefficients a 

Modela 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B  Beta 

1 (Constant) 1.155 0.089  12.906 0.000 

Price January 2015 -0.542 0.093 -2.475 -5.843 0.000 

Price December 

2015 

0.465 0.074 2.671 6.306 0.000 

a. Dependent Variable: Cost of finance 

Figure 5. Cost of finance 

 

For Qatar companies  

 

The figure 11 below shows the return for the year 2015 for (14) companies listed in 

QSX. 

 

As well the result almost same with companies listed in ADE, we can see the prices for 

January and December 2015, having differences from company to other, in some issue 

they have increasing, and in others they have decreasing.  

Residuals Statistics a 

 Minimum Maximum Mean Std. Deviation N 

Predicted Value -0.47 0.47 0.14 0.23 16 

Residual -0.50 0.68 0.00 0.29 16 

Std. Predicted Value -2.22 1.43 0.00 1.00 16 

Std. Residual -1.62 2.20 0.00 0.93 16 

a. Dependent Variable: Return 
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Figure 6. Return for year 2015 

 

The model is valid, signifying a correlation between earnings per share and stock 

returns. However, when I analysed the coefficients for EPS and Variation of EPS I 

found puzzling negative values that would suggest investors chose companies with 

lower and decreasing.  

 

Coefficients a 

 Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

 

Model B Std. Error Beta  

(Constant) -0.170 0.095  -1.796 0.100  

EPS -0.051 0.851 -0.117 -0.060 0.953  

Variation EPS -0.589 3.070 -0.372 -0.192 0.851  

a. Dependent Variable: Return 

Figure 7. Variable: Return 

 

I have also analyzed the Earning per share for year 2013, and 2014, in case the investors 

they are put in consideration checking the ration for EPS, years before to see how the 

companies are having increasing or decreasing in the EPS for the next year.  

 

Below the figure describing EPS for 16 companies are listed in QSE, it shows that the 

investors they are not put in consideration checking years before. 

 

Residuals Statisticsa 

 Minimum Maximum Mean Std. Deviation N 

Predicted Value -0.185 0.135 -0.141 0.081- 14 

Residual -0.448 0.915 0.000 0.3060 14 

Std. Predicted Value -0.533 3.393 0.000 1.000 14 

Std. Residual -1.347 2.746 0.000 0.920 14 

a. Dependent Variable: Return 

Figure 8. Descriptive statistics 
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I have also analysed the Earning per share for year 2013, and 2014, in case the investors 

they are put in consideration checking the ration for EPS, years before to see how the 

companies are having increasing or decreasing in the EPS for the next year.  

 

Below the figure describing EPS for 16 companies are listed in QSX 

 

Descriptive Statistics 

 N Minimum Maximum Mean 

Std. 

Deviation 

EPS 14 0.005 2.7580 0.24990 0.72265 

Earnings per share basic 2013 14 0.18 40.000 5.6071 10.2739 

Earnings per share basic 2014 14 0.250 51.000 7.1010 12.95716 

Valid N (list-wise) 14     

Figure 9. Descriptive statistics 

 

Below the explanation for the interest expenses for year 2015, showing that the 

companies if they are having increasing or decreasing the prices from January 2015, 

until December 2015, for the listed companies in Qatar.  

 

Coefficients a 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 0.819 0.041  19.917 0.000 

Price January 2015 -0.015 0.001 -1.999 -11.488 0.000 

Price December 2015 0.020 0.002 1.993 11.453 0.000 

a. Dependent Variable: Cost of finance 

Figure 10. Cost of finance 

 

5. Research results 
 

As a result, both countries are having model valid, signifying a correlation between 

earnings per share and stock returns. However, when I analysed the coefficients for EPS 

and Variation of EPS I found puzzling negative values that would suggest investors 

chose companies with lower and decreasing. 

 

This has no economic significance, and is explained by the fact that IFRS financial 

statements are not value relevant.  

 

Investors do not consider EPS or variation in EPS when making economic decisions. A 

similar result was found by Filip, (2010), but he tasted one country which was Romania. 

 
Coefficients a 

Model 

Unstandardized Coefficients Standardized Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 0.023 0.066  0.350 0.729 

EPS -0.001 0.000 -0.745 -2.288 0.030 

VariationEPS -0.006 0.003 -0.607 -1.864 0.073 

a. Dependent Variable: Return 

Figure 11. Dependent variable: return for Emirates and Qatar 
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6. Discussions and conclusions  
 

This case study leads to four main conclusions. 

 

First, it is critical to adapt traditional methodologies to assess value relevance in 

developing markets to make sense of the data. Not accounting for interest leads to high 

correlations between earnings and market returns; however, removing outlying data 

leads to patterns typical of more developed markets. 

 

Second, positive news typically affects market shares more than negative news. This 

shows the just how transitory negative earnings truly are, confirmed again in the more 

developed markets.  

 

Third, it appears that investors are either not making use of financial reports as a 

majority of these 30 companies have been within a bear market the last two years, or 

consider that investing in a down period will lead to greater returns down the road. 

 

Fourth, as a majority of the regressions contained a negative coefficient of earning 

changes, it appears as though the Abu Dhabi and Qatar markets are very inefficient. 

Well developed markets such as the United States typically are in favour of releasing 

information as it comes, resulting in a very accurate picture of what the company’s state 

looks like in the moment. New and undeveloped markets typically have much less 

transparency, with many companies reserving the right to release information until the 

year-end report (typically within the first quarter of the following year) resulting in a 

lag. While the company may be suffering large losses, the investors will not know and 

be able to react in some cases until the following year, leading to a high negative 

coefficient of earning changes. 

 

These results lead to a new series of questions that need to be answered, the primary 

one being ‘What is causing these market inefficiencies?’ It needs to be determined 

whether the standards of IFRS or AAOIFI are at fault and need to be updated, or 

whether companies within Qatar and Abu Dhabi need to apply the standards better. The 

answer to these questions will help bring these developing markets from the current 

stage of inefficiency to becoming more like the larger and more mature markets, leading 

to a better negative coefficient of earning changes. This is what will help bring new 

investors into the markets here. 

 

7. Own contributions and limitations  
 

This study is subject to limitations. The sample size is quite small, only being 30, 

meaning the study is vulnerable to outlying data. Additionally, the companies used from 

the ADX are all small, meaning the pool is biased compared to more developed markets 

such as the NYDX. Also, this is the first study to examine and compare two distinct 

Middle Eastern markets and their value relevance in adopting IFRS, meaning there is 

little to compare my results with. Finally, this study does not include an analysis and 

comparison of companies obliging by Shariah to those that do not, leaving room for 

additional bias and error. 
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Abstract: Annual Financial Reports do affect decision making of investors and 

proper performance of the capital market. This has been confirmed both by reality of 

the market economy and well-known financial scandals happened due to wrong 

accounting of the business transactions. This study follows the main goal to evaluate 

the relevance of the Financial Reporting as submitted by business entities based in 

Romania filing transactions with related parties as based on transfer prices. This target 

will be achieved and Design of Experiment assumptions will be validated due to panel 

data analysis by statistical calculations based on price model suggested by Ohlson. 

Calculations output has shown that earnings per share filed by related parties and book 

value of equity per share do significantly affect the relevance of the Financial Reporting 

Data. Meanwhile type of transactions filed among related entities does show a higher 

investors interest over entities filing transactions with affiliated ones, discounted 

earnings being higher in case of the inter-company loans rather than in transactions 

with long-term assets. 

 

Keywords: transfer pricing, related party transactions, stock market price, financial 

information, panel data. 

 

1. Introduction 
 

Financial data end users are looking for business health and performance data of the 

entities willing to evaluate future related trends. High data quality goes to be 

compulsory when decision making goes up. That is why Financial Reports as submitted 

by business entities have to comply to highest data quality specifications willing to 

affect in the best way business decision making. 

 

Financial Reports do significantly affect funds investment value as being relevant either 

for financial data end users and well-performance of the capital market and funds 

investment trend (Givoly et al., 2017). The gap or lack of Financial Reports to be 

accessible at acceptable costs aforesaid data will not be considered as expected. 

Financial data end users will have to spend more money willing to access previously-

mentioned data or run bathes to obtain them. The gap or lack of Financial Reporting 

Data and related risks will raise for (Easley and O’Hara, 2004). 

 

Financial Reporting value relevance does interest universities and international 

regulatory bodies (FASB, IASB), National Tax Authorities and Accounting 

Institutions, business Top Management, investors etc. (Barth et al., 2001). Francis and 

Schipper (1999) do emphasize the relevance of the Financial Reports as necessary for 
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University of Iași, Romania; Bd. Carol I, No. 11, postal code 700506; tel. (+40744324215); email 
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tax reporting and accounting as directly affecting business performance on the Stock 

Exchange.  

 

Some researchers have investigated how IFRS regulations have affected Annual Tax 

Reporting Data quality (Barth et al., 2008; Carp and Mironiuc, 2015; Clarkson et al., 

2011; Devalle et al., 2010; Filip and Raffournier, 2010; Ionascu et al., 2014; Kargin, 

2013; Kouki, 2018). Such studies output shows that once IFRS regulations become 

compulsory gap or lack of data on business performance of entities has been minimized 

and trustworthy of investors over Financial Reports as submitted by entities applying 

previously-mentioned regulations has a growing trend (Armstrong et al., 2010).  

 

Well-known scandals involving big international corporations and entities (i.e.  Enron, 

WorldCom, Parmalat) have decreased the trustworthy of the Financial Reports as 

submitted by aforesaid businesses. There were entities booking transactions done with 

related party entities despite such financial scandals. Business performance has been 

optimized by reducing transfer prices, proper finance management and resources 

scheduling and planning has turned into profit increasing globally in case of all the 

entities in whole (Schuster, 2015). In other situations, monitored transactions have been 

an opportunity for entities Top Management and shareholders on manipulating business 

performance in the whole related time frame (Ge et al., 2010).  Financial Reports did 

not show properly how transactions were really managed. Shareholders of lower capital 

quotas have experienced losses reaching the whole invested amount of money.  

 

The main goal of the present study covers the investigation of the value relevance of 

Financial Reports as submitted by businesses based in Romania filing transactions with 

related parties based on transfer prices. How transactions among related entities do 

affect the value relevance of the Financial Data? This issue is important due to growing 

number of groups of Companies based in Romania and doing business abroad due to 

globalization that has affected this country too. A range of entities listed at the 

Bucharest Stock Exchange will be considered. Aforesaid entities had to have related 

parties and/or file transfer price-based transactions in the tax years from 2012 to 2016. 

This way actual study goals will be achieved by dedicated calculations and data 

analysis. 

 

This study is based on Ge et al., (2010) calculation model as coming from the price 

model suggested by Ohlson (1995). Financial Reporting Data relevance has been 

investigated through previously-mentioned studies. This study will launch a new 

Design of Experiment (DOE) involving additional variables showing transaction type 

filed by key entities. The range of entities considered within the present study contains 

businesses having relationships and/or filing transactions with related party entities. 

Other studies carried out in Romania related to value relevance of Financial Reports 

have considered ranges of entities of any type. Panel data analysis has been applied 

willing to find out how variables change either in time or in case of each entity 

considered.  

 

This study is divided in tree parts. The next chapter has listed the main related 

references and research papers willing to show the last achievements related to the topic 

of the present study and launch the DOE assumptions. Statement Method for Research 

has been explained too covering entities range considered, variables involved, research 

techniques applied and calculation models considered. Calculation output shows that 
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Annual Financial Reports as submitted by entities having relationship and/or filing 

transactions with affiliated entities are relevant for financial data end users. These data 

do affect investor’s decision differently in case of one entity or another.  

 

2. From theory to empirical study of value relevance  
 

2.1. Literature review and design of experiment 
 

Related textbooks do contain Financial Reporting quality specifications mainly applied 

by the business. Filip and Rafournier (2010) study has identified a dependence between 

Annual Financial Reports as submitted by entities listed in Romania and stock returns 

paid to shareholders. More significant values were found in case of small businesses. 

Jaba et al., (2016) study output as carried out on a range of businesses listed in Romania 

has shown that Financial Reports are relevant for investors, but the impact of aforesaid 

data is different depending on time frame and each entity separately considered. 

Considering that capital market in Romania is quite recent, law maker on one side and 

businesses willing to attract investments on the other side have put in action financial 

data reported to increase the impact on investor’s decisions (Jianu et al., 2014). 

Investigating the relevance of the Annual Financial Reports as submitted by related 

parties is to be based on models coming from foreign textbooks and studies as Ge et 

al., (2010) and Stauropoulos et al., (2011). 

 

Previous studies have shown that related party entities put in practice manipulation 

techniques when filing transfer price-based transactions by goods sales or long-term 

assets transfer of ownership, delivering services or granting loans (Henry et al., 2012). 

Related parties which use controlled transactions report a high level of operating 

income and total assets, due to the capitalization of operating expenses, the income tax 

level being lower (Robu and Căpățină-Verdeș, 2017).  

 

Earnings management enables manipulations of the transactions among related party 

entities due to sale/acquisition of goods and services (Aharony et al., 2010), despite 

such techniques are not considered ones making finance fraud (Henry et al., 2012). Top 

Management and shareholders do file many times transactions on ownership transfer 

of assets at undervalued prices meanwhile overvalued assets are purchased. Loans are 

granted under more attractive conditions compared to those present on the market 

(Cheung et al., 2009). Consequently, Financial Reports are made wrong or partial 

affecting decision making of financial data end users as turning into business losses or 

killing business at all. 

 

Kohlbeck and Mayhew (2010) have launched a comparative analysis among entities 

that have filed monitored transactions and those who have not. The study output has 

shown the share price filed on the Stock Exchange Market for the entities not booking 

transactions with related party entities has been higher than the share price of entities 

booking aforesaid transactions. The profit has been evidently higher in the first case of 

entities. 

 

The output of a study carried out on a range of entities listed in China has shown that 

transactions among related entities do not affect in a good manner Annual Financial 

Reporting to be useful for either investors and financial analysts (Wang and Yuan, 

2012). 
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Transactions among related parties makes efficient and well-going the global business 

within a group of Companies by one side all due to cost-cut, more efficient 

collaboration between related party entities compared to business contact with the 

Customers and third-party vendors. Related party transactions, on the other side, hide 

the risk when Top Management abuse must be verified when submitting wrong or 

partial Financial Reports due to business administration role they were appointed for. 

 

It causes a gap or lack of data related to affiliated entities enabling trends or intentions 

on submitting wrong or partial data (Gordon et al., 2004). It comes from conflict of 

interests (Berle and Means, 1932; Jensen and Meckling, 1976) between two big groups 

of financial data users: insiders and outsiders (Cooper and Keim, 1983). This is to say 

that such transactions must help insiders on decision making due to their access to more 

detailed accounting and business data compared to outsiders enabled to access only 

Financial Reporting Data (Ge et al., 2010). 

 

Financial Reporting quality specifications to be applied on filing transactions among 

related parties will be satisfied when prices on such transactions are equal or close to 

those on the market for similar goods or services (arm’s length principle). OECD 

regulations have set up the arm’s length principle to be the one any transaction among 

related entities to be based on as enabling such transactions to be recognised by Tax 

Authorities and willing to clearly show how each similar monitored transaction has 

been filed from beginning to end. 

 

Financial Reporting quality has to comply to the best related specifications willing to 

decrease the gap or lack of data available for financial end users and exclude any trend 

or intention on submitting wrong or partial data by decreasing the impact of such 

techniques on future investments (Heitzman and Huang, 2018). Related party 

transactions should be monitored and Financial Reports submitted by these entities 

have to be transparent. These requirements were achieved by IASB on making 

compulsory for application by aforesaid entities IAS 24 Related Party Disclosures 

regulations. Entities listed in Romania at monitored exchange of the Bucharest Stock 

Exchange have to apply IFRS regulations from 2012 tax year. Empirical calculations 

show a correlation between regulations making compulsory data submission on entities 

and transactions filed among related entities and Stock Exchange (Djankov et al., 2008; 

La Porta et al., 2006). Previous studies considering a range of entities listed in Romania 

do confirm the submission of data on relationship and transactions filed with related 

entities as complying to IAS 24 mainly from 2008 to 2012 as medium number of cases 

(Corlaciu and Tiron, 2013) and from medium to high number of cases filed from 2012 

to 2014 (Feleagă and Neacșu, 2016). 

 

Transactions among related parties based in Romania as based on transfer prices were 

regulated before 2016 by the Decree # 222/2008 on Transfer Pricing File. Actually this 

issue is regulated by the Decree # 442/2016 on lower limit value of transfer price-

related transactions, deadlines of submitting Transfer Prices File, this File structure 

and request procedure, transfer prices correction/planning and Law no. 227/2015 

regarding the Fiscal Code. Strict monitoring specifications coming from aforesaid 

regulations have to increase the transparency and clearance of related party transactions 

and high-quality Annual Financial Reports to be submitted.  
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The following DOE scenario is being suggested due to aforesaid assumptions: 

 

H1: Annual Tax Reporting Data as submitted by entities listed in Romania affiliated to 

other entities and/or have filed transactions with such entities, are relevant to financial 

data end users. 

 

2.2. Statement method for research 

 

2.2.1. Selected data range 

 

Selected entities range for data analysis includes related parties based in Romania and 

listed at the Bucharest Stock Exchange, on Regulated Market. Related time frame goes 

from 2012 to 2016. Considered entities range is different in each tax year depending on 

the number of listed entities. Entities listed in Romania have applied IFRS regulations 

on annual tax reporting starting from 2012. Related parties had to apply IAS 24 

regulations consequently. This case will show how IFRS regulation application has 

affected financial information quality as submitted by related entities listed in Romania. 

 

Selected entities range does not include entities not affiliated with other ones, 

investment funds, banks and financial organizations, insurance companies. This is due 

to other accounting specifications applied on annual tax reporting. It was excluded, also, 

entities under insolvency due to data submitted not relevant within the present study. 

Such businesses are not under going concern and experience financial trouble. Entities 

which have submitted annual tax reporting data not enough under specifications of the 

present study were excluded too. The following table lists the range of entities selected 

under present study sorted by tax year: 

 

Table 1. Selected related parties range  

Related Party Entities 2012 2013 2014 2015 2016 

Initial range 48 50 52 54 55 

This range has excluded entities 

- with no data available  

 

5 

 

5 

 

4 

 

8 

 

8 

- under insolvency 1 2 2 3 2 

Final range  42 43 46 43 45 

This range contains entities 

- have filed transactions to related parties  

 

35 

 

36 

 

37 

 

35 

 

37 

- did not file transactions to related parties 7 7 9 8 8 
(Source: Own processing) 

 

Data has collected from Annual Financial Reports considered (Robu and Robu, 2016) 

as submitted by related entities listed at the Bucharest Stock Exchange (reports were 

downloaded from the website of that Organization). Some tax reports missing on 

aforesaid website were downloaded from each issuing entity website. 

 

It was selected 50 related entities which have submitted Annual Financial Reporting 

Data between 2012 and 2016 all due to considering aforesaid tax reports. Number of 

cases to be observed equals to 219 due to variation of range of selected entities 

depending on each tax year. Some entities will be considered only in some tax years 

(not in all). 219 calculation cases will be processed, 19 will have to be excluded due to 

outliers (discordant high values) which must affect overall calculation accuracy and 
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output. R-student test technique over remaining variable has been applied on finding 

cases to be excluded (Ge et al., 2010). This way the number of cases to be observed 

equals to 200. 

 

2.2.2. Design of experiment and selected variables 

 

Financial Reports as submitted by related party entities from the range considered under 

present study do contain the following monitored transactions: sale/acquisition of 

goods, long-term assets sale/acquisition, services, loans, dividend payments, key 

management transactions. Not all the entities have submitted data on dividend 

payments and for Top Management transactions. Related accessible data are not enough 

for our DOE, that is why such data will be excluded from the calculations. 

 

Table 2 shows transactions filed by related party entities from the range considered 

under present study. Transactions are sorted by type within five tax years considered. 

A quick data analysis shows higher trends in case of Services followed by 

Sale/acquisition of goods. Long-term assets transactions show lower rates, but Loans 

as usual business practice shows a lower trend then Sale/acquisition of goods.  

 

The number of transaction among related parties grows in 2013 related to 2012. This 

number decreases in 2014 and 2015. Then the number of transactions goes up in 2016 

as being higher than in 2012 the first time frame considered. These are the conclusions 

related to five tax years considered under present study. Number of transactions 

changes, despite that we cannot be sure that their value changes too.  

 

Number of transaction filed each year is quite the same, their average number is close 

to min and max related values. This is the conclusion of average number of transactions 

filed per transaction type.  

 

Table 2. Related party transactions by type and time frame 

Transaction type 
Number of transactions 

2012 2013 2014 2015 2016 Total 

Sale/acquisition of goods 

Sale/acquisition of long-term assets 

Services 

Loans 

31 

8 

31 

13 

33 

10 

35 

18 

31 

7 

32 

17 

27 

6 

32 

14 

32 

11 

34 

13 

154 

42 

164 

75 

Total 83 96 87 79 90 435 
(Source: Own processing) 

 

When relevance of Financial Reporting Data submitted by business has to be 

investigated dedicated textbooks do refer to price-based methods (Barth et al., 2001; 

Beaver, 2002; 2018; Jaba et al., 2016; Jianu et al., 2014; Mironiuc and Huian, 2016; 

Stauropoulos et al., 2011). The first priced-based DOE has been launched by Ohlson 

(1995). Other researchers worked on that model before depending on targets each study 

has followed and variables affecting market share price. Calculation done by Ohlson 

(1995) was willing to observe share price variation depending on share price calculated 

by share book value, on earning per share value and on non-financial information.  

 

Ohlson’s model (1995) has been used in various empirical studies to quantify the value 

relevance of information provided by accounting through annual financial reports and 
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the market share price for companies from many developed countries (Hung, 2000, 

Paglietti, 2009) as well as from developing countries (Al-Akra and Ali, 2012; Morris 

et al., 2011). Alford et al. (1993) applied this model in case of developed countries from 

Europe, Sami and Zhou (2004) used a sample of listed companies from China and 

Kwon (2018) has investigated the value relevance of disclosed accounting information 

via a comparative analysis of the companies from Korea, China and Japan. For the U.S. 

companies there were obtained important empirical evidence from studies carried out 

by Lee et al. (2014) and Qi et al. (2000). In case of Romanian companies, a similar 

research study was made by Filip (2010). 

 

The use of the Ohlson model for affiliated entities could be found in Duran-Vasquez et 

al. (2011), Maigoshi (2017), Ge et al. (2010), Stauropoulos et al. (2011) studies, which 

have taken into consideration entities from both developed and developing countries. 

Ge et al. (2010) study has been dedicated to observe Financial Reporting value 

relevance as submitted by related parties due to panel data analysis under Ohlson model 

calculation. A significant dependence between dependent variable and independent 

variables has been found due to aforesaid study output. Dependence frequency has been 

investigated within a time frame in case of each entity considered. A DOE has been 

launched for observing how share prices changes within the Stock Exchange by 

involving the following parameters: share book value, net earnings per share and two 

dummy variables. Dummy variables were considered depending on transaction types 

filed among related entities from the range considered (goods sales and assets sales). 

 

Table 3. Design of experiment variables 

Symbol Computing method Details 

PRICE  Share price on the Stock Exchange Market* 

BV Common 

equity/Number of 

ordinary shares 

Common equity per share (book value of 

equity per share) 

EPS Net income/Total 

number of shares 

Earnings per share 

Sgoods  Dummy variable**, equals to 1 in case if the 

entity has filed transactions with related party 

entities and 0 if not 

Sassets  Dummy variable, equals to 1 in case if the 

entity has filed transactions with long-term 

assets to related party entities and 0 if not 

Sservices  Dummy variable, equals to 1 in case if the 

entity has filed transactions with services to 

related party entities and 0 if not 

Loans  Dummy variable, equals to 1 in case if the 

entity has filed loans to related  entities and 0 

if not 
* Share price on March 31 of the next tax year. This is due to changes affecting annual tax data 

from the tax year end to their publishing. Moreover, tax data published in the year t do affect 

the share price in the year t+1 (Ge et al., 2010); 

** Selected dummy variables do refer to transaction type filed among related entities by means 

of goods sales/acquisition, assets sales/acquisitions, services, loans (Henry et al., 2012). 

(Source: Own processing) 
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The range of related party entities listed in Romania considered under present study has 

filed different types of transactions, as specified above. It has allowed the DOE 

including four dummy variables willing to observe how earnings per share is affected 

by transaction type filed. Variables involved in calculation are specified in the 

following Table 3. 

 

The following DOE has been developed by researchers within the present study: 

 

       𝑃𝑅𝐼𝐶𝐸𝑡+1 = 𝛽0 +  𝛽1𝐵𝑉𝑡 + 𝛽2𝐸𝑃𝑆𝑡 +  𝛽3𝐸𝑃𝑆𝑡 ∗ 𝑆𝑔𝑜𝑜𝑑𝑠𝑡 + 𝛽4𝐸𝑃𝑆𝑡 ∗
       𝑆𝑎𝑠𝑠𝑒𝑡𝑠𝑡 + 𝛽5𝐸𝑃𝑆𝑡 ∗ 𝑆𝑠𝑒𝑟𝑣𝑖𝑐𝑒𝑠𝑡 +  𝛽5𝐸𝑃𝑆𝑡 ∗ 𝐿𝑜𝑎𝑛𝑠𝑡 + 𝜀  

(1) 

 

EPS*Sgoods and EPS*Sservices dummy variables were excluded from DOE after data 

processing iterations within data analysis software. Aforesaid variables were strongly 

correlated to EPS (94-95% at 0.05 significance), Variation Inflation Factor (VIF) 

equaled from 13.29 to 13.45. Highest recommended VIF values do not have to exceed 

10 (Nachane, 2006). This time multicollinearity among independent variables must 

affect statistical calculation outputs. That is why excluding some of them from DOE 

has been found necessary. 

 

A new DOE has been designed after excluding those two dummy variables as specified 

above. It was included dummy variables EPS*Sassets and EPS*Loans. Collinearity 

among variables was tested, it was filed very high VIF values. Different variable 

combinations after many attempts have turned into following DOE, VIF ranging from 

6 to 7: 

 

   𝑃𝑅𝐼𝐶𝐸𝑡+1 = 𝛽0 +  𝛽1𝐵𝑉𝑡 +  𝛽2𝐸𝑃𝑆𝑡 +  𝛽3𝐸𝑃𝑆𝑡 ∗ 𝑆𝑎𝑠𝑠𝑒𝑡𝑠𝑡 + 𝜀 (2) 

 

𝑃𝑅𝐼𝐶𝐸𝑡+1 = 𝛽0 +  𝛽1𝐵𝑉𝑡 +  𝛽2𝐸𝑃𝑆𝑡 +  𝛽3𝐸𝑃𝑆𝑡 ∗ 𝐿𝑜𝑎𝑛𝑠𝑡 + 𝜀 (3) 

 

It is recommended to apply statistical calculations based on panel data type when 

analysing share price variation either in time or for each entity from the range 

considered (Sevestre, 2002). Panel data are to be unbalanced in case of 200 calculation 

cases all as entities range is variable from one period frame to another and some entities 

will be considered only in certain time frames (not in all). For example, in case of entity 

X variable data where submitted for all 5 tax years, but for the entity Y such data was 

filed only from 2013 to 2015. Entity selection criteria will make panel data rotative due 

to considering some entities in a certain period of time then these entities will be 

replaced by others. 

 

2.4. Outputs and comments 

 

Table 4 covers the descriptive statistics of the variables generating the models willing 

to confirm or not the relevance of the Annual Tax Reporting Data submitted by related 

party entities listed in Romania. 

 

Descriptive statistics output shows a 2.56 lei for average share price filed for the entities 

range considered by the present study. This is a quite low value compared to the one 

observed of 42.5 lei per share. Market share price is lower than the book value of share, 

value which has been undervalued. Investors must mainly pay 1,424 lei (3,989 - 2,565) 

per share to be less than the book value of share. 
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Table 4. Descriptive statistics of variables 

  PRICE BV EPS EPS_SASSETS EPS_LOANS 

Mean  2,565 3,989 0,107 -0,052 -0,049 

Median  0,485 0,580 0,030 0,000 0,000 

Maximum  42,500 70,960 4,680 3,240 3,240 

Minimum  0,020 -4,440 -22,620 -22,620 -22,620 

Std. Dev.  6,271 9,095 1,802 1,641 1,646 

Observations  200 200 200 200 200 
(Source: Own processing in Eviews 8) 

 

Average of earnings per share equals 0.107 lei compared to 4.680 lei per share as 

highest filed value. EPS average value when positive means profit filed by related party 

entities in whole in the considered time frame. This is a good business performance 

sign as well as for investors. Each share holder mainly gets 0.107 lei earning per share. 

This means that each shareholder must get a 0.107 lei per share average profit if no 

earning per share quota will be forwarded for reserves or as investment over other entity 

businesses. 

 

Table 5. Correlation matrix 

 
 

PRICE 

 

BV 

 

EPS 

Dummy 

Sassets Loans 

PRICE 1,000 0,716 0,330 0,059 0,104 

BV 0,716* 1,000 0,225* 0,078 0,079 

EPS 0,330* 0,225* 1,000 0,914* 0,916* 

EPS*SASSETS 0,059 0,078 0,914* 1,000 0,979* 

EPS*LOANS 0,104 0,079 0,916* 0,979* 1,000 

*Significant at 0,01 level 
(Source: Own processing in Eviews 8) 

 

Table 5 shows correlation between variables. We mean significant correlation despite 

its amplitude is not enough high in each case. PRICE and BV correlation is strong at 

0.716 compared to 0.33 correlation between PRICE and EPS at 99% probability. 

Similar outputs were filed for correlation between PRICE, EPS and BV at 0.01 

significance all after IFRS regulations application by all the businesses in whole 

(Kouki, 2018). The strongest correlation has been filed between EPS, EPS*Sassets and 

EPS*Loans variables to be higher than 0.9 as confirmation of these variables impact on 

entities business performance.  

 

Table 6. Variation inflation factor for variables 

Variables 
Model (2) Model (3) 

Variation Inflation Factor 

C 1,201 1,200 

BV 1,401 1,405 

EPS 7,083 7,308 

EPS*Sassets 6,750 - 

EPS*Loans - 6,963 
(Source: Own processing in Eviews 8) 
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The output of the statistical calculation related to multicollinearity is shown in the Table 

6. Variation Inflation Factor (VIF) equals to 1.4 in case of BV variable for both models. 

EPS, EPS*Sassets and EPS*Loans values are higher than VIF in case of both models, 

values ranging from 6.75 and 7.3. VIF for that variables do not exceed recommended 

value coming from economics textbooks. It means that model validation will not be 

affected.  

 

Table 7 covers Linear Regression (OLS method) parameters evaluation for both 

calculation models considered. The outputs do show a significant correlation at 0.01 

level between share price and independent variables covering both calculation models. 

The correlation between dummy variables and share price is high but negative. 

 

Table 7. OLS estimates  

Models 
𝑃𝑅𝐼𝐶𝐸𝑡+1 = 𝛽0 +  𝛽1𝐵𝑉𝑡 +
 𝛽2𝐸𝑃𝑆𝑡 +  𝛽3𝐸𝑃𝑆𝑡 ∗ 𝑆𝑎𝑠𝑠𝑒𝑡𝑠𝑡 + 𝜀  

𝑃𝑅𝐼𝐶𝐸𝑡+1 = 𝛽0 +  𝛽1𝐵𝑉𝑡 + 𝛽2𝐸𝑃𝑆𝑡 +  
 𝛽3𝐸𝑃𝑆𝑡 ∗ 𝐿𝑜𝑎𝑛𝑠𝑡 + 𝜀 

Elements  Coefficient  Coefficient 

Intercept 

BV 

EPS 

EPS*Sassets 

EPS*Loans 

Adj. R-squared 

F-statistics 

Observations 

    0,446**      0,506** 

    0,369*      0,394* 

    4,077*      3,186* 

   -4,025*             - 

           - 

    0,703 

    -2,971* 

    0,625 

158,128*  111,492* 

       200         200 

* Significant at 0,01 level 

**Significant at 0,1 level 
(Source: Own processing in Eviews 8) 

 

In reference to the trend of the coefficient of BV it is true the statement that increasing 

of that coefficient by 1 lei market share price will go up by 0.369 lei in case of model 

(2) and by 0.394 lei in case of model (3). This is to emphasize that similar outputs for 

BV variable where got by other studies too (Bao and Chow, 1999; Ge et al., 2010; 

Kouki, 2018). 

 

Positive values of the EPS coefficient show the existence of the significant positive 

correlations (significance at 0.01 level) between earnings per share and share price. It 

means that Annual Tax Reports submitted by related party entities are relevant. EPS 

coefficient is the highest value when talking about other coefficients by means that EPS 

variation shows the highest variation of the average share price on the market. EPS 

increasing by 1 lei will cause share price to go up by 4 lei in case of the second model 

and by 3.196 lei in case of the third model.  

 

Sassets dummy variable coefficient from model (2) has a negative value (-4.025) as 

being statistically significant by 99% probability. In case of the third model the 

coefficient of Loans dummy variable is negative too (-2.971) but lower than the same 

coefficient value in the previous model. The sign of the coefficient values denotes a not 

direct dependence between dummy variables and share price. Negative values of the 

dummy variables coefficients do show lower profitability in case of entities filing 

transactions with related party ones compared to entities not filing transfer price-related 

transactions. As consequence, coefficient negative value lower in case of the dummy 
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variable from model (3) supposes a higher attention from investors related to 

transactions among related party entities, discounted earnings being higher in case of 

the inter-company loans rather than in transactions with long-term assets. 

 

Adj. R-squared equals to 0.703 in case of the second model and 0.625 in case of the 

third one. It means that independent variables do impact share price variation in 70.3% 

of cases for the model (2) and 62.5% of cases for the model (3). Meanwhile, models 

are significant in whole (F-statistic equals 158.128, p-value = 0.000 for the second 

model and F-statistic equals to 111.492, p-value = 0.000 for third model). 

 

Share price changes both in time and from one entity to another. Panel data type analysis 

goes to be useful in this case as enabling the observation of how: 

 -aforesaid two parameters do affect market share price; 

 -share price changes during the whole considered time frame and significant 

differences which must be found between the entities in the range considered.  

 

Table 8. Design of experiment of fixed and random effect models 

 

Elements 

Model (2) Model (3) 

Firm specific 

fixed effects 

Time specific 

random effects 

Firm specific 

fixed effects 

Time specific 

random 

effects 

Intercept 2,643 0,446 2,861 0,512 

BV -0,106 0,369 -0,152 0,391 

EPS 2,175 4,077 2,008 3,265 

EPS*Sassets 

EPS*Loans 

-2,147 

- 

-4,025 

- 

- 

-1,962 

- 

-3,028 

Adj. R-squared 0,961 0,703 0,967 0,638 

F-statistic 99,418 158,128 86,598 115,255 

p-value 0,000 0,000 0,000 0,000 

Hausman test 172,760 5,839 176,795 2,473 

p-value 0,000 0,120 0,000 0,480 

Observations 200 200 200 200 

All values are significant to 0,01, Intercept excluded 

Casual impact model to be accepted, p-value > 0,05 (Hausman test)  
(Source: Own processing in Eviews 8) 

 

Table 8 covers Fixed and Random Effect Models considering the impact both over 

entities (firm-specific effects) and in time (time-specific effects). Hausman test has 

been considered for evaluating the best model as Filip and Raffournier (2010) and Barth 

et al., (2008) studies did so. The case of model (2) impact over entities has considered 

Fixed Effect Model to be the best one as null hypothesis for the Hausman test has not 

been validated (H0: Random Effects Model; H1: Fixed Effects Model; p-value < 0,05). 

The same happens in case of model (3) impact over entities. This is to say that Fixed 

Effect Model parameter values are consistent but not efficient all due to correlations 

between independent variables and individual fixed effects (Andreica and Andreica, 

2014; Șova et al., 2009). Moreover, most relevant were considered Random Effects 

Models as Hausman test output shows statistically significant value (p-value > 0,05) all 

reported to time impact models both (2) and (3). 
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All four models evaluated by the Table 8 are to be statistically significant (F test values 

ranging from 99.418 to 158.128, probability p-value = 0,000). Share price variation to 

be higher than variation of all the independent variables by 95% in case of Fixed Effect 

Model. Share price variation to be 70.3% (2) and 63.8% (3) in case of Random Effect 

Models. Random Effect Model (2) output equals to the one excluding time or entities 

impact (OLS method). Fixed Effect Model will show the market share price decreasing 

from one entity to another by 0.106 lei in case of model (2) and by 0.152 lei in case of 

model (3) all when share price goes up by 1 lei by tax reporting means.  

 

3. Conclusions 
 

This study has followed the main target on evaluating the relevance of Annual Tax 

Reporting Data of the related party entities listed in Romania. Our calculations were 

based on Ge et al., (2010) model by means of adding dummy variables related to 

transactions filed by related party entities.  

 

This study has considered a range of related party entities listed at the Bucharest Stock 

Exchange, Regulated Market. The research considers the time frame from 2012 to 2016 

for tax reporting data after IFRS regulations were applied for annual tax reported by 

related party entities listed in Romania. Research target has been achieved by this study 

as well as DOE assumptions have been fully validated. Annual Tax Reports of the 

related party entities listed in Romania must be considered relevant and trustworthy 

for tax and revenue data users, this statement successfully closes this study based on 

Stock Exchange Performance data applied on DOE considering share price values. 

Annual Tax Reports data variations are found both in time and per related party entity 

as confirmed by panel data analysis carried out on selected related party entities range.  

 

This study has been limited to transactions filed by related party entities listed in 

Romania: goods transactions, services, long term assets transactions and loans, 

excluding Top Management benefits with related profit payments despite such data 

have been filed by related party entities to be not enough the make the study output 

relevant. DOE has excluded goods and services transactions either from calculations or 

ad dummy variable all due to impact onto statistical significance of the calculations.   

 

Taking into account that Romanian capital market is quite recent and the number of 

listed companies on the regulated market is rather low, the sample of related parties is 

composed of 50 entities, on the basis of which only 200 of observations were included 

in regression analysis. Referring to other similar studies, the small number of 

observations is a limitation in this respect. In this way it is required caution in the 

interpretation of the results. 

 

Research output has found that the most significant impact on the Market Share Price 

has been caused by the Earnings Per Share variable. Meanwhile, negative values of the 

dummy variables coefficients do confirm investors high interest over entities filing 

transactions with related party ones, discounted earnings being higher in case of the 

inter-company loans rather than in transactions with long-term assets.  

 

Next studies must consider a wider time frame by means of collecting tax reporting data 

on related party entities listed in Romania before them have applied IFRS regulations. 
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This will enable a comparative analysis to be carried out of those two time frames by 

means of panel data application as present study done.  

 

In the meantime, the separation of entities willing and not willing to process 

transactions with related party ones, when possible, enables the comparing of related 

outputs and filing related conclusions. Meanwhile, when data go available dummy 

variables impact must be replaced by transactions values per transaction type all to get 

more accurate output on related party entities transaction impact on financial data 

relevance.   

 

Bucharest Stock Exchange is a low rated capital market as reference point for research 

output to be applied on a wider range of entities to consider (despite the range of entities 

considered for statistical calculations being significant). Data access at that stage is 

restricted. Future actions must open access to more data willing to extend considered 

entities range. Actual study output is going to be a reference point for similar future 

studies when the number of related party entities increases, this point will improve 

research quality on relationship and transactions among related party entities. 
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Robot, the orchestra conductor in accounting 
 

Liliana Feleagăa and Luminița-Mihaela Dumitrașcua, 1 
 

a The Bucharest University of Economic Sudies, Romania 

 

Abstract: The paper is an approach in which the accounting interferes with artificial 

intelligence. In the light of the existence of artificial intelligence, the discussion brings 

in forefront the future of accounting profession. The question of research is “are robots 

a substitute for accountants or a complement?” Based on the ontological reality we are 

sceptical in terms of the degree of robotic reality of the accounting profession. We live 

in a changing world and from this point of view we are challenged to be competitive in 

order to be productive and to obtain performance. (Autor, 2014, Autor, 2015). We also 

sugest a framework on robotic accounting. We highlight the case of financial sector 

and we discuss how digital technology can contribute to value creation in the 

accounting field. 

 

Keywords: Accounting, robot, orchestra, framework. 

 

1. Introduction 
 

“Robots will harvest, cook, and serve our food. They will work in our factories, drive 

our cars, and walk our dogs. Like it or not, the age of work is coming to an end” said 

Gray Scott, futurist philosopher. The economist John Maynard Keynes was anxious 

about the technological unemployment, too (Hickins, 2017). Like the orchestra, the 

accountants must be harmonized, in order to play their role and must also update and 

internalise the song. We need creativity in both music and accounting. Accounting is 

interpretive, like music. We can listen to a symphony, but each has its own way of 

perception and understanding of the piece. In accounting profession, we use different 

softwares, but there are also different ways to solve problems. In both we must learn 

quickly, we must work together.  

 

Related to accounting and audit professions there were developed different studies. 

Oxford University and Deloitte discovered that, in near future, the professionals will be 

replaced by computers and McKinsey Report predicted that over 86% of their work will 

be automated (Figure 1, Figure 3).  
 

The question of research is: “Are robots a substitute for accountants or a 

complement?” 

 

Nowadays, inovation is important. A study developed by PriceWaterhouseCoopers 

reveals that artificial intelligence will be present in more than 45% of all work activities 

and will increase the GDP by $ 15, 7 trillon by 2030.  

 

The present paper offers an image of what accounting will be in near future, reflecting 

the challenges of this profession.  

                                                 
1 Corresponding author: Department of Accounting and audit, The Bucharest University of Economic 

Studies, 6 Piața Romană, 1st district, Bucharest, 010374 Romania. 
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Figure 1. Types of activities that can be automated 

(Source: McKinsey, 2014, https://www.mckinsey.com/global-themes/digital-

disruption/harnessing-automation-for-a-future-that-works) 

 

Accounting has a rich history. The roots of accounting are dating since 3000 BC, when 

some tokens used for accounting purposes were discovered in Iran. Even so, Luca 

Bartolomeo de Pacioli is considered to be the father of accounting, because of his book, 

published in 1494. Accountants have also a patron Saint, Saint Matthew, in Roman 

Catholic Church, on 21 of September (is mentioned also in Islamic texts), that before 

becoming a Saint. He was a tax collector in Capernaum. It appears also in Leonardo da 

Vinci’s painting, Last Supper (the third from the right). Also, a not so well known fact 

is that accountants have a Hall of Fame, for those who made an exceptional contribution 

to accountancy, at Ohio State University, in USA. Because we need creativity in both 

music and accounting, they can merge together. Some examples are reflected by some 

artists, such as Janet Jackson, the singer, songwriter, dancer, actress and the younger 

sister of Michael Jackson, that studied accounting, Leo Fender, the inventor of the most 

popular electric guitar brand in the world, that was an accountant and he never learned 

to play the instrument, Mick Jagger (Michael Philip Jagger), singer, songwriter, multi-

instrumentalist, composer, actor, the rockstar accountant from Rolling Stones, trained 

to be an accountant, but could not handle the excitement. He obtained a scholarship and 

attended London School of Economics, in order to study finance and accounting. He 

completed only one year of study. Also, the frontman of Led Zeppelin, Robert Plant 

was a charted accountant. It was his father’s desire. Gibby Haynes, the lead singer of 

Butthole Surfers attended Trinity University in Texas and was the Accounting Student 

of the Year. Kenny G, a famous jazz saxophonist, studied accounting at University of 

Washington and graduated Magna Cum Laude. 

 

We can afirm that accounting is continuously changing. From this point of view, the 

present paper innovates through the framework for the implementation of OAR in 

accounting. Within the first part we present the concepts, we briefly review the 

literature on digitalization of accounting and a short history of accounting profession. 

The second section brings in forefront the main actor, represented by OAR (Orchestra 

https://www.mckinsey.com/global-themes/digital-disruption/harnessing-automation-for-a-future-that-works
https://www.mckinsey.com/global-themes/digital-disruption/harnessing-automation-for-a-future-that-works
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Accounting Robot), the new version which includes qualities and functions that will 

simplify the accountants’ work. This part is followed by conclusions and future research 

areas.  

 

2. Literature review  
 

In accounting the speed of change increases. Digitalization of accounting is within the 

spotlights. There are countries, such as Belarus, one of the first european country that 

implements crypto accounting standard, which is in force starting with March 28. That 

means that the digital tokens are recorded at their aquisition cost. Digital tokens aquired 

through initial coin offerings are debited as long or short term financial investments, 

depends on their circulation period within economy, and credited under other income 

and expenses and settlements with different debtors and creditors.  

 

Nowadays it is interesting to find the harmony and the balance between robots and 

humans. A research conducted by UK market researcher You Gov and Royal Academy 

of the Arts reveals that robots will replace humans in ten years in more than 4 million 

jobs in Britain (Figure 2). Some organisations, and we refer here at multinational ones, 

need to be controlled at distance (Lacity and Wilcocks, 2016; 2015, p.2).  

 

Surprisingly, even if the robots are appreciated, there are also some critics (Isaksson 

and Wennberg, 2016) that refers to the book keeping. We can try to compare 

introduction of robots in accounting with the insertion of ATM’s on the market. In 

banking sector, when they appeared, in 1970, they were criticized, because it was 

supposed that many bank branches, tellers or other employees will disappear. The 

software work or the work of some employees equal the robot’s work. The reality was 

a different one. They simplified many processes and also the number of bank branches 

increased. It appeared also a new job, relationship manager, that ATM cannot do 

(Bessen, 2015).  

 

Figure 2. Types of activities that can be automated 

 
(Source: Royal Society for the Encouragement of Arts, Manufactures and Commerce) 
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Accounting have been digitalised when appeard accounting softwares, that keep track 

of accounting operations, transactions and events (Newman and Westrup, 2005). After 

this there was the period when Enterprise Resource Planning systems appeared. Robots 

represent a flexible workforce that can accomplish any task (Daron and Restrepo, 

2017). What robots cannot do is to build empathy, to understand the emotional needs 

of the stakeholders, to face new situations or different ones. 

 

Figure 3. Probability of automation by finance functional roles 

 
(Source: Deloitte, 2014)  

 

The main benefits of robots in accounting are represented by reducing costs, increasing 

the productivity and the quality of the work (Brigo and Hoy, 2015). Nowadays, 

accounting is developing, the costs are reduced by 80% and RPA (Robotic Process 

Automation) is only the begining of the merging between accounting and technology 

(Lamberton, 2015).  

 

Nowadays increases the role of accountants, but is more important to improve skills 

like analysis, critical and strategic thinking. Workers will need to adapt, the 

relationships with customers and suppliers need to be improved, costs are reduced. The 

functions of accounting will be connected with the functions of a financial controller 

and CFO. The robots are trained to develop different tasks in medicine (in surgery area) 

or other industries (such as helicopters’ construction, music, accounting) (Bowen et al., 

2013). A robotic process consists of checking the data, sharing the data, run the data, 

reports, place within folders, spreadsheets, run macros, create tables and reports, 

analyse and interpret the data obtained. 

 

We must take into account that if we choose to use a robot in our company, there are 

different accounting treatments regarding internally generated intangible assets. Under 

IFRS research and development activities are recorder under assets, while under US 

GAAP are no assets reported (Bowen et al., 2013). 

 

3. OAR, substitute or complement?  

 
According to a study developed by ACCA (The Association of Chartered Certified 

Accountants) was discovered that the benefits of RPA are more holistics. James Hall, 

http://www.bancherul.ro/robotic-process-automation-(rpa)-_-visul-oricarei-companii,-angajatul-precis,-rapid-si-fara-pauze-de-cafea--17721
http://www.bancherul.ro/robotic-process-automation-(rpa)-_-visul-oricarei-companii,-angajatul-precis,-rapid-si-fara-pauze-de-cafea--17721
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the CEO of Genfour, said that robots, brings positive changes in accounting. “We often 

debate what’s the right process to start with. My view is that it doesn’t really matter; it 

just needs to have a meaningful impact in the organisation, and then robotics is taken 

up virally and really fast. One criteria I use is the avoidance of effort. If you can 

eliminate the need for the team to work evenings and weekends, you then develop a 

mind-set or a set of skills to understand where you can apply it, how you can apply it, 

and the controls to put it in and apply it safely”.  

 

There are jobs that are replaced, but there are also jobs that are difficult to automate, 

due to special skills required, such as interpersonal communication, mobility, 

adaptability, persuasion, creativity, problem solving, intuition (David, 2015). 

 

The accounting softwares were a substitute for bookkeeping, but also a complememt 

for accountants or consultants. In fact, as some jobs disappear, due to substitution, due 

to the evolution of technology, other jobs arise (Regalado, 2012). The software work 

or the work of some employees equal the robot’s work. The reality is a different one. 

They simplified many processes and also the number of bank branches increased. It 

appeared also a new job relationship manager, because ATM cannot do (Bessen, 2015).  

 

In digital era organizations need to adapt to new requirements. So, Orchestra 

Accounting Robot will manage set of primary documents, will determine the value of 

the main financial indicators, will prepare the main financial statements. From this point 

of view, the job of an accountant will be focused on interpreting results, predicting and 

choosing the adecquate solution in order to take the best decision for the organization 

and for the interest of all stakeholders. In addition, OAR can manage methods of cost 

calculation, can anticipate different types of risks, can communicate directly and in real 

time all the information. The skills of accountants cannot be transferred integrally, 

because in developing this job is involved, besides skills, knowledge and the 

professional rationality. Decisions are adopted based on the professional instinct, 

conducted by the experience accumulated in time. So, between OAR and accountant is 

a win win relationship. In this regard, we will develop a framework for OAR 

implementation within an organization. It will come to respond to the requests of the 

main activities of an accountant, will reduce the working time and will increase the 

quality. The OAR is connected permanently to the internet and will also communicate 

directly through a smartwatch of an accountant, so the professional could have access 

through a password or vocal command. It does not matter where the accountant is 

located, the robot will receive a message and will execute the command in real time, 

without errors. This prototype will function through renewable batteries, eco friendly 

to the environment. OAR will have a dual function, an accounting one and a controlling 

one, related to audit. Relating to financial accounting, OAR will record, cronologically 

and in a systematic manner all the transaction, operations and events, according to the 

principles and rules, will inform and provide information regarding the package of 

financial statements and the obtained results in order to adopt the adequated decisions. 

The deadlines are respected. The OAR, based on infrared sensor can also participates 

to inventory. All the products are sorted and scaned, so the risk of error is low.  

 

The main functions of OAR are: 

 Automatic login to multiple accounts; 

 Extraction of relevand information needed; 

 Cross referencing; 
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 Preparation of main financial statements; 

 Automatic recording; 

 Updating information; 

 Preparation of different reports; 

 Implementing dashboards; 

 Prioritize the tasks; 

 Agile delivery of information requested; 

 Rapid scalling; 

 Fraud detection; 

 Analysis of tax documents; 

 Predictive anlycics; 

 Audit assistants; 

 Implementing accounting principles, amortizations and reallocation; 

 Reconciliations; 

 Elaborating budgets; 

 Statutory reporting; 

 Integrating reporting; 

 Sending reminders; 

 Calculation of provisions; 

 Cross checking information to verify the accuracy of data (we can refer here at 

different payments); 

 Fair value adjustments; 

 Main indicators and ratio analysis 

 Tax accounting. 

 

The steps to be followed in order in order to implement the OAR are (Figure 4): 

 Establishing the need of OAR; 

 Define the roles and responsibilities of OAR; 

 Design the OAR; 

 Configuration of OAR; 

 Testing; 

 Implementation of OAR; 

 Service and post service; 

 Audit of information. 

 

Figure 4. The steps in developing OAR  

 

 

 

 

 

 

(Source: Authors’ projection)  

 

The benefits that can be achieved through the implementation of OAR are represented 

by: 

 Cost savings; 

 Cost cutting; 

DEFINE DESIGN CONFIGURE TEST 

IMPLEMENT  SERVICE POST SERVICE 
AUDIT OF  

INFORMATION 



251 

 

 Cost efficiency; 

 Sustainable cost reduction; 

 Business improvement; 

 Innovation for growth; 

 Eco efficiency; 

 Non stop service; 

 Multitasking; 

 Flexibility; 

 Risk mitigation; 

 Increasing quality of delivered information; 

 Remove errors. 

 

The investment in a OAR is a lower investment, it contributes to productivity and 

quality enhancement, is reducing he cost of staff training. Despite this, we must 

discover new and complementary logistics solutions. Sooner or later everything will be 

automatized. In time neither the diploma, nor the monetary opportunity will count, but 

only the desire to learn. There will be new competences and skills that must be 

improved, such as  

 Learning to learn; 

 Long life learning; 

 Self learning; 

 Openness for new opportunities; 

 Analytic skills; 

 Creativity; 

 Ability to adapt to new applications. 

  

 

On the one hand there are supporters for robots and also there are persons who claimed 

the unemployment issues. According to researchers, we have also some new 

professions that will appear, such as: 

 Robot coordinator;  

 IT solution architecture; 

 3D engineer; 

 Cloud computing expert; 

 Industrial user interface designer; 

 Network development engineer (Eger, 2017). 

 

There is another issue related to the robotization: it is a process that cannot be 

accomplished overnight. There were discovered five factors, such as: 

1. Technical feasibility; 

2. Software and hardware costs of developing solutions; 

3. Labor market dinamycs; 

4. Economic benefits; 

5. Regulatory and social acceptance (McKinsey Global Institute, 2017). 

 

There is still an irreplaceable accounting knowledge. In our opinion, it is hard to have 

communication skills, to practice teamwork, to solve problems that appear in real time, 

to have emphaty and professional ethics. From a strategical point of view, robots are 
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doing all the redundant work of accountants. They manipulate, interpret and process 

different tasks, but they do not have intuition, prudence and other skills (Figure 5). 

 

Figure 5. SWOT matrix for OAR  

Strenghts Weaknesses 

 real time recording  

 renewable batteries 

 complete control 

 lower costs 

 versatility  

 simplified communication 

 accuracy 

 compliance 

 reduce error rate  

 better manage repeatable tasks  

 return on investments 

 reliability 

 cannot take own decessions 

 established functions 

 a repetitive error could occur 

 interaction and empathy 

 

Opportunities Threats 

 eliminate fraud 

 continuous conectivity 

 cyber attacks 

 if the system is changes, OAR must adapt 
(Source: Authors’ projection)  

 
When relating to OAR we cannot control the ethical issues, and we refer here at the 

ethical system of construction of OAR, the ethics of the owner of OAR, the ethics of 

the designer of OAR, and the ethics of how people interact with OAR. It is possible to 

think about the OAR as a social system.  

 

In order to improve the communication and the interaction between humans and OAR 

we can introduce animation techniques of reaction. 

 

4. Conclusions and future research area  
 

Computers deals with numbers and spreadsheets in order to prepare financial 

statements. The accountings’ work will, from this point of view, evoluate to financial 

analysing, planning, counselling or advising. All account systems, wordwide, will 

communicate to each other. The audit companies need to employ more specialists in 

risk management, statistics, fata anlitycs. There s also an impact on those small 

companies that cannot afford the luxury to invest in high technology. 

 

Regarding the future research, a question that arises is related to the tax issues. How 

should be taxed the work of OAR, because it replaces many workers (Delany, 2017). 

There are divergences referring to this issue. There are opinions that robots should pay 

taxes, and also opinions that recognize the benefits provided by robots to organizations 

and community (Summers, 2017).  

 

Obviousely, OAR represents a benefit for company, in terms of efficiency and 

eliminating errors. Our research demonstrated the positive impact of digitalization in 

accounting, but we must not forget that professional accountants are incorporating soft 

skills, such as teamwork, communication, judgement, emphaty, ethics. 
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We live in a changing world and from this point of view we are challenged to be 

competitive in order to be productive and to obtain performance (Autor, 2014; Autor, 

2015). 
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Abstract:  

Idea: To analyze the importance of the recommendation systems algorithms in the 

scope of increasing the e-commerce performance, addressing the customer’s 

experience enhancement and sales increase. To discover what are the best algorithms 

to be used in an e-commerce website for precise results. 

Data: The Movie Lens dataset, collected from September 19, 1997 to April 22, 1998. 

The dataset contains 100,000 ratings (1-5) from 943 users on 1664 movies.  

Tools: The software used to apply the algorithms on the dataset is R, the statistical 

language that offers support in building recommendation systems, by making the 

simulations to be real.  

What’s new: The article analyzes the three of the most used algorithms on e-commerce 

websites (random, popular, user-based collaborative filtering), applied on a real 

dataset (MovieLens). The article, thus, builds a comparison between these three 

algorithms in the scope of enhancing the prediction accuracy for customers. 

Furthermore, it is provided a description of the benefits of using recommendation 

systems in the e-commerce.  

So What: These findings add value for the e-business owners by explaining the 

importance of using recommendation systems and by providing an analysis of the 

algorithms that offer the most accurate predictions. 

Contribution: It is discovered the algorithm that offers the most accurate suggestions, 

based on an analysis using two methodologies: the ROC Curve and the precision and 

recall balance. The article results provide a rank of the algorithms to be used in any e-

commerce website that wants to enhance customer experience and increase sales.  

 

Keywords: E-commerce, recommender system, collaborative filtering, customer 

experience, sales.  

 

1. Introduction 
 

Nowadays the companies must shift from mass production and standardized products 

to various and personalized products. Each customer is unique, and the e-commerce 

companies must show customers products according to their own needs. To ensure this 

customization, the e-commerce websites use recommender systems. 

 

By using recommender systems, e-commerce companies can benefit from a sales 

increase and enhance customer experience and loyalty.  

                                                 
1 Corresponding author: Department of Management and Entrepreneurship, Politehnica University of 

Bucharest; Department of Entrepreneurship and Management, Splaiul Independenței no. 313, District 

6, 060042, Bucharest, Romania; tel. +40 720 576773; e-mail: tataru.miruna@gmail.com.  
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Many algorithms can be used to suggest items for the customer to buy. The main 

problem is to choose what is the one algorithm that can make the most accurate 

predictions. 

 

The aim of this paper is to discover the recommendation algorithm that makes the most 

accurate suggestions for customers, a comparison between the popular, random and 

user-based collaborative filtering. 

 

These algorithms are compared using the recommenderlab package, a statistical 

language that offers support in developing recommender systems. A description of 

Recommenderlab package and its methods is made in the paper (Hahsler, 2015). 

Although this subject was previously treated in the mentioned paper, there is no 

application of these algorithms on a real dataset, nor comparison in terms of 

predictions’ accuracy, no explanation of the impact on the e-commerce performance.  

 

The paper is structured as follows. First it is given an overview on what the 

recommender systems and their use in the e-commerce industry along with their 

advantage in terms of increasing the sales and improving the customer. In the next 

section, the collaborative filtering techniques are explained and summarized to offer an 

overview on one of the algorithm that will be applied in section three. 

 

In section three, among a list of three algorithms tested using recommenderlab (random, 

popular and user-based collaborative filtering), it is found the one that produces the 

most accurate predictions, it is applied to produce suggestions using a real dataset and 

its benefits for e-commerce websites are explained.  

 

In the end, the findings are summarized ad it is concluded with future research and 

practice. This paper does not aim to study the behavior of a customer on a website and 

their reasons whether to choose an item or not. 

 

2. Recommender algorithms overview 
 

2.1. Recommender systems 

 

In the book Mining of Massive Datasets (Leskovec et al., 2014) the authors state that, 

on the web there are applications that involve “predicting user responses to options” 

and “such a facility is called recommendation system”, further named “recommender 

system” or “recommendation system”. 

 

In 1994, it was released the first paper on collaborative filtering. Since then, the 

recommender systems have become an important research area. Over the last decade, 

the interest in this area grows, due to the information overload that users need to process 

to choose what they want. The research in the recommender systems domain has 

culminated with the Netflix Award in 2009. There was a competition where the 

contestants had Netflix data and their role was to improve the Netflix’ recommendation 

system. Netflix provided the ratings offered by their users in the past, no other 

information except these ratings was provided. The best collaborative algorithm 

developed by the winning teams improved by 10.06% Netflix’s own algorithm (Netflix 

Prize, 2009). 
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To explain the recommender systems importance, for example amazon.com, has 

become the world’s largest online shopping retailer, generating a 177.87 billion in 

revenue in 2017 (Statista, 2017). This website has developed multiple ways of 

recommending items to their customers. Its CEO, Jeff Bezos recognizes the importance 

of the e-commerce website personalization for each customer by saying that, if he has 

3 million customers on the website, he should have 3 million stores on the web (Schafer 

et al., 2001). 

 

In e-commerce websites, the recommender systems role is to offer support in the buying 

decision: suggest products and provide information about the products. In the e-

commerce business, the recommender systems guess what users might like to buy and 

suggest. By incorporating a recommender system, the e-commerce business profits 

grow as the user might by what the system suggests.  

 

There are several ways on which the products are recommended, and this includes the 

most sold products on the website (the top N products, the most popular ones), the 

products generated based on an analysis on the customer’s demographics or the 

products suggested based on analysis of the buying behavior (and this is achieved by 

implementation of the data mining algorithms). 

 

These forms of recommendations support the Jeff Bezos affirmation because it helps to 

create a personalized site for each customer.  

 

The customer will have recommended products to purchase and this will include 

information on their appearance, ratings, and comments provided by other customers, 

all to support a personalization of the customer’s experience (Schafer et al., 2001). 

 

The advantages of implementing a recommender system in an e-commerce website are 

explained in the next sections. 

 

Turn browsers into buyers. Website’s visitors can browse without buying, but 

recommender systems can suggest products that the potential customers might be 

interested in purchasing (Schafer et al., 2001). 

 

Improve customer retention and loyalty. E-commerce is very competitive, as the 

customer has a wide variety of websites to buy from. Therefore, gaining customer’s 

loyalty is a priority for the e-commerce. A satisfied customer is a returning customer. 

A user should be loyal to a website that, when visited, recognizes the client and treats 

him as an old and valuable customer. This is a normal feature of a recommender system 

because it uses the information obtained from the user through previous interactions, 

for example through the given item ratings. Therefore, the more the user interacts with 

the site, the more refined the user model gets, that is, the user preference representation 

system and the recommendations are effectively customized to match the user 

preferences. Sites invest in learning how users behave, use recommender systems to 

operate and present personalized interfaces that meet customer needs (Ricci et al., 

2011). 

 

Overall, the customer has a variety of choices, as there are a lot of e-commerce websites, 

but he will return to the ones who understands him, who offers the best match for his 

preference and needs (Schafer et al., 2001). 
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Know the customer. An important aspect of any e-commerce website it to know their 

customer needs and habits. A recommender engine helps on this aspect by offering 

research material. The automated predictions are used by analysts to understand the 

customer needs and to analyze it further. The service provider can then decide to use 

the knowledge on the customer’s preference for a number of other purposes such as 

improving stock management when it comes to an online store. This helps to reduce 

the waste; the stock is not filled with items that are not bought (Ricci et al., 2011). 

 

Increase sales. The recommender engine suggests other items for the customer to buy, 

based on certain criteria. The customer decides whether to buy it or no. If he decides to 

buy the recommended item(s), he will increase the company’s sales and profit. This is 

achieved by increasing cross-selling. Cross-selling is achieved by showing the 

customers other products, similar to those he already has in the shopping cart. If the 

predictions are accurate and the customer is interested in buying these products, the 

order size might increase. This translates, overall, in sales increase (Schafer et al., 

2001). 

 

To support this statement, as example, amazon.com has reported an increase of sales, 

mostly due to its recommendation engine (Statista, 2017). This sales increase is 

presented in the next picture.  

 

Figure 1. Amazon’s revenue 2004 - 2017

(Source: Statista, Net revenue of Amazon from 2004 to 2017) 

 

Amazon first developed its own recommendation system in 1998. It was called the 

item-item collaborative filtering, and it was firstly explained in 2001 (Sarwar, 2001). 

 

To analyze the tendencies over the years, one must affirm that Amazon’s revenue had 

increased a lot from 1998, since the recommendation system was introduced. Its 

enhancements and the variety of ways to suggest items for customers to buy increased 
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Amazon’s revenue each year. In the next paragraphs, a description on sales increase 

based on Amazon’s use-case is illustrated. 

 

The Amazon website has different ways of recommending items to customers, this 

translating in sales increase. In the paper „Impact of Recommender Systems on Sales 

Volume and Diversity” (Lee and Hosanagar, 2014), the authors investigate the impact 

of recommender systems on sales growth. The sales growth is seen in two categories: 

sales volume - the actual volume of the sale, the products bought by the customers and 

the amount of money spent on the website and sales diversity - the different products 

bought, for example niche item or broad-appeal item, each of these with major impact 

on the company’s profit. To explain this increase, on the amazon.com website it was 

analyzed the ways of recommending products. 

 

For increasing the sales volume, few algorithms have reported views and purchasing 

increase. One of the most important algorithms are the collaborative filtering ones, for 

example, the „Customers who bought this item also bought” obtains the increase by 

25% in views and by 35% in the number of products bought (Lee and Hosanagar, 2014). 

For example, when the user views an item on amazon.com, he views its description, the 

„Frequently bought together recommendation” and then the „Customers who bought 

this item also bought” like in the next figure. 

 

Figure 2. Illustrating “Customers who bought this item also bought”

 
(Source: Adaptation from Amazon.com) 

 

The „Customers who viewed this item also viewed”, another algorithm used on 

amazon.com has reported an increase of 3% in views and 9% in the number of products 

bought (Lee and Hosanagar, 2014). When the user views an item, after the 

recommendation on „Customers who bought this item also bought” and the other users 

reviews, he can see this recommendation as in the next figure. 
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Figure 3. Illustrating “Customers who viewed this item also viewed” 

 
(Source: Adaptation from Amazon.com) 

 

For increasing the sales diversity, the collaborative filtering algorithms offer the 

customers the possibility to discover and then to purchase different products, a wide 

variety of them. For sales diversity, amazon.com offers several ways to increase the 

customer’s experience on the website. For example, it offers items based on a certain 

budget, items with free shipping or best sellers. These types of recommendations are 

presented in the next figure.  

 

Figure 4. Illustrating sales diversity 

 
(Source: Adaptation from Amazon.com) 
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Another example to support the growth in sales obtained by the use of recommender 

systems is BestBuy. BestBuy has increased their concentration in e-commerce starting 

2015, when the website began using recommender system. Since then, it has reported 

an e-commerce sales increase of 10.1% in 2016 compared to 8.8% in 2015 of total 

revenue (Retail Index, 2018). 

 

2.2. Collaborative filtering 

 

Collaborative filtering algorithms are an important type of recommender systems and 

they use the similarity between users or items to make suggestions.  

 

The authors state in the book “Mining of Massive Datasets” (Leskovec et al., 2014) that 

collaborative filtering is the process of determining related users and recommending 

what they like. In other words, this system makes automatic predictions (filtering) 

regarding the interests of a user by collecting the preferences of many users 

(collaborative). For example, in the e-commerce websites, the system will suggest to 

the user items that are not in his cart, but that have been bought by other users with 

similar interests. The term collaborative filtering was introduced in the first commercial 

recommendation system, Tapestry. The GroupLens system is one of the first 

collaborative filtering systems. The algorithm is based on finding other users whose 

behavior is similar to the current user and their use of preferences to predict what the 

current user likes (Melville and Sindhwani, 2017). 

 

In the paper “Collaborative Filtering Recommender Systems” (Ekstrand et al., 2010), 

the authors classify the collaborative filtering technique into two general methods: user-

user (user-based) and item-item (item-based).  

 

The user-based collaborative filtering method, also known as k-NN collaborative 

filtering, aims to find users that gave the same rating as the current user. It is based on 

neighborhood. In neighboring systems, a subset of users is chosen based on the likeness 

of the active user, and a combination of votes is used to produce predictions for this 

user. A general algorithm can summarize all of these steps begins by assigning a weight 

to all users that resemble with the active user. Then, it selects k users who have the 

highest resemblance to the active user - this is called the neighborhood. Finally, it 

makes a prediction based on the neighbors’ ratings (Melville and Sindhwani, 2017). 

For example, in e-commerce to predict John’s rating to an item, the method analyzes 

the other user’s ratings, which behavior is similar with John’s on the items he had 

already rated.  

 

The item-item method is based on finding the items that have the same rating model. If 

two items have the same user that gave similar rating, they are similar. The method 

states that the users will have similar preferences on similar items. An algorithm to 

illustrate the item-item collaborative filtering method is the slope one algorithm. This 

approach recommends items to users based on the average difference in preferences. In 

the slope one algorithm the input is a list of pairs of type (item, rating) for a user. The 

output is an array of predicted (item, rating) pairs for items that have not been rated by 

the user. The algorithm starts with calculating the difference between ratings of items 

for each user, and then it creates the average difference (diff) for every pair of items. 

Finally, to predict items for a user, for example Item A for USER 1, it calculates the 
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average between the sum of User 1 ratings for other items and the difference between 

the current item and item A (Lemire and Maclachlan, 2007). 

 

3. Selection of algorithms for prediction accuracy 
 

3.1. Requirements 

 

On e-commerce websites, there are several algorithms used to suggest items to 

customers. One of the most frequently used are: random, popular, UBCF. 

 

The random algorithm suggests random items. The popular algorithm suggests between 

the most popular items, for example the most sold products, top sellers. The user-based 

collaborative filtering (UBCF) uses a user rating matrix and performs several data 

mining techniques to predict items to users (Hahsler, 2015). 

 

The scope of this test is to choose the algorithm that offers the most accurate prediction 

for the customer. The prediction accuracy is important because, if the items corresponds 

to the customer preference, it can be bought. 

 

The expected output of this test is the selection of the algorithm who offers the most 

accurate prediction.  

 

This result is achieved by analyzing the ROC curve and the precision and recall graphs, 

the result of the comparison test between the algorithms. These is achieved by 

visualizing the graphs and analyzing them. 

 

3.2. Specifications 

 

Recommenderlab (Hahsler, 2015) is a solution in the statistical language R. This is a 

framework to create recommender systems, based on collaborative filtering. The R and 

R Studio software is used to manipulate the data. The R Studio is a graphical interface 

for code edition, compilation and debugging. This helps viewing the data and the 

generated graphs, writing and debugging the code. Both R (R Project, 2017) and R 

Studio (R Studio, 2017) are needed to execute this test. Therefore, on the test 

environment this software was downloaded and configured to properly write and 

execute the code. These software is the basis for the code execution and interpretation. 

 

The data chosen for the recommenderlab testing is Movie Lens (MovieLens Data, 

2013). There are 100k ratings. The data was collected through the MovieLens website 

(movielens.umn.edu) from September 19, 1997 to April 22, 1998. The data set contains 

100,000 ratings (1-5) from 943 users on 1664 movies.  

 

This data offers the base for testing algorithms prediction accuracy. For example, this 

can be the movies to buy from an e-commerce website like Amazon.  

 

A sample for the data set is in the next figure. It consists of the userID, the user who 

rated the movie, the movie rated, the rating provided and the timestamp. 
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Figure 5. Data entries in Recommenderlab

 
 

3.3. Architecture 

 

The application architecture is presented in Figure 6. The application has the logic 

presented in this section. The data to be manipulated is stored in files called u.data and 

u.item. This data contains users and their ratings on movies. The collected data is real, 

therefore the simulation of this test in real. The first step of the code execution consists 

of reading the data. Specific methods implemented in R provide support in reading the 

data. A rating matrix is then constructed. The next step is to create a recommendation 

model. This is the base for applying the three algorithms to be analyzed: random, 

popular and UBCF. As in the picture below, generated graphs are analyzed in parallel. 

The ROC curve and the precision-recall balance is interpreted for each of the 

algorithms. Based on their interpretation, the algorithm that offers the most accurate 

predictions is chosen. The final step is to predict items based on the algorithm that offers 

the most accurate precision. The top 5 most accurate suggestions are presented for the 

user with the chosen ID.  

 

3.4. Code 

 

The data is manipulated as explained below. The recommenderlab methods were used. 

Recommendarlab offers support in building recommender systems. 

 

For data entries, use the Movielens package. The files that contain data to be 

manipulated are named u.data and u.item and they are stored in the place indicated by 

setwd:  setwd("C:/Users/itataru/Documents"). 

 

The next step is to import the libraries to be used in code execution. Recommenderlab 

offers the possibility to import libraries. The reshape2 library is used to transform data 

between wide and long formats: library(recommenderlab), library(reshape2). 

 

The data used is stored in files. Under the code execution, it reads from the files. These 

files are u.data and u.item. This is the data to be manipulated. The next step in code 

execution is to read the rating from each user. This is achieved by using the udata file 

contents. The next step is to read movie data. This data is stored in the u.item file.  
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Figure 6. Application flow 

 
 

readData <- function(){ 

  ratingDF <- read.delim("u.data", header=F) 

  colnames(ratingDF) <- c("userID","movieID","rating", "timestamp") 

  moviesDF <- read.delim("u.item", sep="|", header=F, stringsAsFactors = FALSE) 

  colnames(moviesDF)[colnames(moviesDF)=="V1"] <- "movieID" 

  colnames(moviesDF)[colnames(moviesDF)=="V2"] <- "name" 

  return(list(ratingDF=ratingDF, movieDF=moviesDF))   

} 

 

The next step is to process the data and eliminate the duplicates for the user-movie pair. 

The code sample is the following: 

 

preProcess = function(ratingDF, moviesDF) 

{  

  ratingDF[,2] <- dataList$movieDF$name[as.numeric(ratingDF[,2])]  

  ratingDF <- ratingDF[!duplicated(ratingDF[,1:2]),] 

} 

 

Next, create a ratingMatrix for the Movie, using the rating and the movie data.  

createRatingMatrix <- function(ratingDF) 

{ 

  # convertire ratingData in rating marix 
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  ratingDF_tmp <- dcast( ratingDF, userID ~ movieID, value.var = "rating" , 

index="userID") 

  ratingDF <- ratingDF_tmp[,2:ncol(ratingDF_tmp)] 

   

    ratingMat <- as(ratingDF, "matrix")     

    movieRatingMat <- as(ratingMat, "realRatingMatrix")    

    dimnames(movieRatingMat)[[1]] <- row.names(ratingDF) 

  return (movieRatingMat) 

} 

 

The next step consists of creating the recommendation model. Recommenderlab offers 

the algorithms to be used, such as random and popular. Find and use the available 

algorithms and run these algorithms for the data from the realRatingMatrix/ 

evaluateModels <- function(movieRatingMat) 

 

{   

  recommenderRegistry$get_entries(dataType = "realRatingMatrix") 

    scheme <- evaluationScheme(movieRatingMat, method = "split", train = .9, 

                             k = 1, given = 10, goodRating = 4) 

    algorithms <- list( 

    RANDOM = list(name="RANDOM", param=NULL), 

    POPULAR = list(name="POPULAR", param=NULL), 

    UBCF = list(name="UBCF", param=NULL) 

  ) 

 

Run the algorithms and predict n movies and select the results. 

 

  results <- evaluate(scheme, algorithms, n=c(1, 3, 5, 10, 15, 20)) 

  return (results) 

} 

 

The ROC and the precision / recall graphs are generated to show the algorithm that 

offers the most precise result for a recommendation. Using the visualization tool in R 

studio, under the code execution, it can be plotted the results. Then, these results can be 

saved in picture format (PNG, JPEG) and used to interpret the results, to compare the 

algorithms. The code that plots the graphs is the following: 

 

visualise <- function(results) 

{ 

  plot(results, annotate = 1:3, legend="topright") 

  plot(results, "prec/rec", annotate=3, legend="topright", xlim=c(0,.22)) 

} 

 

Create a prediction model. 

 

createModel <-function (movieRatingMat,method){ 

  model <- Recommender(movieRatingMat, method = method) 

  names(getModel(model)) 

  getModel(model)$method 

  getModel(model)$nn 
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  return (model) 

} 

Predict the rating using the UBCF algorithm. Predict top N recommendations. 

 

recommendations <- function(movieRatingMat, model, userID, n) 

{ 

  topN_recommendList <-predict(model,movieRatingMat[userID],n=n) 

  as(topN_recommendList,"list") 

} 

 

Preprocess data, create the rating matrix and evaluate the model.  

 

dataList<- readData() 

ratingDF<- preProcess(dataList$ratingDF, dataList$movieDF) 

movieRatingMat<- createRatingMatrix(ratingDF) 

evalList <- evaluateModels(movieRatingMat) 

 

Create a confusion matrix for UBCF.  

 

getConfusionMatrix(evalList[["UBCF"]])[[1]][,1:4] 

Run the UBCF algorithm for the user with id = 1 and show top 5 recommended movies.  

rec_model <- createModel(movieRatingMat, "UBCF") 

userID <- 1 

topN <- 5 

recommendations(movieRatingMat, rec_model, userID, topN).  

 

3.5. Analysis and results 

 

By running the code, two charts will be generated, which will allow for the analysis of 

the performance of the algorithms: the random algorithm, the popular algorithm and 

the user-based collaborative filtering (UBCF) algorithm. 

 

During this test, two methods to determine what is the most precise algorithm to be 

used for recommendations were used.  

 

The first method is the Receiver Operating Characteristic or ROC.  It analyzes a ROC 

curve that shows the probability of system detection (true positive rate or TPR, 

equivalent with the recall) reported to the false alarm (false positive rate or FPR). On a 

graph, to compare the efficiency between two systems one must compare the area size 

under the ROC curve, where a larger area indicates better performance. For this test, 

the ROC Curve is plotted, using as legend TPR for true positive rate and FPR for false 

positive rate.  

 

As in Figure 7, the highest area under the ROC curve is the one for UBCF, therefore 

the UBCF algorithm offers the best accuracy for results between the three algorithms. 
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Figure 7. The ROC Curve for the random, popular and UBCF algorithms 

 

The second way of measuring the algorithm accuracy is by plotting the precision-recall 

rate. Precision and recall are two complementary attributes: high precision shows a 

small recall and vice versa. In terms of precision and recall, the generated chart shows 

that UBCF has the greatest precision, followed by the popular algorithm, as in Figure 

8. 

 

Figure 8. Recall and Precision for the random, popular and UBCF algorithms 

 
 

The findings are summarized in table 1.  

 

Table 3. Results generated by code execution 

Algorithm ROC Curve Precision / Recall 

Random third largest 0.01 / 0.02 

Popular second largest 0.39 / 0.12 

UBCF largest 0.5 / 0.15 

 



267 

 

As presented in table 1, the largest area under the ROC Curve and the biggest precision 

is for the UBCF algorithm. These are the attributes that matter in terms of choosing the 

most accurate algorithm.  

 

To summarize, the overall result from the graphs shows that among the random, popular 

and UBCF algorithms, the one who offers the most precise results is the UBCF (user-

based collaborative filtering). Therefore, this algorithm can be used for the best 

precision accuracy to suggest items to customers.  

 

To exemplify, the last step in the code execution was to apply this algorithm to predict 

top 5 movies to the user with ID=1. The result is the following: Glory (1989), 

Schindler’s List (1993), A Close Shave (1995), Casablanca (1942) and Leaving Last 

Vegas (1995) and it suggest top 5 movies using the UBCF algorithm. 

 

3.6. Discussion 

 

The presented test by code execution demonstrates that the user-based collaborative 

filtering is the algorithm that offers the most accurate suggestions for users. Therefore, 

this algorithm has the best results if applied on an e-commerce website, in terms of 

customer experience enhancement and sales increase. 

 

Many e-commerce websites have implemented this algorithm, along with the random 

and popular algorithm, to maximize the results. As presented in the sections above, 

amazon.com is a good example of recommender system implementation as it 

implements several recommendation algorithms, UBCF, random and popular being 

among those algorithms. Based on the fact that customers have similarities, some 

customers might be interested in the most popular products, the once that have the most 

sales. Random products are recommended for variety and sales diversity; they might 

also be related to a special holiday or season. This gives customer a variety of products 

right when he enters the website and it improves the customer experience on the 

website. One of the ideas behind the random algorithm used often in e-commerce is the 

fact that customers are interested in overcoming their comfort zone, to try new items. 

When entering an e-commerce website, the customer must firstly get recommendations 

with products that match their interest and preference. Then, the most sold items can be 

recommended, based on the popularity among other users who are not similar to the 

customer. Lastly, the customer has to benefit from the experience of new products, 

items who did not bought before, nor share interest, so that he can get a full overview 

on the items and to have a complete experience. 

 

By using a recommender system, the e-commerce performance increases. The customer 

becomes loyal and its experience with the website is increased. The business is 

reporting a sales increase, based on the customer acquisition of more products, which 

are relevant, similar to its preference or varied. 

 

4. Conclusions 
 

It can be noticed that the recommender systems are a field of interest at present, 

characterized by a variety of algorithms and various applications.  
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Collaborative filtering algorithms are an extensive class of recommender algorithms, 

wide-spread in websites, with an increasing presence in the e-commerce.  

 

As showed in Amazon’s financial reports, since the introduction of the recommender 

algorithms, the sales have increased. This is due to a major factor – the introduction of 

their own algorithm, the item-to-item algorithm, patented and maintained by Amazon.  

 

Following this idea, three wide-used algorithms were tested: random, popular and user-

based collaborative filtering. The aim was to discover the one that offers the best 

precision. By knowing the most accurate algorithm, it can be used in e-commerce, to 

follow the Amazon’s trend and increase sales and customer experience. 

 

According to the described test using Movie Lens data, it has been observed that, among 

the random popular and the user-based collaborative filtering algorithms (UBCF), the 

UBCF offers the most precise recommendations.  

 

This paper shows that, by using this algorithm, the e-commerce can increase its 

performance. The performance includes two important factors: sales increase and 

enhanced customer experience and loyalty. On a long term, if the e-commerce websites 

implement user-based collaborative filtering techniques, this can guarantee accurate 

predictions, customers might use these predictions to add the items into their cart and 

buy them. At business level, this leads to sales increase and more profit for the company 

with a minimum investment – just the application of the user-based collaborative 

filtering algorithm into their e-commerce website. By knowing the customer, the 

companies can adapt their stock. For example, if many customers have preference on 

some items, the companies might adapt their stocks based on this behavior. As 

presented in the Amazon example, many algorithms can be used to recommend items 

to customers and many important results can be achieved.  

 

The most important benefit provided by the use of recommender systems is the sales 

increase. This increase is measured by sales volume growth and sales diversity growth. 

Both of these outcomes have a major impact on the company’s profit.  

 

As Amazon and Best Buy example and following the trends, it can be affirmed that 

many e-commerce websites that have not implement recommender systems into their 

business, they will, because they will obtain many advantages, including the sales 

growth and increased customer loyalty.  
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Abstract:  

Idea: The core idea that drives this article is to identify the most successful global 

ecommerce platforms, available for every business which needs an online store. 

Data: Panel data obtained in real time from Similar Tech merged with data from 

Google keyword planner and Alexa. 

Tools: Panel analyses based on a sample of most successful ecommerce platforms in 

2018. 

What’s new: The hosted ecommerce platforms are more popular than the SaaS one. 

Cost of using a free ecommerce platform is unpredictable. 70% percent of world-wide 

ecommerce stores are based on 4 platforms. 

So what:  These findings could be a base for future analysis of ecommerce platforms, 

ecommerce solution providers, developers and entrepreneurs who wish to develop an 

online store. 

Contribution: Identifying the most important ecommerce solution providers, the 

number of stores and which is their business time, merging with data about rank and 

attention from potential customers. 

 

Keywords: Ecommerce software, SaaS or hosted, ecommerce entrepreneur. 

 

1. Introduction 
 

The broadband internet availability is rising every year, according to Miniwatss 

Marketing group, the global reach of Internet users on the 30th of June 2017 was of 

3,885,567,619, meaning that 51.7% of the population has Internet access on a desktop 

or mobile device (Marketing Group, 2017). 

 

This study was made for identifying the opportunities for online entrepreneurs to 

expand their business in the online local or global market. For obtaining the success, 

they need to have a location where to list their products or services, presenting them to 

the potential clients and selling them. Every business has some particularities and also 

every software has some custom features.  

 

According to Marchet et al. (2018), traditional manufacturing and retailing models are 

changing significantly with the arrival of the OC phenomenon. While research so far 

has mainly adopted a sales-based perspective without addressing logistics issues 

(Marchet et al., 2018). Because of the ecommerce growth world-wide and a big variety 

of software platforms, we will need to research which are the most used and most 

popular for developing a sistem which helps them to link for transfering logistics and 

sales data. 

 

The global industry defines the main software typology which can provide software for 

making sales online. Ryan Gilmore defines that Software-as-a-Service (SaaS) is when 
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“Your store is hosted on another company’s servers, and they manage the technical side 

of keeping your store up and running. Examples include: Zoey, Shopify and 

BigCommerce” and Open source is the case when “You’re responsible for installing 

the platform on a server and managing the technical details around hosting, securing 

and running your store. Examples include: Magento, WooCommerce and OpenCart” 

(Gilmore, 2016). SaaS and Open source became successful business models for IT&C 

specialists and entrepreneurs all over the world, providing tools and services they can 

generate incomes in many ways, making profits of offering freemium services, selling 

licenses, being paid for services or having recurrent incomes from subscriptions. 

 

The main objective of this paper is to find out which ecommerce platform type is the 

most popular for supplying ecommerce solutions and also to discover which are the 

most popular ecommerce platforms. The study subject is of major interest because it 

was vaguely represented in the professional literature and at this moment there are a 

few papers and studies which analyze the popularity and the potential of these platforms 

for improving ecommerce business types. 

 

To achieve the goals, we first started to identify the most popular ecommerce platforms, 

then we obtained indicators from various sources for finding which are the most visible, 

the most popular in search engines and also how many businesses are using every 

platform type and brand. In the end we wish to have an objective report about the 

popularity and the choices made by entrepreneurs world-wide. 

 

In theirs research Hart O. AW et al. consider that corporate directions are largely a 

product of cognitive perceptions and assumptions of key factors and also the factors of 

adoption e-commerce technology is depending about city infrastructure and moderated 

by some demographic data (Awa, Baridam, & Nwibere, 2015). 

 

2. Data and methods 

 

For identifying the most used ecommerce platforms we made a qualitative research, 

including open source platforms, SaaS commerce and ecommerce plugins which can 

be based on a CMS (content management system). Warnimont (2018) presents the best 

11 ecommerce platforms in 2017 and declares that “open source model has brought 

about all sorts of praise from the people who use it, especially considering these online 

store systems are completely free, they’re managed and developed by numerous people 

around the world, and you can typically find lots of documentation and blog posts to 

guide you along your way”.  

 

The author presents the benefits and downsides of every platform from the list created, 

but for this study we will need to know which the well-known ones all over the world 

are. Zorzini (2018) presents a top with the most known SaaS platforms and which is the 

trend of every brand. The top includes Shopify, Bigcommerce, Volusion, Bigcartel and 

3d cart (Zorzini, 2018). DeMatas (2018) presents an infographic with ecommerce SaaS 

and Open Source platforms, comparing “features, load time, speed and SEO 

performance of the top ecommerce platforms” (DeMatas, 2018). Tripathi (2016) 

presents a review of the most 10 popular ecommerce platforms declaring that “Though 

it may seem easy to build an ecommerce solution with the number of options available 

today, it becomes increasingly difficult to choose the best amongst the lot to open the 

most successful storefront” (Tripathi, 2016). Carmody (2018), Founder and CEO 
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entrepreneur at Trepoint writes that mobile commerce, social commerce and search 

engine optimizations are important when choosing an ecommerce platform and also 

presented his top of personal list of the best ecommerce platforms (Carmody, 2018).  

First step of our process was to exclude from the platform names, all platforms that 

don’t have a dedicated website for selling the services. We consider that an ecommerce 

platform that doesn’t have a dedicated domain for this activity can’t be traceable for 

having real results about visibility on the market. 

 

For having relevant results, we tested all the platform brand names with Google 

Keyword Planner tool, to see if world-wide the users are interested and searching the 

brand name of every software suppliers. For making a real comparison of the popularity 

and competition by keyword, every analyzed word / phrase used the same settings. The 

targeting included all locations over the world, all languages. Google Adwords 

Keyword Planner tools offer the following key performance indicators for analysing 

the current state of every ecommerce brand name, like: 

1. Average monthly searches, explained as “The average number of searches for 

this keyword and its close variants based on the targeting settings and date range 

you’ve selected. You can use this information to see how popular your 

keywords are during a certain time of the year.” (Google Keyword Planner, 

2018) 

2. Competition, defined as “The number of advertisers that showed on each 

keyword relative to all keywords across Google.  

3. How it’s calculated: We calculate the number of advertisers bidding on each 

keyword relative to all keywords across Google. This data is specific to the 

locations and Search Network targeting option that you’ve selected.” (Google 

Keyword Planner, 2018) 

For extracting the results, we tested every keyword, eliminating the keywords that don’t 

have a selling website or the search volume is very low / not available. The results are 

presented in table 1, sorted by the most searched ecommerce platforms. 

 

We could observe that the median is at the 15th position even if the average searches 

are much higher, but the competition average has a value closer to the median. 

 

Table 1. Most searched ecommerce platforms all over the world 

Ecommerce Platform Brand Avg. monthly searches Competition 

Shopify 1220000.00 0.39 

BigCommerce 246000.00 0.26 

Magento Open Source 165000.00 0.15 

Yo!kart 110000.00 0.10 

Volusion 110000.00 0.34 

Big Cartel 90500.00 0.36 

WooCommerce 60500.00 0.07 

3dcart 40500.00 0.19 

shopsite 18100.00 0.38 

Opencart 14800.00 0.10 

Prestashop 12100.00 0.03 

x-cart 12100.00 0.15 

cs-cart 12100.00 0.09 

zen cart 9900.00 0.13 

osCommerce 5400.00 0.43 
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Ecommerce Platform Brand Avg. monthly searches Competition 

JigoShop 2900.00 0.04 

WP eCommerce 2400.00 0.41 

Pinnacle Cart 1900.00 0.32 

CoreCommerce 1600.00 0.19 

Cart66 1600.00 0.32 

UltraCart 1300.00 0.37 

Indie Made 1300.00 0.01 

VirtueMart 880.00 0.11 

Lemon Stand 880.00 0.05 

Spree Commerce 720.00 0.01 

Made Freshly 480.00 0.09 

Ecwid 10.00 0.10 

Average 79369.26 0.19 

Median 9900.00 0.15 

(Data source: Google Keyword Planner, 2018) 

 

Continuing with data collection we tested the site of every ecommerce software 

provider the Alexa Rank, obtaining the rank for every website presented in table 2. 

According to the Alexa.com website the metric is calculated statistically “Alexa’s 

Traffic Ranks are based on the traffic data provided by users in Alexa’s global data 

panel over a rolling 3 months period. Traffic Ranks are updated daily. A site’s ranking 

is based on a combined measure of Unique Visitors and Page views. Unique Visitors 

are determined by the number of unique Alexa users who visit a site on a given day. 

Page views are the total number of Alexa user URL requests for a site. However, 

multiple requests for the same URL on the same day by the same user are counted as a 

single Page view. The site with the highest combination of unique visitors and page 

views is ranked #1. Additionally, we employ data normalization to correct for biases 

that may occur in our data.” (Alexa.com, n.d.). The Rank shows how much is listed in 

an international top with all popular sites from the Internet.” 
 

Table 2. Alexa Ranking of the ecommerce platform websites 

Ecommerce Platform Brand Platform Website Alexa Rank 

Shopify https://www.shopify.com 545 

Big Cartel https://www.bigcartel.com/ 2836 

BigCommerce https://www.bigcommerce.com 4919 

WooCommerce https://woocommerce.com 5147 

Prestashop https://www.prestashop.com/en 6141 

Magento Open Source https://magento.com 8336 

Ecwid https://www.ecwid.com 12449 

Opencart https://www.opencart.com 15925 

Volusion https://www.volusion.com 23482 

Lemon Stand https://lemonstand.com 81010 

cs-cart https://cs-cart.com 84981 

3dcart https://www.3dcart.com 95951 

osCommerce https://www.oscommerce.com 96122 

VirtueMart https://virtuemart.net 114306 

x-cart https://www.x-cart.com 122914 

UltraCart https://www.ultracart.com 128269 

zen cart https://www.zen-cart.com 129094 

CoreCommerce https://www.corecommerce.com 156241 
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Ecommerce Platform Brand Platform Website Alexa Rank 

Pinnacle Cart https://www.pinnaclecart.com 252826 

Cart66 https://cart66.com 279544 

Spree Commerce https://spreecommerce.org/ 335678 

Yo!kart http://www.yo-kart.com 339779 

Indie Made https://www.indiemade.com 431496 

shopsite http://www.shopsite.com 439547 

WP eCommerce https://wpecommerce.org 713783 

JigoShop https://www.jigoshop.com 810337 

Made Freshly https://madefreshly.com 1482250 

Average Rank  228663.26 

Median Rank  114306.00 

(Data source: Alexa.com, 2018) 

 

We can observe that most of the platforms, excluding the first on the top are not so 

popular by Alexa rating, probably because all these platforms are targeting business 

owners, entrepreneurs or management decision persons. This is the reason that some 

websites dedicated to mass users (like Google.com which has 1st position or 

Youtube.com which has second position) are more popular in rankings. 

 

Even if the visibility for ecommerce brand is an important metric, we are interested to 

know which are most popular. This information is very hard to obtain because the 

online stores don’t have an authority where to declare the name and maybe the 

technology they use to sell online. After researching ways to discover the market share 

of every platform, we considered that the most accurate solution is to use the Similar 

Tech database.  

 

According to Similar Tech, their systems analyzed 3,120,251 websites and found 132 

ecommerce technologies (Similar Tech, 2018). In table 3 we will show the results for 

our list of ecommerce websites, we excluded from the list the ecommerce platforms 

because we did not detect any store using that technology. The excluded platforms 

were: Cart66, CoreCommerce, Indie Made, JigoShop, Made Freshly, ShopSite, 

UltraCart, WP eCommerce, Yo!kart. 

 

Table 3. Market share and stores count of selected ecommerce platforms 

Ecommerce Platform Brand Number of stores Market Share 

WooCommerce 951879 36.88% 

Magento Open Source 380510 14.74% 

Shopify 307387 11.91% 

Prestashop 202354 7.84% 

zen cart 137434 5.32% 

BigCommerce 134966 5.23% 

VirtueMart 111594 4.32% 

osCommerce 73318 2.84% 

Lemon Stand 57713 2.24% 

x-cart 54300 2.10% 

Volusion 43964 1.70% 

3dcart 38473 1.49% 

Opencart 35234 1.37% 

Ecwid 34384 1.33% 
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Ecommerce Platform Brand Number of stores Market Share 

Spree Commerce 10067 0.39% 

cs-cart 3479 0.13% 

Big Cartel 3111 0.12% 

Pinnacle Cart 808 0.03% 

Total 2580975  

(Data source: Similar Tech, 2018) 

 

After analyzing the data source, we observed that the data is different by the popularity, 

order is different comparing with the Adwords Keyword planner which presents 

searches data and Alexa Ranking which provides the popularity of the website. It’s 

possible to see different results; all those tools are not accurate all the time because the 

crawlers search the open source code of each site and give back some results. For 

example, in an open source platform, if we buy a custom theme and install it in the 

software, all the front-end source code can be replaced, so the crawler can’t match the 

platform name with the data they have.  Haydn Shaughnessy considers that existing 

business models are widely misunderstood because platforms go hand-in-hand with 

digital "ecosystems" – complex systems that link innovators, suppliers, marketers, 

consumers and corporate operations but few organizations really understands 

(Shaughnessy, 2016). 

 

According to Gil (2017), ‘SaaS’ or ‘Software as a Service’ describes when users ‘rent’ 

or borrow online software instead of actually purchasing and installing it on their own 

computers. Gil (2017) mentions that “SaaS is the foundational idea behind centralized 

computing: entire businesses and thousands of employees will run their computer tools 

as online rented products” (Gil, 2017). The hosted platforms are those which can have 

a host server, meaning that all the applications and databases are using only one system 

or maybe a shared one. According to Computer Hope “A plugin is a software add-on 

that is installed on a program, enhancing its capabilities.” (Computer Hope, 2017). This 

ecommerce plugins we will study help an app, usually a CMS (Content Management 

System). Also, we have to mention that an ecommerce plugin is usually using the core 

elements of the system which accepts it, so it can also be considered a hosted app. The 

reason why we will consider it to be a separate category is because it is more popular 

and helps many users who are used to their CMS to enable online sales. 

 

Going further, we wanted to find which is the business model for every type of 

technology, so we visited every website and we analyzed if it is a hosted platform, a 

SaaS platform (software as a service) or it is a plugin for a CMS.  

 

Our qualitative research on every provider includes the price if it’s one-time fee or the 

monthly price of using the product. In table 4 we can observe the model business type 

of every platform selected in the present study and also the pricing model. For 

comparing the pricing paid for using the platform SaaS vs hosted solutions, we made 

formula with number 1 which contains the cost of the platform for a period of 3 years. 

Because we can’t compare a monthly rent with one-time payment we consider this 

interval a reasonable time to make an online store economically efficient. 

 

Price for SaaS = ∑(𝑝𝑟𝑖𝑐𝑒𝑛) / n ∗ 36

𝑛

𝑘=0

 (1) 
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The most used programming language for developing hosted platforms is PHP, 

according to their website, from the year 2000 to 2018, PHP released version 3, 4, 5, 6 

and 7 (The PHP Group, 2018). For the hosted version, we consider that it will last 3 

years. This means an average of 3.6 years per version. From our experience, we will 

not estimate a longer lifetime because today the technology is changing very fast and 

every year appears that some new key success factors are requested by the bigger 

players from the advertising and technology industry. Also, a hosted ecommerce 

platform is today exposed to a various security breaches and attacks, so it should be 

updated at least at a 3 years interval. Most of the ecommerce software providers are 

giving updates at a few months and for paid solutions they are offering a standard of 1-

year free upgrades. For buying a license for hosted solutions which had more than one 

paid version, we calculated the average price, presented in the table 4, for obtaining an 

average price for those paid licensees.  

 

Table 4. Average price and technology type for selected platforms 

Ecommerce 

Platform 

Number 

of stores 
Hosted SaaS Plugin Price - 3 years 

WooCommerce 951879 0 0 1 0.00 USD 

Prestashop 202354 1 0 0 0.00 USD 

zen cart 137434 1 0 0 0.00 USD 

VirtueMart 111594 1 0 0 0.00 USD 

osCommerce 73318 1 0 0 0.00 USD 

Opencart 35234 1 0 0 0.00 USD 

Spree Commerce 10067 1 0 0 0.00 USD 

cs-cart 3479 1 0 0 385.00 USD 

Big Cartel 3111 0 1 0 719.64 USD 

Ecwid 34384 0 1 0 1,341.00 USD 

x-cart 54300 1 0 0 1,996.00 USD 

Volusion 43964 0 1 0 2,340.00 USD 

Magento Open 

Source 380510 1 0 0 2,702.00 USD 

Lemon Stand 57713 0 1 0 3,444.00 USD 

3dcart 38473 0 1 0 4,044.00 USD 

BigCommerce 134966 0 1 0 4,318.00 USD 

Shopify 307387 0 1 0 4,884.00 USD 

Pinnacle Cart 808 0 1 0 4078,2 

Total 2580975 9 8 1  

   Average price 1,539.63 USD 

 

Using this data, we can analyze which are the most popular ecommerce platforms at 

the moment and which model is preferred by companies around the world. We have to 

know that all of them hosted, SaaS or ecommerce plugin have some advantages and 

disadvantages. The objective of the current research is to find out the most popular 

platform types, the most successful business model and how the pricing is influencing 

the reach to a business owner.  

 

We have to know that many other costs are implied when choosing an ecommerce 

platform. In most of the cases we have costs with employees to learn using the platform, 

cost with developers, cost with servers and also costs with other specialists (consultants, 
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security experts, law experts... etc.). On the other hand, putting this data to a funnel we 

can discover which are the ecommerce technologies which worth attention on the global 

market. 

 

At the last step, we will determine the most trending platforms, by creating a KPI (key 

success indicator) which follows the results of our data extracted from Google keyword 

planner data and also the success measured by the number of deployments indicated by 

Similar Tech database. The formula used should indicate the visibility of the platform 

brand and also the popularity of the software solution, which we defined and named PS 

KPI. PS is an abbreviation of platform success, a term which defines not just the number 

of businesses that choose an ecommerce platform but also the average popularity of 

that platform. 

 

PS KPI  = 
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑠𝑡𝑜𝑟𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑠𝑡𝑜𝑟𝑒𝑠 𝑛𝑢𝑚𝑏𝑒𝑟
 + 

𝑀𝑜𝑛𝑡ℎ𝑙𝑦 𝑠𝑒𝑎𝑟𝑐ℎ𝑒𝑠

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑚𝑜𝑛𝑡ℎ𝑙𝑦 𝑠𝑒𝑎𝑟𝑐ℎ𝑒𝑠
 + 

𝐶𝑜𝑚𝑝𝑒𝑡𝑖𝑡𝑖𝑜𝑛 𝑖𝑛𝑑𝑖𝑐𝑎𝑡𝑜𝑟

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑐𝑜𝑚𝑝𝑒𝑡𝑖𝑡𝑖𝑜𝑛 
 (2) 

 

The results are presented in the next table, with number 5. 

 

Table 5. Platform visibility and popularity KPI 

Site platform Deployments 

Avg. 

searches Competition PS KPI 

www.shopify.com 307387.000 1220000.000 0.390 15.2460 

woocommerce.com 951879.000 60500.000 0.070 7.5663 

magento.com 380510.000 165000.000 0.150 4.9594 

www.bigcommerce.com 134966.000 246000.000 0.260 4.5785 

www.volusion.com 43964.000 110000.000 0.340 3.1608 

www.oscommerce.com 73318.000 5400.000 0.430 2.9196 

www.bigcartel.com 3111.000 90500.000 0.360 2.8105 

www.pinnaclecart.com 808.000 1900.000 0.320 1.7788 

www.zen-cart.com 137434.000 9900.000 0.130 1.7608 

www.prestashop.com 202354.000 12100.000 0.030 1.6846 

www.3dcart.com 38473.000 40500.000 0.190 1.6749 

virtuemart.net 111594.000 880.000 0.110 1.3898 

www.x-cart.com 54300.000 12100.000 0.150 1.3106 

www.opencart.com 35234.000 14800.000 0.100 0.9275 

www.ecwid.com 34384.000 10.000 0.100 0.7887 

lemonstand.com 57713.000 880.000 0.050 0.6848 

cs-cart.com 3479.000 12100.000 0.090 0.6269 

spreecommerce.org 10067.000 720.000 0.010 0.1316 

Average 143387.500 111293.889 0.182 3.0000 

 
According to Voigt et al. (2017), first attempts of ecommerce were started with 

companies gradually using the internet as a marketing and communication channel 

(Voigt, Buliga, & Michl, 2017), so it is important to also know the visibility of the 

service providers. Steiber and Alänge considers that the IT-related fields like software, 

electronics, telecom and ecommerce, social media and mobile technologies create a 

need for constant innovation and change, because the technologies themselves changed 

rapidly, while they also provide the means for building flexible, adaptive organizations 
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(Steiber & Sverker, 2016). Ecommerce platforms we will analyze at the results sections, 

enables the companies to innovate with their business model, so the visibility of the 

platform and also the number of companies using one or other system will be useful to 

understand which are the best solutions for making online sales. According to Tsironis 

et al. (2016) Businesses participating in the integrated chain must have an extremely 

flexible system to manage their internal resources and also to have the ability to 

communicate with the respective systems of the members/companies that make up the 

chain (Tsironis et al., 2016). 

 

2. Results  
 

After using the datasets collected from the presented sources, we obtained the following 

results, which will be used for discovering the actual state of web development 

technologies in the ecommerce industry. First, we will present the market share of 

relevant selected platforms, obtained after we analyzed 2,580,975 online stores 

provided by Similar Tech database. We will use the deployment.  

 

The market share of every platform from the total ecommerce platform types is 

displayed in figure 1.  

 

 

Figure 1. Ecommerce platforms types share from total platforms 

We will continue obtaining the results of how many stores are deployed on every 

platform type, in figure 2 we can observe that even that not many ecommerce platforms 

are plugin based, there are many stores opened through a plugin installed on a CMS. 
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Figure 9. Number of deployments on hosted platforms, SAAS and Plugin based 

 

For determining the business model, we analyzed the price level. For SaaS we used the 

formula no.1 presented below in order to compare those two business types properly, 

for a medium time period of 3 years. In figure 3 were included just the paid e-commerce 

platforms. 

 

 
Figure 3. Average price for using an ecommerce software 

 

Also, for taking some conclusions, we have to notice the ratio between free/freemium 

model and the paid services. We identified in our results set that 1,994,185 stores are 

on free platforms and 586,790 are using SAAS or paid platforms. In figure 4 we can 

observe the ratio between free/freemium based platforms and the paid or rented license. 

According to Mara Blake and Catherine Mores open source software may be the more 

sustainable option, as the source code is made available for the institution to customize 

and preserve. However, the community that developed that piece of software may not 

have the same development priorities, and it may take a significant investment of time 

and skills to change the code (Blake & Morse, 2016). 

 

1008290

620806

951879

0

200000

400000

600000

800000

1000000

1200000

Hosted platforms SAAS Plugin

Number of deployments

1694.33

3146

0
0

500

1000

1500

2000

2500

3000

3500

Hosted SAAS Plugin

Average price for 3 years (USD)



280 

 

 
Figure 4. Free ecommerce platforms vs paid platforms 

 

3. Discussions 

 

Online and ecommerce industry started with open source and later developers and 

Internet companies started to see opportunities for renting products in the system 

software as a service. We have to understand that every type of solutions has advantages 

and disadvantages, depending on the request of every business and also main 

architecture used to develop the final product. 

 

Our research was made to determine the main types of ecommerce solutions and to 

discover which are more popular and attractive to the market. After investing a lot of 

type, we discovered that a quantitative research or a qualitative research was not 

enough. This was the reason we started gathering more data for discovering the most 

popular and successful platform world-wide, for English speakers from different 

countries. This study can be considered relevant, because for finding the results we used 

a big data sample, which includes an automatic analyze of 2,580,975 deployments 

analyzed by Similar Tech systems. As we saw in figure one, the hosted and SAAS 

platforms have a similar number of software suppliers 50%/44%, a fact that we consider 

interesting. When we are talking about plugins, we found just a relevant competitor, 

which has an important number of deployments. If we go next to the second figure, we 

can observe that our analysis between hosted, SAAS and plugin ecommerce solutions 

have a similar number of deployments.  

 

The premium segment, which contains paid platforms, is made from hosted and SAAS 

software platforms too. For a 3-year calculation we saw that the average prices are 

almost double than the monthly paid SAAS price. We have to mention that the price of 

hosted platform doesn’t include hosting and professional services of support & 

customizations. On the other hand, entrepreneurs allocate a big part of the budget for 

customizing the platform and offering to every customer a good experience. Also, they 

wish to differentiate from the other competitors on the market.  

 

The number of stores deployed on every platform is a sign of offering to every business 

partner a solution with an acceptable price and a mix of functions which make his store 

performant on the market. On our study we discovered that 23% of the technologies 

were delivered for free and the rest of 77% are requesting a monthly fee or are selling 

a lifetime license with limited updates for a time interval. Because we could not obtain 
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a historical evolution of the number of opened stores on every platform and we can’t 

estimate very well the actual trends, but with the help of Google keyword tool, we could 

see which is the actual interest which reflects the average number of searches per 

month. 

 

Probably most of the choices of buying a license or opting for a monthly fee were made 

by entrepreneurs, who wish an online store, but the real decision of using a software 

platform is made most of the time by the specialists, who are recommending a solution 

they use and they trust.  

 

Comparing the prices, we can observe that the minimum cost is about 385 USD and the 

maximum cost is around 4,884 USD for a 3-year use, while the average is about 

1,539.63 USD. 

 

For future researches it will be interesting to understand why some entrepreneurs prefer 

rented license and who are those who request a lifetime license. For having a global 

picture of ecommerce platforms, a study which defines the cost of launching a new 

store, cost of hosting and cost of maintenance will help our society to have a better 

conclusion about their option when requesting an ecommerce solution. Also, this study 

can be made again after 1 or 2 years to see how many customers adopted a new 

technology and how many left over an actual ecommerce solution provider. Because 

ecommerce is growing every year world-wide we will see more online stores. 

 

4. Conclusions  
 

At this moment, Shopify is the most popular platform, as we seen in table 1 and table 

2. This SAAS platform has a good global Rank in Alexa, exactly 545 and a very high 

average searches every month on Google. Probably they will gain more customers 

because a big part of those monthly fees is most of the time used for marketing and 

advertising.  

 

The most popular platform used worldwide at this moment is the only plugin in our 

research, named WooCommerce, Similar Tech discovered that are 951,879 stores using 

this software. Even if it is a very flexible platform, using a plugin in a compatible CMS 

(Content management system) is not most of the time the best solution for stores with 

a big number of products.  

 

World-wide, top five platforms used for deployments are WooCommerce with market 

share of 36.88%, Magento Open Source with 14.74% market share, Shopify with 

11.91% share and Prestashop with 7.84% from all deployments. The top 5 of most 

searched platforms is a little bit different, on the first position we have Shopify but on 

the next four will be BigCommerce, Magento Open Source, Yo!kart and Volusion. 

Probably these are very popular and many potential or actual customers are trying to 

find much information about these. 

 

50% of ecommerce solutions can function on hosted platforms and 44.44 are using 

SAAS. 5.66% is represented by a plugin for WordPress, which actually is also hosted 

in private servers. 1,008,290 stores were identified on a hosted solution and 951,879 

are using WooCommerce for WordPress. SAAS is growing and it has at the moment 

620,806 deployments. If we consider that Plugin is also a hosted platform time, we can 



282 

 

have the conclusion that hosted platform has 1,960,169 versus 620,806 of SaaS 

deployments. This means that just 23.9% of the stores are using a monthly fee 

ecommerce solution and the rest of 76.1% is using a hosted website.  

 

The users who opt in for SAAS don’t have many technical issues and they don’t need 

a bigger sum of money at the beginning. According to websites of every SAAS 

provider, they have limits of using the service (for example numbers of products, 

number of monthly orders... etc.) and sometimes they have some extra taxes for online 

payments or other – extensions. The advantage is clear; every internet user can start 

faster to grow a business on the ecommerce industry.  

 

On the other hand, the hosted solutions, most of the time open source software, offer 

more flexibility and many choices for adding plugins or writing new ones. Those types 

of platforms have many options for free but also every developer will need for 

expanding some functions paid plugins. Most of the plugins are found in marketplace, 

can be ordered with one-time payment and include a number of months of support. 

 

When discussing about visibility and potential growth of actual customers, our new 

used KPI found out that the winner is Shopify, followed by WooCommerce, Magento, 

BigCommerce and Volusion. More than half of the world-wide stores included in this 

study are made on WooCommerce and Magento 51.62%, but if we add Shopify and 

Prestashop we will observe that 71.37% from the online stores included in the study are 

made on 3 hosted platforms and one rented platform. The percent of hosted versus SaaS 

is similar on these 4 options like in the whole research which includes more than 2.5 

billion websites. In the end, our findings present which are the most popular platforms 

at the moment, what business model they use, which are the free/freemium options, 

how many customers preferred a monthly payment software and which are the 

advantages and limitations of using a platform from a category or from another.  

 

References 
 

Alexa, 2018. Alexa.com. [Online] Available at: https://www.alexa.com/siteinfo [Accessed 18 

02 2018]. 

Alexa.com, n.d. How are Alexa’s traffic rankings determined?. [Online] Available at: 

https://support.alexa.com/hc/en-us/articles/200449744-How-are-Alexa-s-traffic-

rankings-determined-[Accessed 24 02 2018]. 

Awa, H. O., Baridam, D. M. & Nwibere, B. M., 2015. Demographic determinants of electronic 

commerce (EC) adoption by SMEs. Journal of Enterprise Information Management. 

Bill, C., 2018. Inc.com. [Online] Available at: https://www.inc.com/bill-carmody/top-5-

ecommerce-platforms-for-2017.html, [Accessed 20 02 2018]. 

Blake, M. R. & Morse, C., 2016. Keeping your options open. Reference Services Review, 44(3), 

pp. 375-389. 

Computer Hope, 2017. Computer Hope. [Online] Available at: 

https://www.computerhope.com/jargon/p/plugin.htm, [Accessed 11 03 2018]. 

DeMatas, D., 2018. [Online] Available at: https://selfstartr.com/ecommerce-

platforms/[Accessed 24 02 2018]. 

Gil, P., 2017. What Is ‘SaaS’ (Software as a Service)?. [Online] Available at: 

https://www.lifewire.com/what-is-saas-software-2483600, [Accessed 11 03 2018]. 

Gilmore, R., 2016. Bright Pearl. [Online] Available at: https://blog.brightpearl.com/saas-vs.-

open-source-an-introductory-comparison, [Accessed 20 02 2018]. 

https://www.alexa.com/siteinfo
https://www.inc.com/bill-carmody/top-5-ecommerce-platforms-for-2017.html
https://www.inc.com/bill-carmody/top-5-ecommerce-platforms-for-2017.html
https://www.computerhope.com/jargon/p/plugin.htm
https://www.lifewire.com/what-is-saas-software-2483600
https://blog.brightpearl.com/saas-vs.-open-source-an-introductory-comparison
https://blog.brightpearl.com/saas-vs.-open-source-an-introductory-comparison


283 

 

Google Keyword Planner, 2018. Google Adwords - Keyword Planner. [Online] Available at: 

https://adwords.google.com/ko/KeywordPlanner/Home?__c=5645055681&__u=21159

37821&authuser=0&__o=cues#start, [Accessed 18 02 2018]. 

Google, 2017. Google Adwords Help. [Online] Available at: 

https://support.google.com/adwords/answer/2999770?hl=en, [Accessed 18 02 2018]. 

Marchet, G. et al., 2018. Business logistics models in omni-channel: a classification framework 

and empirical analysis. International Journal of Physical Distribution & Logistics 

Management. 

Marketing Group, M., 2017. Internet World Stats Retrieved. [Online] Available at: 

http://www.internetworldstats.com/stats.htm, [Accessed 05 10 2017]. 

Shaughnessy, H., 2016. Harnessing platform-based business models to power disruptive 

innovation. Strategy & Leadership, Volume Vol. 44 Iss 5, pp. 6-13. 

Similar Tech, 2018. SimilarTech. [Online] Available at: 

https://www.similartech.com/categories/ecommerce-platforms, [Accessed 18 02 2018]. 

Steiber, A. & Sverker, A., 2016. The Silicon Valley Model, Management for Entrepreneurship. 

s.l.:Springer. 

The PHP Group, 2018. Unsupported Historical Releases. [Online] Available at: 

http://php.net/releases/, [Accessed 11 03 2018]. 

Tripathi, B., 2016. Synoptive. [Online] Available at: https://www.synotive.com/blog/10-most-

popular-ecommerce-platforms-to-build-your-online-store, [Accessed 20 01 2018]. 

Tsironis, K. L., Gotzmani, K. & Mastos, h. D., 2016. e-Business critical success factors: 

towards the development of an integrated success model. Business Process Management 

Journal. 

Voigt, K.-I., Buliga, O. & Michl, K., 2017. Business Model Pioneers, How Innovators 

Successfully Implement New Business Models. s.l.:Springer. 

Warnimont, J., 2018. 11 Best Open Source Ecommerce Platforms for 2017. [Online] Available 

at: https://ecommerce-platforms.com/articles/open-source-ecommerce-platforms, 

[Accessed 24 02 2018]. 

Zorzini, C., 2018. Top 5 Ecommerce Platforms and Solutions: Shopify vs Volusion vs 

Bigcommerce vs Big Cartel vs 3dcart. [Online] Available at: https://ecommerce-

platforms.com/articles/top-6-ecommerce-platform-reviews-2012-shopify-volusion-

bigcommerce-magento-bigcartel-3dcart, [Accessed 24 02 2008]. 

  

https://adwords.google.com/ko/KeywordPlanner/Home?__c=5645055681&__u=2115937821&authuser=0&__o=cues#start
https://adwords.google.com/ko/KeywordPlanner/Home?__c=5645055681&__u=2115937821&authuser=0&__o=cues#start
https://support.google.com/adwords/answer/2999770?hl=en
http://www.internetworldstats.com/stats.htm
https://www.similartech.com/categories/ecommerce-platforms
http://php.net/releases/
https://www.synotive.com/blog/10-most-popular-ecommerce-platforms-to-build-your-online-store
https://www.synotive.com/blog/10-most-popular-ecommerce-platforms-to-build-your-online-store
https://ecommerce-platforms.com/articles/open-source-ecommerce-platforms
https://ecommerce-platforms.com/articles/top-6-ecommerce-platform-reviews-2012-shopify-volusion-bigcommerce-magento-bigcartel-3dcart
https://ecommerce-platforms.com/articles/top-6-ecommerce-platform-reviews-2012-shopify-volusion-bigcommerce-magento-bigcartel-3dcart
https://ecommerce-platforms.com/articles/top-6-ecommerce-platform-reviews-2012-shopify-volusion-bigcommerce-magento-bigcartel-3dcart


284 

 

 

 

 

 

 

PS9 INTEGRATED REPORTING 

Chairperson: Axel Haller, University of Regensburg, Germany 

 

 

 

Exploring the perspectives of integrated reporting for future research 

opportunities 

Chirața Caraiani 

Camelia I. Lungu 

Alina Bratu 

Cornelia Dascălu 

 

 

  



285 

 

Exploring the perspectives of integrated reporting for future 

research opportunities 
 

Chirața Caraiania, Camelia I. Lungua,1, Alina Bratua and Cornelia 

Dascălua 

 
a The Bucharest University of Economic Studies, Romania 

 

Abstract: This paper investigates the perspectives of integrated reporting as an 

emerging field in mainstream academic literature. The current state of research and its 

development are explored by using the Structured Literature Review (SLR) method on 

publications indexed in Clarivate Analytics’ Web of Science. An analytical framework 

is designed for applying the coding procedure. The findings suggest an evolution of 

integrated reporting research from the phase of spreading awareness regarding the 

new reporting paradigm towards an impact analysis phase. The accounting and audit 

journals are noted to have greatly contributed to the shift of IR literature towards 

studying the integrated reporting as a reporting practice. A further purpose is to 

examine newly developed research interest in integrated reporting and to establish 

future paths to be followed. Future research might bring to discussion possible links 

between integrated reporting, governance and integrated thinking. The complex 

interrelationships influencing the companies’ ability to create value for the multi-

stakeholders need to frame the practice-oriented research. 

 

Keywords: Integrated reporting, structured literature review, IR literature, meta-

analysis  

 

1. Introduction 
 

In the last years, the focus on economic, social and environmental reporting had 

increasingly become significant, as corporate collapses, the global financial crisis, 

social and environmental matters, or climate change became current concerns (Haji and 

Anifowose, 2017). In order to answer these issues, the organizations had to remodel 

their corporate reporting practices, transiting from mandatory reporting to voluntary 

disclosure. This approach is increasing in usage as it provides more relevant 

information and creates the premises for an improved corporate transparency and 

accountability (Vaz et al., 2016; Dumay et al., 2016). In this context, integrated 

reporting is gaining considerable momentum as it sets out to redirect the thinking of 

corporate actors towards voluntary material disclosure - reporting information 

considered essential for the stakeholders. This contributes to the further integration of 

sustainability and has consequences on corporate strategic planning and decision-

making (Gunarathne and Senaratne, 2017).  

 

The International Integrated Reporting Council (IIRC) has introduced integrated 

reporting as the most recent reporting practice that will serve as a replacement to the 
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actual reporting system (Brown and Dillard, 2014). This emerging corporate reporting 

initiative addresses the limitations of traditional financial reporting, usually criticized 

for its great amount of information as well as for the disconnected manner used to 

present that information (Zhou et al., 2017). Along with IIRC’ attempts to globally 

introduce integrated reporting practices, the academic body started to spread awareness 

related to this innovative approach to corporate reporting.  In recent years, integrated 

reporting literature has vastly expanded, especially after the IIRC Framework’s 

publication in December 2013. Therefore, leading academic journals have begun to 

frequently cover this topic and it became an attention attracting subject, especially in 

accounting research. 

 

The aim of this paper is to investigate the state of integrated reporting as an emerging 

field in mainstream academic literature as well as to examine the actual condition of 

this newly developed research interest. In order to study integrated reporting research 

development, a review of the publications indexed in Clarivate Analytics’ Web of 

Science (formerly known as Thomson Reuters database) was carried out. This database 

was chosen as the indexed articles are enjoying the widest readership and are the most 

cited by specialists (Lungu et al., 2016). Therefore, a scientific paper available in Web 

of Science has a recognized quality and exposure to the international scientific 

community (Lungu et al., 2009). 

 

This paper employs a Structured Literature Review (SLR) method (Massaro et al., 

2016) which allows to provide insightful and effective findings that are different from 

the traditional literature reviews. The main reason of adopting a SLR methodology 

resides the fact that integrated reporting is in its “early stages of development” 

(Petticrew and Roberts, 2008: 21 quoted in Dumay et al., 2016), and a small number of 

specialists could have accumulated sufficient knowledge on this theme to make a valid 

traditional literature review (Dumay et al., 2016).  

 

In this respect, our paper approaches two research questions, focusing on <IR> 

literature. 

 

RQ1. How have the integrated reporting field developed in recent years?  

 

RQ2. How and why is the research field changing? 

 

RQ2.1 How global is the integrated reporting research and is there a shift in its 

perspective? 

 

RQ2.2. What are the best research practices in integrated reporting? 

 

RQ2.3. Is there a connectivity between the criteria of IR frameworks and the 

focus of IR literature? 

 

This study is not first in line to conduct a comprehensive literature analysis, as reviews 

on integrated reporting were previously carried out (e.g. Dumay et al., 2016 and De 

Villiers et al., 2014). The previous studies focus on the emergence of integrated 

reporting literature, analyzing the first stage of this process. This paper does not aim to 

reconstitute or re-analyze the previous works. The purpose here is to develop new 

insights based on prior findings and to extend the sample used by the authors in their 
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respective literature reviews, covering the period of time that could not be previously 

included. Another aim of this study is to identify future research perspectives, based on 

the literature gaps found in the newest published articles. 

 

The remainder of this paper is organized as follows: Section 2 offers a brief review in 

order to present the background of integrated reporting and to establish the general state 

of contemporary literature. Section 3 explains the key methodological aspects of the 

SRL method, as well as the articles selection process and the analytical framework 

definition. Section 4 describes the research findings and provides insights on the 

integrated reporting literature. Section 5 presents the concluding remarks of this study 

and outlines an agenda for future research as depicted in the analyzed articles. 

 

2. Literature review – integrated reporting background 
 

The topic of integrated reporting is lately enjoying a great amount of global attention 

from scholars, specialists, managers, organizations, audit firms and mass media. This 

section analyzes the academic literature in order to explain the background of integrated 

reporting as well as to document the journey of this practice since its beginnings.  

 

Designing an integrated corporate reporting system is not an area of recent interest and 

its introduction dates two decades ago. In 1995, John Elkington presented a famous 

expression “People, Planet and Profit” which became known as the Triple Bottom Line 

(TBL). The concept was proposed by the author as a method to achieve sustainable 

development by combining social, environmental and economic disclosures (Dumay et 

al., 2016). Since then, this model has enjoyed a great amount of notoriety not only 

among companies but also for consultancy firms and agencies, accounting professions, 

and even NGOs (Rambaud and Richard, 2015). The TBL concept was created to change 

the traditional reporting focus of providing financial information to shareholders 

towards offering non-financial disclosures, as the company’s economic added value 

was not adequate to create sustainable results (Caraiani et al., 2015). The TBL model 

has created a solid foundation on which sustainability reporting and research have 

developed under the inclusive stakeholder view (Gleeson-White, 2014 cited by Dumay 

et al., 2016). 

 

At country’s lever, the South Africa is the first to create in 1994, a Code of Corporate 

Governance to extend the financial disclosure requirements with social, environmental 

and governance elements, known as King Report on Governance. The concept of 

integrated sustainable reporting is introduced subsequently in the second version of the 

Report. In 2010, the third version of King’s Report became compulsory for the 

companies listed on Johannesburg Stock Exchange, setting South Africa as the first 

country with mandatory integrated reporting (Dumay et al., 2016). 

 

While the social and environmental reporting practices began to globally expand, policy 

development became necessary. Voluntary reporting standards and guidelines were 

created as a way to guide organizations’ initiatives to successfully engage in sustainable 

reporting (Buhr et al., 2014). In this context, the Institute of Social and Ethical 

Accountability (AccountAbility) and the Global Reporting Initiative (GRI) were among 

the organizations that developed the most compelling and extensively adopted reporting 

and assurance standards for social and environmental reporting (De Villiers et al., 

2014). 
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Undoubtedly, the most prominent standards have been those elaborated by the GRI. 

This multi-stakeholder cooperation managed to formulate and establish a generally 

accepted framework for environmental, social and economic reporting (Buhr et al. 

2014). One purpose of the social and environmental reporting regulation was to create 

the basis for enhanced credibility and comparability in the reporting practice. However, 

as the GRI guidelines started to standardize more and more social, environmental and 

governance issues, the sustainability reports also became more elaborate and extensive. 

Apart from these characteristics, further developments and valid evidence need to be 

addressed to improve corporate policy and practice (De Villiers et al., 2014). 

 

In order to enable an efficient reporting practice, Eccles and Krzus proposed a first 

version of integrated reporting by introducing a new concept: One report. This concept 

claimed to present “financial and nonfinancial information in such a way that shows 

their impact on each other” (Eccles and Krzus, 2010: 10). The book advocates the 

integrated reporting practice by promoting two main reasons as of why organizations 

should adopt One Report as their external reporting procedure. The first motivation 

states that this innovative concept is a key element for a genuine sustainability reporting 

as it enables an improved risk management and it created opportunities to ensure a 

sustainable society. The second motivation is improved corporate communication and 

transparency, as the One Report is concise and it can transmit a single message to all 

stakeholders (Eccles and Krzus, 2010). The company’s holistic perspective is later 

considered in Eccles and Krzus (2015) advanced proposal for a new concept, that of 

materiality matrix. The company’s performance is seen in the context of value created 

for each stakeholder (Lungu et al., 2017). 

 

All these initiatives proposed improving measures for the existing corporate reporting 

practices, but the break out point for integrated reporting was the IIRC’s establishment 

in 2009. Since then, integrated reporting has immediately gained notable importance. 

Consequently, the IIRC has become the global leading organization in developing 

policy and practice recommendations in the field of integrated reporting (De Villiers et 

al., 2014). In addition, integrated reporting has emerged as a key procedure (Chaidali 

and Jones, 2017) as the annual reporting processes were unsuccessful in disclosing 

social and environmental issues in a transparent manner. 

 

The IIRC is a “global coalition of regulators, investors, companies, standard setters, the 

accounting profession and NGOs” and brings together “the relevant and informed 

people and organizations” (IIRC, 2013a) involved in corporate reporting. The main 

purpose of this organization is to elaborate a conceptual framework which enables the 

preparation of a concise, user-centered voluntary report entitled as the integrated report 

(Cheng et al., 2014). From 2011 to 2014, the IIRC implemented a Pilot Programme, 

which aimed to build the context for the future conceptual framework (Mio et al., 2016). 

Additionally, the IIRC used the Pilot Programme with the purpose to generally 

understand the actual corporate reporting practices (IIRC, 2013b). The pilot program 

included more than 75 companies and 25 investor bodies. In the first half of 2013, the 

Consultation Draft was published by the IIRC, with an invitation addressed to any 

interested party to leave comments and suggestions. In December 2013 the final version 

of the IIRC Conceptual Framework was published. 
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Excluding the companies that choose to experiment with integrated reporting in its early 

stage, South Africa was the first country to require listed companies to provide an 

integrated report. Specifically, the listed companies on the Johannesburg Stock 

Exchange were required to adopt integrated reporting practices on a ‘comply or explain’ 

basis (Cheng et al., 2014). The South African integrated reporting framework had a 

greater focus on social, environmental and sustainability issues than the IIRC 

Framework (De Villiers et al., 2014). The IIRC Framework has received critique on 

this matter, as it focuses to create “value for investors” (Flower, 2015:1) as opposed to 

the South African framework. 

 

As rapid development and increasing relevance of integrated reporting are the main 

drivers for academic literature expansion, this new reporting practice is becoming an 

established emerging research field. Recently, some studies analyzed and reviewed the 

relevant literature on integrated reporting, such as De Villiers et al. (2014), Cheng et 

al. (2014), Dumay et al. (2016), Velte and Stawinoga (2017) and De Villiers et al. 

(2017) offering useful insights and understandings as well as research agendas useful 

for the academics involved in this study area.   

 

3. Research methodology 
 

3.1. Research method 

 

The Structured Literature Review (SRL) method is used for this paper because the 

‘integrated reporting’ is a rather new concept (Dumay et al., 2016), placed by Petty and 

Guthrie (2000) in the stage of raising awareness of its potential. Although, firstly 

referred to by IIRC in 2010, previous related concepts existed, as ‘integrated 

sustainability reporting’ concept introduced by King II report. By using the SRL 

method, the premises required to identify research gaps in literature as well as to 

formulate research hypotheses and find future research paths may be scientifically set 

up. This paper is based on previous works of Dumay et al. (2016), Massaro et al. (2016), 

Guthrie et al. (2012), and Pisani et al. (2017). Proposed by Massaro et al. (2016), SLR 

is a method that favors the development of insights and critique related to the status of 

a knowledge field, through a systematic review of the academic literature. 

 

The SLR approach offers two specific advantages. First, the SLR method is a tool which 

increases the objectivity of a literature review, as traditional literature reviews are 

criticized for being too subjective (Petticrew and Roberts, 2008 cited by Dumay et al., 

2016). Nevertheless, the practicality of the traditional literature review cannot be 

contested, as this is the most common management research technique (Denyer and 

Tranfield, 2006), in which the researcher compiles and highlights the key findings of 

previous scientific literature using a subjective and narrative approach. Moreover, the 

value of traditional literature research resides in the fact that it is “written by someone 

with a detailed and well-grounded knowledge of the issue” (Petticrew and Roberts, 

2008:10 quoted in Dumay et al., 2016). Based on this assertion, Massaro et al. (2016) 

argue that traditional literature reviews could represent sources of compelling insights, 

nevertheless this depends on the researcher’s knowledge of the studied field. The SLR 

method complements traditional literature reviews, as this concept helps to achieve 

legitimate results by providing validity to the review’s results.  
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The second advantage of the SLR approach lies in the fact that this method offers 

alternative techniques for experienced academics to open up new research directions, 

which would be quite difficult to access using a traditional approach. Thus, the SLR 

method may become an instrument for experienced researchers to advance new 

research paths by studying a substantial amount of academic literature (Massaro et al., 

2016).  

 

When applying the SLR methodology, Massaro et al. (2016:771-772) recommends the 

following ten steps for a rigorous literature review, that were also applied within this 

paper:   

(1) “write a literature review protocol; 

(2) define the questions that the literature review is setting out to answer; 

(3) determine the type of studies and carry out a comprehensive literature search; 

(4) measure article impact; 

(5) define an analytical framework; 

(6) establish literature review reliability; 

(7) test literature review validity; 

(8) code data using the developed framework; 

(9) develop insights and critique through analyzing the dataset; and 

(10) develop future research paths and questions”. 

 

The flexibility of this method resides in the feature that the ten steps need not to be 

chronologically followed. The researcher has the freedom of adding new criteria as 

he/she advances through the articles’ analysis. Thus, the analytical framework may be 

reformulated, once the analysis reveals new and significant attributes.  

 

3.2. Research database  

 

The focus of this review is on scientifically validated articles that will ensure the 

validity of the findings and further discussion. Therefore, the selection of the sampled 

articles referred to those articles published by peer-reviewed academic journals, 

excluding other types of publications, such as books or conference proceedings. 

Critically following the ten steps of a SRL (Massaro et al., 2016), the articles were 

selected from the Clarivate Analytics Database, covering different economic 

disciplines. From the articles published during the latest eight years, a final sample of 

72 articles was established, after the completion of several phases, described as follows.  

 

First, for the literature search, the primary data source is Clarivate Analytics’ Web of 

Science Core Collection, internationally recognized and providing a validated tool for 

measuring the article impact, the Citation Report. A computer-based examination of the 

database was performed by searching the title, abstract and keywords of all the journals 

indexed in this database. The research objective of reviewing the integrating reporting 

literature limited the starting date at January, 2010. A cutting-date of 15th of November, 

2017 was adopted. All articles referring to concepts as ‘integrated reporting’, ‘IIRC’ or 

‘integrated report’ were selected, saved and organized by categories. 

 

Second, the articles’ search results were refined. Out of the six main indexed the Web 

of Science Core Collection is organised in, two main indexes, reflecting the social 

science research areas were selected: Social Science Citation Index (SSCI) and Science 

Citation Index Expanded (SCIE). Further, the Web of Science category was considered, 
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to limit the selection only to accounting-relevant research themes. As this study focuses 

on integrated reporting literature, the selected categories were: Business and Finance, 

Management, Business, Economics (belonging to the SSCI), and Engineering, 

Environmental and Environmental Sciences (belonging to the SCIE). Hence, those 

categories that did not have any relation to the integrated reporting research area, such 

as Medicine General Internal or Oncology were eliminated. Taking in consideration 

the described criteria, an initial sample of 65 articles published in 24 journals was 

established. 

 

In order to complete the data set, a manual search on the previously identified journals 

doubled the computer-based search. The focus was on articles that were not available 

on the Core Collection. Next, the Clarivate Analytics’ Master Journal list was 

consulted, and the journals’ list for the ‘Business, Finance’ and ‘Management’ 

categories were obtained. These categories were chosen based on the inclusion of the 

most representative academic publications related to the integrated reporting field. Each 

journal included in these two categories (96 journals for ‘Business, Finance’ and 198 

journals for ‘Management’) was manually searched for articles, as the probability to 

identify articles that haven’t previously found was quite high. In some cases, the full-

text of the articles was analyzed, as the abstract or the keywords did not provide relevant 

information in order to establish whether the article focused on integrated reporting or 

not. As a result, seven forthcoming articles were found and included in the data set, 

which increased the final sample to 72 articles published in 26 journals.  

 

3.3. The analytical framework 

 

The next important step in developing the SLR was to define an analytical framework. 

To develop the framework, criteria previously used by Dumay et al. (2016), Guthrie et 

al. (2012), Dumay and Garanina (2013), and Broadbent and Guthrie (2008) are referred 

to, analyzed and verified for suitability for the research questions and sample, presented 

in sections 1 and 3.2 of this paper. To test and to adapt the details of the final criteria 

used and of the coding system, an initial framework was applied to a six sample articles, 

independently, by the four authors. During this pre-coding phase, the criteria and 

attributes were reviewed, changed or removed and new attributes were added.  

 

As a result, outlined in Table 1, a modified and improved analytical framework was 

applied for the entire database of 72 articles. Eight different criteria, with three to ten 

attributes are used to characterize the research articles. Details about the changes, 

improvements and removals are presented further. Explanations related to the 

criteria/attributes included in the analytical framework, as well as the rules used in the 

coding process are illustrated in detail. 
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Table 4. Analytical Framework 
A Jurisdiction B Organisational focus 

A1 Supra-national/International/Comparative B1 Publicly listed 

A1.1 Supra-national/International/Comparative – 

General 

B2 Private - SMEs 

A1.2 Supra-national/International/Comparative – 

Industry 

B3 Private - Others 

A1.3 Supra-national/International/Comparative – 

Organisational 

B4 Public sector 

A2 National B5 Not-for-profit 

A2.1 National - General B6 General/Other 

A2.2 National - Industry     

A2.3 National - Organisational     

A3 One Organisation     

C Location of research & Authors’ 

affiliation 

D Data sources 

C1 USA/Canada D1 Corporate information database 

C2 Australia D2 Authors’ primary data 

C3 United Kingdom D3 Intergovernmental organization 

C4 European Union (UK excluded) D4 Corporate website or internal data  

C5 South Africa D5 Stock index 

C6 Asia-Pacific D6 Mixed data sources 

C7 Other/Mixed D7 Other 

E Research methodology & Research 

methods 

F Focus of IR literature 

E1 Theoretical  F1 External reporting/Sustainability 

reporting 

 Commentary/Normative/Policy F2 Auditing and assurance 

 Literature review F3 Accountability and governance 

E2 Empirical F4 Management control/Strategy 

E2.1 Qualitative  F5 Performance measurement 

 Case Study F6 IR in practice - general 

 Content analysis/Historical analysis F7 Value creation/Business Model 

 Interviews F8 Integrated thinking/Capitals 

E2.2 Quantitative  F9 IR Determinants/benefits 

 Statistical and econometric methods F1

0 

Other (including general) 

 Survey/Questionnaire   

 Content analysis/Historical analysis   

 Mixed quantitative   

E2.3 Multiple   

G Approaches to IR H IR Frameworks, models, 

instruments 

G1 King Report on Governance (IRC of South 

Africa) 

H1 None proposed  

G2 One Report H2 Applies or considers previous  

G3 IIRC pre-2013 Guidelines H3 Proposes a new 

G4 IIRC, 2013 Guidelines     

G5 GRI Framework     

G6 Multiple frameworks     

(Source: Developed from Dumay et al. (2016), Guthrie et al. (2012), Dumay and Garanina 

(2013), Broadbent and Guthrie (2008), and Pisani et al. (2017)) 

 

The Jurisdiction (A) and Organisational focus (B) criteria are adopted from Dumay et 

al. (2016). The first two attributes composing the Jurisdiction criterion (A1 and A2) are 

further split into a General, Industry or Organisational setting. The articles that do not 

have an empirical base such as literature reviews or normative research are coded as 

‘General’ (A1.1 and A2.1), whereas articles analyzing the integrated reporting focusing 
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on an industry (A1.2 and A2.2) or on organizational setting (A1.3 and A2.3) are coded 

according to their Supra-national or National approach. The case studies referring to a 

single organization are classified as A3. The second criterion, Organisational focus (B) 

consists of six different attributes: B1 Publicly listed, B2 Private – SMEs, B3 Private – 

Others, B4 Public sector, B5 Not-for-profit, B6 General/Other. The articles which did 

not fall in the B1–B5 categories or did not adopt an organizational focus (e.g. normative 

research) are coded as General-other. 

 

The Location of research (C) criterion is adapted from Dumay et al. (2016), with 

changes in the coding process. Whether Dumay et al. (2016) considered the country of 

the first author when coding the regional focus or the geographical location of the 

research, we focused on the location of the companies/countries included in the 

research. The criterion is divided into six countries/regions (Table 1). European Union 

(C4) is maintained as in Dumay et al. (2016), from which the United Kingdom is 

excluded, as it is considered separately. A distinct attribute for Australia (previously 

included in ‘Australasia’) was added along the coding process. The database has been 

then revised to illustrate this separate location. The reason for this adjustment is a 

representative contribution on integrated reporting research in the Australian context. 

The articles that did not have a specific research location, either empirical articles or 

articles with an international – organizational focus, are categorized as C7 Other.  

 

Dumay’s et al. (2016) approach interferes with the discussion of the results, as it allows 

articles to be coded within this category even if they do not have a definite regional 

setting. To overcome this limitation, a specific contribution of this study is the 

development of a new criterion, emerging from Location of research, namely Authors’ 

affiliation. The category was also used by Pisani et al. (2017). The purpose of this new 

criteria, having the same attributes as Location of research, allows to present an in-

depth discussion on the second research question of the paper, RQ2 How and why is the 

research field changing. The criterion is used to develop insights regarding the 

amplitude of the international integrated reporting research. The most engaged 

locations in integrated reporting research are then compared with the region where the 

authors are affiliated. 

 

The Data source (D) criterion adapted from Pisani et al. (2017) includes seven 

attributes. Attribute D1 Corporate information database refers to data sources such as 

Compustat, Thompson Reuters, GRI Database or Forbes Global 2000 list. In the D2 

Authors’ primary data are classified the articles using data collected by authors from 

interviews, questionnaires or surveys. D3 Intergovernmental (or multi-stakeholder) 

organization includes data downloaded from the Integrated Reporting Examples 

Database of the International Integrated Reporting Council. With D4 Corporate website 

or internal data are coded articles using reports downloaded from the companies’ 

websites or internal documents. Articles using data from stock markets, such as IPO 

Prospectuses, are coded as D5 Stock index. Finally, in the D6 Multiple sources articles 

that used 2-3 distinct data sources are included (e.g. Mio et al., 2016 used as data 

sources information from interviews, internal documents and field observations) and in 

the D7 Other category were included studies that did not have a data source.  

 

The next criterion is built on Pisani’s et al. (2017) for Research methodology and 

Dumay’s et al. (2016) and Guthrie’s et al. (2012) for Research methods employed by 

the authors of IR research. The Research methodology criterion includes two main 
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attributes: E1 Theoretical (including conceptual articles or literature reviews) and E2 

Empirical, each developed on sub-categories according to different related research 

methods. The Empirical attribute is further sub-categorized within three sub-categories. 

E2.1 Qualitative includes articles using as main methods case studies, interviews or 

content analysis with a qualitative approach. E2.2 Quantitative includes studies using a 

quantitative methodology, such as statistical methods, surveys, content analysis or 

mixed quantitative methods. E2.3. Multiple includes articles employing both qualitative 

and quantitative methods. The Research method criterion used by Dumay et al. (2016) 

has the disadvantage of a multiple methodology identification used in the literature. 

Guthrie et al. (2012) outlines that a part of their selected articles proved to be quite hard 

to classify under a certain attribute, as two or three research methods had been used. 

The Research method criterion is relevant, as it provides a more precise representation 

of the methodology adopted. Therefore, a secondary analysis based on the research 

methods is carried out to identify the trends in integrated reporting research 

methodology. 

 

The Focus of Integrated Reporting (IR) literature (F) criterion, previously used by 

Guthrie et al. (2012) and Dumay et al. (2016) is composed of six attributes: F1 External 

reporting, F2 Auditing and assurance, F3 Accountability and governance F4 

Management control/Strategy, F5 Performance measurement and F10 Other (including 

general). Nevertheless, along with the codding process, new attributes were developed, 

as new focus in integrated reporting research were identified. Using the four new 

attributes (F6 IR in practice - general, F7 Value creation/Business Model, F8 Integrated 

thinking/Capitals, F9 IR Determinants/benefits) a more adequate representation of the 

diverse themes covered by the most recent research may be brought to readers’ 

attention. 

 

The criterion Approaches to integrated reporting (G) is developed from Dumay el al. 

(2016) by adding to the original attributes G1 King Report on Governance (IRC South 

Africa), G2 One Report, G3 IIRC pre-2013 Guidelines, and G4 IIRC 2013 Guidelines, 

two new attributes G5 GRI Framework and G6 Multiple frameworks. This change was 

decided as consequence of our initial content analysis and coding process on the six 

articles. We were observed that a number of articles (especially those published in the 

pre-IR Framework period) refer to the GRI standards as a start in their review of the 

integrated reporting. Moreover, it was noticed that a significant part of the articles refers 

to multiple Frameworks. This trend is also noticed by Dumay et al. (2016:175): “some 

authors use the term <IR> synonymously to describe what we identify as different IR 

approaches”. 

 

Advancing within the frameworks’ related analysis, the IR Frameworks, models, 

instruments (H) criterion is considered with the focus on possible conceptual 

development of IR in the future. Authors as Dumay et al. (2016), Dumay and Garanina 

(2013) and Guthrie et al. (2012) also included this criterion in their research. The 

attributes included in this category are: None proposed (H1), Applies or considers 

previous (H2) and Proposes a new (H3). 

 

3.4.  Developing literature review reliability 

 

The SLR method applied in this study combined a content analysis of the articles’ 

content with an articles’ coding process, carried out manually. As Guthrie et al. (2012) 
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argue, the manual coding benefit resides in the use of the implicit knowledge of the 

researcher for an effective interpretation of metaphorical text or complex information. 

In order to validate the analytical framework as well as the obtained results, several 

discussions were held within the research team, after the initial coding of the six 

articles. Consequently, the criteria and attributes that composed the analytical 

framework have been established and the coding difficulties were solved. Next, the 

entire database of articles was analyzed and coded by one of the authors. Content 

analysis and coding process were doubled by the other three authors using group 

discussion and critical thinking analysis in those cases where divergent codes were 

found. Finally, a check of the results was undertaken by the research team to identify 

any coding errors or discrepancies. The final values of each attribute were recorded, 

sorted and filtered using Excel spreadsheets. 

 

4. Findings 
 

4.1. Characteristics of Integrated Reporting Research during 2010-2017 

 

As evidenced in Table 2A, 59.7% of the selected articles are published in journals 

indexed in the ‘Business, Finance’ category, followed by ‘Management’ (19.4%) and 

‘Business’ (11.1%). Based on the number of published articles on integrated reporting, 

the Accounting, Auditing & Accountability Journal is the most active publication in 

spreading the awareness related to this new research field, with 9 articles published. 

The special issue from 2014 (Vol. 27, Issue 7) has significantly contributed in 

introducing the integrated reporting theme into the mainstream literature, with 6 

articles, representing 54.5% of the articles published in IR area that year. Other journals 

interested in publishing integrated reporting articles are the Journal of Intellectual 

Capital with 11.1% of the sampled articles, followed by Sustainability Accounting, 

Management and Policy Journal and Critical Perspectives on Accounting with 8.3% of 

the sampled articles each. 

 

Table 5A. Article distribution across academic journals 

Category Total % 

BUSINESS, FINANCE 43 59.7% 

 Abacus 1 1.4% 

 Accounting and Business Research 2 2.8% 

 Accounting and Finance 1 1.4% 

 Accounting, Auditing & Accountability Journal 9 12.5% 

 Accounting Horizons 1 1.4% 

 Accounting, Organizations and Society 1 1.4% 

 Australian Accounting Review 4 5.6% 

 British Accounting Review 4 5.6% 

 Critical Perspectives on Accounting 6 8.3% 

 European Accounting Review 1 1.4% 

 Journal of Accounting and Public Policy 2 2.8% 

 Journal of International Financial Management & Accounting 1 1.4% 

 Managerial Auditing Journal 4 5.6% 

 Sustainability Accounting, Management and Policy Journal 6 8.3% 

MANAGEMENT 14 19.4% 

 Business Strategy and the Environment 2 2.8% 



296 

 

Category Total % 

 Corporate Social Responsibility and Environmental Management 3 4.2% 

 Journal of Intellectual Capital 8 11.1% 

 South African Journal of Economic and Management Sciences 1 1.4% 

BUSINESS 8 11.1% 

 Business Ethics: A European Review 1 1.4% 

 Business Horizons 1 1.4% 

 International Business Review 2 2.8% 

 Journal of Business Ethics 3 4.2% 

 Public Relations Review 1 1.4% 

ENGINEERING, ENVIRONMENTAL 5 6.9% 

 Journal of Cleaner Production 5 6.9% 

ECONOMICS 2 2.8% 

 Amfiteatru Economic 1 1.4% 

 Ecological Economics 1 1.4% 

Total 72 100% 

 

Table 2B. The Evolution of Integrated Reporting research (2010-2017) 

Year of publication Total % 
Accounting 

and Audit 
% 

2010 0 0% 0 0% 

2011 1 1% 1 1% 

2012 2 3% 1 1% 

2013 4 6% 1 1% 

2014 11 15% 7 10% 

2015 16 22% 11 15% 

2016 15 21% 7 10% 

2017 23 32% 14 19% 

Total 72 100% 42 58% 

 

To respond the first research question RQ1. How have the integrated reporting field 

developed in recent years?, a detailed analysis is performed for the entire database of 

articles and also for the articles published in accounting and audit journals (Table 2B). 

The rise of interest in the integrated reporting research area has been fast and relatively 

recent (Table 2B), 75% of the articles being published during the last three years. The 

accounting and audit journals are noted to have greatly contributed to the IR literature 

development, during the starting phase of the process (2010-2014) with 10 of 18 articles 

published and continuing along the second stage (2015-2017) with 32 articles of 54. In 

recent years, journals published in other area, such as Management, have begun to focus 

on this new reporting paradigm, since integrating reporting provides not only a 

disclosure framework but also a strategic tool – the integrated thinking (IIRC, 2013b).  

 

4.2.  Changing in IR research paradigm 

 

It is of a great importance to include in analysis the articles’ impact as it serves as a 

proxy for its quality, since not all articles have the same academic significance. To 

measure the article impact, Massaro et al. (2016) conclude that citations may be used 

to recognize whether an article is relevant for academic literature and to identify its 

influence on the academic debate.  
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For measuring the article impact, the Clarivate Analytics’ Web of Science Citation 

Report is accessed. As Dumay and Dai (2014:270 cited by Dumay et al., 2016).) state, 

“one problem with determining the impact from citations alone is that older articles can 

accumulate more citations”. To overcome this constraint, two rankings included in 

Citation Report are used: top ten articles by total citations (Table 3) and top ten articles 

by average citation per year (Table 4). The average citation per year became a proxy 

index for the impact of integrated reporting area in accounting research. This approach 

is also used by Dumay et al. (2016) and recommended by Massaro et al. (2016). 

 

Table 3. Top ten articles by total citations 

No. Title Authors 
Publication 

Year 

Total 

Citations 

1 Integrated Reporting: Insights, gaps and an 

agenda for future research 

De Villiers et 

al. 

2014 75 

2 The Role of the Board in the 

Dissemination of Integrated Corporate 

Social Reporting 

Frias-

Aceituno et al.  

2013a 71 

3 Integrated Reporting: An Opportunity for 

Australia’s Not-for-Profit Sector 

Adams and 

Simnett. 

2011 49 

4 Is integrated reporting determined by a 

country’s legal system? An exploratory 

study 

Frias-

Aceituno et al.  

2013b 48 

5 The International Integrated Reporting 

Council: A story of failure 

Flower 2015 47 

6 Integrated Reporting and internal 

mechanisms of change 

Stubbs and 

Higgins 

2014 46 

7 Integrated reporting: On the need for 

broadening out and opening up 

Brown and 

Dillard 

2014 45 

8 The International Integrated Reporting 

Framework: Key Issues and Future 

Research Opportunities 

Cheng et al.  2014 43 

9 The cultural system and integrated 

reporting 

Garcia-

Sanchez et al. 

2013 41 

10 The International Integrated Reporting 

Council: A call to action 

Adams 2015 41 

(Source: Clarivate Analytics’ Web of Science Citation Report, accessed at 13.03.2018) 

 

According to the Tables 3 and 4, there are eight articles common to both rankings, all 

published during 2013-2015. The first ten articles by total citations were cited by more 

than 40 articles, up to 75 articles (for De Villiers et al., 2014). Contrary to the “strong 

interest among scholars to cite the latest IR research”, asserted by Dumay et al. 

(2016:170), our extended review shows that the articles published during the most 

recent two years couldn’t enter the top ten articles by citation nor by average citation 

per year. Nevertheless, the paper of De Villiers et al. (2014) has the highest impact on 

integrated reporting research field, as it has been cited 75 times since it was published, 

with an average citation of 15 per year.  

 

Table 4. Top ten articles by citation per year 

No. Title Authors 
Publication 

Year 

Average 

per Year 

1 
Integrated Reporting: Insights, gaps and an 

agenda for future research 

De Villiers et 

al.  
2014 15 

2 
The Role of the Board in the Dissemination 

of Integrated Corporate Social Reporting 

Frias-Aceituno 

et al.  
2013a 11.83 
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No. Title Authors 
Publication 

Year 

Average 

per Year 

3 
The International Integrated Reporting 

Council: A story of failure 
Flower 2015 11.75 

4 
The International Integrated Reporting 

Council: A call to action 
Adams 2015 10.25 

5 
Integrated Reporting and internal 

mechanisms of change 

Stubbs and 

Higgins 
2014 9.2 

6 
Integrated reporting: On the need for 

broadening out and opening up 

Brown and 

Dillard 
2014 9 

7 

The International Integrated Reporting 

Framework: Key Issues and Future 

Research Opportunities 

Cheng et al.  2014 8.6 

8 

Is integrated reporting determined by a 

country’s legal system? An exploratory 

study 

Frias-Aceituno 

et al. 
2013b 8 

9 
Walking the talk(s): Organisational 

narratives of integrated reporting 
Higgins et al. 2014 7.6 

10 
Explanatory Factors of Integrated 

Sustainability and Financial Reporting 

Frias-Aceituno 

et al. 
2014 7.2 

(Source: Clarivate Analytics’ Web of Science Citation Report, accessed at 13.03.2018) 

 

As evidenced in Table 4, articles published during 2013-2015 only are included in the 

top ten average citation per year ranking, while more recent articles haven’t managed 

to receive enough citations in order to be included in the top ten most cited articles. An 

explanation for this may be the changing of the literature focus. These findings respond 

to the second research question RQ2. How and why is the research field changing?, 

especially when the two publishing phases are considered.  

 

If the main objective of the articles published between 2013 and 2015 was to spread 

awareness regarding the new reporting paradigm, the most recent articles focus on 

studying the integrated reporting as a reporting practice. Additionally, as the diversity 

of IR research increased over the time, the authors publishing articles during the last 

two years have the tendency to refer to the most recognized articles, rather than to 

articles analyzing particular integrated reporting features.  

 

The most relevant journal in terms of articles published in IR research field remains 

Accounting, Auditing & Accountability Journal (AAAJ), as Dumay et al. (2016) 

previously observed. Four articles from 2014 AAAJ Special Issue appear in both 

rankings (De Villiers et al., 2014; Brown and Dillard, 2014; Stubbs and Higgins, 2014; 

Higgins et al., 2014). This indicates a significant impact on the academic debate 

conducted in terms of integrated reporting. 

 

4.3. Meta-analysis  

 

This sub-section provides a meta-analysis of the sampled articles and sets out to offer 

insights on recent developments of integrated reporting mainstream literature. Dumay 

et al. (2016) state that the integrated reporting literature did not pass the “first stage” of 

research (as off their cut-off date for paper search, 1 March 2015). Details for the second 

research question are next addressed to map and assess the evolution of integrated 

reporting research. The specific contribution would be to establish whether this field 

moved from a rising awareness phase to an impact analysis phase. The study follows 

the SLR method, coding the articles according to the analytical framework developed 
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in Section 3.3 of this paper. The following illustrates the SLR’s results, providing 

examples from the literature and developing insights based on this process. 

 

A. Jurisdiction 

 

The results in Table 5 show that 60% of the articles indicated a Supra-

national/International perspective in their endeavor of approaching the integrated 

reporting. These suggest a broadening of the researchers’ interests in approaching the 

international aspects characterizing integrated reporting rather than the particular or 

country-specific level. This evolution was expected, as the IIRC strives to ensure a 

broad universal adoption of the integrated reporting practice (De Villiers et al., 2014) 

and this new reporting paradigm has attracted global academic and profession’s 

attention.  

 

Table 5. Jurisdiction 

Jurisdiction 
No of 

articles 
Frequency 

2010-

2014 

2015-

2017 

A1 Supra-

national/International/Comparative 

43 60% 10 33 

A1.1 Supra-

national/International/Comparative - 

General 

22 31% 6 16 

A1.2 Supra-

national/International/Comparative - 

Industry 

 2 3% 0 2 

A1.3 Supra-

national/International/Comparative - 

Organisational 

19 26% 4 15 

A2 National 25 35% 8 17 

A2.1 National - General  1 1% 1 0 

A2.2 National - Industry  0 0% 0 0 

A2.3 National - Organisational 24 34% 7 17 

A3 One Organisation 4 5% 0 4 

 Total 72 100% 18 54 

 

In searching for a response to the RQ2.1 How global is the integrated reporting 

research and is there a shift in its perspective?, a shift of perspective is found. An 

interesting fact is that the research field seems to have moved from a General approach 

of integrated reporting towards an Organisational focus when the Dumay’s et al. (2016) 

results are taken as reference. Thus, for the international approach, only half of the 

articles focus on organizations and industries, while 24 of 25 national-oriented articles 

analyze specific organizations.  

 

Furthermore, Dumay et al. (2016) notice that the 2011-2014 integrated reporting 

literature mainly adopts a top-down approach trying to generalize findings for a larger 

group of companies as opposed to studying one organization’s practice. The analysis in 

our paper, extending the publishing period up until November 2017, provides a similar 

trend, with only four articles of 72 focusing on a single organization (Mio et al., 2016; 

Veltri and Silvestri, 2015; Beck et al., 2017, and Lodhia, 2015). 
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Overall, the number of articles analyzing integrated reporting with an Organisational 

perspective cover a significant percentage. Whether for international studies, both 

periods have similar numbers of articles covering General and Organisational focus, 

the national approach is more organizational-oriented. During the first stage of 

integrated reporting research, 2010-2014, the main objective could have been spreading 

awareness through publishing normative-oriented articles. Thus, 7 articles of 18 total 

articles published during this period have a General focus regarding the Jurisdiction 

(e.g. Cheng et al., 2014; Adams and Simett, 2011). For the last three years (2015-2017), 

36 articles have used an Organisational approach (e.g. Zhou et al., 2017; Setia et al., 

2015) while only 16 articles analyzed the integrated reporting based on a top-down 

perspective (e.g. Humphrey et al., 2017; Lodhia and Stone, 2017). Even so, the articles 

with a General focus published over the most recent three years have a critical 

perspective on integrated reporting or its fundamental concepts (e.g. Humphrey et al., 

2017; De Villiers and Sharma, 2017).  

 

B. Organisational focus 

 

The global aspect of integrated research (RQ2.1) is supported by the findings on the 

extent of academic literature in terms of Organisational focus (Table 6). This section’s 

results highlight that more than half of the reviewed articles conduct research on 

publicly listed entities (e.g. Melloni, 2015; Haji and Anifowose, 2017; Buitendag et al., 

2017). The percentage is higher than the Dumay’s et al. (2016) and may explain the 

new focus of the latest IR Framework (IIRC, 2013a) towards the ‘providers of financial 

capital’. Only eight articles focus on analyzing the integrated reporting aspects through 

the lens of private companies (e.g. van Bommel, 2014; Lodhia, 2015), while none of 

the articles refers to SMEs. An insignificant attention is given to the public-sector 

(Veltri and Silvestri, 2015) or not-for-profit organizations (Adams and Simett, 2011). 

Distinctively analyzing the periods reflecting the two stages of research, the identified 

trend is comparable and no differentiation could be noticed. 

 

Table 6. Organisational focus 

Organisational focus No of articles Frequency 
2010-

2014 

2015-

2017 

B1 Publicly listed 39 54% 9 30 

B2 Private – SMEs  0 0% 0 0 

B3 Private - Others  8 11% 2 6 

B4 Public sector  1 1% 0 1 

B5 Not-for-profit  1 1% 1 0 

B6 General/Other 23 32% 6 17 

 Total 72 100% 18 54 

 

The findings are consistent with those of Dumay et al. (2016), although the 

representativeness of articles with a general focus surpass that of the research on 

publicly listed. Thus, once more it may be argued that the IIRC’s statement: “the 

framework is written primarily in the context of private sector” (IIRC, 2013b: 4) is a 

steady concern for academics. Even if the IIRC guidelines may be applied by not-for-

profit and public-sector organizations, the research in this area has yet to rise.  

 

C. Location of research and Authors’ affiliation 
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A specific contribution to research on integrated reporting in terms of its globalization 

(RQ2.1) is presented in Table 7. The most researched regions are South Africa with 13 

(18%) articles, followed by Australia with 7 (10%) articles. Taking in consideration the 

analyzed sample, the specifics of the European Union, North America or Asia-Pacific 

haven’t played an important role in integrated reporting research, so far, at least. 

Undoubtedly, the South African context is the leading location of research, as it 

represents a model for integrated reporting, with almost 24 years of experience in 

addressing critiques for alternatives to financial corporate reporting and with mandatory 

requirements for the JSE listed companies. 

 

Other locations of research that might have a significant contribution for this reporting 

system are the United Kingdom or the European Union, as the EU Directive specifically 

requires listed companies to consider the sustainability-related aspects when they report 

on their activity. The results are different as compared to Dumay’s et al. (2016) 

findings. According to their results, the most active region is the European Union 

followed by Australia, while the South Africa takes the third place.  

  

Table 7. Location of research and Authors’ affiliation 

 Location of research Authors’ affiliation 

 
No of 

articles 

Frequency No of 

articles 

Frequency 

C1 USA/Canada 1 1% 2 3% 

C2 Australia 7 10% 13 18% 

C3 United Kingdom 3 4% 8 11% 

C4 European Union 3 4% 22 31% 

C5 South Africa 13 18% 4 6% 

C6 Asia-Pacific 2 3% 7 10% 

C7 Other/Mixed 43 60% 16 22% 

 Total 72 100% 72 100% 

 

To support and validate the findings, Location of Research category is extended with 

Authors’ affiliation (Table 7). The most interested authors in IR research are based in 

the European Union (22 articles) highlighting an increased interest in the context of 

adapting the European policies to IR requirements. However, only three articles are 

studying the integrated reporting practice of this region. A similar conclusion may be 

drawn in the case of the United Kingdom. From 8 research teams, not counting the 

mixed teams, only three articles focus on studying the UK’s contribution in integrated 

reporting.  

 

Irrespective authors’ affiliation, the global aspect of the integrated reporting (RQ2.1) is 

preferred to be studied. Inspecting the C7 – Other/Mixed category, it is noted that 13 of 

43 articles covering other areas than the first six listed in Table 7 are authored by mixed 

teams. Three other mixed teams contributed to research from South Africa (Bernardi 

and Stark, 2016; Barth et al., 2017) and Australia (Higgins et al., 2014).  

 

D. Data sources 
 

Since a key challenge for integrated reporting research is access to data, an analysis on 

data sources used proves to be quite useful in answering the research question RQ2.2 

What are the best research practices in integrated reporting. As outlined in Table 8, 
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Author’s primary data is one of the most frequent choice for data source, with 7 articles 

published between 2010-2014 and 15 articles published between 2015-2017. This type 

of source is mostly used when the authors gathered data for the specific purpose of the 

research, usually when interviewing experts or scholars (e.g. Higgins et al., 2014; 

Chaidali and Jones, 2017) or when a survey is used (e.g. Ballou et al., 2012). 

 

The corporate information databases, such as Compustat, Thompson Reuters, GRI 

Database and Corporate ratings (the Forbes Global 2000 list) are the next widely used 

data sources, with 4 articles published between 2010-2014 and 14 articles published 

between 2015-2017 (Table 8). Other sources, such as Intergovernmental organization 

(the IIRC’s Examples Database), Stock index (used by Garanina and Dumay, 2017) 

and Corporate website or internal data are used only for the research conducted after 

2015. The article of Mio et al. (2016) stands out as it uses three data sources (interview 

internal documents and field observations) for its case study on Generali’s Internal 

Integrated Report. In the Other category are included conceptual articles and literature 

reviews which do not use particular data sources.  

 

Table 8. Data sources 

Data Sources 
No of 

articles 
Frequency 

2010-

2014 

2015-

2017 

D1 Corporate information 

database/Corporate general 

ranking 

18 25% 4 14 

D2 Authors’ primary data 22 31% 7 15 

D3 Intergovernmental organization 3 4% 0 3 

D4 Corporate website or internal 

data  

8 11% 0 8 

D5 Stock index 1 1% 0 1 

D6 Mixed data sources 1 1% 0 1 

D7 Other 19 27% 7 12 

 Total 72 100% 18 54 

 

E. Research methodology and research methods 
 

Table 9 shows the analysis of integrated reporting in terms of research methodology 

and research methods. There is a substantial and exponential increase of empirical 

studies in the second part of the period considered in analysis, while theoretical 

approach has a declining frequency starting with 2015. It is encouraging to see more 

empirical work in this area, as there have been many requests for these types of studies. 

Taking a closer look at the empirical category (qualitative, quantitative and mixed 

research methods listed in Table 9), it’s noticed that qualitative and quantitative studies 

are comparable with around 20 studies per category. 

 

Table 9. Research methodology and research methods 

Research methodology/methods 
No of 

articles 
Frequency 

2010-

2014 

2015-

2017 

E1 Theoretical 18 25% 6 12 

 Commentary/Normative/Policy 16 22% 5 11 

 Literature review 2 3% 1 1 

E2 Empirical 54 75%   
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Research methodology/methods 
No of 

articles 
Frequency 

2010-

2014 

2015-

2017 

E2.1 Qualitative 19 27% 4 15 

 Case Study 5 7% 0 5 

 Content analysis/Historical analysis 1 1% 0 1 

 Interviews 13 19% 4 9 

E2.2 Quantitative 29 40% 7 22 

 Statistical and econometric methods 20 28% 4 16 

 Survey/Questionnaire 3 4% 3 0 

 Content analysis/Historical analysis 1 1% 0 1 

 Mixed quantitative 5 7% 0 5 

E2.3 Multiple 6 8% 1 5 

 Total 72 100% 18 54 

 

Detailing, the most commonly used are the statistical and econometrical methods and 

the time-analysis expose that there is an upward trend. Econometrical methods have 

been rarely used during the first stage of IR research (2011-2014 period), with only four 

articles (Frias-Aceituno et al., 2014; García-Sánchez et al., 2013; Frías-Aceituno et al., 

2013a and Frías-Aceituno et al., 2013b). Nevertheless, during 2015-2017, 16 articles 

using statistical and econometrical methods are published and their focus is mainly on 

performance measurement (e.g. Zhou et al., 2017) or integrated reporting determinants 

(e.g. García-Sánchez and Noguera-Gámez, 2017). 

 

The next most employed method after the Statistical and econometric category is 

Commentary/Normative/Policy, with 16 articles (22%). This is consistent with Dumay 

et al. (2016) who note the increased importance of Commentary/Normative/Policy, the 

prevalent method during the 2011-2014 period. Similar to statistical and econometric 

methods, the number of normative articles increased in usage during the recent years. 

However, in terms of significance, the findings in Table 9 show a second place for the 

normative method.  

 

F. Focus of IR literature 
 

The current trends of IR literature are analyzed in order to find a possible connectivity 

between the criteria of IR frameworks and the focus of IR literature (RQ2.3). The 

findings show that the focus of IR literature mirrors the new trends in IR frameworks. 

Thus, Table 10 indicates the External Reporting/Sustainability Reporting to be the most 

active area of interest for the research field, with 23 articles (e.g. Lodhia and Stone, 

2017; Stacchezzini et al., 2016; Ballou et al., 2012; Cheng et al., 2014). These results 

are expected, considering the primary purpose of IR Framework: disclosing the long-

term value creation process for external users of the company (IIRC, 2013b). They are 

also correlated with the findings of Dumay et al. (2016) noticing the same trend in their 

study. Likewise, an increasing number of authors claim that integrated reporting has 

the potential to change the existing corporate reporting practice, as it offers solutions to 

traditional accounting reporting criticism (Brown and Dillard, 2014; De Villiers et al., 

2017; Zhou et al., 2017). 
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Table 10. Focus of IR literature 

Focus of IR literature 
No of 

articles 

Frequency 2010-

2014 

2015-

2017 

F1 
External reporting/Sustainability 

reporting 
23 32% 9 14 

F2 Auditing and assurance  4 6% 0 4 

F3 Accountability and governance  1 1% 1 0 

F4 Management control/Strategy  1 1% 0 1 

F5 Performance measurement  6 8% 0 6 

F6 IR in practice – general aspects  9 13% 0 9 

F7 Value creation/Business Model  6 8% 2 4 

F8 Integrated thinking/Capitals  6 8% 1 5 

F9 IR Determinants/benefits 11 15% 4 7 

F10 Other (including general)  5 7% 1 4 

 Total 72 100% 18 54 

 

The second most important focus of the IR literature is analyzing the determinants or 

benefits of integrated reporting adoption. Although with a lower frequency (15%) as 

compared to Dumay et al. (2016), this research path is approached by 11 articles. 

Detailing the analysis of the 11 articles on the balance between the articles addressing 

determinants and benefits of integrated reporting, there is a clear trend towards 

determinants. Most of the articles focus on studying the impact of industry 

concentration, company size, profitability, business sector, growth opportunities (Frias-

Aceituno et al., 2014), cultural system (Garcia-Sanchez et al., 2013) or legal system 

influences (Frias-Aceituno et al., 2013b) on the development of integrated reporting.  

 

Extending the characteristics of the Focus of IR literature attribute, we examine how 

integrated reporting is approached in the practice. The Dumay’s et al. (2016:177) 

assertion “that <IR> is not simply accepted as the corporate reporting norm” 

characterizes the first stage of IR research. In the 2011 – 2014 period the focus of 

literature was to popularize the emergent practice and no research on companies’ 

practice using the concepts of integrated reporting was carried out. Moreover, our 

findings highlight nine articles (13%), published between 2015 and 2017 analyzing 

general aspects of IR in practice. This aspect is a response to the many demands to 

study how the integrated reporting is translating in practice. Four articles (Chaidali and 

Jones, 2017; Perego et al., 2016; Burke and Clark, 2016 and Robertson and Samy, 

2015) highlight the views of preparers, regulators and academics regarding integrated 

reporting. Another three articles (Veltri and Silvestri, 2015; Beck et al., 2017 and 

Lodhia, 2015) study the integrated reporting through the lens of individual companies, 

and two other articles debate the case of multiple organizations at international (Adams 

et al., 2016) or national level (Haji and Anifowose, 2017). 

 

Other interesting focuses in the integrated reporting research field are Auditing and 

assurance (e.g. Maroun, 2017), Performance measurement (e.g. Zhou et al., 2017; 

Garcia-Sanchez and Noguera-Gamez, 2017), Value creation and Business Model (e.g. 

Beattie and Smith, 2013; Maniora, 2017) and Integrated thinking/ Capitals (e.g. 

Garanina and Dumay, 2017; Coulson et al., 2015). Less approached study field of this 

domain are Accountability and governance and Management control/Strategy with only 

one paper each.  
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G. Approaches to IR 
 

Dumay et al. (2016: 176) argue that “there is a lack of critical understanding among 

scholars about what integrated reporting is”. In advancing this argument the RQ 2.3 

research question is addressed to find the way the criteria of IR frameworks may be 

connected with the specific focus of IR literature. The results in Table 11 highlight that 

the majority of the authors (53%) refer to integrated reporting approaches by citing 

multiple frameworks, as a way to properly document their research on integrated 

reporting.  

 

Apart from citing multiple integrated reporting approaches, there are articles referring 

to a single framework. Frequently, the authors cited the IIRC’s International Integrated 

Reporting Framework (e.g. van Bommel, 2014; Melloni, 2015) or the IIRC pre-2013 

Guidelines (the 2011 Discussion Paper). Although South Africa is one of the most 

interesting research location, with many articles analyzing the integrated reporting 

practice of the JSE listed companies, only three articles strictly refer to guidelines 

proposed by King III or IRC of South Africa (e.g. Bernardi and Stark, 2016; Setia et 

al., 2015; Buitendag et al., 2017). 

 

Table 11. Approaches to IR 

Approaches to IR 
No of 

articles 

Frequency 2010-

2014 

2015-

2017 

G1 King Report on Governance (IRC 

of South Africa) 

 3 4% 0 3 

G2 One Report  0 0% 0 0 

G3 IIRC pre-2013 Guidelines 12 17% 5 7 

G4 IIRC, 2013 Guidelines 19 26% 2 17 

G5 GRI Framework  0 0% - 0 

G6 Multiple frameworks 38 53% 11 27 

 Total 72 100% 18 54 

 

5. Discussion and conclusion 
 

5.1. Integrated reporting frameworks, models and instruments 

 

Building on the approaches to integrated reporting, the analysis of the frameworks, 

models and instruments referred to or proposed by the sampled articles is further 

discussed. The findings show that 64 of the total 72 articles consider previous 

frameworks (e.g. Baboukardos and Rimmel, 2016; Coulson et al., 2015; Gunarathne 

and Senaratne, 2017). These findings are in line with those of Dumay et al. (2016) who 

state that integrated reporting is a new phenomenon and most authors accept previous 

highly recognized views of this reporting novelty.  

 

However, this sub-section does not aim to establish the fact that all the articles refer to 

a specific framework or model, but to mainly discover the articles who bring 

innovations to the academic field. The results show that eight articles (Haller and van 

Staden, 2014; Maroun, 2017; Rambaud and Richard, 2015; Abeysekera, 2013; 

Alexander and Blum, 2016; Oliver et al., 2016; Atkins et al., 2015; Maas et al., 2016) 

took a step forward and proposed frameworks or instruments meant to improve features 
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of integrated reporting practice. As Dumay et al. (2016) outline, the main motivation 

to create a new instrument or framework resides in the need for the development of a 

significant literature in IR research, with the premises of building a foundation for IR 

future research.  

 

Abeysekera engaged in framework proposition as early as 2013, when the IIRC’s 

Framework was still under discussion. The articles aimed “to propose a template for 

integrated reporting in organizations” (Abeysekera, 2013: 227) being the first academic 

paper to do so. Continuing this trend, Haller and van Staden (2014) propose a ‘value 

added statement’ (VAS) which has the potential to serve as a practical and effective 

reporting instrument for integrated reporting. Another interesting suggestion is made 

by Maroun (2017) who developed three possible integrated reporting assurance models, 

based on existing assurance principles combined with views of 20 audit experts and 20 

preparers. 

 

The interest of proposing new frameworks and models for integrated reporting shows 

that this research field is maturing and becoming recognized as a discipline within 

accounting research.  

 

5.2 Future research 

 

The future research perspectives are the main driver for the integrated reporting impact 

on the literature. Recommendations on research related to voluntary disclosure 

literature and the voluntary and the mandatory IFRS adoption literature, may also be 

applied to IR research (De Villiers et al., 2017). Humphrey et al. (2017) advances this 

idea by discussing the role of IIRC in delivering a fundamental repositioning of the 

corporate reporting configuration through participative involvement of various groups 

of stakeholders. Investigations on possible perspectives of integrated reporting are 

proposed by Chaidalia and Jones (2017) taking into account the central role of 

collaboration between IR developers and its users. Meanwhile, Lodhia and Stone 

(2017) see an increased impact of integrated reporting practice when the potential of 

internet and social media technologies is valorized.  

 

Gunarathne and Senaratne (2017: 541-542) state that it is interesting to study integrated 

reporting in different locations or industries as “the cultural impact of new managerial 

technologies” can enhance “the understanding of the global picture of accounting”. This 

idea, corroborated with the IR framework’s emphasis (IIRC, 2013b) on disclosing how 

an entity’s strategy is reflected in its business model, may be addressed in future 

research on integrated thinking. The future approaches of IIRC are brought to attention 

by Humphrey et al. (2017) in terms of focus and trends of integrated reporting practices. 

They conclude that companies’ choices of supporting, eliminating or ignoring the 

integrated reporting along with the level of their understanding the significance of 

integrated reporting might complement the standards setters’ initiatives and efforts. 

Feng et al. (2017) also highlight the lack of practitioners’ understanding that 

discourages the IR adoption in practice.  

 

Tweedie et al. (2017), building on Eccles et al. (2015), suggest practitioner-focused 

research on integrated reporting business model aiming the development of conceptual 

and practical tools. Likewise, Melloni et al. (2017) draw a signal on the decision of 

whether a mandatory IR reporting is preferable over a voluntary corporate reporting. 
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Further research on associations between dominance of management impression and 

possible improvements of corporate reporting may respond to the question whether 

companies could achieve “a better combination of conciseness and completeness in 

reports” (Melloni et al., 2017: 235). This may generate opportunities for changing the 

managers and boards of directors’ views on the long-term prospects of their business. 

Hence, the IIRC envisages that the process of preparing an integrated report will affect 

managers’ internal decisions by directing them to focus more on the firm’s long-term 

sustainability than on its short-term financial performance (De Villiers et al., 2017). 

 

Future research might bring to discussion possible links between integrated reporting, 

governance and integrated thinking. The complex interrelationships influencing the 

companies’ ability to create value for the multi-stakeholders is already referred to in 

practice as ‘integrated thinking’. Adams (2017) finds out that a broader view of value 

creation applied to contemporary reporting processes may influence the managers’ 

sights and assist the decision-making process. The change in corporate reporting trend 

from disclosing the impacts towards focusing on the value creation addressed by the 

developments of IIRC Framework may result in influencing the mindset of corporate 

leaders and in emergence of new reporting practices (Adams, 2017).  

 

Capital markets and real effects are found in Barth et al. (2017) to be the generating 

elements for promoting corporate integrated thinking and improving integrated 

reporting quality. However, the authors suggest a group effort of managers, 

practitioners, standard-setters, regulators, and investors in contributing to the process 

of integrated reporting globalization. Nevertheless, Maroun’s (2017) insights and 

recommendations on the assurance of integrated reporting are not to be ignored in future 

research. By including the views of different stakeholders (institutional investors, 

analysts and international standard-setters) on possible assurance models, Maroun 

(2017) argue that the IR Framework may be extended in terms of materiality, associated 

risks and specific assurance procedures. 

 

In conclusion, the findings of this research suggest an evolution of integrated reporting 

research towards the second stage identified by Dumay et al. (2016). We evidenced the 

movement to an impact analysis phase and the extending research of IR in practice.  
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Abstract: The requalification of the civil contract as an employment contract is the 

work of unlocking its true legal nature, thus removing the improper (or deliberately 

misleading) terms used by the parties and revealing the true understanding between 

them. The requalification can be performed by a fiscal control body, as representative 

of the third party – namely the state – damaged by the non-payment of contributions 

and fees, according to the true legal nature of the relationship between the parties.  

The requalification can be performed by a labour control body, which seeks to 

eliminate the risk of undeclared work and prevents the employer from abusing the 

worker. Or it can be carried out by the courts themselves, most often at the request of 

the worker, who seeks to open the way for the benefits deriving from the protective rules 

of labour law, inaccessible to the worker who concludes a mere civil contract. 

The current set of regulations on requalification of the employment contract is far from 

ideal. Therefore, a number of improvements to ensure coherence in the system would 

be welcome. The paper aims to identify the relation between the current rules in civil 

law, labour law, and fiscal law and to include some de lege ferenda proposals in order 

to make the Romanian legislation more prepared to fight against undeclared work, by 

still observing the parties right to freely contract. 

 

Keywords: Labour law, civil contract, employment contract, requalification, labour 

inspection 

 

1. Priority of the true will of the parties 
 

An individual employment contract is decisively characterized by the relationship of 

subordination between the parties, which fundamentally distinguishes it from the civil 

contract. The employment contract is not a civil relationship between two peers; on the 

contrary, it is a contract characterized by a democratic deficit which only the legislative 

intervention can limit, restoring, even in part, the balance between the contracting 

parties. However, the employment contract is not the only contract under which work 

is performed, but there are also civil contracts under which one of the parties carries 

out an activity for the benefit of the other party who pays it. As a result, the parties may 

obscure the nature of employment contract of the relationship between them, disguising 

it in a civil contract. 

 

The requalification of the civil contract as an employment contract is the work of 

unlocking its true legal nature, thus removing the improper (or deliberately misleading) 

terms used by the parties and revealing the true understanding between them. The 

requalification can be performed by a fiscal control body, as representative of the third 

party – namely the state – damaged by the non-payment of contributions and fees, 
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according to the true legal nature of the relationship between the parties.  

 

The requalification can be performed by a labour control body, which seeks to eliminate 

the risk of undeclared work and prevents the employer from abusing the worker. Or it 

can be carried out by the courts themselves, most often at the request of the worker, 

who seeks to open the way for the benefits deriving from the protective rules of labour 

law, inaccessible to the worker who concludes a mere civil contract. 

 

2. Requalification of the contract by the courts  
 

For a worker, the conclusion of a civil contract in place of an employment one can be 

either an error or the result of a simulated agreement with the purpose of, for example, 

defrauding the interests of creditors – that is, the state budget, by failing to pay the 

contributions due. Therefore, the worker is most often the one who lodges a claim to 

requalify the contract and to have his employee status recognized. He will do so when 

realising that, by concluding the civil contract, he was deprived of a number of benefits 

to which he would have been otherwise entitled. 

 

In our legal system we do not have specific labour law instruments to disclose such 

disguised labour contracts. If we use conceptual tools specific to civil law, we could 

say that this legal operation has the legal configuration of an objective relative 

simulation through total disguise (Baias, 2003: 128). Thus, three contracts are 

concluded between the parties: 

a. A real, but secret employment contract. Although the parties agree in principle 

that the worker will have the exact legal position of an employee, they do not 

(usually) conclude a contract of employment as such, even less in written form; 

b. A simulated agreement. By this, the parties agree that the public act should 

consist of a civil contract. The mediated cause of this agreement may be to 

defraud the interests of creditors – i.e. the state budget or the social security 

budget, by not paying the contributions due – as well as to render the protective 

norms of labour law (the minimum wage, holidays, collectively negotiated 

rights, etc.) inapplicable. Often such an escape from the protective umbrella of 

labour law is at the expense of the worker; the acceptance of such a simulated 

agreement takes place by defective consent (for example, through error of law 

or violence). Therefore, the worker’s consent to the conclusion of the simulated 

agreement may be vitiated; 

c. A public but fake civil contract. It could be a service contract or even a voluntary 

contract. With respect to the latter, art. 10 para. (1) of Volunteering Law no. 

78/2014 provides that “it is forbidden, under the sanction of nullity, to conclude 

a voluntary contract in order to avoid the conclusion of an individual 

employment contract or, as the case may be, a civil service contract or other 

civil contract for consideration for the performance of those activities”. 

However, the text is not very helpful, because it only mentions the cancellation 

of the voluntary contract, and not the conditions under which the contract of 

employment disguised as a voluntary contract could be considered valid. 

 

The court competent to reclassify such a contract and to declare the status of employee 

is the labour law court, not the civil law court, although art. 1 lit. p) of the Social 

Dialogue Law no. 62/2011 (republished in the Official Gazette of Romania, Part I, no. 
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625 of 31 August 2012) does not explicitly mention this action among the tasks of 

labour law courts. 

 

But during the 2011-2017 period, the requalification of the employment contract was 

confronted with an additional difficulty, namely the difficulty of admitting the evidence 

with witnesses or other types of evidence in proving a solemn contract. It was because 

the employment contract was devoid of its consensual character (traditional and 

universal), and in order to have juridical effects, it had to be concluded in writing. 

Consequently, even if the employee had brought an action for the recognition of the 

status of employee and the contract he had concluded, although called a civil contract, 

had the characteristics of an employment contract, it was not clear if such an action 

were admissible.  

 

In order to resolve this situation, clearly unfavourable to the employee, the High Court 

of Cassation and Justice intervened by Decision 37/2016 (published in the Official 

Gazette of Romania, Part I, No. 114 of 10 February 2016), considering that such an 

action is admissible. The court’s decision was innovative, in the legal literature there 

were even remarks that it "adds to the law" (Ştefănescu, 2017: 284). 

 

By Government Emergency Ordinance no. 53/2017 (published in the Official Gazette 

of Romania, Part I, No. 633 of 7 August 2017) the consensual character of the 

employment contract returned, in parallel with the increase of the fines for lack of 

written form, as already suggested in the legal literature (Dimitriu, 2016: 49). Naturally, 

the fact that a contract of employment is consensual does not mean that its verbal 

conclusion is allowed. On the contrary, the validity of the verbal contract does not 

exclude the administrative sanction issued by the control body, because the failure to 

conclude it in writing – and furthermore to register the contract in the Employee 

Register, draws the applicability of fines of 20,000 lei. 

 

Therefore, today’s legal regime returned to that prior to 2011, when the existence of an 

employment contract could be proved easier. Although we must point out that even 

before the written form as a condition for the validity of the employment contract was 

imposed, the courts had decided, for example, that “the involvement of a person in the 

activity of his employed wife, for the selling of goods, constitutes a voluntary activity 

and is not an activity in the benefit of the employer (Rotaru, S. Cristescu, 2011: 6). 

 

We consider that labour law courts could successfully use the criteria set out in 

Recommendation no. 198/2006 of the International Labour Organization – in the 

identification of the employment contract and in distinguishing it from a civil contract 

(regarding the implementation of this recommendation in the law of European states, 

ILO, 2013: 28-52).  

 

According to this recommendation, Members should consider the possibility of 

defining in their laws and regulations, or by other means, specific indicators of the 

existence of an employment relationship. Those indicators might include: 

 The fact that the work: is carried out according to the instructions and under the 

control of another party; involves the integration of the worker in the 

organization of the enterprise; is performed solely or mainly for the benefit of 

another person; must be carried out personally by the worker; is carried out 

within specific working hours or at a workplace specified or agreed by the party 
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requesting the work; is of a particular duration and has a certain continuity; 

requires the worker’s availability; or involves the provision of tools, materials 

and equipment by the party requesting the work; 

 Periodic payment of remuneration to the worker; the fact that such remuneration 

constitutes the worker’s sole or principal source of income; provision of 

payment in kind, such as food, lodging or transport; recognition of entitlements 

such as weekly rest and annual holidays; payment by the party requesting the 

work for travel undertaken by the worker in order to carry out the work; or 

absence of financial risk for the worker. 

 

If an application to determine the existence of an employment contract is filed with a 

Romanian court, the judge could also analyze the reality of the relationship between the 

parties according to the criteria set out in Recommendation no. 198/2006, without 

requiring the worker to provide evidence of the secret contract or the simulated 

agreement, but rather to assess to what extent the criteria indicated correspond to the 

actual contract between the parties. 

 

However, these are not legal criteria. They are not found anywhere in Romanian 

legislation in force. Therefore, the labour law judge could also focus on another set of 

criteria, legal this time, albeit not included in labour law, but in tax law. This set of 

criteria, listed in art. 7 point 3 of the Fiscal Code - Law no. 227/2015 (published in the 

Official Gazette of Romania, Part I, No. 688 of 19 September 2015), is used to identify 

independent work. Per a contrario, it follows that failure to meet these criteria would 

indicate the dependent nature of the activity performed by the worker.  

 

But the labour law court is in no way bound to follow the criteria of the Fiscal Code. 

Nor do these criteria explicitly concern the determination of the legal nature of the 

contract, but merely the appraisal of the income earned by the worker from dependent 

activity. 

 

Of course, the starting point is the name given by the parties. It is only by proof to the 

contrary that it can be concluded that this name does not correspond to the reality of the 

relationship between them. "The real will – it has been shown – must be proven. Until 

this evidence, the manifestation – the declaration –of will, the form in which it is 

presented, is the only proven reality: until the contrary, it is considered to correspond 

fully to the real will" (Stătescu and Bîrsan, 1981: 71). 

 

3. Requalification of the contract by the control authorities  
 

Revenue can be requalified as salary income by the fiscal control body, as the contract 

itself can be requalified as an employment contract – by the territorial labour 

inspectorate. 

 

Thus, even if a contract of employment was concluded as a civil contract, there are a 

number of criteria laid down by the Fiscal Code – Law no. 227/2015, in relation to 

which it can be requalified, taking into account the substance of the relations between 

the parties and not the title assigned by them to the concluded contract. Thus, even if 

the parties designate the contract as a service contract or a collaboration agreement, if 

it appears from the content that it is an “employment relationship” – the fiscal control 

bodies will be able to reconsider the revenues obtained on the basis of the contract as 
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salary income. The consequence of this requalification will be the possibility of setting 

contributions at the level due in the case of an employment contract. 

 

According to art. 7 (3) of the Fiscal Code, independent activity is an activity carried out 

by a natural person for the purposes of obtaining income, if it meets at least four of the 

following conditions: 

 The natural person is free to determine the place and the way to carry out the 

activity, as well as the work schedule; 

 The natural person is free to work for more than one client; 

 The natural person performs tasks (under their own responsibility) bearing the 

risk of the activity; 

 The activity is carried out by using the patrimony of the natural person who 

performs it;  

 The activity is performed by the natural person by using the intellectual capacity 

and/or physical performance, depending on the type of activity; 

 The natural person belongs to a professional body/order with the role of 

representing, regulating and supervising the profession, according to special 

normative acts regulating the organization and the exercise of the respective 

profession; 

 The natural person has the freedom to carry out the activity directly, with 

employed personnel or by contracting third parties under the law. 

 

These criteria are not provided by labour law but by tax law, and the purpose of 

requalifying the contract is not to protect the rights of the person performing the work 

and the application of the regime established by the Labour Code but to retroactively 

pay the contributions owed to the state by the parties and the applicability of the rules 

of social security law. 

 

The criteria listed in the Fiscal Code, though not perfect, are nevertheless useful, as the 

only legal criteria that could be used in reclassifying a civil contract as employment. 

Labour law courts might consider them in cases concerning the determination of an 

employment relationship in correlation with the criteria laid down by the 

Recommendation of the International Labour Organization. Moreover, if a contract has 

already been requalified by the fiscal control body, and the worker asks the labour court 

to ascertain the existence of an employment contract, the court may look carefully into 

the decision of the tax authorities. Reclassifying income as salary does not 

automatically entail the requalification of the contract as employment but it constitutes 

a supposition that only clear evidence in favour of the civil legal nature of the contract 

(in particular, as noted, by the test of legal equality between the contracting parties) 

could remove. 

 

Indeed, if the tax authority decided to reclassify the income earned by a worker, 

considering that it is salary income and required the payment of contributions 

corresponding to that reclassification, the person who has obtained that income would 

be also interested in enjoying the benefits associated with the status of employee, since 

he has paid the appropriate dues. According to Government Emergency Ordinance no. 

79/2017, published in the Official Gazette no. 885 of 10 November 2017, the social and 

health insurance contributions are paid mainly by the employee. 
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However, the possibility that the fiscal control body – and in the event of a challenge, 

the tax jurisdiction court – opts for the reclassification of the income obtained as salary 

while the labour law court finds that the legal nature of the contract is nonetheless that 

of employment can not be ruled out. Indeed, the tax inspection body does not have the 

power to rule on the legal nature of the contract; it can only proceed to reclassify the 

earnings obtained on its basis. As noted, the Fiscal Code does not even use the terms 

“employment contract” or “employee”, but only “employment relationship” and 

“income beneficiary”. 

 

In practice, the High Court of Cassation and Justice – Administrative and Tax Appeals 

Division had the opportunity to rule on the requalification carried out by the fiscal 

control bodies by Decision no. 4.767/2011, when deciding on the legal relationship of 

professional athletes: “It is noted that the fiscal control body has correctly observed that 

the activity of the football player is not carried out intermittently and occasionally and 

does not meet the legal criteria for being self-employment. In this situation, the earnings 

of the players were correctly reclassified as salary income and are not the result of an 

independent activity involving the participation of athletes in competitions on their 

own, without contractual relations with the paying entity, by the free choice of activity, 

program and venue of the activity. (...) The tax inspection body has reclassified the 

income earned by professional athletes, coaches and administrative staff as salary 

according to the law. As a result of the requalification of income earned by athletes and 

coaches as income from salaries, the tax inspection bodies recalculated the tax base 

related to this income, correctly establishing the payment by the applicant-respondent 

of amounts representing additional differences and accessories related to additional 

fiscal obligations in accordance with the applicable fiscal legislation in force.” It is 

noted that a fiscal court reclassifies the income, not the contract itself; with regard to 

the legal nature of the latter, only the labour law court will be able to decide. 

 

However, with regard to the competence to requalify, a Government Decision adopted 

last year draws attention by its effects. Government Decision no. 488/2017 regarding 

the approval of the Regulation for the organization and functioning of the Labour 

Inspection (published in the Official Gazette of Romania, Part I, No. 594 of 25 July 

2017) provides in art. 12 para. (1) B. that Labour Inspection has, inter alia, the following 

tasks: 

 

“d) determines whether the activity performed under a contract other than employment 

contract is carried out under an employment relationship; 

e) orders the conclusion of individual employment contracts and their recording in the 

General Register of Employees for the workers identified as performing activities 

without an individual employment contract”. 

 

These tasks have been introduced in the wider context of multiplying the methods of 

fighting undeclared work; Government Emergency Ordinance no. 53/2017, which 

amended the Labour Code, would enter into force after only one month, including a 

broader definition of undeclared work and more severe sanctions. 

 

Therefore, the labour inspector will be able to decide on the very legal nature of the 

contract concluded by the parties, ascertaining that it corresponds to an employment 

relationship. However, the criteria for doing so are not provided, as the effects of such 

requalification are not foreseen. Since work performed under a contract of employment 



319 

 

not concluded in writing (Art. 151 (a) of the Labour Code), or written but not registered 

(Art. 151 (b) of the Labour Code) constitutes undeclared work, it follows that work 

carried out under an employment relationship, but based on a contract with a different 

denomination is also undeclared work. After requalification of the contract as 

employment, the labour inspector could apply administrative fines for undeclared work. 

 

However, the problem is this: based on which criteria the labour inspector finds that 

"the activity performed under a contract other than employment contract is carried out 

under an employment relationship"? As we have seen, establishing the characteristics 

of an employment relationship is performed with a very fine balance, taking into 

account many nuances while the employment nature of a legal relationship is not 

immediately visible. Since there are no legal criteria, it is difficult to understand exactly 

how labour inspectors will actually achieve such requalification. 

 

But the second task among those cited raises even more difficulties. Thus, the labour 

inspector is called upon to request the conclusion of a contract. We think it concerns 

the conclusion of the contract as instrumentum, namely a written contract, because in 

the sense of negotium it will already have been concluded, since the inspector has 

identified workers performing activities in the respective workplace. But how could a 

third party impose on the parties the conclusion of the contract? The employer, who 

unlawfully employed workers without complying with the formalities required by the 

Labour Code may of course be obliged to pay the corresponding administrative fine. 

But he may refuse to conclude in the future a written contract with the person 

performing undeclared work, because by committing a contravention he will not lose 

the right to the exercise freedom of contract. Furthermore, it is possible for the worker 

himself to refuse to enter into a written contract, in which case how can the labour 

inspector order the employer to carry out such a request? 

 

It could be argued that since the fiscal control body has the power to reclassify the 

earnings of a person as salary income, based on a civil contract, the more this power 

should be acknowledged to the control body in the field of labour relations to carry out 

similar reclassification. But the fiscal control body has a set of criteria available – not 

necessarily the best, but in any case provided directly by fiscal law, and, moreover, it 

does not requalify the actual contract but reconsiders the income obtained on the basis 

of the contract. Instead, such a set of criteria is not available for the labour inspector – 

he may possibly use those provided in the Fiscal Code, but in essence the labour 

inspector does not directly apply tax legislation.  

 

In addition, the burden that the government’s decision is placing on the labour inspector 

exceeds the task of the fiscal control body: it is the requalification of the contract, an 

undertaking that is quite difficult, as we have seen, even for the specialized courts. 

 

4. Requalification of the employment contract as a civil contract 
 

Although apparently the interest of the parties is rather to name an employment contract 

between them a “civil contract”, sometimes in reality things can be the other way 

around. Some case-law decisions have proven it. Thus, the High Court of Cassation and 

Justice ruled by Decision no. 5/2014 (published in the Official Gazette of Romania, 

Part I, No. 686 of 19 September 2014) on the possibility of requalification of an 

employment contract. 



320 

 

 

The High Court of Cassation and Justice had been referred to a question concerning the 

interpretation of the provisions of Art. 34 para. (7) of the Framework Law on the unitary 

remuneration of staff paid from public funds no. 284/2010 (published in the Official 

Gazette of Romania, Part I, No. 877 of 28 December 2010, now repealed) stipulating 

that a certain percentage of salary increase “is granted from the date of signing the 

contract/agreement/financing order by the contracting parties, namely the beneficiary 

institution and the financing authority, from the date of entry into force of this article.” 

The wording of the text is obviously deficient because it marks two distinct moments 

from which the salary increase applies: from the date of signing the contract and from 

the date of entry into force of the law. Thus, in practice, there was the problem of the 

financing contracts concluded before the date of entry into force of Law no. 284/2010 

that had already been signed.  

 

Would those who worked under those contracts benefit or not from the salary increase? 

 

The decision of the Supreme Court was negative, based on the argument that the text 

can not be retroactively applicable. On that occasion, however, the High Court also 

carried out a requalification of employment contracts, arguing that: “Contracts, 

conventions concluded with the specialists involved in projects, although called 

employment contracts, do not, however, have the typical characteristics of such 

contracts. On the contrary, their civil legal nature is evident, being specifically 

concluded in relation to expressly individualized activities and services provided by 

those specialists within the broad framework of the activities carried out under the 

project financed by Community funds or external loans, in exchange for a 

consideration, due payment, negotiated between the parties.” 

 

It follows that the court applied criteria based on which it considered that the legal 

nature of the contract between the parties was that of civil contract rather than 

employment contract. Unfortunately, the criteria used are not foreign to any 

employment contract. Indeed, the latter also involve expressly individualized activities 

and services (it is actually the job description) and a consideration, established by the 

parties (the salary). What decisively characterizes the civil contract, distinguishing it 

from the employment contract, is the absence of a relationship of subordination and 

dependency; the contract could have been reclassified as a civil contract only to the 

extent that the relationship of legal equality between the parties to the contract had been 

established. Subordination translates into the right of the beneficiary of the work to give 

instructions on how to perform it (most often: the duration of work, the place where it 

is provided, the work schedule and the content of the work).  

 

It is not about instructions concerning the work outcome which the beneficiary of an 

activity performed under a civil contract might also provide. But it is about the right 

(and obligation) of the beneficiary of work to guide the employee, with two 

consequences: 

 On the one hand, assuming the risk, if the work performed in accordance with 

the instructions received does not meet expectations; 

 On the other hand, the right to sanction the employee for failure to comply with 

the orders received from the superior, irrespective of the extent to which the 

result of the work was or was not as expected. 
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The criterion of subordination is reflected in a series of rights of the employer under 

the employment contract, listed in art. 40 of the Romanian Labour Code; the employer 

is thus entitled to “establish the organization and functioning of the establishment”, “to 

establish the duties of each employee, in accordance with the law”, “to issue orders that 

are mandatory for the employee, subject to their legality”, “to exert control over the 

manner in which job tasks are carried out”. 

 

The court ventured to perform a requalification without highlighting in any way the 

specifics of the employment contract, in comparison with the civil contract, especially 

when it concerned written and recorded employment contracts (at the time of the 

decision, the written form was required ad validitatem). 

 

It is noteworthy, however, that the court has undertaken to overturn the presumption of 

concordance between the actual legal nature of the contract and its name. In conclusion, 

the requalification of the contract can be performed in both directions. Not only the 

court can perform it, but also control bodies - fiscal or labour law – could do the same. 

 

5. Conclusions 
 

Finding the inconsistency between the expressed will of the parties and the reality of 

the legal relationship concluded between them, both the courts and some control bodies 

can carry out the requalification of the contract (or of the revenues obtained under it). 

They may find that although a contract is named a civil contract, it is actually an 

employment contract (or, using the wording of the Fiscal Code, it is an "employment 

relationship"). Based on the analysis carried out in the preceding pages it can be stated 

that: 

 The requalification was facilitated by the repeal of the requirement of the 

written form ad validitatem and the return to the consensual nature of the 

individual employment contract; 

 The overturning of the presumption of concordance between the will of the 

parties and the name of the contract may be performed on the basis of some 

criteria, which in our legal system only tax legislation expressly establishes. 

Labour law courts may use – perhaps even more justifiably – the criteria laid 

down in Recommendation no. 196/2006 of the International Labour 

Organization; 

 The requalification procedure does not differ if the parties have intended to 

conceal the true legal nature of the contract (the simulation case) or have 

inadvertently entered into a contract other than the one which would have 

corresponded to their true legal will (the interpretation of the contract according 

to the concordant will of the parties); 

 The requalification carried out by the fiscal control body does not concern the 

contract itself, but the revenue obtained under it. The decision of the fiscal body 

is not enforceable either by the labour law court or by the labour inspector. 

However, it establishes an extremely important indicator for the labour law 

court called upon to rule in an action determining an employment contract, and 

all the more so for labour inspectors; 
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 Requalification by labour inspectors is not based on a set of legal criteria and – 

we can anticipate – this newly introduced task will create difficulties and 

confusion; 

 Requalification can take place in both ways, but it is much less common for the 

parties to conclude a civil contract and call it a contract of employment. 

 

The current set of regulations on requalification of the employment contract is far from 

ideal. Therefore, a number of improvements to ensure coherence in the system would 

be welcome. 

 

Firstly, a number of criteria for identifying the employment contract should be 

explicitly laid down and included in the labour law. Recommendation no. 196/2006 of 

the International Labour Organization may be a good source of inspiration, but the 

criteria listed in it will have to be adapted to the specificities of the Romanian labour 

market as well as to the recent developments in the employment relationship in general. 

Thus, the starting point could be the subordination characteristic, decisive in the case 

of an employment contract and, at the same time, an important element that 

distinguishes it from the civil contract.  

 

Less emphasis may be placed on the worker’s integration into the organization of the 

enterprise (because the employee can also work from home), the existence of a specific 

work program (which in the case of the employee it could be individualized), of a 

specified place (because tele-workes or mobile employees may also lack such 

established workplaces) or on the condition that the income is the sole source or the 

main source of income (because the employee may have other sources of income by 

cumulating several employment contracts).  

 

Instead, the performance of work under the instructions and under the control of the 

employer, carrying out the activities personally by the worker (without the possibility 

of using assistants or substitutes), the duration and continuity of work, the provision of 

tools, materials and equipment by the employer; the regular payment of the worker’s 

remuneration and the absence of financial risk for the worker - are decisive factors in 

the design of a contract of employment. 

 

On the other hand, it would be useful to provide in concrete terms the relationship 

between requalification carried out by the different bodies of the State in order to avoid 

the situation where a certain relationship is, from a fiscal point of view, an employment 

relationship but from the point of view of the labour law courts a civil contract. 

 

The possibility for the labour inspector to identify the work relationship, an undertaking 

which requires subtlety and which only the labour law court could perform, should be 

revised. And, in any case, the right of the labour inspector to order the conclusion of an 

employment contract should be removed. 

 

An interesting assumption present in other European legal systems may also be 

adopted: the assumption that any other contractual arrangement concluded between the 

employee and the employer, distinct from the employment contract, is also an element 

of the latter. The idea is that a civil contract can take place between any two persons, 

including between two people already in an employment contract. However, 

irrespective of the name given by the parties to this contractual arrangement, the 
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assumption that such an agreement was also concluded in the light of the pre-existing 

subordination relationship between the parties would apply in this case.  

 

A civil contract between an employee and his employer is presumed to have a simulated 

nature, and must be treated as a clause of the employment contract. The assumption is 

relative and can be overthrown by proof that in reality there is no link between the 

employment relationship and the civil contract. 
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Abstract: The lack of balance between the economic power of employees and 

employers has dominated Romanian legislator’s view for decades. Only in 2011 the 

Labor Code has timidly integrated some performance-related concepts, thus accepting 

a joint responsibility of the employer and employee for performant, sustainable 

organizations. Employee’s freedom of work, the consensual character of the labor 

contract, the guaranties of the free will in establishing contractual terms and work 

stability had often been interpreted by organizations as being opposite to the efficiency 

and their orientation towards profit. While the legal approach has underlined rigid 

employee’s rights to negotiate (individually/collectively) performance work frame, 

such as: performance objectives, performance criteria, performance evaluation 

procedure, professional unfit procedure, as keys to a stable work relation and adequate 

reward, the economic perspective of the Employer has responded with the organization 

prerogatives, exercised in scope of gaining profitability. The aim of this study is to 

establish to what extent the legislation allows the parties of the labor contract to 

“dispute” on performance issues and what would be the outcome of subordinating 

employee’s rights and interest to a collective “higher” purpose of the organization. 

The current legislation ambiguities and the limited legal practice on performance 

require a mediation of this dispute. Modern performance management could provide 

solutions to the Employers and Employees to integrate individuals’ professional 

development, reward and recognition into the broader economic views of the 

organizations. Allowing employees to express in good faith their work options could 

boost creativity and generate healthy performance systems and organizations. 

 

Keywords: Information, consultation, agreement, performance, appraisal, criteria, 

objectives, job description. 

 

1. Overview 
 

Although concepts concerning employees’ performance have been introduced recently 

in Romanian legislation (2011), the concern of human resources management for 

performance is however much older. For this reason, we stress that the findings of this 

scientific field must be taken into account first when performing any legal analysis 

about employees’ performance. While the legal doctrine often outlines the profile of an 

employer who tends to abuse its discretionary power, performance management on the 
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other hand provides levers for a healthy performance system, while keeping him main 

responsible for the settlement of such performance system. 

 

It is obvious that parties’ priorities need to be harmonized, but the performance of a 

company is more than a result of individually negotiated performance. In this context, 

we believe that legislation is not required to establish performance work-frame, but 

only to set up a general legal regime compatible with the principles of the Labor Code, 

especially since the individual performance of the employees remains a management 

problem and only incidentally a labor law issue. 

 

Thus, the main intervention of labor law should aim to ensure fundamental rights in the 

application of performance systems through: 

 the non-obstruction of the right to work, the freedom of labori, which requires 

that the employer does not subdue the employee to an employment obligation 

to which he has not freely consented (so called forced labor), but also stability 

of work including the changes of contractual conditions by agreement of the 

parties; 

 ensuring collective and individual negotiations, including the freedom of 

contract in dealing with employee performance issues; 

 equal treatment of all employees and employers and the prohibition of 

discrimination; 

 compliance to the principle of good faith: transparent informationii at the 

conclusion of the employment contract as to ensure the loyalty of the parties; 

the prior-information should inlcude the elements of an employment relation 

(individual and collective); the loyalty of the parties is also required for the 

execution of the contract and is necessary to achieve the scope of the contract 

and the mutual respect of the parties’ priorities; 

 

When analysing employees’ performance concepts, we will start from a few notions 

and postulates arising from performance management. The performance of an 

individual cannot be seen apart from the context of the organization’s performance. 

However, it needs to be analysed individually in order to be able to set the limits of 

each individual contribution of the employees in achieving the employer’s goals. 

 

2. The roots of performance are set before the individuals become 

part of an organization 
 

The performance and the organization of an enterprise are also the results coherent 

human resources and management processes. Some are used for identification, 

selection of the best candidates for the organization, others aim for efficient 

organization of work and work-processes, others aim to motivate employees to achieve 

and maintain a certain level of performance.  

 

The recruitment and selection of staff is followed by the process of induction and 

integration of the employee into the organization, which involves a learning effort from 

the employee’s side and the application of adequate management methods in order to 

motivate the employee to become interested in undertaking goals and responsibilities 

that will further contribute to the organization’s becoming more efficient.  
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Correspondingly, the employee is interested in the benefits granted for his work, which 

tend to become increasingly sophisticated, such as material and psychosocial and moral 

benefits (like professional and social recognition and capitalizing on personal 

development opportunities). 

 

In a study performed on the performance of some Romanian enterprisesiii conducted in 

2012, soon after of the entry into force of the new Labor Code republished in 2011, it 

is underlined that the performance starts when the employee joins the organization and 

continues with its integration, the process of lifelong learning and adapting to the 

organization. 

 

2.1. Job design/ job description. The contractual freedom of parties and the 

obligation to inform the employer, pillars of the future performance of the 

employee 

 

The prerequisites for employees’ performance are determined by transparent and good 

faith communication of his future duties and responsibilities. Only a deep 

understanding and undertaking of mutual expectations of the parties can trigger 

adequate performance level for the future employee. 

 

A first step towards clarifying the job requirements is taken when the design the job 

position and the job description are performed. In this context, the job profile, the 

candidate’s profile and the candidate selection criteria (used also for drawing up the 

shortlist in the selection process) are the information sources for the recruitment and 

selection process. The entire process of selection of the candidate is focused towards 

identifying the candidates that meet such requirements. 

 

From a legal perspective, a candidate has the freedom of contractiv and has an active 

role in negotiating the contractual clauses whose minimum structure can be found in 

the framework individual labor contract v, including the job description annex to it.  

 

The freedom of contract, as stated in the Civil Code and is further regulated by labor 

law, where an additional protection designed to prevent the employee from adhering to 

a convention with excessive obligations for himself is established as per art. 38 of the 

Labor Code. This strong approach of employees’ right to negotiate his job description 

is seen as balance for the employer’s economic predominance and his relatively easy 

access to the information and labor market, those being often considered unfavourable 

to employees and an advantage in negotiation to the employer. 

 

The employer’s offer includes both the “type of work clause”vi (by reference to the 

occupation, as it is provided in the Romanian Occupation Classification - COR), as well 

as the job description. The job description contains a quasi-exhaustive detail of the 

tasks, attributions and responsibilities assigned by the employer to that particular 

position by virtue based on his organizational prerogative. 

  

On the other hand, job design is a knowhow and a privilege of the employer. In this 

context, the job description, annex to the individual employment contract, could rather 

be considered a pre-formulated standard contract (adeziune) for the employeevii. The 

proper protection of the employee towards the economic power of the employer is 

however provided by art. 38 of the Labor Code according to which they can not waive 
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their rights recognized by law, when establishing the content of the individual labor 

contract, subject to the nullity of such a transaction. 

 

In this context, the negotiation of specific clauses on the “type of work”, the job duties 

(as per the job description) and the appraisal criteria applicable at the employer’s level 

are essential for the actual implementation of contractual freedom. It is to be further 

analysed how effective is such legal protection and to what extent the freedom to 

contract is present only in terms of employees’ willingness to accept the contract or not.  

 

The parties’ availability to understand their mutual needs is essential for the future 

performance of the employee. Therefore, it is necessary to integrate in our analysis a 

management perspective, as the science responsible for the organizations and their 

evolution. 

 

2.2 The legal and practical limits of negotiation of a job description. Content 

and timing of the obligation to inform the employee upon the clauses of the 

employment contract. 

 

The right of the employee to negotiate the job description arises from the art. 17 par. 

(3) and par. (4) of the Labor Code and refers to the elementsviii of the offer (the 

information obligation) submitted by the employer and of the individual employment 

contract having as annex the job description. Once the candidate has been informed on 

the “type of work clause” and on the duties assigned to his job, he has the right to ask 

for the necessary clarifications for a correct and complete understanding of the 

requirements of his future employer; thus are created the conditions for his valid 

consent. 

 

“At the conclusion of the individual employment contract, the job description 

represents a component of the employer’s offer and, if the person selected has 

observations, the duties may be negotiated, thus resulting a content of the job 

description established by the agreement of the partiesix.” 

 

However, from a practical perspective, the content of the job description may be 

analysed and negotiated rather in terms of compatibility of the tasks, responsibilities 

and responsibilities of the job with the “type of work” negotiated by the parties and the 

related professional training associated to this occupation, according to Romanian 

Occupation Classification - COR. 

 

We stress that an effective negotiation of the tasks, duties and responsibilities may not 

take place due to rather practical, organizational and functional reasons, rather than 

from legal reasons concerning the freedom to contract. On the other hand, we believe 

that the legislator inaccurately placed in time the written offer on the job description 

after the interview, time when the financial claims are submitted by the candidate. Only 

a full and simultaneous communication of the mutual expectations of the parties could 

provide them the opportunity to analyse to what extent the wage claims are equivalent, 

fair and equitable to the job description content. 

 

At the same time, the analysis of the candidate’s compatibility with the “type of work” 

and job description requirements provides the first evidence upon the candidate being 

professionally fit to the position subject to the recruitment and selection process. 
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Moreover, it is advisable for both parties to know in detail the content of the job 

description, as they are in a position to assess their compatibility in a virtual 

environment, different from the effective work environment.  

 

Regardless of the methods used during the recruitment and selection process (selection 

of CVs, technical tests, skills tests, situational interviews, assessment centres), it is 

essential for the candidate to know and understand the content of the job description in 

order to ensure his full engagement in the recruitment process and thus to provide a 

selection process with viable results. These requirements of the recruitment process 

should prevent any selection errors that may arise from the virtual nature of the 

assessment process, where the parties cannot pursue concrete performance goals as in 

the real context of an organization. 

 

It is, therefore, quite natural that the undertaking of goals takes place by the end of 

probation period. At this moment in time, the integration of the employee into the 

organization has taken place to a certain extent where he/she is able to understand some 

of the organization’s priorities and consciously undertake goals in order to contribute 

to the efficiency and achievements of its employer. An appraisal of his/her performance 

will then take place in a real work environment and in the context of an effective 

activity. 

 

Should the employer fail to inform the employee upon the elements of his employment 

contract, the law provides for the means to cover this procedural failure during the 

recruitment process, without affecting the validity and efficiency of the contract. Thus, 

should the parties agree upon the elements of the employment contract at the signing 

of the individual contract, the lack of prior information of the employee is therefore 

coveredx. We stress that negotiating power of the employee during the pre-information 

phase are also valid for the phase of signing the individual labor contract. From practical 

reasons, at this phase, the employee is less interested in negotiating his tasks and 

responsibilities and more interested in finding the equivalent payment of such tasks and 

responsibilities. 

 

However, a completely different situation arises if the employer, who fulfilled the pre-

information obligation and obtained the employee’s agreement upon it, changes these 

terms at the signing of individual labor contract. This is practically a new offer, with 

new contractual parameters, which may or may not be accepted by the candidate. 

 

Once signed, the individual employment contract contains both detailed rights and 

obligations among the parties and certain pointers on how the contract will be executed 

between the parties. 

 

3. Performance is found in the tangible results of work (the WHATs), 

but also in the way the goals are achieved (the HOWs) 
 

For the business, the goalxi is the core link between the mission/vision of the 

organization and its activities / projects. Thus, the performance of the organization 

primarily involves the achievement of the strategic objectives and at the same time a 

result of an unstable balance between efficiency and effectivenessxii, as to ensure a 

sustainable existence of the enterprise in the marketxiii.  
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At the same time, performance implies creating prosperity and value for the 

organization and represents the relationship between costs and the value of the 

obtained benefitsxiv. In other words, only by accepting the need for performance and 

sustainability of the organization, we could begin a realistic discussion upon 

employee’s individual needs and performance.  

 

Performance goals describe WHAT needs to be achieved during a certain period of 

time, “the aimxv to be pursued, be it measurable target plans (in terms of economic 

profitability, sales volume, cost reduction, scraps reduction) or tasks/works/projects 

(with defined results to be achieved within a certain timeframe)”. 

 

On the other hand, the legal doctrine constantly emphasizes the need to include the 

employee’s will in setting and undertaking goals. In this respect, it is consideredxvi 

logical, equitable and lawful to establish the individual performance goals and their 

assessment criteria within the content of the individual employment contracts (...) since 

only in the case of non-fulfilment of such performance goals (…) the employee could 

become legally professionally unfit to the job he was employed for and, therefore, could 

be dismissed on the grounds provided by art. 61 letter d) from Labor Code”. 

 

Therefore, according to this author the transparency and equality between the parties at 

the moment of bargaining upon performance criteria is necessary to balance their power 

and provide additional help to the employee in case of the atypical situation of a 

dismissal for professional unfit. “The employer is required to inform the employee only 

upon the" assessment criteria (…) applicable at the employer’s level"(...) and not upon 

his individual performance goals. These (...) are set, unilaterally by the employer (...) 

as an exclusive prerogative of the employer. At the conclusion / amendment of his 

individual employment contract, the employee does not know his individual 

performance goals, because they either do not yet exist or, if they exist, they have not 

been communicated to him. The unilateral amendment of the individual performance 

goals by the employer is possible at any time by the discretionary decision of the 

employer". 

 

This legal criticism of how the two parties set performance goals and criteria would be 

justified if such judgement presumes the lack of communication among the parties 

during the recruitment and selection process and their fail to properly use the selection 

methods as means to measure their compatibility. This opinion basically presumes bad 

faith of the parties and advices them to prepare for a dismissal situation before even 

signing the employment contract. On the other hand, by presuming good faith of both 

parties, performance management provides honorable levers to ensure equity and joint 

participation in setting performance goals. 

 

Here are some of our arguments against the setting of the performance goals prior to 

concluding the individual employment contract: 

 

3.1. Goal setting require a good knowledge of the organization 

 

On one hand, the setting of goals would not be possible before the establishment of the 

employment relation. Unlike setting a job description, setting performance goals, 

requires mutual awareness of the parties. On the one hand, the employee needs to know 

and to adapt to the organization; on the other hand, the organization must integrate the 
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new employee and be able to evaluate his / her ability to implement concrete missions 

within a limited time, in certain parameters (performance targets). To the extent the 

employer leans about its employee’s knowledge and skills, he will entrust to him goals 

that are part of the business agenda. 

 

This is why during probation period employers usually set goals to sustain the learning 

and adapting process of the employee rather than involving him/her into accomplishing 

the company’s strategy. Throughout and/or the end of the probation period, these 

learning/adaptation goals are subject to a special appraisal without any formalism. 

Thus, if any incompatibility between the two parties is found during the probation 

periodxvii, each of them is allowed to simply notify their intention to end the 

employment relation by written notification, regardless of any reasoning or evidence 

on the lack of performance. 

 

Employee’s goals can be set realistically after the probation period. With a strengthened 

work relationship, the parties can undertake concrete and realistic targets based on a 

level of mutual knowledge. 

 

Moreover, the goal setting is also a moment when the employer partially disclose of 

some of the organization’s goals or the particular way they are derived downward to 

the job position occupied by the employee; considering the fact that the prior-

information is provided before individual contract signing, it can not take place within 

a confidential work-frame because it is addressed to a potential employee (candidate) 

that receives a written offer in scope of concluding an individual employment contract. 

Disclosing goals information to a person which is not bound by loyalty/ confidentiality/ 

non-competition obligations could put the company at disadvantage to his market 

competitors for which certain goals may be indications of his market strategy. 

 

On the other hand, individual goals are set for a limited period of time (typically during 

an evaluation cycle, but it does not exclude the setting of longer-term goals covering 

several evaluation cycles). At the same time, an organization’s agility requires that it 

adapts the goals to the changing priorities of the organization, which may imply either 

abandoning, recalibrating or accelerating the achievement of some goals. 

 

3.2. The setting of goals must focus primarily on the priorities of the employer 

 

Although legally the parties are equal, the economic risks undertaken by the employer 

should provide him with an active role in setting, monitoring and evaluating the goals. 

In other words, the employer has a dominant position over the employee when 

establishing the performance system, but the health of this system is ensured by a set 

of levers that balance their negotiation power. In this context, the stability of these goals 

may be associated with the stability of work. 

 

3.3 Levers to balance the negotiations between the parties  
 

How does the individual performance induce the performance of the organization? How 

to mediate individual and collective priorities and when should this mediation take 

place? 

 

3.3.1. Defining SMART goals 
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SMART definition of goals provides the parties with both a clear understanding of 

mutual expectations, as well as information for setting performance targets and 

facilitating parties’ agreement upon the goals. 

 

The goals are smartxviii when they are: 

 

“S Specific / Required - clear, unambiguous, to the point, easy to understand; 

 

M Measurable - quantity, quality, time, money; 

 

A Affordable - difficult but not impossible to reach by a competent person and 

determined to undertake a conscious commitment; 

 

R Relevant to the objectives of the organization so that the individual’s goals 

are aligned with the organization’s goals; 

 

T Temporal - dimensioned over time, that is, within a time limit agreed by the 

parties”. 

 

3.3.2 Upward and downward integration of goals, involvement of both parties in 

setting the goals 

 

Engaging individual performance in a broader context of collective performance may 

be accomplished by aligning goals downwardxix from the goals of the organization 

(from the strategic goals set for the upper hierarchical levels downward to execution 

jobs position where goals have concrete features and are transposed in actions, the 

projects, the concrete tasks.  

At the same time, there is an upward alignment of goals when employees and teams set 

their own goals in accordance with their vision and aspirations. This modern vision 

over performance emphasizes the role of goals setting and achievement, as means to 

obtain personal development. Finally, the parties are required to harmonize their 

expectations and priorities, into a common vision that leads to the profitability and 

sustainability of the business. 

 

For the achievement of managerial and economic-financial performance, managers can 

use management tools such as MBO (management by objectives), management by 

budgets and management by profit centres. Quoting from the Father of MBO, P.F. 

Drucker, the well-known Romanian authorsxx, show that “each member of the 

organization contributes something different to the overall business of the company, 

but everyone has to contribute to a common goal”.  

 

When explainingxxi the management system by objectives, the following stages are 

presented: 

 

 “The stage of establishment of the organization’s fundamental objectives (in the 

framework of long-term plans and programs) by applying participatory 

management methods”. 
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From this perspective, the role of the employee (manager) to advise, therefore he/she 

has an influence both in defining the strategic goals of the organization, especially in 

understanding and transposing them into derived goals. 

 

 “The stage of setting the derivative, specific, individual targets”;  

 

This stage involves, on the one hand, the correlation of objectives between the various 

functions of the enterprise to harmonize them, but also the "definition of key areas for 

objectives" (standards) according to which the fulfilment of them will be appreciated; 

At this stage an important role is played by "bilateral and multilateral communication 

between managers and subordinates"; so the role of the employees and their ability to 

influence the objectives at individual level increases. 

 

If the company’s strategic goals are to accelerate and streamline reorganization 

processes in order to boost the performance of the organization, the company needs, for 

example, to switch its focus from a benefit system oriented towards the social benefits 

to performance oriented benefits system; a derivative goal can be in this case having in 

place a new collective labor contract at the level of the unit, focused on performance 

tools and benefits. For employees performing activities within a labor relations 

department, this type of derivative goal arises from the specific of the activity itself and 

cannot be refused by them without consequences. An eventual refusal from employees 

pertaining to this department to undertake such an objective may be considered abusive 

and may become subject to disciplinary liability. This is particularly the case of a “close 

link between the duties included in the job description - annex to the individual labor 

contract - and the" performance goals"of these employees. These goals imply providing 

a certain quantity and quality of their service providingxxii.”  

 

In this case, the parties may not negotiate the goal setting itself, but its SMART 

characteristics and the performance indicators by which the goal achievement will be 

measured. 

 

This is why we do not agree with the author’sxxiii opinion stating that the employee has 

the same active role as the employer when negotiation job duties and goals.  

 

According to this opinion “if the duties of any job are established by the agreement of 

the parties in the job description, annex to the individual labor contract”, for the same 

reasons, “the performance targets of the job position must be set in a similar manner” 

by the agreement of the parties. Moreover, as they would be unilaterally set by the 

employer, “performance goals may also be amended at any time unilaterally during 

the performance of the contract.” 

 

Despite this opinion, we mention that the amendment of the goals during the execution 

of the individual labor contract, is not only eventual, but it is also very likely to happen 

because: on the one hand, the settlement of the performance goals should always follow 

the organization’s dynamics and, on the other hand, the employee is required to set as 

his priority to provide for the company needs in exchange of his salary. Furthermore, 

the dynamic evolution of the goals generated the acquisition of professional knowledge 

for the employee, as training on the job is considered valuable for employee’s 

development. 
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If the employee would refuse to comply with the employer’s request to abandon a goal, 

this may put him in a position to face disciplinary and patrimonial risks. For example, 

if a target agreed by the parties is to achieve a volume of sales for a product during a 

given period of time, in case the prices of the product drop (due to market mechanisms), 

the employees continuing to pursue the same targets under the new market conditions 

may generate important loss to the employer. It makes no sense for the employee to 

continue to increase such sales, only by virtue of jointly established goal, as long as the 

other party (the employer) recalibrates or abandons the goal and tries to avoid the losses. 

In this particular case, the employee’s persistence in pursuing the initial goal may be 

the reason for a disciplinary liability, and of patrimonial liability, all the more so since 

the employer’s decisions in this case have objective reasons and are not directed 

towards the employee.  

 

Only a change of goals undertaken in bad faith by the employer is followed by 

consequences on employee’s status and benefits, this could raise potential suspicions 

of an abuse from the employer’s side. 

 

 “Stage of action programs, calendars, budgets, methods”, when the action is 

promoted at all levels of the organization and involves all employees; 

 

This stage “involves intense employee participation”, adhesion and real engagement in 

programs implementation. It is of utmost importance that the individual goals have a 

coherence and converge towards a more complex target that only the employer can 

appreciate based on the economic and financial data. Also it is natural that the owner 

of the capital decides upon the use of such capital. 

 

 “The stage of adapting the decisional, structural and informational subsystems 

for achieving the objectives”; 

 

All of these adapting programs to a new business environment can only come to life by 

the settlement, undertaking and fulfilment of detailed change projects. Such projects 

may be divided into concept, preparation or execution phases where various employees 

pertaining to different departments may contribute. When settling coherent goals for 

the whole organization, employers’ priorities should prevail. Furthermore, in case of 

complex of organizations with multiple hierarchical levels, one cannot become agile 

and cope with the global competitive environment if the employer cannot make optimal 

use his organizational prerogatives.  

 

The employee’s right to refuse goals could only be considered reasonable as long as 

their achievement implies a breach of compliance with the working time, working 

norms requirements and if the requested activities are not specific with the job position. 

 

 “Stage of tracking and adjusting the pace of achievement of objectives in 

accordance with the plan or schedule of the enterprise”; 

 “Evaluation stage of achievement of performance targets and rewarding staff” 

 

3.3.3 Performance goals and the working norms 

 

Some authorsxxiv argue that “settlement of individual performance goals is the same 

with settlement of working norms that can be done by the employee within a limited 
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period of time, usually for a working day.” The author demonstrates rigorously 

employer’s prerogative in establishing the working norms, but, ultimately advocates for 

the importance of prior information upon the individual labor contract elements and 

states that performance goals are the same with working norms. 

 

We partially agree to this overlapping of concepts. The working norms have the purpose 

to establish a normal working pace in a given a certain period, provide for normal breaks 

and are used to set equivalent benefits between the parties (the amount of work and the 

corresponding amount of salary). 

 

On the other hand, performance and performance systems based on objectives aim at 

planning and inducing notable qualitative and quantitative results with the view to 

generate efficiency throughout the organization. Thus, the employee is required to 

undertake special projects that are both useful and motivating. Although jobs position 

with repetitive, operational work require a certain quality and volume of work in order 

to be properly fulfilled, this cannot be considered similar with the performance goals, 

as the goals must be Attainable, which means “difficult, but not impossible to 

achieve”xxv. 

 

So, performance is not an abstract concept. Managerial tools are geared towards 

generating and tracking performance, as it is "linked with the quality of customer 

servicexxvi" and the basis of these results are considered the relationship and 

communication skills. This is also closely related to product quality, an important lever 

of customer loyalty. According to the above-mentioned study, quality means quality 

“innovation throughout the production cycle, from the conception, execution and 

marketing of the product”, which means that performance must be present in all 

departments and flows of the organization. 

 

It is also the reason why we consider that the so-called discretionary power of the 

employer is necessary to build those objectives capable of generating the efficiency of 

an enterprise. This power is not only unquestionable, but also desirable if it is 

implemented in good faith and to the benefit of both parties. Some useful conclusions 

can be drawn by both sides based on the results of the employee performance 

evaluation.  

 

Such information will be the basis of other human resources processes such as: reward 

and recognition, motivation, settlement of personal development plans, improvement 

of performance plans and, ultimately, the input for professional unfit. 

 

Therefore, performance is not only about what we DO, but is also the result of winning 

behaviours and attitudes part of the organizational culture.  

 

Thus, in the performance equation are introduced those subjective elements that 

describe HOW the goals are achieved through the behaviours that maximize success. 

 

3.3.4 Performance goals and working time  

 

Some goals are specific either to positions with operational activities for which 

indicators may refer to volume, response, costs.  



335 

 

Other goals are defined in light of more complex job positions that manage extremely 

well defined projects (business development, contracts undertaking, extensive and 

concrete work defined by actions and results). The last require I high level of 

professional and personal competence, as well an employee profile in the sense of 

conscious commitment to Attain certain targets within his/her working time. At the 

same time, such accomplishments are set within a limited time frame (smarT) which 

refer not only to the duration of the evaluation cycle, but also to the limits of the working 

time and working schedule which must be observed for legal compliance purposes. This 

is all the more so, since the goals are Specific to each activity, as it results from the job 

description and designed to satisfy certain needs of the employer (Relevant). 

 

Of course, the random overtime performed in peak periods may be necessary to achieve 

certain goals.  However, when the parties agree upon goals they must take into account 

that such goals be achieved with a sustained but reasonable effort from employee’s side. 

 

We stress that, the frequent overtime generated by the need to achieve goals is an 

important indication of an incorrect calibration of goal. In this case, it is either likely 

that the goals are not set with SMART characteristics, which leads to the impossibility 

of achieve them, or this is due to the lack of professional competence, since goal 

achievement implies a prolonged effort form employee’s side by excessive overtime 

hours. 

 

4. Performance appraisal criteria 
 

“The performance criteriaxxvii refer either to the results obtained prior to the evaluation 

process or to events that have taken place over a certain period of time, or to the 

potential of employee.” 

 

Performance appraisal criteria should ensure a coherent link between the analysis of the 

job position (job profile, employee profile) and the employer’s expectations on the 

current and future performance of employee. The fulfilment of each criterion is 

measured by reference to performance standards – and highlight the degree the tasks / 

attributions / objectives are achieved and also by reference to the behaviours / abilities 

that are considered appropriate and expected from the employee in his daily routine. 

This comparison will highlight to what extent such behaviours are manifested by the 

employee. 

 

Criteria may have a common base at the level of the entire organization, and may be 

similar for all types of jobs families. We stress that a unified and generalized approach 

to performance criteria is possible if there criteria overlap with the organization’s values 

(e.g. team spirit, innovation capacity, responsibility, initiative and innovation, etc.). 

However, this type of behaviour -specific criteria does not cover the needs of any type 

of organization. 

 

The behaviours are at the essence of organizations specialized in service providing, for 

which the employees are key success factor of the business; for the other categories of 

employers, performance may be measured by reaching a cost target or achieving a 

volume of works, tangible goals whose achievement may be measured relatively 

accurately. These are the arguments for setting tailored appraisal criteria for certain 

jobs, job families or at least the categories of activities. 
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Concrete and differentiated measurements should highlight different roles and impacts 

from one position to another, especially since the requirements for each position are 

different both in terms of goals and behaviours. 

 

Depending on the type of position, both practice and doctrine refer to performance 

appraisal criteria such as: 

 technical competence; (may be considered as a general requirement for all 

positions, as sound technical knowledge are prerequisites for performance); 

 knowledge and observance of the regulations, instructions and rules applicable to 

the job; such a requirement may, in particular, address positions for which 

compliance is a safety requirement; at the same time, this criterion can not be as 

relevant to jobs that require creative, exploratory skills; 

 professional characteristics (attention, speed of response, manoeuvrability, self-

control); such criteria may be proper for positions involving the handling of safety 

installations or applications (in traffic, in service); 

 orientation towards excellence; this criterion may work for research and 

development activities or for those directly involved in customer care; 

 concern for the general welfare of the company and for resources; these may be 

criteria for leadership positions that have an impact in decision-making and 

budgets; 

 personality, skills, behaviours: flexibility / adaptability / communication can be 

an important criteria for positions assigned to advertising, sales, customer 

support; decision-making skills; innovation skills; team spirit; 
 

Although the considerations presented above represent human resources perspective 

that highlights that at basis of the organization stands the employers vision and 

organization skills, the Romanian legislator disregards such facts. 

 

It is the law (art. 17 para. (3) letter. e) and art. 17 para. (4) of the Labor Code) that 

regulates that both parties should negotiate upon appraisal criteria by including this 

element both in the employer’s offer and in the content of the individual labor contract. 

At the same time, art. 40 para. (2) letter f) of the Labor Code regulates the employer’s 

right to set the individual performance goals, as well as the criteria for assessing their 

achievement. We note that the legislator itself has a confusing approach on the parties 

called upon to set the performance appraisal criteria. 

 

The doctrine recognizes employer’s prevalence in setting performance goals. However, 

the case of the performance appraisal criteria, the overlapping the provisions of art. 17 

and the provisions of art. 40 is interpreted as granting to the employee the same force 

in the negotiation as the employer. 

 

Thus, “the criteriaxxviii for individual performance appraisal are accepted by the 

employee, and become an element of the individual labor contract. The appraisal 

criteria for his professional activity, even if those applicable which are generally 

applicable at the employer’s level and provided in the internal regulation, imply the 

agreement of the employee”. 

 

Given the complexity of the job analysis and the setting of performance standards and 

its indicators, diminish the employee’s strength in negotiation of performance criteria 
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down to the point where this negotiation is almost do not existent or is very formal, 

similar to the situation of the establishment of the job description content. 

 

Similar to the job description with which the evaluation criteria are correlated, the 

employee could barely negotiate and, if any negotiation takes place, such interventions 

are often insignificant. The candidate’s voice could only be heard in the presence of 

flagrant errors, where the employer has failed to correlate performance criteria with the 

specifics of the job. 

 

That is why we believe that the content of the evaluation criteria can not be effectively 

negotiated between the parties; this clause is part of the employer’s offer and is usually 

accepted as a pre-formulated standard contract (adeziune) by the candidate. Of course, 

clarifying interventions can not be excluded as to ensure a common, unitary 

understanding of the parties upon their mutual obligations. 

 

Also, to support of the employee’s acceptance over this element of the employer’s offer, 

the law provides at art. 17 para. (3) letter e) of the Labor Code reference to the 

“performance appraisal criteria applicable at employer’s level”. The less power the 

employee has in negotiation, the more the law challenges him to “negotiate”, for he is 

required to negotiate the criteria “applicable at employer’s level”.  

 

This unexpected choice of the Romanian legislator raises some logical difficulties in 

the process, because: 

 

a) A candidate will not actually be able to negotiate efficiently issues that are 

generally applicable at the employer level; 

 

The collective agreements at the employer level arise both from a tradition of the 

negotiations that takes into consideration a socio-economic-commercial-financial 

background and the specific activities of a company. 

 

The collective consultation implies a certain strength in negotiation and the parties 

involved in the consultation process for the internal regulation (and for the professional 

appraisal criteria and appraisal procedure) are the trade unions (unions acting at unit 

level), or, in their absence, the representatives of the employees. 

 

When negotiating individually, some arguments may be raised against the split of the 

general priorities of the enterprise down to the priorities of each individual. Such split 

is usually against the purpose of an organization, which is to reach at least a joint benefit 

for the employer (community) and employee. Therefore, having collective 

consultations with the view to establish performance criteria and performance appraisal 

procedure is more equitable and effective and also gives the necessary strength to the 

employees to collectively defend their interests while the employer also pursues his 

efficiency targets. 

 

In line with the provisions of Law no. 467/2006 on the general information and 

consultation framework, the consultation process should take place with a view to reach 

an agreement. Against this background, the requirements of a fair and lawful 

negotiation process are that the parties constantly improve their offers in negotiations 



338 

 

and act effectively in good faith; these levers provide adequate mechanisms that may 

reduce any potential abuse from the employer’s side within the negotiation process. 

 

b) If we were to interpret the wording in the sense that it produces effects, we should 

admit that there must be a good faith bargaining between the employer and with 

the candidate and that the employer should accept at least some of the 

amendments proposed by to the performance criteria generally applicable 

employer’s level; 

 

But how could a future employee have acquired such the influence to negotiate an issue 

that is already settled at the employer’s level? We stress that, in this situation, there 

could only be an individual negotiation of the criteria and only in relation to the job 

position of this candidate. The negations will start from the terms of the criteria settled 

in the internal regulation. If we accepted the idea of individual negation over the general 

criteria applicable at the employer’s level, this would affect the erga omnes 

applicability of the internal regulation and of the general performance criteria 

established by it. 

 

However, this individual negotiation of the criteria is meant for adapting it to the job 

position specific requirements. This does not anyhow eliminate eventual claims filed 

by employees having similar job position but different performance criteria, claims 

based on unequal treatment grounds. However, it is precisely for the avoidance of such 

complaints of unequal treatment between job positions that is required to settle criteria 

by the internal regulation as to provide uniform and structured approach of performance 

criteria by categories of employees. 

 

Even if the internal regulation has set an approach based on categories of job positions, 

the individual negotiation approach of the performance criteria may generate the same 

vicious circle and will expose the employer to individual and random arguments of an 

employee with no economical or organizational grounds, which may weaken the 

company’s efficiency targets. 

 

c) Whereas the criteria established at the employer’s level are the result of a process 

of informing and consulting with the employees’ representatives, a negotiation 

with a future employee can not have as target the general performance criteria 

(regulated the internal regulation). In this individual negotiation the parties could 

only transpose at individual level the general criteria established in the internal 

regulation; 

 

d) Moreover, by complying to the provisions of art. 242 of the Labor Code 

(indicating a mandatory element of the internal regulation “i) employees’ 

appraisal criteria and procedures”) a difficult discussion on the applicability of 

the internal regulation arises, to the point where the employees may evade from 

the applicability of the internal regulations performance criteria, other than by 

court action as per art. 245 of Labor Code; From this perspective, an individual 

negotiation as per art. 17 of the Labor Code, will provide him the opportunity to 

infringe the lawful characteristics of the internal regulation. 

 

The internal regulation applies to all employees once it enters into force, save that its 

content has been acknowledged by them. The right to negotiate individually the 
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performance criteria already set at the employer’s level calls into question the 

mandatory and erga omnes applicablity of the regulation and even affects the binding 

nature of its clauses relating to performance appraisal criteria. In this context, the 

reference to the appraisal criteria that are applicable at employer’s level as per the art. 

17 of the Labor Code may be considered at least a questionable option. 

 

This reference could be acceptable only if interpreted in the sense we accept a limited 

power of the employee to intervene upon these elements of the employment offer (art. 

17 of the Labor Code). Thus, employers’ written offer on performance criteria should 

be considered by the employee an opportunity to rather focus on a concrete and 

complete understanding of the employer’s requirements related to performance and to 

properly negotiate correlative wages conditions, all the more the implementation of the 

appraisal criteria will impact the earnings of the employee. 

 

“In the evaluation process, the criteria are subject to a process that compares to 

performance standardsxxix” taking into account performance indicators. Performance 

indicatorsxxx "represent the quantitative aspect through which goals are defined and 

performance is assessed and compared”). They support the appraisal of achieving a 

target and quantifies the organization’s performance.” 

 

5. The regulation of performance appraisal procedure is the 

prerequisite for a transparent, unitary and fair framework to 

measure performance in the organization. 
 

In accordance with art. 242 letter i) of the Labor Code, the internal regulations of the 

employer will contain “the criteria and procedures for professional appraisal of the 

employees”. The plural for of the word procedure used by the legislator may be 

interpreted as the need to regulated different procedure from one situation to another 

or, at least have several separate steps (stages) of a more complex appraisal procedure. 

 

Although the appraisal right is an attribute of the employer deriving from its supervision 

and controller prerogative, the right to carry out the appraisal was disregarded by the 

Romanian legislator when regulating the content of art. 40 para. (1) of Labor Code. 

However, the right to evaluate employee’s activity is a natural consequence of the right 

to set goals, respectively of the right to set criteria for assessing individual performance. 

 

Regardless of the job position, the type of business management, the goals and the 

importance of behaviours in the performance appraisal system, any category employees 

should benefit from a performance appraisal procedure based on the following pillars: 

 Clear and transparent communication between the parties involved in the 

evaluation; 

 Predictability of the performance of the steps/stages of the performance cycle; 

 Interactivity between the employee and the evaluator in the process of setting the 

goals,  

 Active monitoring of goal achievement; evaluation of the achievements; 

 Clear evaluation methods; 

 Clear steps of the evaluation process, including mediation of opinions and 

eventually the appeal of the outcome of the appraisal, as well as the related 

deadlines; 
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 A clear regulation of roles and responsibilities for the appraised employee, the 

evaluator (possibly escalation levels), involvement of employees’ representatives 

(trade unions), the role of a third party evaluator; 

 The algorithm for the ranking of employees based on the results of the evaluation; 

 Reference to performance standards, performance indicators; 

 The ratings and their descriptions; 

 Evaluation templates; 

 The procedure for undertaking of the results of the appraisal and the archiving 

rules; 

 Clear indication of the human resources processes for which the evaluation 

outcome is used. 

 

5.1 The performance appraisal procedure and the professional unfit procedure. 

General aspects. Delimitation 
 

The special concern that law experts have in relation to the subject of performance 

appraisal and its consequences refer to the sensitive subject of professional unfit of the 

employee. We stress that performance evaluation arises naturally from the life of the 

enterprise itself. Performance appraisal is a management function, whose prime 

purpose is not to identify professional unfit, but to increase the efficiency of the 

organization and strengthen employee’s behaviours favourable to performance. 

 

Professional unfit indicates a loss of technical, professional or personal skills or abilities 

that make “the employee unable to perform his / her duties properly; this fact is not 

random or accidentalxxxi”. 

 

Unlike professional unfit, the temporary and random lack of performance (by either 

failure to achieve the objectives or failure to express the desired behaviours) can occur 

even though the employee may not lack knowledge or skills. The temporary lack of 

performance may arise even from the employee’s personal life which can generate poor 

performance (lack of attention generated from personal problems, temporary health 

problems that may diminish employees’ focus and efficiency), temporary situations that 

do not imply the employee’s fault. 

 

Consequently, the outcome of performance appraisal process provides for useful 

indicators for various human resource processes. Poor performance of an employee 

may indicate either his current development needs or the need to adjust the managerial 

activity and involve the employee in projects and activities more suitable to his / her 

situation; poor performance is not a direct indication of professional unfit and only 

shows the lack of results in a precise context of undertaken goals. 

 

In fact, the professional appraisal procedure is distinct from the procedure for 

establishing professional unfit. The latter aims to establish a general professional 

adequacy in light of the job requirements (job profile, candidate profile) and is not 

related to the casual failure to achieve certain goals undertaken by the employee for a 

short and limited of time. For this reason, the preliminary appraisal required to prove 

the professional unfit of the employee is regulated separately by art. 63 para. (2) of the 

Labor Code and it refers to a special appraisal procedure established by the applicable 

collective labor agreement or, in the absence of that, by the internal regulation. 
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This procedure is different from the regular performance appraisal procedure and its 

aim is to establish whether the employee meets the job requirements from the 

perspective of the needed technical knowledge to properly perform his / her activities, 

of the practical skills, learning abilities in the context of the changes of technology, 

procedures and regulations. 

 

Both the performance appraisal procedure and the procedure for establishing 

professional unfit are the result of collective "negotiations" and may not be approached 

by individual negotiations. 

 

A genuine collective bargaining process takes place for the regulation in the collective 

labor contract of the professional unfit procedure. Also, consultations may be held to 

include the performance appraisal procedure or the professional unfit procedure within 

the internal regulation content (in the absence of a collective labor agreement). 

 

In case the professional unfit procedure is set by the internal regulation, the 

consultations shall be performed with any trade unions existing at the unit level; 

 

The wording used by art. 241 of Labor Code is " trade union" therefore, even though 

debatable, the safest approach is to involve all trade unions. In the absence of a trade 

union, employees’ representatives can be called to consultations. The consultation must 

take place in order to reach an agreement, in line with the principles of Law no. 

467/2006 on the general information and consultation framework. In other words, the 

employer should consider the unions’ requests and arguments and negotiate in good 

faith with the social dialogue partner, in order to reach agreement on this procedure. 

 

On the other hand, if the professional unfit procedure is established via collective 

bargaining at the unit level, these are undertaken with the legally established and 

representative trade unions, as per the Law No 62/2011 of the social dialogue. Provided 

that at unit level there is not representative trade union, but only trade unions that are 

not representative, employees may be represented by the representative federation at 

the level of the sector based on the mandate of the non-representative trade union 

affiliated to such federation; “where no trade unions are set up, bargaining may be 

carried out by the elected representatives of the employees”xxxii. 

 

The same good faith in negotiation must also exist in case of collective labor agreement, 

as the parties should take into account their arguments and make progress in negotiation 

oriented to reaching an agreement.  

 

In the event of a disagreement between the parties on the clauses governing the 

procedure for professional unfit, this will be recorded in the negotiation minutes.  

 

Based on such records, the territorial labor inspectorate may refuse registration of the 

collective agreement.  

 

Similarly, the territorial labor inspectorate may refuse to register the collective 

agreement if the trade union organizations signing the collective labor agreement 

represent less than half of the number of employees in the unit (according to Article 

146 of Law No 62/2011 of the social dialogue). 
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6. Conclusions 
 

We stress that only a sound performance system accompanied by an internal regulation 

that refer to certain implementation principles may provide the parties with the work 

frame adequately ensuring compliance to their correlative rights and obligations. This 

will may also alleviate any dominant position of the employer.  

 

Performance matters are rather a management matter, than legal ones; therefore, it 

should be addressed with priority from a management perspective. The law should only 

be required to correlate the management approach with the principles of the labor 

legislation and not develop own excessive requirements in the absence of a sound 

knowledge of performance management. 

 

The current analysis has the following outcome for which we also consider some 

amendments of the labor code (lege ferenda proposals): 

 

We stress that the negotiable nature of the job description and the criteria for 

performance appraisal of the employees is excessive, forced by the law, and does not 

arise naturally from the realities of the enterprise and its scope.  

 

We fully support employer’s obligation to priory inform the employee. Yet it should 

not be approached as the prerequisites of a genuine right to negotiate, but more as a pre-

formulated standard clause. 

 

Instead, we find it useful for the Labor Code to rather expressly regulate in the future 

the employee’s right to refuse some aspects of the job description and of performance 

criteria based on solid reasons arising from their lack of compatibility with the “type of 

work clause” undertaken by the parties. 

 

At the same time, we advocate that such information takes place at a time and in a way 

(in written form) that enables the future employee to express appropriate wage claims 

in order to ensure a correlation of reciprocal rights and benefits between the parties. 

 

As far as the performance goals are concerned, they should, of course, be set after 

consolidation the employment relationship during the probation period.  

 

Individual goals must primarily seek to achieve the organization’s strategic goals. This 

means they must be undertaken by the employee save that the employer observes both 

the lawful requirements concerning working time, labor norms and the SMART 

characteristics of the goals.  

 

A participatory way of setting performance goals is preferable as to increase 

employees’ motivation to achieve such goals. 
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Abstract: Homework arrangements provide an expression of flexibility in the realm 

of individual relationships across the labour market. In Europe, 5% of the workers have 

been involved in home work in the year 2000, and the percentage increased to 7% în 

2007. Given the changes in the work paradigm – in the direction of encouraging new 

forms of employment, able to ensure increased flexibility on the labour markets – 

investigating in a broader context the legal provisions that underlie homeworking 

contracts, can prove beneficial since in Romania the homeworking phenomenon is not 

very widespread. The comparative approach highlights the precariousness of domestic 

regulations addressing this specific type of employment, and emphasizes the necessity 

to intensify legislative preoccupations in this direction in Romania. 
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1. Introduction 

 
Homework arrangements provide an expression of flexibility in the realm of individual 

relationships across the labour market. In Europe, 5% of the workers have been 

involved in home work in the year 2000, and the percentage increased to 7% în 2007. 

Whereas in France less than 6% of the labour force is engaged in homeworking 

contracts, in Germany almost 13% of the labour force was involved, on a regular or 

occasional basis, in this type of arrangements in 2012. However, the most spectacular 

development of teleworking has occurred in the USA, where studies show that the 

percentage of mobile labour force is expected to grow constantly over the following 

years – from 96.2 million in 2015 to 105.4 million in 2020, amounting to almost 72.3% 

of the total labour force in the USA. Given the dynamics of the economic, social and 

informational environments, as well as the positive impact of this type of employment 

arrangements on the labour market, they are expected to become some of the most 

important forms of atypical employment.  

 

Under these circumstances, given the changes in the work paradigm – in the direction 

of encouraging new forms of employment, able to ensure increased flexibility across 

the labour markets - investigating in a broader context the legal provisions that underlie 

homeworking contracts, can prove beneficial since in Romania the homeworking 

phenomenon is not very widespread. We have deemed it useful to examine not only the 

international or European juridical norms, but also the domestic juridical regulations 

applicable to homeworking, which are insufficient and ambiguous.  
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The relevant data in this pursuit are provided by the international regulations of home 

working, according to International Labour Organization’s Convention no. 177/1996 

and the European Framework Agreement on Telework, as well as the comparative 

investigation of the legislation in France, Germany, Belgium, the United Kingdom, 

Finland, Slovenia, etc. Thus, we highlight the precariousness of domestic regulations 

addressing this specific type of employment, and we also emphasize the necessity to 

intensify legislative preoccupations in this direction in Romania. 

 

2. Homeworking 
 

2.1.  Aspects related to the workplace 

 

The Romanian legislative system, through the Labour Code, has addressed the 

provisions concerning the individual homeworking contractxxxiii in a distinct chapter – 

Chapter IX (articles 108-110), Title II.  

 

According to the provisions of art. 108 in the Labour code, homeworkers are defined 

as „those employees who conduct their work and carry out the tasks and assignments 

pertaining to their position at their domicile” – a view revealing that the Romanian 

legislation is not in full agreement with the international norms regulating 

homeworkingxxxiv, but is actually rather restrictive and incomplete. The divergence lies 

in the fact that, whereas the international normative provisions stipulated in Convention 

177/1999 to regulate on the individual homeworking contracts within the International 

Labour Organization, include the cases where work is conducted not only at the 

workers’ homes, but in any place of their choice except for the employer’s premises, 

Romanian domestic regulations are more restrictive by strictly identifying the place 

where an employee conducts work as the respective employee’s home.  

 

We note that other legislations do not adhere to the same restrictive approach. For 

instance, in Slovenia the norms regulating this type of activity stipulate that 

homeworking can be defined as work conducted either at home of elsewhere – except 

for the employer’s premises – at a place freely chosen by the employeexxxv. Similar 

provisions allowing work to be performed at a place preferred by the worker, other that 

the employer’s premises, are in place also in Belgium, Italy, Germany, Spainxxxvi.  

 

Moreover, these states’ legislation also allows for work to be conducted at the 

employee’s home, on one’s own or together with other family membersxxxvii. For 

instance, Switzerland holds a liberal view on the homeworking arrangements, as its 

legislative stipulations allow for the homeworkers to carry out their work not only at 

home, but in any other place of their choice – including the situation where „the 

employee works – with or without the support of the family members – for the benefit 

of the employer, in exchange for a salary”xxxviii.  

 

The Swiss system does not forbid homeworkers to be assisted by other family members,  

which can be accounted for by the fact that within this system, homeworkers are not 

subject to any control from the employer’s part, as they are not considered to be 

„employees in the proper sense”xxxix.  

 

We deem it necessary that Romanian domestic legislation should allow more flexibility 

with regard to the „workplace” of an employee, by including among the provisions of 
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art. 108 paragraph (1) in the Labour Code, the possibility that the homeworkers should 

carry out work at a place of their choice, other than their domicile, provided that this 

place does not belong to the employer’s premises.  

 

 As far as the doctrinal postulates are concerned, specialized literature offers opinionsxl 

according to which the norm dictated by art. 108 paragraph (1) – providing the 

definition of homeworkers – concerns only one aspect, respectively „the workplace is 

not on the employer’s premises”. Essentially, the legislation clearly distinguishes 

between the regular workplace, defined as the employer’s premises, and the exception 

in this matter which concerns the work outside the employer’s premises or at the 

employee’s home.  

 

Indeed, the stipulations of Convention no. 177/1996 concerning home work, do not 

dictate that homeworking should be carried out exclusively at the worker’s home, but 

allow it to be conducted at any other place as long as this place is not the employer’s 

premises; however, this possibility could be reflected in domestic legislation only by 

including an explicit stipulation in this sense. In Romania, however, the current 

legislative context only allows for an understanding of the notion of „home”, as it is 

defined by the Labour Code in art. 108, respectively the domicile or permanent 

residence of the employee. The interpretation of „home” cannot be extended de lege 

lata, and consequently by home one cannot designate any workplace other than the 

employer’s premisesxli.  

 

We consider that it is necessary to amend the stipulations of Romanian legislation, so 

that it should include de lege ferenda the possibility that the homeworkers conduct their 

activity not only at home, but also in any other place not owned by the employer. 

Consequently, art. 108 para. (1) in the Labour Code should be completed as follows: 

“Homeworkers are defined as those employees who conduct their work and carry out 

the tasks and assignments pertaining to their position, either at their home or in other 

places of their choice, except for the employer’s premises”xlii.  

 

2.2. Monitoring and control over homeworkers’ activity 

 

The aspects related to employers’ rights to organize, direct and monitor staff activity 

are probably most sensitive in the realm of teleworking, as a particular type of work, 

due to the direct, immediate effects produced by the place where the employee works 

(i.e., their home) on the work circumstances and conditions. The Labour Code stipulates 

that homeworkers’ activity can be monitored by the employer only according to the 

terms set forth by the employment contractxliii.  

 

In contrast with the usual sitution that constitutes the norm – where an employee’s work 

is carried out on the employer’s premises, which allows the latter complete control over 

the activity conducted by the staff – in the case of homeworking arrangements, where 

the workplace is the home itself, it is not easy for the employer to monitor the employee. 

This atypical work arrangement, characterized by the fact that work assignments and 

tasks are performed outside the employer’s premises, that is, outside the sphere of direct 

control and supervision, also involves particular aspects pertaining to the right to 

privacy enjoyed by the worker.  
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The problem comes down to the extent to which both rights acknowledged ex legemxliv 

can be fully exerted: both the employer’s right to control the activity of the worker, and 

the worker’s right to private life, so that one’s right should not impinge on the other’s. 

A remark is in order here. Indeed, like with any work arrangement, the employer is 

entitled to monitoring the worker’s activity, in order to make sure that both the working 

hours and the health and safety norms are observed; however, this particular type of 

contract involves work conducted at a distance, in an environment that does not 

normally allow a clear separation between professional and personal life. Under these 

circumstances, the legitimacy of employer’s control and monitoring must comply with 

the terms and conditions stipulated by the employment contract, and be done at the 

particular times negotiated between parties. However, if this control exceeds the limits 

set by law for exerting it, then the employer becomes the perpetrator of home invasion 

crimexlv.  

 

For this reason, including in the individual homeworking contract a set of clear, 

concrete stipulations to regulate the ways and circumstances in which the employer is 

entitled to monitor and check on the worker’s activity, so that the employer cannot 

undertake this monitoring arbitrarily, could on the one hand remove any possible 

misunderstandings on this issue, and on the other hand could greatly diminish the 

specific problems raised by the protection of private life at the worker’s homexlvi.  

 

Employees’ activity can be monitored both via visits at home (during the hours on 

which the parties agree for verifying the activity conducted outside the employer’s 

premises) and via computer and the communication media, especially since the 

teleworking contract presupposes the sine-qua-non use of information technology. One 

possible option for the exercise of employer’s control could be devising ways to gain 

access to the program-products, to monitor and record telephone calls, to keep track of 

the times when workers log in and out the company’s devices, to monitor online 

interactions, while always respecting the worker’s fundamental right to privacyxlvii. The 

European Court of Human Rights (ECHR) decided in the case Bărbulescu vs. 

Romania that monitoring the worker’s e-mails and accessing their contents constitutes 

an infringement of art. 8 (concerning the right to personal and family life, and the 

protection of home and correspondence) in the European Convention of Human Rights. 

On that occasion, ECHR decreed that the employer’s monitoring and control over the 

workers’ activity has certain boundaries, and cannot transgress the workers’ 

fundamental right to privacy. Accordingly, the legitimacy of an employer’s possible 

monitoring of a worker’s e-mails and accessing their contents, is dependent on certain 

conditions, respectively: the existence of previous notice to inform the worker on the 

possibility of being monitored, on the nature and extent of monitoring, on the degree of 

intrusion into the worker’s private life (monitoring the amount or contents of his 

electronic mail); the existence of legitimate, sufficiently justified interest from the 

employer’s part, in monitoring the correspondence contents; the existence of sufficient 

guarantees for the protection of workers’ rights against intrusive monitoring, i.e. 

guaranteeing that the information obtained by monitoring the activity of an employee 

can be used exclusively for the purpose of the work process. However, in the case 

mentioned above, these aspects could not be fully demonstratedxlviii. 

 

Moreover, to endorse the employer’s prerogative of control over the homeworker’s 

activity, the latter cannot oppose the control – irrespective of the manner of conducting 

it – as long as it is performed in compliance with the parties’ agreement and during the 
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time period and in the manner negotiated and agreed on, in the homeworking contract; 

a worker who opposes it commits disciplinary offence. Indeed, the object of negotiation 

in concluding the individual employment contract, is not whether one accepts to be 

monitored or not, but only the manner of scheduling and conducting itxlix.  

 

This context justifies the criticism raised in the specialized literature against the 

homeworking policies, pointing to the belief that „the productivity of a homeworker 

cannot actually be assessed, unless the worker is directly supervised by the employer” 

and that teleworkers „do not actually work”l. 

 

In other words, the traditional managerial spirit so firmly dependent on the physical 

contact and control, diverges from the spirit of teleworking practices, which call for 

changes in the organization, monitoring and assessment of work productivity. Thus, 

homeworking policies should focus more on the results obtained, rather than the time 

allocated to generating sercives and products by working at home.  

 

A different approach to homeworking can be found in Switzerland, where 

homeworkers are not subject to any control from the employer – as is the case with the 

workers on the company’s premises. Homeworkers organize their own work, and are 

not obliged to comply with a pre-arranged work scheduleli. Similar rules are in place in 

Belgium and Finland. According to Finnish regulations, a homeworking contract is 

addressed by labor legislation only if the employer can effectively monitor the activity 

of the homeworkerlii. A similar approach is found in the legislation of Hungary, where 

law stipulations address only those homeworking activities that can be assigned a 

workload, and carried out independently, because what is remunerated and assessed is 

actually the work’s result – that is, a product or a service. The only requirement is that 

the employer should set for the worker a workload that is not more disadvantageous 

than the workload assigned to  the employees working on the company’s premises.liii 

 

Regarding the solutions provided by other legislative systems, whereby one possible 

option is complete lack of control exerted by the employer over the homeworker’s 

activity, - since the employer is actually interested only in the final result of work and 

not in the time allocated for achieving this result, we mention that this view is far from 

the spirit of Recommendation 198/2006 of International Labor Organization, 

concerning the employment relationship. The criterialiv applied by the International 

Labor Organization to define and identify the employment relationship, state that such 

a mode of organization that allows the employer to exert direction and control over the 

employee’s activity, represents a fundamental criterion in defining an employment 

relationship. The fact that the place of work, in the case of homeworking, involves a 

peculiar character of the control and monitoring over the worker’s activity, does not 

mean that control should be completely absent. Our comparative investigation of 

legislative systems, cannot overlook the issue of employer-employee subordination 

relationship, which is essential in characterizing the juridical nature of an employment 

relationship. If a worker has complete autonomy in working at home, without any 

direction and control from the employer, then we cannot consider that the respective 

juridical relations is an employment relation. We deem it useful, however, to 

acknowledge a degree of autonomy granted to homeworkers in performing their tasks, 

as a consequence of the fact that work is done outside the employer’s premises, that is 

outside the sphere of direct control exerted by the employer, while homeworkers do not 
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enjoy complete autonomy which would affect the very juridical nature of the 

employment relationship.   

 

2.3. Monitoring the working hours and the work schedule of homeworkers 

 

The issue of the employer’s monitoring and control over the activity of the 

homeworker, is not the only problem raised by this work arrangement. The legal 

difficulties concern another aspect, too: keeping track of the working hours and 

identifying the overtime done by homeworkers. If the employee enjoys autonomy with 

respect to the working hours and to the management of work breaks, then clearly the 

realistic assessment of the time allocated by the employee for work assignments is a 

difficult challenge faced by the employer.  

 

The specific nature of the homeworking agreement – that is, tasks are done at the 

worker’s home – generates another divergence from the standard employment contract: 

the working hours are no longer set by the employer, but by the employeelv. However, 

depending on the type of activity, the employer and the homeworker agree on the 

number of hours necessary to carry out the work at home, obviously taking into account 

the mandatory norms that stipulate that the regular working day comprises 8 hours a 

day, amounting to 40 hours a week, for full-time employeeslvi.  

 

Serious juridical difficulties are raised by the need to identify and define the overtime 

hours put in by a homeworker. The specific nature of this type of work arrangements 

derives from the fact that a homeworker „sets his/her own working schedule”, as 

stipulates art. 108 in the Labour Code. Thus, depending on the type of work, a 

homeworker most often does work overtime, however without benefitting from the 

legal stipulations that regulate the juridical regime of extra hours worked. The situation 

is made even more difficult by the stipulations of art. 110 pargraph (2) in the Labour 

Code, which states that „a homeworker enjoys all the rights acknowledged by law and 

by the collective employment agreements, applicable to the employees who work on 

the employer’s premises”, without any distinctions and any special provisions. 

Worldwide, other legislative systems approach these issues differently. In Brasil, 

homeworkers are not entitled to any payment for extra hours, because the time allocated 

for the work at home cannot be controlled and assessed by the employerlvii. 

 

Specialized juridical literaturelviii has rightly pointed out that in the case of 

homeworkers, the issue of overtime work (extra working hours) cannot be settled by 

granting free time or extra payment, as received by regular workers in compensation 

for working overtime, except for the situation when this is agreed on and accepted by 

both parties. More precisely, according to art. 120 paragraph (2) and art. 121 paragraph 

(1) in the Labour Code, „overtime work can only be requested by the employer and can 

only be done with the consent of the employee”. Thus, if homeworkers put in extra 

hours on their own initiative, because they feel it is necessary for their work (actually, 

the number of working hours cannot always be accurately assessed), they cannot be 

granted free time or extra payment as the Labour Code stipulates for regular workers. 

However, if the type of work allows for a workload to be established and for overtime 

to be done at the worker’s home, and if there is a request made by the employer as well 

as the employee’s consent, then the stipulations of Labour Code that regulate the 

juridical regime of extra hours apply by analogy.lix  
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We note that the situation is different in the case of those types of home work which 

involve permanent activity – for instance, in the case of childcare professionals who are 

paid a salary in order to educate and raise an underage child in their care; by law, such 

homeworkers are an exception to the general situation of homeworkerslx. Court 

decisions have virtually unanimously stated that given the specific nature of this 

activity, „childcare professionals have to be permanently present in the company of the 

child and, even if this work is done at home, it is granted benefits similar to those 

enjoyed by the employees who work on the employer’s premises”. Also, „due to the 

fact that the activity of raising and educating children in professional childcare is carried 

out at home, that the work schedule is determined by the children’s needs, and that the 

free time is planned depending on the routines of the family and of the children in their 

care – any assessment of the work time is exclusively done by the social worker who 

was aware of the activities required, even as he/she signed the individual employment 

contract”. (The Court of Dolj, Department: Work and Social Insurance Conflicts, 

Decision 222 of 27 January 2016). In another case, it was decided that „childcare 

professionals know their obligations and are aware of the permanent, continuous nature 

of their work, entailed by the specific character of this activity, since the moment of 

signing the employment contract” (Civil decision no. 3522 of 11 October 2011, passed 

by the Appellate Court Cluj).  

 

The issue of overtime work is even more difficult in the case of part-time homeworking 

contracts. The homeworking agreement is actually regarded as a subtype of the regular 

employment contracts, where the work is conducted not on the employer’s premises 

but at the worker’s home. Consequently, these contracts can be either fixed-term or 

permanent, either full-time or part-time. However, a part-time homeworking contract 

entails, in the context of current legislation, difficulties in implementing the legal 

stipulations that regulate the monitoring of homework by the employer and the accurate 

assessment and monitoring of working hours.  

 

By examining art. 103 and the following in the Labour Code, we conclude that currently 

no minimum time (daily, weekly or monthly) is stipulated for part-time employment; 

the only provision states that the part-time employee should work a number of hours 

(calculated as weekly or monthly average), that are fewer than the number of working 

hours (per week or month) done by a regular full-time employee.  

 

Following the amendments of Labour Code, through Government Emergency 

Ordinance no. 53/2017lxi, the working hours of all employees – including homeworkers 

– is monitored daily, under the terms of art. 119 in the Labour Code. Overtime done by 

part-time employees, outside the working hours mentioned in the employment contract, 

is undeclared work and is subject to penalties according to art. 260 paragraph 1), point 

e1). The amendments aim to outline a concrete way of assessing the number of daily 

working hours, especially in the case of part-time employment contracts. For the same 

purpose – to avoid infringement of rights and to prevent possible abuses in the practice 

of concluding part-time employment contracts – where work conditions actually called 

for full-time contracts – the text of art. 105 paragraph 1 (point c) explicitly forbids part-

time workers to do overtimelxii. However, in the case of homeworkers, irrespectively of 

their full-time or part-time regime, labour legislation contains no explicit restriction 

against overtime work. This situation, corroborated with the provisions of art. 119 in 

the Labour Code, amended by Governmental Emergency Ordinance 53/2017, makes it 

virtually impossible to assess the daily working time, especially for homeworkers. In 
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this context, we consider that the lack of explicit stipulations in the legislation 

(stipulations which should on the one hand, exempt home work from the requirements 

imposed by art. 119 in the Labour Code, and on the other hand forbid overtime work in 

the case of part-time homeworkers) constitutes a major juridical flaw, from the 

standpoint of the practical application of law. Consequently, with a view to avoiding 

the practical deficiencies that might arise from the peculiar character of home work, 

which is not conducted at the employer’s premises, de lege ferenda the current form of 

art. 119 in the Labour Code should be completed as follows: “It is incumbent on the 

employer to keep track of the number of hours worked daily by each employee, except 

for the homeworkers, recording the starting time as well as the finish time for every 

working day, and to submit these records to the inspectors whenever this is demanded”. 

Also in order to prevent possible abuse from the employers’ part, to the detriment of 

part-time homeworkers, we deem it useful to amend de lege ferenda the stipulations of 

art. 109 in the Labour Code, point d), by mentioning that “part-time homeworkers are 

not allowed to work overtime, except for the force majeure situations or other urgent 

works intended to prevent accidents of remove their consequences”. 

 

2.4. Specific elements peculiar to the individual home work employment contract 

 

Along the same lines in our analysis of the contents of home working contracts, 

especially in terms of the particular elements in their juridical configuration, in addition 

to the time interval when the employer is entitled to exert his/her right of controlling 

the worker’s activity, the contract also has to mention explicitly that the employee 

works at home, in accordance with art. 109 paragraph (1) in the Labour Code. The same 

article defines the written ad validitatem form of the individual home working contract. 

It is only natural for such a provision to be included, since this type of contract contains 

some particular elements that distinguish it from a standard employment contract; these 

elements pertain to the very nature of the contract and cannot be presumed or proven 

by the testimony of witnesses. If the contract fails to mention that work is to be carried 

out at home, then the general legal norms regulating work will be applied, that is, the 

standard rules that dictate that the work is conducted on the employer’s premises, which 

means that the respective contract will be considered a typical standard one.  

 

In this context we note that judicial practice follows the same direction and agrees with 

the majority of doctrinal opinionslxiii. More precisely, the courts’ decisions have decreed 

that in the absence of any explicit mention included in the individual employment 

contract, stating that the employee works at home, „there is no homeworking contract 

since its nature cannot be demonstrated by presuming it or by testimony offered by 

witnesses. The fact that most of the times, the plaintiff carried out his work assignments 

at home, cannot justify the application of legal stipulations regulating home work, as 

long as the individual employment contract failed to include the necessary mentions, in 

written form, respectively the clause stating that work was to be conducted at home”. 

Finally, „…it has been concluded that the lack of an explicit clause in the contract, 

concerning the fact that activity was to be carried out at the worker’s home, does not 

nullify the contract but makes it a regular standard contract, under which work is carried 

out at the employer’s premises or another workplace owned by the employer” (Civil 

Decision no. 15 of 13 January 2016, passed by the Appellate Court Bucharest).  

 

We consider that the law text ought to state explicitly which penalty is applicable for 

failing to mention explicitly in the individual employment contract that the employee 
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conducts his/her work at home, or respectively that the employment contract is a 

standard one whereby the activity is performed on employer’s premises (or one of the 

employer’s work sites). Consequently, de lege ferenda, it would be beneficial to amend 

the stipulations of art. 109, point a), in the Labour Code by adding the following: “the 

explicit mention that the employee works at home, otherwise the respective contract is 

to be considered as a standard one whereby the worker’s activity is conducted on 

employer’s premises or work site.” 

 

Another important aspect pertaining to the specific nature of home work contracts, is 

revealed by the mention in art. 109, point c), stipulating „the employer’s obligation to 

transport to and from the worker’s domicile, the materials necessary as well as the 

products made by the worker”. We consider that these provisions are an expression of 

the subordination principle, specific to employment relationships, even though in the 

case of this type of contract work presupposes a certain degree of professional 

autonomylxiv.  

 

However, we must keep in mind that the lack of any explicit mention in the contents of 

the legislative text, concerning the employer’s obligation to pay for the necessary 

materials  as well as the overheads involved in the work process (for instance, covering 

the worker’s heating, water, electricity bills, etc.) might entail practical difficultieslxv. 

Indeed, the law does state that, if the homeworker’s activity involves the use of 

materials of if it is necessary to transport the products made by the homeworker, these 

have to be provided by the employer; however, the law makes no explicit mention 

concerning the covering of expenses and costs entailed in the work process in the case 

of this category of workers.  

 

Regarding this aspect, we maintain that the lack of an explicit mention in the Labour 

Code to address this situation, is not an absolute juridical impediment to acknowledging 

its character as „dependent work”, which is implicit in the fact that this type of 

homeworking contract is a species of the standard employment contract, with all its 

aspects, including the employer’s obligation to ensure all necessary conditions so that 

the employees can carry out their assignments. However, to further clarify it we note 

that de lege ferenda an explicit mention would be beneficial: art. 109 in the Labour 

Code, point c) could be amended by adding the following: “the employer’s obligation 

to cover the expenses involved by home work carried out by the employee in order to 

generate the final products, as well as the employer’s obligation to ensure 

transportation (to and from the worker’s domicile) of materials used in the work 

process, as well as the products obtained”.  

 

In the current legislative context it is consideredlxvi that the provisions of art. 109 in the 

Labour Code can be applied to homeworking contracts, by opting for one of the 

following solutions: 

 The necessary materials should be purchased by the employer. This solution is 

entailed by the text at point c), which mentions the employer’s obligation to 

„ensure transportation to and from the worker’s domicile”; 

 The necessary materials should be purchased by the worker, at the employer’s 

expense; 

 The necessary materials should be purchased by the worker, at the worker’s 

expense, provided that he/she receives a salary sufficient to cover such 
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expenses, including overheads (the costs generated by electricity, water supply, 

etc). 

 

Of course, this interpretation of the provisions of art. 109 point c) also takes into account 

the provisions in the International Labour Organization’s Recommendation no. 

184/1996, according to which homeworkers are entitled to „receive compensation for 

costs incurred in connection with their work, such as those relating to the use of energy 

and water, communications and maintenance of machinery and equipment, and time 

spent in maintaining machinery and equipment, changing tools, sorting, unpacking and 

packing, and other such operations”lxvii.  

 

There are authorslxviii who consider that „with the social-economic developments, and 

with the technical progress acquired” this provision hardly retains any practical 

relevance, and remains useful especially in the case of homework contracts concluded 

with persons suffering from various disabilitieslxix.  

 

In keeping with the prevailing opinion expressed in specialized literature, we consider 

that the stipulations of art. 109 point c) in the Labour Code apply to all situations where 

work is conducted in this form, by virtue of the employer’s obligation to ensure all 

conditions necessary to the worker’s activity, regardless of the place where the latter 

conducts it – either at home, or on the employer’s premiseslxx.  

 

According to some legislative systems, such as that of Hungary, homeworkers usually 

use their own equipment and tools in carrying out their assignments, provided that the 

necessary materials are supplied by the employer. Admittedly, the worker is entitled to 

receive an amount of money that covers the cost of the equipment and tools, unless the 

individual employment contract stipulates that they are to be provided by the employer. 

Interestingly, the liability of parties for possible damages depends on the manner in 

which they split the costs entailed by homeworking. More specifically, the worker takes 

responsibility for the damages caused to the employer by a faulty, incorrect storage of 

the materials supplied by the employer in order to be used in the work process at the 

worker’s home. Also, the employer can be answerable to the employee, if the former 

causes any damage to the latter because of faulty materials or work tools supplied, or if 

this damage is caused by another member of his staff, during the work processlxxi.  

 

Similarly in Russia, homeworkers carry out their assignments by using the materials, 

instruments, equipment, devices and tools supplied by their employers or purchased by 

themselves on condition that they receive financial compensation from the 

employerslxxii. In Switzerland, the stipulations of the Act on home work address the 

workers’ hiring criteria, payment, minimum age, health protection and life protection 

against exploitation and against the work hazards, as well as the reimbursement of costs 

and expenses with the instruments and materials necessary for home worklxxiii. 

 

The providing of equipment necessary to the homeworker’s activity, according to their 

type of work, is a highly important aspect which should not be neglected by the Labour 

Code provisions. We deem that the manner of using the equipment involved in the 

homeworking process (for instance, the use of computers connected to the Internet), in 

the sense that it is/is not provided by the employer, might impact even on the two 

parties’ dependence relationship, which is the essential characteristic of an individual 

employment contract. In relation to the provisions of the Fiscal Code which provide the 
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criteria for identifying an activity as either independent or dependentlxxiv, the manner of 

using this equipment is decisive in determining the nature of the respective activity. If 

work is done with the equipment provided by the beneficiary (in our case, by the 

employer), this clearly indicates that the respective activity is based on a dependency 

relationship, which can be substantiated by an individual employment contract, which 

includes the mention that work is carried out at the worker’s home. Per a contrario, if 

work is conducted by using the equipment owned by the employee, the respective 

activity may be predicated on a juridical relationship characteristic to independent 

worklxxv. Consequently, to avoid any ambiguity we consider that the stipulations of art. 

109 in the Labour Code should be amended by including the employer’s obligation to 

provide the worker with all necessary equipment to carry out his/her work at home, and 

to provide clear directions for its appropriate use. 

 

2.5. The principle of equal rights and treatment for homeworkers 

 

In addressing the principle of equal treatment acknowledged for homeworkers and 

standard employees who carry out their work on the employer’s premises, a principle  

enshrined in the Romanian legislationlxxvi, it is important to dwell on the issue of the 

salary received by this category of workers. According to art. 110 paragraph (1) in the 

Labour Code, equal rights of the two categories of workers are acknowledged on all 

counts, including remuneration, as the legislation makes no distinction related to the 

fact that the workers’ activity is conducted at home.  

 

Even though from a legislative standpoint, homeworkers do not constitute a distinct 

category in the application of the principle of equal treatment for all employees, a 

principle implicitly reflected in the amount of their remuneration, actually in practice 

homeworkers receive lower salaries than the employees working on the employer’s 

premises. In the United Kingdom, for instance, despite the specific protection granted 

to homeworkers, through the employer’s obligation to ensure minimal safety norms 

imposed by the law for home work and to provide remuneration at least equal to the 

national minimum wages, legal provisions prove to be insufficient in practicelxxvii. As 

showed above, usually homeworkers are not paid for overtime work, since their activity 

cannot be assigned a workload and cannot be directly monitored by the employer. Such 

is the situation in Brasil, where homeworker’s salaries are calculated and paid 

depending on “productivity and the results of efforts made”. Moreover, homeworkers’ 

category does not enjoy the benefit of legal compensation for night shifts.  

 

All this demonstrates that in practice, limited rights are granted to homeworkers, in 

comparison to the rights acknowledged for their counterparts working on the 

employer’s premises. The norms regulating the number of working hours, the breaks, 

safety measures for life and health protection or protection against exhaustion, as well 

as the guarantee of minimum wage, are often ignored in the case of homeworkers.  

 

There are states that have addressed this matter in particular, by adopting regulations 

intended to remedy the vulnerabilities of homeworkers. In Spain, law dictates that the 

wages of homeworkers must be equal to the wages of a regular worker in the same 

professional category for the respective economic sector, similarly setting an equivalent 

working time for homeworkers, including in assessing overtime work, by adopting 

common regulations for homeworkers and regular workerslxxviii.  

 



356 

 

Canadian authorities have also shown considerable interest in homeworking 

arrangements. It has been deemed that establishing governmental records to register 

and keep track of the information concerning the number and identity of homeworkers, 

as well as information concerning salaries, working hours or other terms of 

employment, could have a positive impact with respect to applying and observing the 

legal norms that regulate this type of employment relationships. Also, other companies 

can further introduce teleworking practices, on condition that a license is issued by the 

administrative authorities to the employers, while homeworkers can be recruited only 

among those registered in the government’s database. Authorities oblige employers 

interested in home working arrangements, to provide all information concerning the 

nature and amount of home work, as well as details concerning their remuneration. The 

law has clear requirements concerning the issue of a license for employing 

homeworkers, and license can be even withdrawn in the event of failure to observe the 

licensing termslxxix.  

 

3. Conclusions 

 
Consequently, different treatment resulting from unequal rights granted to the two 

categories of employees – working on the employer’s premises and homeworkers, 

respectively – is not allowed by law.  

 

Since differences in treatment are not accepted, which also forbids different 

remuneration granted to regular workers (on the employer’s premises) and 

homeworkers, respectively – we deem that de lege ferenda, it is necessary to include 

an explicit mention in the Labour Code, stipulating on equal remuneration levels for 

these two categories of employees, instead of leaving this as an implicit conclusion to 

be drawn from art. 110 paragraph (1) in the Labour Code. These measures could 

contribute to the protection of homeworkers and could have increased practical 

relevance.  
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of being marginalized when the company makes major decisions; homeworkers lack of 

opportunities for’ promotion. The decision has been regarded as wrong and completely 

diverging from the general trend by which companies respond to the workers’ increasing need 

for flexibility, so that their staff may strike the optimal balance between professional and 

personal life. (See: Ahmad Timsal and Mustabsar Awais, Flexibility or ethical dilemma: an 

overview of the work from home policies in modern organizations around the world, p. 13, in 

Human Resource Management International Digest, vol. 24, No. 7/2016, p. 13).  
li See: Alexandre Berenstein &Pascal Mahon Switzerland in International Encyclopaedia for 

Labour Law and Industrial Relations, Vol. 13, 2001, Editor Roger Blanpain, p. 74. 
lii See: Raluca Dimitriu Dreptul muncii. Anxietăți ale prezentului, Ed. Rentrop & Straton, 2016, 

p. 145. 
liii See also: Ovidiu Ținca Contractul individual de muncă la domiciliu, in „Dreptul” no. 8/2003, 

p. 39. 
liv The criteria concern the work carried out, as well as the worker’s remuneration. More 

precisely, an employment relationship exists if: 

a) work: 

- is carried out in compliance with the employer’s instructions and under the employer’s 

control and monitoring, 

- presupposes integrating the worker into the organization; 

- is conducted exclusievly or mainly for the benefit of another person; 

- must be personally carried out by the worker; 

- is conducted according to a specific work schedule; 

- is carried out at a specified work place; 

- has a certain duration and continuity; 

- involves the worker’s availability; 

- involves the supply of tools, instruments, materials and equipment by the employer; 

b) remuneration: 

- is paid regularly; 

- constitutes the only or the main source for the worker’s income; 

- includes the payment in terms of food, accomodation or transport; 

- acknowledges specific rights, such as the right to weekly rest days and annual leave; 

- the employer pays daily allowance if the worker has to travel; 

- involves no financial risks for the worker.  

(See: http://www.dmale.ro/index.php/articole/22-munca-preview, accessed on 19.02.2018) 
lv According to art. 108 para. (2) in the Labor Code: „In carrying out their tasks, homeworkers 

set their own working schedule”. 
lvi See: Raluca Dimitriu, Dreptul muncii. Anxietăți ale prezentului, Ed. Rentrop & Straton, 2016, 

p. 144. 
lvii See: Ronald Amorim e Souza Brazil in International Encyclopaedia for Labour Law and 

Industrial Relations, Vol. 13, 2001, Editor Roger Blanpain, p. 74. 
lviii See: Ion Traian Ștefănescu, Tratat teoretic și practic de drept al muncii, fourth edition 

revised and enhanced, 2017, pp. 355-356. 
lix Beside the individual employment contract, subject to the stipulations of Labour Code art. 

108 – 110, in Romania homeworking is also explicitly addressed by special regulations for 

particular categories of workers. This the case of childcare professionals who raise and educate 

children at their home, and personal assistant professionals, who tend to disabled adult persons 

http://www.dmale.ro/index.php/articole/22-munca-preview
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with very severe or severe disabilities. For an exhaustive analysis of these special types of 

homeworking contracts, see: Ana Ștefănescu, Munca la domiciliu și telemunca. Drept intern și 

comparat, Universul Juridic, 2008, pp. 112 – 176.   
lx This exceptional character is acknowledged by both art. 8 in the Government Decision no. 

679/2003 (published in The Official Gazette of Romania no. 443 of 23 June 2003), which states 

that „the activity of persons who are licensed as childcare professionals is conducted under an 

individual employment contract, which has a special character specific to child care, a contract 

concluded between the respective person and the public authority specializing in child 

protection or a licensed private agency authorized to supervise and support the activity of 

childcare professionals” and the provisions of Law no. 272/2004 (republished), which 

emphasizes the peculiar nature of the employment contract concluded between the state and the 

childcare professional, while the job description appended to the individual employment 

contract, which is signed by the worker, explicitly mentions that their activity is permanent.   
lxi Published in Monitorul Oficial al României (The Official Gazette of Romania) no. 644 of 7 

August 2017. 
lxii Except for the force majeure situations or other urgent works intended to prevent accidents 

of remove their consequences. 
lxiii See: Alexandru Țiclea Codul muncii comentat și adnotat – cu legislație conexă și 

jurisprudență relevantă, Universul Juridic, 2017, p. 284. 
lxiv Home work can also be carried out under a service-providing contract, rather than an 

employment contract. For instance, in Brasil, a homeworker can be simultaneously employee 

and self-employed. However, the legislation concerning work protection and safety does not 

apply in the case of self-employed teleworkers. Legally, the employer’s prerogatives, which 

entail the employee’s subordination, as well as employer’s authority and control over the 

employee’s activity, do not apply in this case. Only the work conducted for an employer is 

governed by an employment contract. The difficulty in this legislative system lies in the fact 

that often it is not possible to distinguish between the time allocated to the workload involved 

by the employment contract, and the time allocated to providing services under a civil service-

providing contract. (Ronald Amorim e Souza Brazil in International Encyclopaedia for Labour 

Law and Industrial Relations, Vol. 4, 2004, Roger Blanpain ed., p. 58).  
lxv Because, if these expenses were covered by the employee this would amount to independent 

(self-employed) work, not work based juridically on an employment contract.  
lxvi Cf. Alexandru Țiclea, Tratat de dreptul muncii-Legislație. Doctrină.Jurisprudență, Ed. 

Universul Juridic, 2016, p. 383. 
lxvii Point 16 in International Labour Organization’s Recommendation R184/1996. 

http://www.ilo.org/dyn/normlex/en/f?p=NORMLEXPUB:12100:0::NO::P12100_ILO_CODE

:R184 
lxviii See: Marius - Cătălin Preduț, Codul muncii comentat, Ed. Universul Juridic 2016, pp. 109-

110.   
lxix Home work is, in many developed countries in Europe and the United States of America, a 

legally acknowledged priority for this disadvantaged category of workers. For instance, in 

France, the obligation to provide home employment to disabled persons is explicitly stipulated 

in the Labour Code art. L 5212-L5213-3, according to which „every employer hiring more than 

20 employees is obliged to offer a full-time or part-time job to persons in the above-mentioned 

category”. (Ana Ștefănescu Munca la domiciliu și telemunca – drept intern și comparat, Ed. 

Universul Juridic, 2011, pp. 67-69). 
lxx See: Ana Ștefănescu, Munca la domiciliu și telemunca – drept intern și comparat, Ed. 

Universul Juridic, 2011, p. 43. 
lxxi See: Ana Cioriciu Ștefănescu, Condiții speciale privind încheierea contractului de muncă 

la domiciliu – elemente de drept comparat, in Revista Română de Dreptul Muncii, no. 2/2008, 

p. 39. 
lxxii See: Zhanna Anatolyevna Gorbacheva Russia in International Encyclopaedia for Labour 

Law and Industrial Relations, Vol. 12, 2006, Editor Roger Blanpain, p. 83. 
lxxiii See: Alexandre Berenstein &Pascal Mahon Switzerland in International Encyclopaedia for 

Labour Law and Industrial Relations, Vol. 13, 2001, Editor Roger Blanpain, pp. 74-75). 
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lxxiv According to the current legislation, the fiscal authorities define only the criteria for 

identifying independent work (implicitly, dependent work is recognized as the work that does 

not meet these criteria). Based on these criteria, the fiscal authority can redefine the contract 

concluded between parties, regardless of the title given by the parties to the respective contract, 

if its content denotes an „employment relationship”. As this matter is settled by the fiscal 

authorities, rather than the labour law authorities, this redefinition of the contract qualifies the 

activity carried out and the earnings obtained, and not the juridical nature of the contract. 

Following this redefinition, the aim of the fiscal authority is to elicit the retroactive payment of 

taxes due for an employment contract, and not to apply the provisions of Labour Code or the 

protection granted to the employees. (For futher details, see: Raluca Dimitriu, Dreptul muncii. 

Anxietăți ale prezentului, Ed. Rentrop & Straton, 2016, pp. 38-41).      
lxxv See: Raluca Dimitriu, Dreptul muncii. Anxietăți ale prezentului, Ed. Rentrop & Straton, 

2016, p. 40. 
lxxvi Art. 110 paragraph (1) in the Labour Code, stipulating that: „homeworkers enjoy all the 

rights acknowledged by law and by collective agreements, applicable for the employees 

working on the employer’s premises”. Other legislative systems have similar provisions. For 

instance, in Slovenia, homeworkers are granted the same rights as the other categories of 

employees, as the law explicitly declares the principle of equal treatment for all employees. See 

Barbara Kresal, Standard and non-standard work in Slovenia, în J. Buelens, J. Person Standard 

work: ananachronism? Intersentia Publishing Ltd., Cambridge, 2013, p. 119. 
lxxvii Even so, the protection granted by law is applied in close dependence on the employee 

status of homeworkers. This status is rather difficult to identify, as recent research has revealed 

that 57% of homeworkers deem themselves to be „self-employed” and 20% of them are 

reluctant to define their employment status. (Stephen Hardy Labour Law in Great Britain-

Fourth Edition, 2011, Ed. Wolters Kluwer, p. 99). 
lxxviii See: Ana Ștefănescu, Munca la domiciliu și telemunca – drept intern și comparat, Ed. 

Universul Juridic, 2011, p. 78. 
lxxix See: Geoffrey England, Essentials of Canadian Law-Individual Employment Law, Ed. Irwin 

Law, 2000, p. 100. 
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Abstract: This study analyses, in a comparative perspective, collective agreements 

in the Middle East versus selected European countries. It is divided into nine parts: an 

Introduction about the impact of the Universal Declaration of Human Rights and the 

International Labour Organization on the right of association and collective 

bargaining, about national Constitutions and legislation of each of the analyzed 

country, a view on collective negotiation according to the International standards and 

EU Law, then a section on bipartite and tripartite negotiation. The third section is 

analyzing the conclusion of collective labour agreements, and the forth one is about 

their end. The fifth section is offering a view on the result of failing of the collective 

bargaining, namely the collective labour disputes. This research studies international 

standards and how are they applied to the selected European and Middle East countries 

on the background of different traditions and specific customs in terms of collective 

labor relations. Each of the studied law systems has its own regulations designed to 

ensure social peace and protection of employees, and we believe that a comparative 

approach would be both innovative and useful for the future improvement of European 

and Middle East labour legislation.  
 

Keywords: Labour law, collective labor contracts, Europe, Middle East. 

 

1. Introduction 
 

A collective labor agreement or collective bargaining agreement is an agreement 

regulating the terms and conditions of employment between one or more trade unions 

and between the employer or more or those who employ workers belonging to such 

organizations or organizations of employers to ensure better terms, benefits or 

conditions (Magdy Sharara,1999: 90). Collective agreement make a certain balance 

between the parties (workers, employing entities, trade unions and the government), 

especially on working conditions like long working hours, low pay and vacation. 

 

One or both parties are represented by unions for negotiation, and the right to 

negotiations is a constitutional right as well as the formation of trade unions. These 

rights (the right to form associations and the right to negotiate collective contracts) have 

been protected in most of the European and Middle East Constitutions and through the 

Universal Declaration of Human Rights. In the present research we will have in view 

the main Conventions of the International Labour Organization, the impact of 

international instruments upon national Constitution and finally national legislation 

regarding collective labor contracts. Indeed, in this comparative research, we choose 

certain law systems, considered to be representative for Middle East, on one hand, and 

for European Union, on the other. Therefore, we have chose Jordan and Egypt – as 
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stability benchmarks in a region market by political turmoil. On the other hand, 

Romania and Nordic countries have been chosen since they represent the extremities – 

form the point of view of the collective law approaches – of a common system, which 

is the European one. 

 

Indeed, Jordan has been chosen because it enjoys a stable political environment, 

supported by a democratically elected parliament, in a geographical area full of 

conflicts, as well as because the freedom enjoyed by individuals. The Jordanian labour 

market has exacerbated an already challenging situation  because of his special 

conditions and  the entry of Iraqis, Egyptians, Libyans and Syrians into. The labour 

market is now comprised of three distinct groups – Jordanians, migrant workers and 

refugees. But it hasn’t always been this way.  Forty years ago, the Jordanians worked 

in all occupations. After that, many educated Jordanians left to work in the Gulf. At the 

same time, the new wealth allowed Jordan to bring in increasing numbers of migrant 

workers. The number of migrant workers dramatically increased last years, with 

correspondingly large impacts on Jordanian workers and on the economy as a whole. 

Today, many Jordanians work or aspire to work in the public sector. Within the private 

sector, many occupations have become dominated by specific nationalities of migrant 

workers and the informal sector comprises a significant share of the economy. 

 

Adding to this already complicated labor market, large numbers of Syrian refugees have 

arrived in Jordan over the past five years. In an effort to avoid a lost generation of 

refugees, dependent on handouts and disenfranchised, the government of Jordan is 

allowing Syrians to participate in the labor market (Report from International Labour 

Organization, 2017: 6). 

 

2. The international sources of freedom of association  
 

The main source of ideas for human rights in the modern world in the Universal 

Declaration of Human Rights, which was adopted in 1948. It provides in Article 20: 

“Everyone has the right to freedom of peaceful assembly and association. No one may 

be compelled to belong to an association”, and in Article 23 (4): “Everyone has the 

right to form and to join trade unions for the protection of his interests”.  

 

Peaceful assembly is the right of individuals to form associations with each other in 

opinion, profession or goals, or to join the previously established association, without 

any coercion and for the sake of their objectives and the interests of the members and 

does not lead to violence or anything that threatens the public interests, where the 

exercise of its activities without placing any of the restrictions except as permitted by 

international law.  

 

According to the Universal Declaration of Human Rights, the target groups of this right 

have not been determined on the basis of race, color, sex, language, religion or opinion, 

as well as the status of registration under certain conditions and procedures. The 

Universal Declaration of Human Rights specifically defines general rules which are 

commonly taken over in national Constitutions, leaving the rest for the laws of the state 

(ordinary laws) to include additional provisions in accordance with public safety or 

public order, protection of public health or morals or protection of the rights and 

freedoms of others. In most countries of the world the right to join the union or the 

establishment of citizens are subject to certain conditions and procedures.  
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The Convention No. 98 of the International Labor Organization includes however more 

detailed provisions. Indeed, it mentions the protection enjoyed by the workers of all 

acts that are due to trade unions in relation to their work and also mentions some of the 

actions in particular that they should be allowed to take, which constitutes an expression 

of the right of joining or abandoning the membership of the union. The Convention also 

prohibits any punishment of the workers because of their membership in the association 

or because of their participation in the activities of the association (such as the 

deduction of salary) and requires the non-interference of the Governmental bodies in 

the trade unions’ work by means of financial or other means. The Convention requires 

the State authorities to provide the necessary conditions, laws and procedures for the 

voluntary negotiation and encouragement, in order to make the collective agreements 

the most widely used to regulate the terms and conditions of work. 

 

3. National constitutions 
 

The Constitution of Jordan regulates and protects workers and the establishment of 

trade unions. According to this Constitution, work is regarded as a right of every citizen, 

and therefore the state must provide employment opportunities for all citizens by raising 

the national economy, and by enacting appropriate legislation for workers. The wage 

for instance, should be commensurate with the quantity and quality of work. Additional 

ordinary laws are left to further develop and modify each period of time and place, and 

determine the working hours per week. 

 

Generally speaking, under Arab legislation, unions are compulsory entities, forcing 

their members to join them so that they can practice their professions. The laws include 

general rules for establishment through the existence of trade union organizations for 

each profession defined laws and competence and objectives. The origin of trade unions 

in the Arab countries is different from that in Western countries: most Arab unions 

started issuing laws and then forced all professionals to join them. In Western countries, 

however, the trade unions were initiated by professionals to demand the establishment 

of private unions. The establishment of associations and the election of a union council, 

where the unions established by the state that could threaten at any time to solve them 

if they exceeded their borders, not as demanding effort as is the case for trade unions in 

Western countries (Omar Kharboush Hamayel, 2000: 36). 

 

The Egyptian Constitution, in articles 12 and 13 - gives the right to work, and. 

correlatively the obligation of the State to find employment opportunities. Forced labor 

may not be permitted under the Constitution, except through the law in specific cases 

for a specified period and in fair compensation without prejudice to the fundamental 

rights of workers. The Constitution also builds a balanced working relationship between 

workers and employers, in order to facilitate and find a process of negotiation by finding 

ways to lead them, as well as to provide conditions of security, peace and occupational 

health, and to ensure that they are not arbitrarily separated. 

 

The European Constitutions are not so different from this point of view.  We may say 

the belonging to International Labor Organization is the common ground for the two 

systems taken into account under current comparison. Indeed, Sweden is a founding 

member State of the ILO and a key partner in promoting the Decent Work Agenda. 

Sweden has ratified 93 ILO Conventions, including the eight fundamental Conventions, 
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the four governance Conventions. Sweden contributes to both the regular budget of the 

ILO and to its development cooperation programmer via voluntary contributions, which 

between 2012 and 2016 amounted to US$ 57 million, making Sweden the sixth largest 

governmental donor to the ILO. In the Constitution of Sweden the unions were 

mentioned in Article 14: “A trade union or an employer or employers’ association shall 

be entitled to take industrial action unless otherwise provided in an act of law or under 

an agreement”. The Constitution requires the State to provide employment 

opportunities for all citizens able to work. As long as the citizens have the ability to 

work, they should do so. However, a person who is unable to work, who cannot support 

himself/herself, and in case there is no other person responsible for his/her sponsorship, 

has a right to get a public assistance from the State, on condition that he/she respects 

the laws of the state. 

 

4. National legislation regarding collective labour contracts 
 

4.1. Middle East countries 

 

In Jordanian legislation - there is a single piece of legislation, applicable for both 

individual and collective relation: no. 8/1996. Since its enactment of the first 

comprehensive law of Law No. 21 of 1960, Jordan has tried to deal with all the issues 

related to labor affairs in the available ways and appeared to be compatible with its 

specificity in the social and economic fields. It succeeded in achieving this in some 

areas and failed in others. Jordan’s accession to the Arab and international labor 

organizations and its ratification of several agreements and its desire to reflect a bright 

image in this regard played a very important role in the drafting of the law currently in 

force No. 8 of 1996. This is in addition to the rapid economic and social developments 

that have taken place over the years. Jordan has taken a qualitative leap in all fields, 

which necessitated keeping pace with these developments under a new labor law 

(Hamada Abo Ngma, Published research: 5). 

 

In Egypt there are two laws: Law No. (35/1976) for organization of trade unions and 

Labor Law No. 12 of 2003 for collective and individual labor relations. 

 

Even thou the Middle East Countries organize most of the labor relations through the 

labor legislation, collective agreements are also applied in some cases, mostly in case 

of companies with large number of employees. 

 

4.2. European countries 

 

In Romania, there are two different pieces of legislation: Labour Code (Law no 

53/2003) for individual relation and Law on Social Dialogue (Law no.62/2011) for 

collective relations, organized as follows: 

 establishment, organization and functioning of trade union and employers 

organizations. 

 institutionalized social dialogue structures (National Tripartite Social Council, 

Economic and Social Council, social dialogue committees). 

 collective negotiating, and Conclusion of collective work contracts. 

 the end of collective work contract  

 labor disputes. 
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Therefore, Romanian system is characterized by an almost complete regulation of the 

collective relations through legislation; social partners may only regulate their 

collective relations in a very few areas of law. 

 

Nordic courtiers constitute an opposite example. Indeed, in Denmark there is no general 

law covers all areas of the Danish labour market, the labour relations being regulate 

mostly by collective agreements. There are however certain Danish normative acts 

providing the level of the minimum rights of the workers, and the conditions between 

employers and employees: 

 The Law on Salaried Employees (Danish: Funktionærloven) 

 Act no. 1072 of 7 September 2010 (Working Environment Act) 

 Act No. 31 of 12 January 2005 to Prohibit Discrimination in the Labour 

Market (as amended up to Act No. 387 of 27 May 2008) 

 The Holiday Act 

 Act on Maternity/Paternity and Parental Leave  

 Act on the Use of Certain Information Health, etc. on the Labour Market. 

 

5. Collective negotiation 
 

Negotiations may be conducted: 

 between states or governments,  

 individuals, groups or between organizations  

 between two or more parties, with the aim to bring the points of view between 

the parties and reach an acceptable solution that satisfies all parties. 

 

Generally speaking, there is possible through negotiation that one of the parties to be 

completely dissatisfied with the agreement. Anyway, the main aim of a negotiated 

solution is to make peace between parties and to prevent going to court and wasting 

time, effort and costs. 

 

There is no agreement on a specific definition of negotiation, but it can be said that 

negotiation is a kind of dialogues and proposals exchanged between two parties or more 

in order to reach an agreement that leads to the resolution of a case or issues of conflict 

between them and at the same time achieve or maintain the common interests among 

them (Magdy Sharara,1999: 31). Collective bargaining is nothing else that a type of 

specific negotiation, with the aim of reaching an agreement commonly satisfying and 

applicable for a certain period of time for both social partners. 

 

There are several essential features of collective bargaining, but all of which cannot be 

reflected in a single definition or description of the process: 

 Collective bargaining is a method used by unions to improve the working 

environment (public safety, salary, vacations, etc.), for members or non-

members when the Convention applies to them; 

 Collective agreements differ from collective negotiations, because collective 

bargaining is the process or means, and collective agreements to the possible 

result, of bargaining, collective bargaining may not always; 

 Negotiations shall be conducted in order to make all parties equal; 
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 The collective bargaining varies from one country to another, according to the 

laws, from the beginning of the negotiations, the time required to end it, the 

notifications and others; 

 Where it leads to an agreement, it modifies, rather than replaces, the individual 

contract of employment, because it does not create the employer-employee 

relationship; 

 The process is bipartite, but in some developing countries the State plays a role 

in the form of a conciliator where disagreements occur, or where collective 

bargaining impinges on government policy (Sriyan de Silva,1996: 3). 

 

5.1. Negotiation under international standards 

 

The ILO Constitution has affirmed the principle of freedom of association as one of the 

main principles for which it was created and one of the goals set by the Constitution for 

its attainment and realization, as proclaimed by the ILO Declaration on Fundamental 

Principles and Rights at Work. In this context, the International Labor Conferences 

adopted several instruments regulating the freedom of association and the right to 

organize, which began with Convention No. 11 of 1921 on the right of trade unionists 

for agricultural workers and Convention No. 84 of 1947 on the right to assemble and 

settle labor disputes in the Non-sovereign Territories. (87) of 1948 on freedom of 

association and protection of the right to organize, and Convention No. 98 of 1949 on 

the application of the principles of the right to organize and bargain collectively 

(Hamada Abu Najma, 2012: 1). 

 

5.2. Collective negotiation under EU law 

 

EU itself is largely a result of negotiation. Managements operating in either one country 

or multinationals stand to benefit from the reduction in trade restrictions that will come 

with market integration. In the reintegration economic system, multinational 

corporations confront a myriad of regulation and a variety of industrial relations 

practices in the countries in which they operate, market integration. Therefore, 

integration could greatly simplify the management of industrial relations across the EU 

countries. Integration also could greatly increase the flexibility within corporate 

operations by easing the movement of people and operations across national boundaries 

European managers see the formation of a European union as offering their firms more 

strategic option as to where to locate and what business and labor relations strategies to 

pursue (Harry Charles Katz, Thomas A. Kochan, 2000: 377-388).  

 

5.3. Negotiation in internal law 

 

As mentioned previously, negotiation is sometimes specifically regulated by 

legislation, while in other countries the rules of collective negotiation are themselves a 

result of negotiation between social partners (having an “autopoietic” characteristic). 

In Romania, collective bargaining is covered by the law No. 62/2011 or in Sweden by 

the 1976 Employment (Co-Determination in the Workplace) Act. Denmark is an 

example of a country where there is no legislation regulating the negotiation process. 

 

In Middle East, collective bargaining is generally governed by certain legal rules. It is 

for instance the case of Jordan, where negotiations shall be conducted at the request of 

the employer or the association, according to the law. Negotiations may be held 
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between employers and workers on any matters related to the improvement of working 

conditions and labor productivity. Such negotiations shall be conducted within a period 

not exceeding 21 days from the date of the written notice sent by the part who wishes 

to negotiate with the other part. Such notice includes the subject of the negotiations and 

its reasons, and a copy thereof shall be sent to the Minister within a period not exceeding 

48 hours from the date of issue or through a delegate appointed by the Minister of Labor 

for all negotiations, where negotiations begin in the event of a dispute between the two 

parties.  

 

5.4. Bipartite and tripartite negotiation 

 

Negotiations may be bipartite between two parties, the workers or their trade union and 

the employers or their employers’ union. But they may also add another party, and this 

third party differs from law to law. For instance, in the Middle East, negotiations are 

bilateral and there is no tripartite negotiation whatsoever.  

 

For European systems, on the other hand, tripartite negotiation is very common. In 

Romania, there are two types of negotiations expressly mentioned in the Law no. 

62/2011: bipartite social dialogue (which takes place only between unions and 

employers or trade unions or organizations employers) and tripartite social dialogue 

(which is a dialogue hold between unions and trade unions, employers or employers’ 

organizations and public administration). Therefore, the Romanian system is familiar 

with the tripartite dialogue, where the public administration is one of the parties 

involved in to reach the desired results, as a participant within the National Tripartite 

Social Council. 

 

The National Tripartite Social Council is established in order to promote good practice 

in tripartite social dialogue at the highest level. It is an advisory body at national social 

partners, and the aim of this council is similar to that of the Council in the Middle East. 

 

In Denmark, there is no legislation mentioning trilateral negotiations or bilateral 

negotiations. The tripartite dialogue is carried out at the request of the government on 

specific topics, such as increased working time, training or refugees. Indeed, up to 90 

per cent of the Danish labour market consist in collective agreement, In Denmark it is 

the organization themselves that by virtue of their representation , have the power to 

ensure the employees acceptable pay and working condition without the intervention 

of the legislature. In the private sector most of the workers are covered by collective 

agreements, while in the public sector all workers are covered by collective agreements. 

Here, the government is a party to the negotiations, without mentioning this in the law 

(Report from Local Goverment Denmark (KL): 6). In Sweden, there is no law that 

reviews the types of bilateral and tripartite negotiations. There are tripartite negotiations 

in practice, but they are rare, and the collective negotiations are mostly bilateral.  

 

6. Terms of collective work contracts 
 

There are several conditions stipulated by legislation for all those who can negotiate 

and conclude a collective agreement. In the Middle East, law defines the target group 

of the collective agreement, providing that they shall apply to all workers and 

employers, except public servants, municipal employees, domestic servants, (e.g. 

gardeners, cooks and persons employed in similar occupations). In Jordan, for instance, 
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the legislation applicable to public workers (who constitute one third of Jordanian 

workers) does not include any article related to collective bargaining between 

employees and departments in the government regarding the organization of labor 

relations. There is also no texts allowing public sector workers to form trade unions, 

except professionals. However, professionals, such as doctors, dentists, engineers, 

lawyers, farmers, veterinarians, legal nurses and teachers can form trade unions 

(Jordanian Social Economic Council, 2015: 28). 

 

Unlike in Jordan, where according to the interpretation of the Constitution, teachers are 

considered government employees, in Egypt, teachers can have their own union. 

 

In Romanian Law no. 62/2011, Article (3) provides that persons employed with 

individual labor contract, civil servants and civil servants with special status law, 

cooperative members and farmers employed are entitled without any restriction or 

authorization prior to represent and / or join a union. 

 

Government employees and civil servants in Romania benefit from the right to form 

trade unions, a point where Romania differs from the Middle East states where 

government employees are not generally entitled to establish trade unions. 

 

In the Nordic countries, the law does not exclude anyone. In practice, all workers, 

government employees and servants are covered by collective agreements, and their 

provisions are fully applicable to them. 

 

After negotiating and reaching a solution acceptable to all parties, certain procedures 

are followed, varying from legislation to legislation. For instance, Jordanian Labor Law 

includes certain conditions, stipulating that a collective labor contract shall include the 

following: 

 Identify the employers and categories of workers benefiting from it. There may 

be possible to target workers who are not members in a union, or are members 

in another union that the one who concluded the agreement. 

 Clauses agreed upon by the parties, including conditions and conditions of work 

and the organization of labor relations. 

 The date of commencement of the work and the date of its termination if its 

duration is specified. 

 Modification procedures. 

 Ensuring follow-up of its application through the formation of a committee of 

representatives of the parties to the contract so the employers and the workers 

and shall have the authority to settle the disputes arising from its 

implementation, which is in fact one of the most important points. 

 

According to Jordanian labor law, the collective labor contract shall be drawn at least 

on three original copies. Each party shall retain a copy thereof and the third copy shall 

be deposited by the Ministry to be registered in a special register. The collective work 

contract shall be binding as from the date fixed therein. In case the date is not fixed, it 

shall be binding from the date of its registration in the Ministry. 

 

The Egyptian law also includes formal conditions for collective agreement. It shall be 

drawn up in Arabic, and shall be submitted within fifteen days from the date of signing 

it to the board of the general trade union or the General Federation of Egyptian Trade 
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Unions according to the conditions prescribed in the Trade Unions Law. Its approval 

by either one shall be with the absolute majority of the board members, and within a 

period not exceeding thirty days from the date of signing the agreement. The default of 

any of the foregoing conditions shall result invalidating the agreement In addition, all 

provision set forth in the collective agreement contradicting the provisions of the law 

or public order or the public morals shall be null and void. In case a provision in the 

individual labor contract contradicts the counterpart provision in the collective 

agreement, the provision realizing a better benefit to the worker shall exclusively apply. 

 

In Sweden, the collective agreement shall be in a written form. But an agreement shall 

be deemed to be in writing not only when it has been concluded between the parties as 

such, but also when its content has been recorded in approved minutes or where a 

proposal for an agreement and acceptance thereof have been recorded in separate 

documents. The Swedish law focuses on the target groups, meaning that a collective 

bargaining agreement that has been concluded by an employers’ organization or an 

employees’ organization shall also be binding, within its area of applicability, upon a 

member of such organization. This shall apply irrespective of whether the member 

joined the organization before or after the agreement was entered into, but not if the 

member is already bound by another collective bargaining agreement. On the other 

hand, the Jordanian law is more comprehensive than Swedish law, by defining the 

categories binding on the collective labor contract as follows: 

 The employers and their successors including their heirs and persons to whom 

the establishment has been transferred in any manner or upon its merger with 

another. 

 In the event of the worker’s withdrawal from the trade union or withdrawal of 

the trade union of the federation which is part of the collective contract the 

employees remain covered by the provisions of the collective agreement, if 

he/she was member in such a trade union at the time of concluding the contract; 

 Workers of any establishment, which is subject to the provisions of the 

collective labour agreement, even if they were not members in any labor union. 

 Employees in any establishment that is subject to the provisions of the collective 

labour agreement, if they are bound with employment contracts with this 

establishment and the conditions of their contracts were less advantageous to 

them than the provisions stated in the collective contract. 

 

In the event that a member resigns from an organization that has concluded a collective 

bargaining agreement he/she shall not cease to be bound by the agreement as a 

consequence of such resignation. 

 

In Danish law, no details are provided on the method of filing a collective labor contract 

or other conditions upon completion of the negotiation.  

 

The law does not specify the application of collective contract in the Nordic countries, 

but in practice the become applicable from the moment of the date of writing and 

signing the contract by the parties. This seems to be a better option than the one from 

the Egyptian legislation, where the collective labor agreement enters into force at the 

moment when the parties sign it. Indeed, in Egyptian law, it is possible to delay the 

process of filing, or delay in the process of publication, and this leads to damage to the 

parties or beneficiaries of the contract. 

 



371 

 

7. The end of collective work contracts 
 

A collective labor contract normally ends: 

 With the expiry of its term,  

 Upon the agreement of the parties to terminate it,  

 In case of any other natural causes such as death of the worker, or retirement 

age (unless otherwise agreed). 

 

In the Middle East, a collective labor contract may be concluded for a determined or 

undetermined period, and the duration varies from one country to another. In Jordan, 

for instance, if the collective labor contract is concluded for a determined period, it may 

not exceed two years and if it is concluded for an undetermined period and a minimum 

of two years has elapsed, each of the two parties to the contract shall have the right to 

terminate or modified it by a minimum of one month notice notified to the other party 

prior to the date of termination. The Ministry should be notified by a copy of this notice. 

  

In Egypt, the duration of the collective labor contract is longer. The collective 

agreement concluded for a determined period may not exceed three years or the period 

necessary for executing a specific project. If, in the latter case, the period exceeds three 

years, the two parties to the agreement shall negotiate to renew it every three years, in 

light of the economic and social conditions that might take place. The two parties to the 

agreement shall initiate the bargaining of the collective agreement for its renewal, three 

months before expiry of its period. If the latter period lapses without agreeing on the 

renewal, the validity of the agreement shall extend for a period of three months and 

negotiation shall continue for its renewal. If two months lapse without reaching an 

agreement, either party to the agreement may bring the matter before the concerned 

administrative authority to take steps as necessary toward following the mediation 

procedures. The collective agreement shall be operative and legally binding after 

depositing it with the concerned administrative authority and publishing it in the 

Egyptian Wakayeh (Egyptian Wakayeh meaning "the Egyptian affairs", was an 

Egyptian newspaper established in 1828, written in Ottoman Turkish in one column 

with an Arabic translation in a second column). The Government Bulletin shall 

comprise a summary of the agreement provisions; the concerned administrative 

authority shall record the agreement within thirty days from the date of its deposition 

with the authority, and publish it according to the provisions of the first clause. 

 

During this period the Government authority may object to the agreement, refuse 

recording it, and notify the parties to the agreement of its objection, refusal, and reasons 

thereof, by registered letter with acknowledgement of receipt. 

 

In the Middle East, a period of six months is given to negotiate after the end of the 

contract for renewal. If it is not renewed during this period, and the contract is 

terminated. During the negotiation period, the contract is valid and the labor rights are 

not infringed. 

 

A different approach may be finding in most of the European systems, among which in 

Romanian law. Here, the collective labor agreement expires upon the lapse of its term 

or by termination by one of the two parties where it has a specific term. 
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The collective labor contract is concluded for a period which may not be less than 12 

months and than 24 months. By contrast, in the Middle East laws, no minimum 

collective labor contract has been stipulated, but only a maximum duration of the 

contract (e.g., in Egypt - three years and in Jordan - two years). 

 

In Romania, the parties can decide to extend the application of the collective work in 

the conditions established by this law, a once, at most 12 months. By contrast, in the 

Middle East, the law doesn’t provide for a maximum period, when the contract is 

renewed for another period, but it is possible to reduce the period by agreement after 

negotiations. 

 

Where a unit is not covered by a collective agreement, the parties may initiate a 

collective bargaining at any moment. and there are two methods of recording collective 

contracts according to the level of negotiation (Art. 143 of the Romanian Law no. 

62/2011). With the parties’ consent a decrease of the duration of the collective 

agreement may take place, due to developments and economic changes. 

 

In Nordic Countries the duration of a collective agreement is for the parties to decide. 

 

In Sweden, collective agreements on wages and working conditions are often concluded 

for a determined period, such as one or two years. Determining the duration of a 

collective agreement is basically dependent on the matters handled by it, but economic 

circumstances also have a strong impact. For example, during the period of prosperity 

of the industrialized market economies, agreements tended to be of shorter duration 

since trade unions sought to exploit the tighter labor market and the employers’ greater 

ability to pay. But in periods of recession, unions prefer longer-term guarantees and 

protection. The inflation level also affects the duration of agreements because high 

inflation introduces an element of uncertainty and the need to keep up with increases in 

the cost of living, all of which result in shorter periods of validity (Thi Minh, Hoang 

LU, 2011: 90-91) So, for the Nordic countries, the contract shall still remain valid, after 

the expiration date, if the parties decide so. However, according to the decision of the 

parties, it is possible to continue the collective agreement (which is considered an 

implicit renewal and it is possible to renegotiate for a new collective contract. 

Therefore, all the procedures will be according to the parties decision. 

 

The Middle East Countries and European Countries are generally similar to the issue 

of the agreement’s expiration before or during the time of expiration of the agreement, 

the agreement still being applicable during time of negotiations. 

 

8. The collective disputes 
 

8.1. The fail of collective bargaining and the start of a collective dispute 

 

The parties negotiate for several things to work, like improving the terms and conditions 

of employment, termination of a collective labor contract, separation a group of 

employees or retirement, and this negotiations could lead to conclude the collective 

agreement, according to agreed terms. But the negotiations could also fail, and this fail 

lead to use the right of strike, in the contest of the collective disputes. 
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Today a globally recognized right, the strike was initially regarded as a crime. Only 

beginning with the second half of the 20the century it becomes to be recognized as a 

constitutional right. 

 

8.2. The strike 

 

A strike is a way of exercising pressure upon the employer, a way of protest and 

rebellion, arising from the nature of the relationship between the worker and the 

employer, which is normally a relationship between strong and weak (Ancient 

Mountain, 2005: 9). But not all the systems include the right to strike within the 

Constitutional provisions.  

 

For instance, the Jordanian Constitution does not provide for the right to strike. 

However, Article 128 (1) which provides, that "laws promulgated under this 

Constitution shall not affect the organization of rights and freedoms, on the substance 

or fundamental rights of these rights, the freedom of assembly and expression of 

opinion (peaceful demonstration)”. As a result the workers’ right to strike may not be 

prohibited. And indeed, other pieces of legislation provide the conditions and 

procedures of strike, providing that a group of workers may stop working because of a 

labor dispute. So the Jordanian labor law authorizes a labor strike but includes certain 

conditions, among which the condition to give a notice to the employer not less than 

fourteen days from the date of the strike. The period becomes 28 days if the work is 

related to a public service. 

 

The Egyptian Constitution explicitly states the right to strike in Article 15: striking 

peacefully is a right, which is organized by law. The Egyptian constitution also 

stipulates that the goal should be peaceful, far from violence and harm the interests of 

all. 

 

But the strike is also subject of judicial precedents. For instance, the Supreme State 

Security Court, Cairo, filed the case of the Public Prosecution No. 4190 in 1986. This 

case was related to railway workers’ strike in 1986, when the security forces forcibly 

ended the strike and arrested a large number of workers. Thirty-seven of them were 

referred to the Supreme State Security Court on charges of strikes and deliberate 

obstruction of train tracks Railways and the use of force and violence with the 

authorities and damage to public money. The court examined the case and issued its 

judgment: all workers have been released of all charges, and with that occasion the 

court established a number of important principles. Among them, perhaps the most 

important one is confirming the right to strike as one of the legitimate rights guaranteed 

by the Constitution. This is especially relevant since there is no ordinary law currently 

in force in Egypt, providing the right to strike and it is not possible to strike during 

collective agreements unless the contract provides for it. In solving the industrial 

dispute, the Supreme State Security Court returns to the constitutional article that 

protects the right to strike. 

 

In certain systems of law the goals of a strike are expressly set (e.g., in Romania) while 

in other systems they are only provided implicitly (like in Jordan legislation, where 

strike aims to improve working conditions and anything related to work matters). 
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In Romania and Egypt, the strike can be declared only for the interests of professional, 

economic and social employees. The strike cannot pursue political goals.  

 

Specific approach can be found in Nordic countries. For instance, Denmark 

Constitution does not mention the right to strike, but it is implied by the provisions of 

the Constitution that protect freedoms and the right of assembly, and refer to judicial 

precedents. 

 

In Sweden, the right to strike is a fundamental civil right guaranteed to trade unions by 

the Constitution according to Art. 2 (17) which provides that any trade union and any 

employer or any association of employers shall have the right to strike or lock-out 

actions or any similar measures, except as otherwise provided by law or ensuing from 

an agreement. In all other cases, strikes are permissible only if a collective agreement 

has terminated or expired and after all channels for mediation provided for in the 

collective agreement, or any other agreement binding the parties have been exhausted. 

At least seven working days before the start of extension of the collective action, notice 

must be given to the opposite party and the Mediation Agency. The reason for and 

extent of the action must be specified. Failure to give notice does not, however, make 

an action illegal, a strike or lock-out may be postponed for up to 14 days by the 

Mediation Agency if there are grounds to believe that such a measure may help to 

remedy the dispute, in the public sector also the right to take collective action is very 

broad and only purely politic all strikes are unlawful. Nearly all employees in the public 

sector are entitled to strike. Industrial action involving essential services is also lawful. 

The right to take secondary action is restricted in the case of work which consists in the 

exercise of public authority (WiebkeWarneck, 2007: 68-69). 

 

The ILO’s position on basic services and emergency situations was generally 

transposed in the legal systems analyzed in this research. What basic service actually 

mean is however an issue different regulated from one country to another, being defined 

by law or by the courts. 

 

The right of workers to strike under the International Covenant on Economic and Social 

Rights is stated in Article 8 (1) d), according to which “the States Parties to the present 

Covenant undertake to ensure that: (d) The right to strike, provided that it is exercised 

in accordance with the laws of the country concerned”. This right is also indirectly 

provided in ILO Convention No. 87, which states that the conditions of a legitimate 

strike must be linked to claims that are available to trade union organizations. 

 

International Labor Organization (ILO) bodies require in addition that when the right 

to strike is restricted by the domestic law, to assure at least certain access to other 

methods, as conciliation proceedings, mediation, measures which may give guarantees 

of neutrality and speed, and that the arbitration decisions are binding on the parties. 

 

The laws of the Middle East do not protect the employee from dismissal during the 

strike. However, in this issue the court can refer to the Constitution, and since the right 

to strike is a constitutional right, normally strikers cannot be dismissed, unless the strike 

leads to violence, violates the law or public order, or leads to violence or damage to 

basic interests. 
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In Romanian law, the legislator protects workers during the strike: “Participation in the 

strike or its organization, in compliance with this law, does not constitute a violation of 

the obligations of the employees and does not involve in any way the possibility to 

sanction them”. The workers are protected from dismissal or wage cuts or any other 

sanctions, whenever the strike constitutes a legal action. 

 

In Denmark, Freedom of association and peaceful assembly are guaranteed by Articles 

78 and 79 of the Constitution. Rules on industrial disputes are set up by binding 

collective agreements and are not regulated by national legislation. This is in keeping 

with the voluntaries traditions of industrial relations in Denmark. In other words, the 

state generally abstains from regulating this area, leaving this task to the social partners. 

Denmark is one of the rare countries in which participation in a legal strike terminates 

the employment relationship. To protect workers from this effect, agreements between 

trade unions and employer’s associations signed to terminate a strike most often include 

a clause stating that strikers are to restart their work, if a strike has trade union backing, 

strikers receive remuneration from the trade union strike funds (Wiebke Warneck, 

2007: 68-69). There is no provision in the Nordic law to protect the employee from 

dismissal during the strike. 

 

The Middle East laws does not refer to the non-strikers’ rights, and leave this matter to 

the judicial in order to deal with it. In practice, non-strikers cannot be forced to 

participate in a strike, but it is also possible for the employer to allocate more tasks and 

extend the working hours of non-strikers in order to compensate the damages produced 

by the strike. In Egypt, for instance, the workers must get a approval in order to go on 

strike. If the establishment has a trade union committee, and the workers intend to go 

on a legal strike, the trade union committee shall - following approval of the board of 

the concerned general trade union with the majority of two thirds of its members - notify 

each employer and the concerned administrative authority, at least ten days before the 

date determined for the strike, by registered letter with acknowledgement of receipt. 

 

If the establishment has no trade union committee, the notification of the workers’ 

intention to go on strike shall be sent to the concerned general trade union, and the latter 

shall - following approval of its board of directors with the majority prescribed in the 

previous clause - attend to sending the said notification. In all cases, the notification 

shall comprise the reasons prompting to the strike and the time limit determined for it. 

 

8.3. Other ways of solving industrial conflicts 

 

When there is negotiating between the parties, the negotiations may lead to the 

conclusion of the collective labor contract or to a collective dispute, the first step to 

resolve this dispute is through mediation (and/or conciliation). If no solution is reached, 

the arbitration will be sought, after arbitration the judiciary. 

 

8.3.1. Mediation 

 

In the Middle East the role of mediation role is to reach a mutually satisfactory solution, 

and its decision is non-binding. Jordanian legislation, for instance, begins with 

conciliation. The Minister shall appoint the conciliation delegate or more of the 

employees of the Ministry of Labor to carry out his task of mediation in the settlement 

of collective labor disputes. When the conciliator initiates mediation procedures 
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between the parties to settle the dispute and the result is reached, the conciliator shall 

keep a copy authenticated by the parties. In Egypt, when mediation is requested, it is 

done through the administrative body. Unlike Jordan, where mediation is performed by 

a representative of the Minister, whenever the collective agreement is concluded, it 

shall be deposited to the administrative body. Similarly, in case of a collective dispute 

between the parties because of the failure of the negotiations, the parties will also go to 

the Egyptian administrative body. 

 

In Romania, mediation or arbitration of collective labor conflict is compulsory/ 

obligatory if both parties jointly have decided this before the strike or during it. 

However, the law No. 62/2011  doesn’t dealt with mediation extensively, but it refer to 

the Law no. 192/2006 on mediation and mediator profession.  

 

The Danish law is similar to Middle East from this point of view. If no agreement can 

be reached between the parties in the negotiations or if one of the parties refuses to take 

part in the negotiations, either party shall be entitled to request that the negotiations are 

to be continued with the assistance of a conciliator. The conciliator shall be appointed 

for each specific case, in Copenhagen and Frederiksberg by the Industrial Court and in 

the rest of the country by the prefect of the county in which the employer’s enterprise 

has its registered office. This application for the appointment of a conciliator shall be 

made in writing and be accompanied by the records of such negotiations are drawn up 

and signed by both parties, as well as a brief statement of the facts of the case. 

 

8.3.2 Arbitration 

 

Arbitration is one of the ways to resolve the dispute peacefully, but unlike mediation, 

the arbitror’s decision is mandatory.  

 

Jordanian law does not use arbitration in solving collective disputes, unlike the 

Egyptian. Most of the European laws do not mention in details the procedure of 

arbitration the collective disputes, living it to the will of the parties and to their 

collective agreements 

 

8.3.3 The Judiciary 

 

In certain system, it is possible for judiciary to interfere in an industrial conflict. 

 

In Jordan, for instance, when the Conciliation Board is unable to finalize the collective 

labor dispute, the Minister of Labour should refer it to a labor court. Such labor court 

is constituted from three regular judges delegated by the Judicial Council for this 

purposes, upon the Ministers request and presided by the most senior of them in grade. 

It may convene in the presence of two of its members. If their opinions differ, the third 

judge shall be invited to participate in the review of the lawsuit and pass decision 

thereon. When the labor dispute referred to the labor Court shall be given an urgent 

status, its review should be made in a period not exceeding seven days from the date of 

referral. 

 

In Denmark, the last step in an industrial dispute is to go to the court, and, as mentioned 

above, the parties may also to mediation before the courts. All four Nordic countries 

have a Labour Court. The Danish is the oldest (1910), followed by Norway (1915), 
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Sweden (1928) and Finland (1962). They are very similar in most respects and differ 

radically in only one aspect, their jurisdiction. (Reinhold Fahlbeck, 2002: 126).The 

Swedish labor Court has the widest jurisdiction by far, the court has jurisdiction in all 

labor disputes. That means that its authority covers both disputes concerning collective 

agreements and collective labor legislation and disputes concerning individual 

employment contracts. The Danish Labour Court has comparatively limited 

jurisdiction. It handles cases concerning basic agreements, breaches of collective 

agreements, legality of industrial actions and disputes whether there is a collective 

agreement or not. 

 

9. Conclusions 

 

The comparative approach taken in this research has a novel character. It involved an 

analysis of legal systems from different parts of the world – Middle East and European 

Union – which even if are not incompatible, are at least less studied in the same 

research. The common element, fundamental to the regulation of collective labor 

relations, is the membership of all states analyzed to the International Labor 

Organization. On this basis, it was not difficult to identify a number of common 

elements. 

 

However, on the basis of different traditions and specific customs in terms of collective 

labor relations, each of the studied law systems has its own regulations designed to 

ensure social peace and protection of employees, perceived as the most vulnerable part 

of the employment relationships. 

 

This research is only a first step in an attempt to synthesize the common and specific 

modalities of collective bargaining and conflict resolution in a world that, as a result of 

globalization, tends to encompass increasingly flexibility and uniformity. 
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Abstract: The analysis of the company’s financial performance requires the use of 

certain relevant indicators that represent the reality as it is, which implies the 

restatement of the information provided by the annual financial statements. This 

approach focuses on the implications of the restatements imposed by the change in 

stocks of finished goods and work in progress on the performance indicators of an 

enterprise. For this purpose, an interdisciplinary approach was considered regarding 

the basic concepts of accounting and economic and financial analysis, as well as the 

actual building and reporting mechanisms of the information in the financial statements 

and of the analysis indicators. The research underlined that the change in stocks 

requires the restatement of operating and total revenues and expenditures, with 

implications on the structure and dynamics of the expense items approached according 

to their nature and in connection with the related revenues. It was also pointed out that 

by adjusting the information in the financial statements, the actual rates of expenditure 

efficiency, the rates of return of resources consumed and revenues, as well as the values 

of intermediate management results, are modified accordingly in the case of stocking 

and destocking. The creation of accurate performance indicators allows the 

identification of real issues and the decision-making suitability. The practical 

contribution of this research lies in the fact that it offers the possibility of estimating 

the meaning of the evolutions of performance indicators according to the variation of 

stored goods. 

 

Keywords: Variation of stored goods, revenue associated with the costs of finished 

goods and work in progress, performance. 

 

1. Introduction 

 
Performed management involves management and control mechanisms in which the 

economic and financial analysis enables users to reasonably adopt in various situations. 

Economic and financial analysis is an essential tool for managerial processes, requiring 

the integration of the parameters of a certain present with those of an uncertain future. 

Through its specific reasonings, the analysis provides the theoretical support of 

converting financial information into benefits of the company in a complex 

environment and a continuous dynamics, revealing the conditions of preservation and 

development. The assessment of the status and the highlight of systemic 

interconditionnings through the mechanisms of the economic and financial analysis 

ensure the possibility of increasing the flexibility and adaptability of the entity to the 

trends of the environment in which it operates. 

                                                 
1 Corresponding author: Iulia-Maria David Sobolevschi, Departament of the economic and financial 

analysis, The Bucharest University of Economic Studies; 6 Piața Romană, 1st district, Bucharest, 010374 

Romania, tel (+040751112004; email address: iulia.david@kgaudit.ro. 
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The assessment of the company’s performance requires the interpretation of data 

provided by specific techniques of the economic and financial analysis, as a result of 

the processing of the information system generated by its activity. Without minimizing 

the importance of other sources, it could be argued that the main internal source of 

information used in the economic and financial analysis is accounting. Financial and 

accounting mechanisms have an important role to play in substantiating decisions and 

in monitoring the company’s activity. 

 

Depending on the degree of inclusion of the information required for the analysis, there 

are used either the financial accounting data contained in the financial statements with 

a relatively high degree of concentration, or the data from the management accounting 

with a high degree of detail. Considering this information in the decision-making 

reasonings of different users requires certain quality characteristics: relevance, accurate 

representation, comparability, verifiability, opportunity and intelligibility. As it is 

subject to conventions, financial information provided by accounting may distort the 

understanding of processes and the results of the performance analysis, affecting the 

company’s sustainability through incorrect decisions. 

 

The regulatory framework in the field aims at the principles and rules to be followed 

for the preparation of the annual financial statements. The accounting information is 

influenced by various factors that are related to the specific nature of the company’s 

activity and its management (illustrative of this research is the accounting treatment of 

the stocks of finished goods and work in progress and of services in progress). There is 

a heterogeneity of accounting practices stemming from the diversity of particularities 

of the activities and approaches that are not always covered in their entirety by the 

exceptions recognized in accounting postulates and principles or by alternative 

treatments provided in rules and standards or set out in the accounting policies and 

procedures of each entity. This diversity and the rigorous application of principles 

create the need for the restatement of certain financial information in the economic and 

financial analysis, in order to provide an accurate image of the company’s performance. 

The acceptability degree of the discrepancies in the assessment of rules raises the issue 

of a certain accounting ethics ratio - the accounting practice, which limits the tendencies 

of information manipulation depending on the nature of the decision-maker’s position 

and the motivation of the decision. 

 

This research aims to approach the provisions of the accounting regulations regarding 

the information contained in the financial statements about the revenues related to the 

cost of the stocks of finished goods and work in progress and of services in progress, to 

suggest the necessary treatments for the correction of this information in order to 

provide an accurate image of the company’s financial performance, and to identify the 

influences of these restatements on the analysis indicators. 

 

2. Interdisciplinary accounting – economic and financial analysis 

approaches regarding the variation of stored goods 

 
2.1 Conceptual approaches concerning the change in stocks of finished goods and 

work in progress  
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The success of the capital investment decision implies its recovery under conditions of 

profitability justifying the risk taking by the shareholders. Stocks are needed for sales, 

and sales are needed to obtain profit (Halpern, Weston, & Brigham, 1998). Any stock, 

by its nature, involves a capital asset requiring costs (Vâlceanu, 2005), which is 

particularly important given that, for many companies, these costs are significant within 

the total asset and they represent massive fixed assets with uncertain deadlines. 

 

The efficiency of the production and marketing process involves accelerating the 

rotation speed of stocks in different processing phases, providing the premises for the 

recovery of allocated resources. Work in progress means products that have not passed 

through all the manufacturing process phases, products that have not been subject to 

technical sampling/receipt, the increase of which indicates deficiencies at the level of 

production. An increase in the stock of finished goods stocks indicates a decrease in 

enhancing the value of production. An over-sizing of stocks in relation to business 

needs generates a low rate of return on capital. The higher the amount of stocks, the 

longer the capital conversion period, which generates a longer cash-out cycle and a 

higher need for external funds (Halpern, Weston, & Brigham, 1998). 

  

Literature deals with stocks from complex perspectives. Approached in the light of the 

principles of revenue recognition and inclusion in the result of the connection of 

expenditures with revenues, stocks are “assets that represent an unexpired cost (not 

included in expenses) that has not been correlated yet with the corresponding revenues 

(to which it contributed)” (Needles, Anderson, & Caldwell, 2000). The principle of 

revenues recognition and measurement requires that they have been materialized or 

obtained; be measurable, cashable or achievable (Feleagă & Ionașcu, 1998). In a 

complementary manner, taking into account the revenue-result relationship, if the 

revenues are recognized at the moment of production, the stored and (yet) unsold 

products are also included in the result (simultaneity), empowering the primacy of the 

“economic sector” over “cautiousness” (Feleagă & Ionașcu, 1998). The consequences 

of this treatment can be very serious for enterprises with large stocks of finished 

products, the risk of insolvency being imminent. At the same time, the principle of 

linking expenditures to revenues sometimes raises the issue of determining the moment 

correlated with the establishment of their causal relationship, which implies finding 

certain logical and systematic methods of distribution (the postulate of permanence of 

methods) (Feleagă & Ionașcu, 1998). The inclusion of certain costs into assets, as well 

as into stocks, even though they do not create any advantage, is an abuse of connection, 

aggravated in the case of expanding production on several years. 

 

The Romanian accounting referential provides that the “Revenues related to the cost of 

stocks” and “Revenues related to the costs of services in progress” accounts shall be 

used to reflect the stocks obtained in the production activity of the enterprise. Their 

recognition and assessment are carried out in accordance with the general accounting 

principles. The accrual accounting principle stipulates that "the effects of transactions 

and other events are recognized when transactions and events occur (and not as cash or 

cash equivalents are earned or paid) and are entered in the accounts and reported in the 

financial statements of the related periods” (1802/2014). The inventory reveals the 

degree of completion of the products/services, assessing them at the production costs. 

The assessment of the stocks’ cost of entry confers a heterogeneous content to the year 

production and operating revenue indicators that include items evaluated in sales prices 

and costs, which required skepticism in matters of appreciating performance. Thus, a 
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high value of these stocks determines high levels of year production and of the 

operating revenue with significant fixed capital, without generating profits. The main 

causes of overproduction are: inefficient internal management, aggressive competition, 

inadequacy of products/services to market requirements, as well as errors in stock 

assessment. Despite the deficiencies of this accounting practice, the insertion of this 

dimension allows the assessment of the enterprise’s volume of activity. 

 

For enterprises the object of which is production, especially in the case of long 

manufacturing cycle products, providing relevant and accurate information is a 

condition for a fair evaluation of performance, with the need for restatements of the 

accounting data. 

 

2.2 The research method 

 

The purpose of this research is to adjust the financial and accounting information on 

revenues related to the cost of stocks of goods and services in progress in order to ensure 

an accurate image of the company’s financial performance. 

 

The research method is qualitative, requiring a comprehensive description of the 

phenomena. From this perspective, the work approaches reality in a subjective and 

multiple manner, based on inductive reasonings. The validity of the research is given 

by the quality of the descriptive approach to the phenomenon (the correctness of the 

phenomenon presentation), the interpretative approach (explanation of the necessary 

restatements, presentation of causal relations) and evaluative approach (the adequacy 

of the measures taken on the basis of issued value judgments based on the restated 

indicators). 

 

The authors’ role is to establish the data restatements in the Statement of revenue and 

expenditure, which allows the determination of real values of the enterprise’s revenue 

and expenditure and to report their effects on the main economic and financial 

indicators. 

 

2.3 Restatement of financial and accounting information  

 

The basic source of information in the analysis of total expenditures and revenues is the 

Statement of revenue and expenditure - part of the annual financial statements. In order 

to obtain some conclusive results corresponding to the economic and financial reality 

of the enterprise through the analysis process, it is necessary to process the information 

taken from the Statement of revenue and expenditure. The intervention on the data 

presented in the financial and accounting report is mandatory, especially if the analyzed 

company that provides goods or services as their main activity, and at the end of the 

year there are significant values of the finished goods and work in progress and services 

in progress. The need to process the revenue and expenditure presented in the 

accounting reporting is supported by the accounting standards, namely IAS 1 - 

Presentation of financial statements, which states that: “The change in stocks of finished 

goods and work in progress represents a correction of the production expenses to reflect 

that either production has increased stock levels or additional sales have reduced stock 

levels. In some jurisdictions, the expansion of finished goods and work in progress is 

presented immediately after the revenues from the above analysis. However, the 

presentation does not have to suggest that such values are revenues.” 
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Accounting regulations allow the presentation of the stock changes of finished goods 

and work in progress "immediately after the revenues" but draw attention to the fact 

that such replacement does not require their recognition or equivalence with current 

revenues of the enterprise. The confusion regarding the dimensioning of indicators 

becomes greater as, in the Romanian accounting reports, the presentation of revenues 

related to the costs of stocks is not done "immediately after the revenues", but "within" 

the operating revenues, immediately after the turnover: 

 

Table 1. Operating revenues 

1 Net turnover (rd. 02 + 03 - 04 + 05 + 06) 

2 Sold goods 

3 Revenues from sales of goods 

4 Trade discounts offered  

5 
Interest income of entities which have been removed from the general Registry 

and which have ongoing leasing contracts  

6 Subsidies for operating activities related to the net turnover  

7 Revenues associated to the production cost of the work in progress  

8 Capitalized costs of tangible and intangible non-current assets  

9 Revenues from revaluation of tangible assets  

10 Capitalized costs of investment property  

11 Subsidies for operating activities 

12 Other operating revenues  

OPERATING REVENUES - TOTAL (rd. 01 +/- 07+ 08 + 09 + 10 + 11 + 12 ) 
(Source: Order 1802, 2014, Order 2844, 2016) 

 

The authors believe that beyond the effect of such a presentation of the indicator 

“Revenues associated to the production cost of the work in progress” on the decision-

making process, it is necessary to even change its name. Such a requirement is imposed 

by its informational content: the value of the expenses corresponding to the stocks 

added to the existing ones at the beginning of the year (in the case of stocking of goods 

and services) or the value of the expenses related to the goods and services sold in the 

current year but obtained in the previous year (in the case of destocking of goods and 

services). As the amount of the expenses cannot be expressed by a “revenue” indicator, 

the correct term would be “The change in the cost of finished goods and work in 

progress”. 

 

However, starting from this presentation of the costs of work in progress in the 

Statement of revenue and expenditure, in order to guarantee the accuracy of the 

information in the economic and financial analysis process, we present below the 

restatements that are imposed both in the situation of the increase of the stock of goods 

and services (stocking of goods) but also in the situation of its decrease (destocking of 

goods). Thus, in the case of stocking of goods (credit balance of the revenue related to 

the cost of stocks, according to the data presented in the financial reporting), the 

following adjustments are required:  

a) the calculation of the operating/total corrected revenues, by subtracting the values 

presented in the Statement of revenue and expenditure from the expenditures 

related to the increase of the stored goods (by the value of the indicator “Revenues 

associated to the production cost of the work in progress” respectively); 

b) the calculation of the operating/total corrected expenditures, by subtracting the 

values presented in the Statement of revenue and expenditure from the 



385 

 

expenditures related to the increase of the stored goods (by the value of the 

indicator “Revenues associated to the production cost of the work in progress” 

respectively). 

 

In the case of destocking of goods (debit balance of the revenue related to the cost of 

stocks, according to the data presented in the Statement of revenue and expenditure), 

the following adjustments are required:  

a) the calculation of the operating/total corrected revenues, by adding the revenues 

presented in the Statement of revenue and expenditure to the expenditures 

related to the goods obtained beforehand but sold at present; 

b) the calculation of the operating/total corrected expenditures, by adding the 

operating/total expenditures presented in the Statement of revenue and 

expenditure to the expenditures related to the goods obtained beforehand but 

sold at present. 

 

By and large, the adjustments to be made on the revenue and expenditure presented in 

the Statement of revenue and expenditure in the case of stocking/destocking of goods, 

are as follows:  

 

Table 2. Adjustments of operating/total revenue and expenditure 

Production 

status 

Statement of revenue and 

expenditure 

Revenue related to the production 

cost of the work in progress - 

corrected 

Stocking 

Operating revenues subtracted 

Total revenues subtracted 

Operating expenditures subtracted 

Total expenditures subtracted 

Destocking 

Operating revenues added  

Total revenues added 

Operating expenditures added 

Total expenditures added 
(Source: Authors, 2018) 

 

Restating the operating revenue by eliminating the revenue related to the production 

cost of the work in progress, we obtain the corrected operating revenue, with the 

following structure: 

 

Table 3. The structure of corrected operating revenues 

Net turnover 

Revenues related to the goods produced by the entity 

for their own purposes and capitalized 

Other operating revenues 

Total corrected operating revenues 

(Source: Authors, 2018) 

 

The structure of corrected operating revenues is also related to the structure of corrected 

operating expenditures: 
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Table 4. The structure of corrected operating expenditures 

Costs related to net turnover 

Expenditures related to the goods produced by the 

entity for their own purposes and capitalized 

Other operating expenditures 

Total corrected operating expenditures 

(Source: Authors, 2018) 

 

If there is a destocking of goods, expenditures related to the goods obtained beforehand 

but sold at present are implicitly incorporated in the expenditures related to the turnover 

identified according to the data in the Statement of revenue and expenditure. If stocking 

of goods is established, the expenditures related to the increase of the stored goods are 

subtracted from the expenditures related to the turnover (according to the Statement of 

revenue and expenditure). 

 

2.4 The effects of financial and accounting information restatements on the 

economic and financial indicators 

 

The restatement of accounting information triggers new dimensions of the economic 

and financial indicators of the enterprise, ensuring the premises of viable decisions.  

 

Expenditures and revenues  

 

The adjustment of operating expenditures and revenues to the change in stocks of 

finished goods and work in progress, as well as services in progress, triggers increases 

or decreases of the elements reported in the Statement of revenue and expenditure, in 

accordance with their meaning and intensity. 

 

Table 5. The adjustment of expenditures and revenues according to the 

stocking/destocking of goods 

Indicators Stocking Destocking 

Expenditures related to the turnover decrease increase 

Operating expenditures/revenues  decrease increase 

Total expenditures/revenues decrease increase 
(Source: Authors, 2018) 

 

The assessment of expenditures and revenues evolution will highlight situations that are 

different from those based on the data found in the Statement of revenue and 

expenditure:  

 the increase of stored goods will determine a decrease in the actual as compared 

to those highlighted in the financial and accounting reports. 

 

Table 6. Illustration of the impact of stocking of goods on expenditures and 

revenues 

Name 

Value gi(%) 

Statement of revenue 

and expenditure Corrected 

Statement of revenue 

and expenditure Corrected 

Operating revenues,  

of which: 6,000,000 5,000,000 99% 99% 

Turnover 5,000,000 5,000,000 83% 99% 
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Variation of stored 

goods (credit balance) 1,000,000 0 17% 0% 

Financial revenues 50,000 50,000 1% 1% 

Total revenues 6,050,000 5,050,000 100% 100% 

Operating expenditures 4,800,000 3,800,000 98% 97% 

Financial expenditures 100,000 100,000 2% 3% 

Total expenditures 4,900,000 3,900,000 100% 100% 

(Source: Authors, 2018) 

 

 the increase in actual expenditures and revenues as compared to those 

highlighted in the financial-accounting reports corresponds to the decrease in 

the stock of finished goods and work in progress, obtained in the production 

activity of the previous financial years. 

 

Table 7. Illustration of the impact of destocking of goods on expenditures and 

revenues 

Name 

Value gi(%) 

 Statement of revenue 

and expenditure Corrected 

Statement of revenue 

and expenditure Corrected 

Operating revenues,  

of which: 4,000,000 5,000,000 99% 99% 

Turnover 5,000,000 5,000,000 123% 99% 

Variation of stored 

goods -1,000,000 0 -25% 0% 

Financial revenues 50,000 50,000 1% 1% 

Total revenues 4,050,000 5,050,000 100% 100% 

Operating 

expenditures 3,500,000 4,500,000 97% 98% 

Financial expenditures 100,000 100,000 3% 2% 

Total expenditures 3,600,000 4,600,000 100% 100% 

(Source: Authors, 2018) 

 

The analysis of expenditures over time in the context of an accurate representation of 

the economic phenomena allows the noticing of trends and the ability of an enterprise 

to adapt to the trends in the field of interest. Comparability, which is a quality feature 

of financial information, requires the adequate restatement of the data related to the 

analyzed periods, which will allow appropriate decision-making. Users of this 

information may find similarities and differences in resource management. Comparing 

the restated values with those related to previous periods reveals different situations. 

 

Table 8. The impact of the restatement of stocking/destocking of goods on the 

dynamics of expenditures 
N-1 N The impact of the restatement on 

the dynamics of expenditures Variation 

of goods 

Change in 

expenditures 

Variation 

of goods 

Change in 

expenditures 

stocking decrease destocking increase Actual increase to a larger extent 

stocking decrease stocking decrease The dynamics depends on the 

values recorded during the two 

periods  

destocking increase stocking decrease Actual decrease to a larger extent 

destocking increase destocking increase The dynamics depends on the 

values recorded during the two 

periods 

(Source: Authors, 2018) 
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The impact of the restatement on the dynamics of revenues is analyzed in a similar 

manner. 

 

Depending on the particularities of the activity and the purpose of the analysis, the 

structural approach of expenditures can be made starting from their grouping according 

to different classification criteria: 

a) By their nature, the operating expenditures include: expenditures related to stocks 

(raw materials, consumables, electricity and water, goods, etc.), expenditures on 

services rendered by third parties (rental maintenance and repairs, insurance, 

banking, transportation etc.), expenditures related to personnel and similar costs, 

other operating expenditures, depreciation and provisions and adjustments for 

impairment losses. Based on the processing of the data provided by the 

management accounting, the necessary information is provided in the structural 

analysis of the operating expenditures, detailing the main categories of resource 

consumption specific to the company’s activity and correlating the evolution of 

the actual expenditures with the value losses (adjustments). The characteristics of 

stored goods generate specific cost structures at the enterprise level. Significant 

variations in expenditure components can be observed, with evaluations and 

appropriate streamlining-related decisions. The reconciliation of expenditures 

grouped by nature from financial accounting to those in management accounting 

is also ensured;  

b) By the correlation with the structure of operating revenues, the operating 

expenditures are structured in: expenditures related to turnover, expenditures 

related to the stored goods, expenditures related to capitalized production and 

other operating expenditures. By restating operating expenditures, the 

consumptions related to of finished goods and work in progress are either 

eliminated (in the case of stocking) or incorporated in the expenditures related to 

turnover (in case of destocking), leading to structures different from those 

calculated on the basis of financial reporting data, that are useful in the decision-

making process.   

 

Efficiency rates 

 

The correction of expenditures and revenues generates a significant impact on key 

indicators, notably on the efficiency indicators. The correlation of the consumptions 

involved in the activity of the enterprise, highlighted in expenditures, with released flows 

reflected in the revenues, reveals the efficiency of the processes. An efficient resource 

management involves lower values of this rate, indicating lower expenditure dynamics 

as compared to the revenues dynamics. The restatement of information in the Statement 

of revenue and expenditure determines different levels of cost efficiency rates, taken as 

such in the enterprise’s decisions: 

 the decrease of the stored goods will adversely affect the size of the rate, causing 

it to increase;  

 the increase of the stored goods generates a decrease of the rate, thus increasing 

the efficiency.  

 

Using the data in Table 6, the following values of expenditures effectiveness rates are 

obtained:  
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Table 8. Values of the efficiency rates of expenditures in the stocking of goods 

Name 
Value 

Statement of revenue and expenditure Corrected 

Rate of total expenditures 810 772 

Rate of operating expenditures 800 760 
(Source: Authors, 2018) 

 

In case of stocking of goods, the correction of financial and accounting information 

generates lower values of efficiency rates and, implicitly, profits at 1,000 lei higher 

revenues.  

 

Table 9. Values of the efficiency rates of expenditures in the destocking of goods 

Name 
Value 

Statement of revenue and expenditure Corrected 

Rate of total expenditures 889 911 

Rate of operating expenditures 875 900 
(Source: Authors, 2018) 

 

In the case of destocking of goods, the restatement of financial and accounting 

information determines higher values of the efficiency rates and, implicitly, the profits 

at 1,000 lei lower revenues. 

 

The interpretation of these values provides a representation of the effectiveness of the 

activity, being used in forecasts. Applying these rates to restated sizes of revenues will 

result in obtaining operating and total revenues similar to those reported in the 

Statement of revenue and expenditure. 

 

Rates of return 

 

Approaching the rates of return in the context of restatement of revenue and expenditure 

items provides the information needed for the decision-making process. 

 

Maintaining the profit from the Statement of revenue and expenditure under the 

conditions of the revenue and expenditure changes generates new rates of return. The 

decrease in the stock of finished goods resulting from the production activity of the 

previous financial years will have an unfavorable effect, in the sense of diminishing the 

rate of return of consumed resources. The increase in the stock of finished goods will 

lead to an increase in the rate of return of consumed resources, given that the 

restatement causes a decrease in actual expenditures. The adjusted rate of return from 

operating/total revenues shows similar changes. 

 

Table 10. Rates of return under the impact of stocking/destocking of goods  

Indicators Stocking Destocking 

Rate of return on consumed resources increase decrease  

Rate of return on revenue increase decrease 
(Source: Authors, 2018) 

 

Using the data in Table 6, the following rates of return are obtained: 
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Table 11. Rates of return in the case of destocking of goods 

 Value 

Statement of 

revenue and 

expenditure 

Corrected 

Stocking 

Rate of return on consumed resources 23% 29% 

Rate of return on revenue 19% 23% 

Destocking 

Rate of return on consumed resources 13% 10% 

Rate of return on revenue 11% 9% 

(Source: Authors, 2018) 

 

As an application of this undertaking, we present the impact on transfer prices. The 

adjustment of operating revenues causes incidents in the calculation of transfer prices 

and, implicitly, of the tax burden of a part of the group. Using resale price (MPR), cost-

plus (MC-P) and net margin (MMM) methods without properly correcting the operating 

expenditures and revenues with the value of stocks of finished goods and work in 

progress, as well as with services in progress, causes the distortion of established prices 

to be the basis for transactions between related parties. This is due to the distortion of 

both the margin rate and the basis on which it is applied in order to establish the profit 

for the transactions between related parties. 

 

Calculation of the margin rate 
Margin rate based on revenues 

100 
evenuesOperatingr

rofitOperatingp
 

Margin rate based on expenditures 
100

exp
 

endituresOperating

rofitOperatingp
 

 

Domain-specific sizes and applied in order to determine transfer pricing are altered when 

using data in the Statement of revenue and expenditure. The operating profit considered 

in the calculation is independent of the existence or non-existence of stocks of finished 

goods and work in progress, while the item to which it is related (operating 

revenue/expenditure) is under their direct influence. The higher the share of stock 

variation in the total operating revenues is, the stronger the impact. Applying the margin 

rate to the operating revenue/expenditure reported in the Statement of revenue and 

expenditure results in false profits in relation to actual earnings generated by intra-group 

transactions. 

 

The analytical information provided by the management accounting allows for the 

recalculation of the result indicators: 

 

Added value 

Table 12. Added value in the scope of stocking/destocking of goods 
Items Change 

Stocking Destocking 

Commercial margin - - 

Year production decrease increase 

Intermediate consumption decrease to a smaller extent increase to a smaller extent 

Added value decrease to a smaller extent increase to a smaller extent 

*The evaluation of the change in the indicators is made in relation to the change in the 

stocks variation 
(Source: Authors, 2018) 
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Gross operating surplus 

 

Table 13. Gross operating surplus in the scope of stocking/destocking of goods 
Items Change 

Stocking Destocking 

Added value decrease to a smaller 

extent 

increase to a smaller 

extent 

Personnel expenditures decrease to a smaller 

extent 

increase to a smaller 

extent 

Taxes, duties and similar expenses decrease to a smaller 

extent 

increase to a smaller 

extent 

Gross operating surplus decrease to a smaller 

extent 

increase to a smaller 

extent 

(Source: Authors, 2018) 

 

The determination of intermediate results of enterprise management assessment by 

gradually phasing out expenditures while restating financial and accounting 

information provides new milestones in assessing the performance of the enterprise. 

The structure of production cost determined by its technical, functional and constructive 

features, enterprise technology, qualification of human resources, manner of 

organization and performance of activity, generates specific effects on the indicators. 

In the case of stocking, the recalculated added value and gross operating surplus 

decrease according to the structure of the expenditures considered in the calculation, 

while in the case of destocking, the partial indicators show increases. 

 

The operating result, the size of which remains unchanged, is determined by eliminating 

all items of production cost. 

 

Table 13. Operating result in the scope of stocking/destocking of goods 

Items Change 

Stocking Destocking 

Gross operating surplus decrease to a 

smaller extent 

increase to a 

smaller extent 

Other operating revenues - - 

Expenditures regarding the adjustment of  

the value of fixed assets 

decrease to a 

smaller extent 

increase to a 

smaller extent 

Expenditures regarding the adjustment of  

the value of current assets 

- - 

Adjustments related to provisions - - 

Other operating expenditures - - 

Operating result - - 
(Source: Authors, 2018) 

 

3. Conclusions  
 

The inclusion in the accounting referential of the value of expenditures corresponding 

to the stocks added to those existing at the beginning of the year (in the case of stocking 

of goods and services) or the value of expenditures related to goods and services sold 

in the current year but obtained in the previous year (in the case of the destocking of 
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goods and services) as revenue alters the informational content of operating and, 

implicitly, total revenues. Similarly, recognizing the expenditures related to stocks, 

although they do not generate any present benefits, is a misuse of the revenue and 

expenditure connection. This approach of the costs of stored goods from the Statement 

of revenue and expenditure distorts the revenues and expenditures and, implicitly, the 

indicators on expenditures efficiency rates, the rate of return of consumed resources, 

the rate of return on revenues, the structure of expenditures, the added value, the gross 

operating surplus, etc. The requirements to obtain analytical indicators that present the 

actual situation of the entity, relevant in the decision-making process, involve the 

restatement of financial and accounting information.  
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Abstract: The preparation of financial statements presenting a faithful image of the 

financial position and performance of the entity requires the application of the 

prudence principle by including assets at fair value at the balance sheet date with the 

recognition of appropriate value adjustments. Value adjustments, representing the 

corrections for irreversible or reversible asset depreciation, can have significant 

consequences for the financial position and performance of the enterprise. The 

approach is of a qualitative type and is oriented mainly towards the theoretical 

development of the interpretative nature of the models specific to the economic and 

financial analysis. The present research aims at a multidisciplinary treatment in order 

to identify and systematize the value adjustments, the sense and intensity of induced 

incidents, the complex mechanisms by which they are propagated, as well as their 

finality reflected in the financial position and performance. The contribution to the 

research consists in providing interpretation models of the information from the 

financial statements that allow the signaling of multiple correlations affected by value 

adjustments, the interaction between different elements with repercussions on the net 

value of the adjustments and, implicitly, on the financial position and the performance, 

generating relevant information in the decision-making process. 
 

Keywords: value adjustments, prudence, financial performance, financial position. 
 

1. Introduction  
 

In the context of an environment whose dimensions and interdependencies are 

amplified in unprecedented dynamics, businesses need to establish viable strategies to 

ensure their existence, growth and development. The complexity of reality allows the 

identification of alternatives, necessarily involving the decision. The decision-making 

process is cognitive, it presupposes reasoning. Rational choice involves analysis as a 

necessary method in the process of knowing. The analytical approach based on 

decomposition, on the identification of fundamental causal relationships, on reiterates 

is cardinal in determining states, in assessing the financial performance and financial 

equilibrium of the enterprise. The analysis provides relevant benchmarks in 

substantiating strategies, obtaining financing sources, and allocating capital in optimum 

conditions. 

 

The main source of information used in financial analysis is accounting that provides 

structured recording, processing and reporting of data. The substantiation of decisions 
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requires the existence of qualitative financial information structured in the financial 

statements according to their nature, liquidity, exigibility on the basis of rules adopted 

through accounting policies and procedures. The objective of the financial statements 

is to provide information on the financial performance, financial position and cash 

flows of an entity, useful to various users: current and potential investors, managers, 

creditors (financial, commercial, etc.), customers, staff, government and their 

institutions, as well as the public. 

 

Performance implies efficiency and effectiveness. Addressing financial performance, 

notably through profitability, requires the correlation of income and expense into 

various levels of interest and aggregation in result indicators, with absolute expression 

in the form of profit/loss, and relative, in the form of profit ratio. 

 

The financial position is characterized by the resources controlled by the enterprise, 

materialized in assets, and by its financial structure, respectively by the proportion of 

debt or equity, depending on the access to resources, their cost and other variables, 

requirements and restrictions. It reveals how assets are managed and how they perform, 

as well as the financial policy adopted and its impact. The cash flow statement allows 

assessing the entity’s ability to generate cash and how it has been used. The allocation 

and use of cash enables the appraisal of the strategic management and operational 

management of the enterprise, the associated risk, providing benchmarking for 

decisions. The accounting regulations and accounting policies adopted by the enterprise 

may significantly influence the enterprise’s performance and financial position.  

 

This research aims to approach the effects of value adjustments, as an element of 

accounting policy, on the financial position of the enterprise. 

 

2. Value adjustments and economic and financial indicators 
 

2.1 The concept of value adjustment – literature reviews 

 

The concept of value adjustment is addressed in the literature and in the relevant 

legislation as being related to the prudential requirements and the assurance of the 

faithful image of the performance and financial position. Accounting regulations 

compliant with European directives provide that the valuation on a prudential basis of 

the financial statements be made mandatory when preparing the annual financial 

statements, which requires that all depreciations and impairments be taken into account, 

regardless of whether the result of the financial year is loss or profit. Value adjustments 

are the corrections that cause lowered asset values at the balance sheet date if the fair 

value, established at the year-end inventory, is less than the carrying amount, ensuring 

the faithful image of the performance and financial position. Prudence, a complement 

to the faithful image, is not to present a too favorable image by ignoring facts or events 

that may impact the financial statements in the future (Feleagă and Ionașcu, 1998). 

 

The conceptual framework agreed in the accounting field provides standards to be 

applied for recognizing and evaluating patrimonial items. According to Order 

no.1802/2014 for the approval of Accounting Regulations on individual annual 

financial statements and consolidated annual financial statements, value adjustments 

may be: 
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Table 1. Value adjustments 

Value adjustments 

Permanent/irreversible 

adjustments 

Temporary/reversible adjustments 

Depreciation  

(In Romanian regulations: 

Amortization) 

Impairment of assets  

(In Romanian regulations: Adjustments for 

depreciation or loss of value) 
(Source: Authors, 2018) 

 

The negative differences between the fair value and the carrying amount of the assets 

are recorded in the accounting by using expense accounts, regardless of their impact on 

the profit and loss account.  

 

In Romania, the irreversible value adjustments are recognised using the depreciation 

expense account, while reversible adjustments are recorded using expense concerning 

the adjustment for depreciation and loss of value accounts. The value adjustments as 

loss covering sources involve accounts which are grown by being credited (Bojian, 

1999), and are reported in the financial statements as asset adjustments. 

 

Accounting Standards specify the principles and rules for recognizing the value 

adjustment of the various asset items.  

 

Thus, International Accounting Standard IAS 16 - Property, Plant and Equipment notes 

that the carrying amount of an asset decreases as the related economic benefits are 

consumed by recording a depreciation expense.  

 

International Accounting Standard IAS 36 - Impairment of Assets requires recognition 

losses generated by the impairment of assets, providing the framework that they are not 

recorded and presented in the financial statements at more than their recoverable 

amounts. The Standard defines the recoverable amount as the maximum of the net 

selling price of an asset and its value in use, determined as the present value of the 

future financial flows that the asset will generate over its useful life and the financial 

flow generated by the sale of the asset at the end this lifetime.  

 

The International Accounting Standard IAS 2 Inventories states that inventory are 

valued at the end of the financial year at their carrying amount, less the adjustments. 

This involves comparing the book value with the value established at the year-end 

inventory. In the event of a negative difference, a write-down to NRV (net realizable 

value) should be recognised as an expense by making a value adjustment.  

 

Other International Accounting Standards that refer to value adjustments in specific 

cases are: IAS 11 - Construction Contracts, IAS 12 – Income Taxes, IAS 19 - Employee 

Benefits, IAS 32 - Financial Instruments: Presentation.  

 

Complementary to accounting policies, the recognition and valuation of adjustments 

implies professional judgment. In the context of the complexity of economic activities, 

the accounting and auditing regulations aknowledge that the standards can not include 

all the specific situations that may arise in the enterprise’s activity in the preparation 

and audit of the financial statements. That requires the professional reasoning, the 

application of relevant knowledge and experience. Exercising professional judgment in 
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recognizing, evaluating and using adjustments implies a logical chain of reasonings and 

determines specific incidents on performance and financial position. 

 

2.2. Research methodology  

 

Adopting the principle of prudence requires the year-end inventory and rigorous 

estimation of patrimonial items, which may involve significant value adjustments. The 

purpose of this approach is to identify the direct or indirect consequences of value 

adjustments on the position and performance of enterprises in order to take the most 

appropriate decisions.  

 

The present research is of a qualitative type and is oriented rather towards the 

theoretical development of the interpretative nature of the models of the financial 

analysis. The whole reasoning is built on the principles of realism (value adjustments 

really exist as a consequence of the enterprise’s activities), cognoscibility (the value 

and the sense of value adjustments can be known), determinism (value adjustments are 

determined by a series of factors and their turn causes implications), complementarity 

(elements of the financial statements are complementary) and systemic interaction 

(elements of the financial statements are systemically interdependent). 

 

The research technique consisted in reviewing the literature, the regulations in force, 

authors researches and analyzes of a significant number of financial statements for 

sufficiently extended periods that provided the necessary empirical base. Also, the 

research technique used includes procedures specific to the economic and financial 

analysis. 

 

The approach is primarily of a positivist nature and is based on a process of 

introspection, the facts observed being the sources of knowledge; consequently, the 

judgments are deductive, with the consequentiality of statements from others, which 

are considered true, by the application of logical rules, rigorously defined. 

 

The methods used are proper to the economic and financial analysis, based on the 

decomposition in factors, the identification of the causal relationships, the reiterations, 

the logical relations, and on the abstract that aim the induction of changes from the 

primary causes to the final result. 

 

The main contributions of the research are identifying the elements on which the value 

adjustments induce changes and their sense and intensity, both from the perspective of 

the investment activity and from the perspective of the current one. The consequences 

of accounting policies for value adjustments on performance and financial position 

were noted. 

 

2.3 Value adjustments - Impact on economic and financial indicators 

 

2.3.1 The impact of value adjustments on financial position  

 

The main economic and financial indicators that allow the characterization of the 

financial position are presented, with the occurrence of the value adjustments. 
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Asset structure  

 

Correcting the value of assets in order to avoid over-valuation has the effect of changing 

the asset’s structure. The interpretation of these changes should be made with 

skepticism because, although the reduction in the weight of an item may be the result 

of improved management, in the context of the present approach, it is the result of 

recording reversible or irreversible loss of value. 

 

A high degree of fixed assets irreversible depreciation determines a lower share of fixed 

assets in total assets, revealing problems in terms of enterprise competitiveness. A 

reduced of the yield turns into a competitive disadvantage, the company having higher 

costs compared to competitors. In this case, new investments are required, the company 

having to provide the necessary financing resources. 

 

A reversible adjustment of fixed assets and thus a decrease in their share in total assets 

may signal capital immobilisation in inefficient assets and incurring implicit 

opportunity costs. The decisions are aimed to keep them in patrimony and consider 

them as a real estate investment, in anticipation of some rebirths in the field; to invest 

for the purpose of obtaining profit and recovering the invested capital; to dispose asset. 

 

A decrease in the inventories at the balance sheet date as a result of a write-down 

determines the reduction in the share of this asset in total assets, indicating ineffective 

management, the existence of stocks heavily marketable, the accelerated dynamism of 

the market or an unfavorable context in which the net realizable value is reduced, and 

not an improvement in the supply, production and sales processes. Inventory 

management will need to target: supply policy by setting assortments, supply quantities 

and timelines, supplier selection; effective production process and the elimination of 

losses; sales growth. 

 

Adjusting the value of receivables as a result of identifying risks in their collection (for 

example, uncertain, bad-payers or litigants, etc.) will change the proportion of 

receivables in total assets. The diminishing of these impaiments implies the economic 

and financial analysis of the clients in order to assess their solvency, the ability to 

maintain their activity level and the growth potential or the prospect of failure; use of 

commercial effects. 

 

Adjustments for the loss of value of the cash and cash equivalents are related to the 

negative differences set in the end-of-year inventory between the market value of short-

term investments and the value of their acquisition. The magnitude of these temporary 

decreases in value generates different shares in total assets. Avoiding these losses 

requires the use of technical analysis as a method of estimating changes in the prices of 

financial securities by examining past data. The investor’s attitude towards risk may 

lead to a change in the structure of cash and cash equivalents, the liquidity surpluses 

being placed in titles that can generate higher returns, implying in counterparty higher 

risks. 

 

Financial structure  
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Diminishing of the net result with the value adjustments recorded leads to a change on 

the same sense of the equity and to the accordingly configuration of the financial 

structure. 

 

Table 2. The impact of value ajustments on total resources 

Element Influence of value adjustments 

Equity Decrease (- value adjustments) 

Total debt/Short-term liabilities - Long-term 

liabilities/Liabilities to be paid within a period of 

one year - Liabilities payable over a period of more 

than one year/Financial debt-operating liabilities 

- 

Total resources Decrease 
(Source: Authors, 2018) 

 

The magnitude of the value adjustment, of the equity before adjustments and of the 

debts, in the structure considered to be of interest in the analysis of the financial 

structure (after exigibility, by nature) determines the levels of financial autonomy ratio, 

the financial stability ratio, the debt ratio. A high ratio of financial autonomy reveals 

the preference for asset financing of own resources, adjusting value affecting both the 

result and the assets. In the case of financial stability ratio, the incidence of the value 

adjustment diminishes as compared to the financial autonomy ratio due to inclusion of 

the long-term debt, their weight in the size of the long-term capital determining the 

difference of the impact. In the case of the debt ratio, the recognition of the value 

adjustments will generate higher values, they affecting only the denominator. In 

interpreting this situation, we must take into account the underlying causes; the 

enterprise does not incur additional debt. 

 

Net asset 

 

The net asset size is influenced by the value of the adjustments made. 

 

Table 3. Net asset under the influence of value adjustments 

Element Influence of value adjustments 

Total asset Decrease  (- value adjustments) 

Total debt - 

Net asset/Equity Decrease 
(Source: Authors, 2018) 

 

If there is any indication that the cost of assets is overvalued, value adjustments are 

made. They diminish the value of total assets, which, under the conditions of unaffected 

debt maintenance, leads to a decrease in the amount that shareholders are entitled to 

receive as a consequence of the investment process and the assumption of risk. 

Recognition of irreversible and reversible losses directly affects the wealth of investors. 

 

Turnover ratio  

 

The efficiency indicators of allocation and use of capital in the company’s assets are 

affected by the size of the value adjustments made. 

 

Table 4. The efficiency indicators and value adjustments 
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Element Influence of value adjustments 

Average total assets/ Inventories/ Receivables/ 

Fixed assets  

Decrease (- value adjustments) 

Turnover - 

Asset turnover ratio (days) Decrease 
(Source: Authors, 2018) 

 

Adjusting the asset value generates a decrease in the asset, not affecting the turnover. 

This causes a reduction in the asset turnover ratio, respectively of the number of days 

required to recover the invested capital. The appreciation must be made with skepticism 

because the value adjustment represents either an irreversible depreciation (in the case 

of depreciation of fixed assets), a situation considered normal either an impermaint (in 

the case of stocks, receivables, fixed assets), with similar significances in the equity. 

Apparent release of capital is recorded under the circumstances of recognized losses. 

 

Working capital: patrimonial and functional approach  

 

The correlated analysis of the determination of the working capital in patrimonial as 

well as the functional approach permits the ascertaining of the different ways to 

consider value adjustments and consequently their incidence in the assessment of the 

financial situation and the taking of measures. 

 

Value adjustments approach  

 

 from the perspective of investment activity: 

 

Table 5. Value adjustments approach from the perspective of investment activity 

Approach Value adjustments Assessment 

Asset Resource 

Patrimonial - Fixed asset value 

adjustment  

- Fixed asset, current 

assets value adjustment  

Solvability 

Functional + Stable asset value 

adjustment* 
* The effect of stable assets 

value adjustments is canceled 

 

+ Stable asset and cyclical 

assets value adjustment* 

* The effect of all asset value 

adjustments is canceled 

Financial 

policy 

(Source: Authors, 2018) 

 

Determination 

 

Table 6. The determination of working capital – impact of value adjustments 
Approach Value adjustments 

Asset Resource 

Patrimonial Fixed asset gross 

value - Fixed asset 

value adjustment 

Long-term capital, from which (profit before 

adjustments - Fixed asset and current assets value 

adjustments)  

Functional Stables asset gross 

value 

 

Stable sources, from which (profit before 

adjustments - Stable asset and cyclical assets value 

adjustments) + Stable asset and cyclical assets value 

adjustment 

(Source: Authors, 2018) 
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From the perspective of the present approach, the patrimonial working capital is inferior 

to the functional one, because the long-term capital is affected in addition to the value 

adjustments for the fixed assets, as well as those related to the current assets. In the case 

of businesses that are engaged in trade, accounts receivable adjustments may present 

high values, significantly affecting the value of the working capital in both concepts. 

The patrimonial working capital, determined on the basis of the net value of the fixed 

assets, will allow the assessment of the company’s solvency, while the functional 

working-capital will be a benchmark for the assessment of the financing policy and the 

way the enterprise ensures its financial structure. 

 

 from the perspective of curent activity: 

 

Table 7. Value adjustments approach from the perspective of curent activity 

Approach Value adjustments Assessment 

Asset Resource 

Patrimonial - Current asset value adjustment - Solvability 

Functional + Cyclical assets value adjustment* 

*The effect of value adjustments of the cyclical 

assets is canceled 

- Financial 

policy 

(Source: Authors, 2018) 

 

The difference of the impact of the value adjustments on the level of the patrimonial 

working capital and of the functional working capital is given by the value adjusments 

of the current assets. 

 

Net working capital 

 

Table 8. Value adjustments and net working capital 

Approach Value adjustments 

Asset Resource 

Patrimonial - Stock and receivables value adjustment - 

Functional + Stock and receivables value adjustment* 
*The effect of value adjustments is canceled 

- 

(Source: Authors, 2018) 

 

Determining the net working capital in the patrimony optics is based on the net asset 

value, being affected by the value adjustments. The larger is their size the lower is the 

level of net working capital. This amount should not be taken into account in estimating 

the need to finance the current business of the enterprise. We recommend the use of a 

functional net working capital calculated on the basis of the asset gross values related 

to the acquisition cost which allows estimation of the amounts necessary to finance the 

current activity with dimensions influenced by the nature of the activity carried out, by 

the length of the supply-production-sales cycle, by the volume of activity performed. 

In this context, value adjustments have no impact. 

 

Liquidity and solvency ratios 

 

The ability of an asset to be converted into money and to honor its debt at maturity is 

significantly affected by the recognition of asset value adjustments. 
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Table 9. Value adjustments and liquidity and solvency ratios 

Element Influence of value adjustments 

Total asset/ Current assets/ Current assets – 

Inventories/ Cash and cash equivalents 

Decrease (- value adjustments) 

Current debt/ Total debt - 

Liquidity and solvency ratios Decrease 
(Source: Authors, 2018) 

 

Decreasing the size of current assets with value adjustments in a context where debts 

are neutral to this accounting policy generates lower levels of liquidity ratios, indicating 

a high liquidity risk. We consider this impact pertinent and relevant to substantiating 

the financial decisions of the enterprise. Expanding the reasoning at the level of total 

assets and total debts reveals solvency problems at the enterprise level. Measures are 

needed to eliminate losses of value by improving the efficiency of the entity’s 

management. An adequate degree of liquidity involves ensuring a favorable spread 

between the average collection period and the average payment period. 

 

2.3.2 The impact of value adjustments on financial performance 

 

The enterprise’s accounting policies applied to the preparation and presentation of the 

financial statements affect the enterprise performance indicators. This approach is 

limited to investigating the impact of the policy on value adjustments. 

 

The recognition of value adjustments using the expense accounts, irrespective of their 

impact on the profit or loss account, will result in a corresponding decrease in the profit 

before tax and, depending on the tax character of the expenditure, a smaller decrease 

(in the case of full or partial deductibility) or to the same extent (in the case of non-

deductibility) in the net profit. This affects the remuneration of shareholders and the 

ability to self-finance theenterprise. 

 

The structural analysis of profitability involves considering the various cost aggregation 

criteria (by nature, depending on the destination) and the determination of some 

indicators that reveal aspects of management performance. Taking into account the 

expenses concerning the value adjustments on the last step of inclusion in determining 

the profit is explained by the fact that they are not defining elements of the enterprise’s 

activity, having an incidental character. Indicators such as trade margin, value added, 

earnings before interest and taxes and earnings before interest, taxes, depreciation and 

amortization, etc. are independent of the prudential attitude of the enterprise. At the 

structural level, the recording of value adjustments affects the result of the operation 

and the financial result. 

 

In this context, the application of the prudence principles will also lead to a change in 

the rates of return: 

 The profitability ratios of the consumed resources will suffer a double 

unfavorable influence generated by the value adjustment expenses by diminishing 

the numerator and the increase of the denominator, highlighting a decrease of the 

profit generated by the activity of the enterprise in the conditions of increasing 

the consumption of the resources necessary for its obtaining at the level of the 

exploitation activity, as well as on total activity; 
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 The economic rate of return - the various ways to assess the performance of using 

invested capital involves different influences of value adjustments. E.g: 

 

Table 10. Value adjustments and the economic rate of return 

Determination Value adjustments impact 

100
assetsoperating

incomeoperating
 

Value adjustments may influence the operating income 

and operating assets to the same extent or differently, 

as the operating result is affected by the adjustment of 

the value of non-operating assets 

100
assettotal

EBITDA
 

Profitability will be independent of the adjustment 

policy, the total asset taken into account at gross value 

(Source: Authors, 2018) 

 

 The return on equity is influenced by the value adjustments, both by diminishing 

the net profit and the equity, the intensity of influence depending on the share of 

the result of the exercise in the equity. 

 

The growth of expenses also leads to an increase in the operating risk, the break-even 

point increasing, which requires additional efforts at the enterprise level. 

 

We mention as an example, accounting policies on value adjustments that impact on 

the performance of the enterprise. In this research we present the impact of the 

accounting policy on ireversible depreciation of fixed assets on performance. 

 

Table 11. The impact of the accounting policy on ireversible depreciation 

Accounting policy 

element 

Impact on performance 

methods of 

depreciation  

The option for straight-line depreciation method or 

accelerated depreciation method of technological equipment, 

machinery, tools and installations, computers and their 

peripheral equipment, patents will generate a different 

distribution of the depreciation over time, with influences on 

the annual result. During the entire depreciation period, the 

depreciation method has no impact, the result being affected 

to the same extent irrespective of the depreciation method 

adopted, the value to be allocated being fully recovered.  

Basic treatment - 

alternative treatment 

in fixed assets 

evaluation 

 

Derogation from valuation based on the cost of acquisition/ 

production principle and the use of fair value generates 

incidences on the proft, the intensities of which depend on 

the difference between the two values. The revaluation of 

tangible fixed assets is required for financial reasons, 

preventing the de-capitalization, in which case the 

corrections established shall be recorded in the accounting, 

modifying the depreciation too, and for the tax 

considerations, in which case the differences in value are not 

recorded in the accounting, the depreciation being 

maintained at the initial level.  

Value adjustment on 

the fixed assets 

Under the circumstances in which the enterprise decides to 

keep temporary out of operation fixed assets, the enterprise 
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which are temporary 

out of operation 

will record an expense with depreciation or an expense 

appropriate to the adjustment, depending on the policy 

adopted. They will affect the profit accordingly. 

The useful life The enterprise may use in the accounting the depreciation 

period that differs from the one for tax purposes. Establishing 

economic useful life is an accounting policy element. The 

difference between the depreciation determined on the basis 

of the economic useful life and the one determined on the 

basis of useful life, provided by the relevant legislation, will 

change the performance of the enterprise. 

Accounting policy items on depreciation also have tax incidence, which affects 

profitability. Determination of depreciation greater than that determined on the basis 

of the acquisition cost and useful life, using a method of depreciation that is fiscally 

admissible for that asset during the period of operation will involve non-deductible 

amounts from the tax point of view. 
(Source: Authors, 2018) 

 

In the analysis, the appreciation of the real performance of a financial exercise requires 

an insight into the composition of value adjustments. The recognition of value 

adjustments in a financial year may be determined by a transaction relating to another 

financial year, with appropriate influence of the result. For example, in the case of 

adjustments for receivables, their recording can be made in a year other than the one in 

which the sale took place, penalizing the profit of the financial year in which it was 

recognized, and not the profit of the year in which revenue and expenditure of the actual 

transaction were recorded. It is necessary to include the adjustment in the year of 

reference. 

 

2.3.3 The impact of value adjustments on cash flow 

 

From the point of view of the impact on cash flows, value adjustments are non-

monetary items, without directly influencing the cash flow. Adjustments, however, 

generate an indirect impact on cash flow through taxation. The recognition of value 

adjustments involves expense that, from a tax point of view, can be deductible, limited 

deductible or non deductible. In the case of temporary value adjustments, the reversal 

of those previously deducted from the tax point of view implies income that is included 

in the taxable result.  

 

Table 12. The tax character of adjustment expenses  

Adjustment 

expenses 

Tax character 

Depreciation  Deductible, limited deductible or non deductible 

In order to determine the tax depreciation we have to take into 

consideration the regulation regarding the depreciation 

methods, the depreciation periods (the useful life - the 

economic useful life), the incidence of the alternative 

valuation treatment (the difference in depreciation generated 

by the difference between historical cost-fair value), also the 

specific legal provisions (e.g. 50% of the costs of motorized 

road vehicles not used exclusively for the purpose of economic 

activity with a maximum total mass not exceeding 3,500 kg 
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and not more than 9 passenger seats, including the driver’s 

seat, owned or used by the taxpayer) and accounting policies 

for depreciation adopted at the level of the enterprise 

Impairement of 

fixed assets 

Non deductible 

Inventory write-

down  

Non deductible 

Impairment of 

receivables 

Deductible - if the receivables cumulatively fulfill the 

following conditions: they are held by a legal person on which 

the bankruptcy proceedings are declared, based on the court 

decision, or to a natural person on whom the insolvency is 

opened based on a repayment of debts plan; liquidation of 

assets; simplified procedure; are not guaranteed by a third 

person; are not due by an affiliated person. 

Limited deductibility - 30% of their value, if the receivables 

cumulatively fulfill the following conditions: overdue maturity 

of 270 days; are not guaranteed by a third person; are not due 

by an affiliated person. 

Non deductible – in the other cases. 

Adjustments for the 

loss of value of the 

cash equivalents 

Non deductible 

(Source: Authors, 2018) 

 

If such expenses are wholly or partly deductible in the calculation of taxable income, 

their recording will result in a reduction of the profit tax. Value adjustments do not 

affect cash and cash equivalents at the end of the period considered, but the amount of 

cash flow from different activities: 

 

Table 13. The impact of the value adjustments on cash flow 

Element Impact 

Cash flows from operating 

activities 

 

Indirect method: 

Net profit (- Total value adjustments) 

+ Total value adjustments 

- Variation of net working capital (Value 

adjustments for inventories and receivables) 

Cash flows from investment 

activities 

Value of investment (+ Fixed asset value 

adjustments) 

Cash flows from financing 

activities 

 

Cash and cash equivalents at 

the end of the period 

+ Total value adjustments * 
* The effect of their recognition is canceled 

(Source: Authors, 2018) 

 

Affecting cash flow from operating activities will generate specific values ratios used 

in the analysis: the rate of operating cash flows; the rate of cash release from net profit; 

the coverage of financial debts ratio; the coverage of current financial debts ratio; the 

current liabilities coverage ratio; the interest coverage ratio; the rate of financing of 

fixed assets. 
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3. Conclusions  
 

Value adjustments of irreversible and reversible nature are inherent to the enterprise’s 

business. Recognition and valuation of adjustments, based on the principle of prudent 

approach to patrimonial items, is an exigency to present a faithful image in the financial 

statements. Unrecognizing value adjustments lead to the decapitalization of enterprises 

and ignoring the real situation, affecting the correction and recovery decisions. 

Changing patrimonial items as a result of recognizing value adjustments determines 

specific incidents on the performance and the financial position indicators. These must 

be appreciated with skepticism to avoid mistakes in interpretation. It is necessary to 

delimit the consequences of the management of the enterprise from those of the 

accounting policies and the identification of the holistic causation. The decision-

making process at the operational and strategic level, based on the introspection of the 

structure, net asset, asset turnover ratio, working capital (patrimonial-functional), net 

working capital, the profitability indicators, in absolute and relative sizes, affected by 

the recognition of value adjustments, generates viable measures that ensure the 

enterprise’s sustainability in an uncertain environment. 
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Criteria for going beyond the limits of regulations 
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Abstract: There is nothing as practical as a good theory, therefore a solid regulatory 

context can give rise to a healthier reporting system. This paper intends to contribute 

to the recognition criteria of going beyond the limits of regulations and ensuring 

complete and comparative information. In order to do this, we have performed a 

qualitative research by distributing a questionnaire to a sample of active 

professionalsregarding the importance of the accounting principles and norms. The 

respondents completed and returned 60 surveys for the online survey during period 

February-April 2018– 23 from auditors (38%) and 37 from accountants (62%). The 

final survey results, since the survey continued until the 17th of May 2018, revealed 121 

responses -31 from auditors (26%), 74 from accountants (61.2%), from other 

professionals: 9 financial analysts (7.4%), 3 finance directors (2.5%) and 4 Professors 

(3.3%). The survey concluded that the criteria for going beyond the limits of regulation 

are complex and bring consistent challenges to theprofessionals’ day-to-day activities. 

As professionals, they play a very significant role in ensuring the right information is 

presented, they also face “delicate” situations and try hard to avoid bad creative 

accounting practices, by applying sensitive and careful professional judgment. Another 

objective of the performed work is to answer to the question of how going beyond the 

limits of regulations is different from breaching the regulations, which could have a 

negative impact upon the future evolution of the company because of its reputation 

status that gets “damaged” immediately if breaches in regulations are detected. The 

results have shown that each business is able to adapt to a new regulation or to the 

changes in the existing regulation because of the professional’s flexibility and 

willingness to reflect the true and fair view of the financial results. 

 

Keywords: Accounting policy, creative accounting, IFRS 9, limits, regulation. 

 

1. Introduction  
 

A significant concern is raised by defining the limits of regulation and “the danger” of 

crossing the borders of the regulatory system. In order to avoid bad creative accounting 

practices, it is important to firstly identify what the problem/issue is and to gather 

sufficient and appropriate information to perform a thorough analysis.  

 

The auditor’s role is connected to determining the limits of the accounting regulations 

because for assessing whether the financial statements of an entity are presented fairly 

in all material respects, they refer back to a framework of accounting standards for 

verifying the accordance with these and reviewing the underlying information and the 

mechanisms used for preparing the financial statements. 

 

                                                 
1 Corresponding author: The Bucharest University of Economic Studies, 6 Piața Romană, 1st district, 

Bucharest, 010374 Romania, e-mail: ionela.ivan@cig.ase.ro. 
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A standard is simple to follow if it has a well-organized logical framework. The need 

to have “strong” accounting standards has increased because it is very important to 

reach a comfortable degree of reliability and global comparability in order to perform 

an accurate analysis that can be used in the decision making process. 

 

There are multiple forces leading towards convergence and setting one set of 

regulations, however the advantages and disadvantages of uniform accounting rules are 

driven by the overall quality of the International Financial Reporting Standards (IFRS) 

and their level of comprehensibility, but also by the open-minded professionals that get 

involved into the process.  

 

In order to go beyond the limits of regulation, some companies are looking for 

opportunities, but when the change is imposed, everyone must comply. For example in 

the case of IFRS 9 “Financial Instruments”, which comes with the impact that the net 

revenue (revenue less impairment) will be earned at a slower rate than under the rule of 

IAS 39 “Financial Instruments: Recognition and Measurement”, it is known that the 

seasonality of profits will change with a much more even distribution over the year and 

this could be considered a good thing if presented properly, still at the same 

timemaximum attention is required. The presentation of the results can change the 

investors’ decisions at a fist glance. 

 

The results show that if the standards were written using clear examples from the 

beginning and come along with proper training documentation for implementation, 

little confusion would be left.The majority of the professionals (85% initial survey, 

77.7% final survey) agree that by adopting IFRS the company can achieve a quality 

financial reporting if it applies all the accounting treatments as indicated, making sure 

the comprised information from the financial statements is sufficient and appropriate. 

Therefore, finding ways to present information so that it is easy to check and at the 

same time, be able to facilitate the accuracy and relevance of the numbers implies 

having sufficient and appropriate evidence to support the precision that is vital in the 

context of measurement. 

 

2. Literature review 
 

Usually, bad creative accounting is based on negative speculation.According to Jones 

(2011) the source of fraud is most commonly represented by management using 

creative accounting. The firm can start using creative accounting techniques just as a 

temporary measure in order to cover its bad result, but once entered in the game, the 

rules change and if the company cannot deliver the expected results, the temptation to 

hide its bad performance increases, so the commitment to false accounting is hard to be 

avoided on the long run. Once a company steps outside the Regulatory Framework 

deliberately to give a false picture of its accounts, it “is condemned to die” since the 

truth comes always to light and once the company stains itsreputation, it is very hard to 

make it clean again. 

 

There is a major difference between working outside the regulatory framework (equal 

to committing fraud) and going beyond the limits of regulations, which can be 

translated as improving the usefulness of the financial statements by reducing the 

number of existing accounting alternatives. Still, if there were no choices, there would 

be hard to evaluate the professionals’ performance.  



410 

 

 

For example, if an auditor is not too sceptical about everything the client does or says 

this makes it easier for him/her to complete the audit effectively, therefore an 

accountant shouldn’t also be too sceptical about the limits of the regulations and use 

the available choices to the company’s advantage in order to present the true and fair 

view of the real financial results. 

 

At the same time, it is true that an accounting standard cannot pretend to be what it is 

not and its degree of flexibility arising from its presented options affects its probability 

to be considered “perfect”in a suitable way. Sometimes the reality “forces” the 

standards to get adapted to reflect the context within the company.  

 

The accounting regulations topic, combined with theAccounting Standards 

harmonization and the Financial Statement comparability represent very complex 

aspects that were closely analysed over the time by numerous authors. 

 

Wang (2011) investigated whether harmonization of accounting standards enhanced 

financial statement comparability and the results revealed that comparability, which is 

an important characteristic of financial reporting, since it improves the usefulness of 

accounting information, was difficult to define and operationalize, still it proved to be 

a direct mechanism in this process. 

 

Normalization and regulation differ from country to country depending on the 

particularities of the activities of each company and according to Ball (2006), the 

uniform standards alone will not produce uniform financial reporting due to several 

longer run concerns and only time will tell what will be. At the same end, as time passes 

by, the change is incorporated step by step and the interest in the accounting 

harmonization process increases.  

 

Conceptualising and treating accounting as a technical practice alone without any 

pertinent or relevant history to be explored and told would be an undefined position 

which cannot be further explored. According to Garry (2014), the accounting history 

specialisation has a worthwhile future to unfold. Collectively adopting strategies to deal 

proactively with existing limitations and shortcomings within the specialisation is a 

sound way of ensuring that the knowledge gained through history is properly used.  

 

Convergence refers to the activity of accounting regulations of reaching for the same 

goal, leadingto likely similar conclusions; but at the same time it refers to theemergence 

of functional or structural similarities between systems that differ from the point ofview 

of their accounting doctrine and culture, as a result of similar conditions imposed by 

theeconomic globalization (Cȋrstea, Cȋrstea & Fȕlȍp, 2010). 

 

As a general rule, the IFRS standards are broader and are based on principles as 

compared tothose from the local accounting standards from Romania, which are partly 

based on principles and partly based on rules. Despite the attempts to align to IFRS, 

which are on the right track since implementation of the new European Accounting 

Directive2013/34/EU. There are some differences still apparent, mainly due to some 

restrictions in theDirective 2013/34/EU and to the fact that IFRS cannot be used as 

additional guidance in theapplication of Romanian Accounting Rules. Further, 
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practitioners tend to continue to utilize the tax approach as a source ofguidance and 

interpretation (Albu & Albu, 2017). 

 

I personally agree to the following: “The hesitation of some countries to converge to 

IFRS rests in the question of whether or notIFRS results in higher quality standards 

than their nation’s existing standard. A commonargument against IFRS implementation 

is that, as compared to US standards which have beenrefined over the years to represent 

a comprehensive set of rules and regulations, IFRS areprinciples-based. These 

principle-based standards remain flexible and allow for more judgmentand speculation” 

(Felski, 2015). Because of this degree of speculation, the danger of crossing the borders 

of regulations is increasing. 

 

3. Methodological approach 
 

To answer to the research questions of the safety level of going beyond the limits of 

regulations, of what the recognition criteria for going beyond the limits of regulations 

and ensuring complete and comparative information are, respectively of what the 

differences between the limits of regulations and breaching regulations are, I adopted a 

qualitative research approach based onthe answers received for the online survey I 

distributed using http://www.isondaje.ro/sondaj/557781692/. The analysis of the 

responses related to the professionals’ perceptions on the importance of accounting 

harmonization, respectively on the usage of certain financial information were made 

using the Likert scale.  

 

The respondents’ structure show that the majority work in accounting (please refer to 

figure 1 “Occupation distribution”). The average age is 40.8 years old (please refer to 

figure 2 “Average age”, for submitting the online questionnaire on the isondaje.ro 

platform, there were used the e-mail addresses of the financial auditors, the members 

of the Chamber of Financial Auditors in Romania, published on the CAFR website, 

CAFR Register sectionand there were sent over 500 emails. I have also accessed the 

student groups in the country and abroad related to Accounting on the social networking 

sites: "FAC1601 - Financial Accounting Reporting", "FAC1502 - Financial Accounting 

Principles", "FAC1503 - Financial Accounting Principles", "Financial Freedom 

Fighters", "STAGIU CECCAR 2017-2020","CECCAR Bucharest 2016-

Stagiari","Auditori Financiari-Grup","External and internal auditors". 

 

 
Figure 1. Occupation distribution 

(Source: Own analysis) 

http://www.isondaje.ro/sondaj/557781692/


412 

 

 
Figure 2. Average age of respondents 

(Source: Own analysis) 

 

The main findings revealed that all the professionalsare aware that breaching the 

regulations has a negative impact upon the future evolution of the companybecause of 

its reputation status that gets “damaged” immediately if any breaches are detected. 

 

4. How to overcome changes in regulation? 
 

IFRS are accounting rules issued by the International Accounting Standards Board 

(IASB) and around them, there have been many debates, including their mandatory (i.e. 

required by state enactment) and uniform (i.e. required of all public companies) 

character. 

 

It is recognized that accounting methods are an integral component of the contracting 

between firms and other parties, including lenders, shareholders, managers, suppliers 

and customers. Finding new motivations and being oriented towards results seems like 

the perfect way to obtain the maximum of positivism in catching the right opportunity 

offered by the existing and new regulations. “Good” regulation will be both effective 

and efficient. The regulatory impact assessment of the changing regulations is made in 

terms of the costs, benefits and risks (Kirkpatrick, 2007). Compliance with regulations 

is mandatory and the consistency in decision making (to avoid uncertainty) is based on 

the appropriateness of the regulation. 

 

“Based on stakeholder theory, legitimacy theory, and social network theory it was 

posited that this network is rationally created to serve certain stakeholder groups in the 

face of divergent stakeholder interests” (Rossman, 2009), although the network should 

work properly in order to serve all the stakeholders with no differences. 

 

“Mandatory IFRS adoption improves cross-country information comparability by 

making similar things look more alike without making different things look less 

different” (Yip & Young, 2012). 
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One of the advantages of uniform standards is the possibility to be used as “coordinating 

devices”, saving time and effort, just as the rules of the road speed up traffic and reduce 

accidents (Sunder, 2007). 

 

It is very important to have a solid methodological framework in place, a framework of 

rational policy selection that is designed to assess the outcomes against the goals that 

are set for regulatory systems.Regulation, which is defined as “the diverse set of 

instruments by which governments set requirements on enterprises and citizens” 

(OECD, 1997) is part of a regulatory environment and if government were to be more 

involved and help focus on a more consistent regulatory system for every involved party 

(both producers and consumers), the quality of debate would have risen, therefore the 

quality of the decision-making process would have also increased (Kirkpatrick and 

Parker, 2003). Furthermore, change is a “natural” part of the regulatory system. 

Accurate predictions on how changes in the rules will work cannot be made if 

regulations changes would not affect the behavior of those impacted by these rules and 

the structures in which they operate (Hertog, 2010). 

 

It is easy to lay down principles of accounting in stricter terms than those that were used 

until now, but in order for them to be more generally adhered to, they must be flexible 

enough to accommodate all the varied conditions that can be found in the actual 

business life (Sanders, 1935).  

 

As mentioned before, a mandatory change for all year’s ends finishing on or after 1 

January 2018 is represented by the replacement of IAS 39 by IFRS 9 (IFRS 9,2018). 

By this replacementthere are introduced new requirements which will change the 

current incurred credit loss model to an expected credit loss model. The triggering event 

(for example a missed payment in the case of loans for a non-financial institution), had 

to occur before any losses could be assessed against a loan following the provisions of 

IAS 39, as opposed to IFRS 9 when all losses must be assessed up-front when the loan 

starts.IFRS 9 applies to all Financial Services organizations, big or small and its impact 

is related to the expected credit loss recognized on the day the loan is issued, 

consequently at a first sight, the receivables valuation will be lower under IFRS 9. In 

addition, IFRS 9 requires the consideration to incorporate forward-looking information 

which was not permitted under IAS 39; this could lead to more considerable judgement 

to understand whether changes in macroeconomic factors will affect the Expected 

Credit Loss (ECL), for example. The ECL represents the probability that the customer 

will default at some time during the life of the loan, based on past history of similar 

customers with similar products; it is calculated from the moment the loan is issued. In 

the above mentioned situation, to overcome the change in the case of a non-financial 

institution there were imposed changes to the local statutory accounts as a result of the 

replacement of IAS 39 with IFRS 9. This company prepares the statutory accounts 

under Local Generally Accepted Accounting Principle (GAAP). On local GAAP 

revenues are recognized on an accrual basis principle following the perfect payer 

schedule (which is defined as a client that pays according to the schedule, repaying the 

loan in due time). The impairment is determined by applying a calculated % on the 

book value of the loans based on the days past due of each customer. Also, when making 

the calculation there is no difference between the tax base and the accounting base. In 

the first scenario, following the instructions of IFRS 9 “Financial Instruments”, since 

the local statutory accounts will be prepared under local GAAP, the probable future 

losses are going to be taken into account, therefore an impairment is recognized earlier, 
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as opposed to IAS 39, when the impairment is based on an incurred loss model. There 

is a notable impact given by the reported revenue, which is expected to increase and 

this will be accompanied by higher levels of reported impairment. In addition, the 

company’s receivables book will hold a higher impairment provision and therefore 

there is an expectation that the receivables on IFRS 9 treatment will be lower than the 

reported amount under IAS 39.  

 

The measurement of revenue and impairment impacts every part of the business and a 

simplified methodology may be easier to understand, analyse and interpret. Therefore, 

each company has to have in place procedures in order to establish specific internal 

controls that are able to detect the inappropriateness of certain applicable accounting 

policies or accounting models and prepare the company in order to adapt to any possible 

change in the accounting standards or in the regulations, in general. 

 

Consequently, theory and practice cannot afford to concentrate on financial accounting 

issues exclusively but it must develop further innovative evaluation and decision-

oriented internal accounting approaches, which require sufficient and appropriate data 

for analysis (Schoenfeld, 1981). 

 

5. Interpretation of the quantified impact of the policy changes and 

of the importance of regulation 
 

It is very important to prepare the appropriate disclosure for each policy change. For 

example, in the case of the financial instruments, a company may apply the simplified 

approach to providing for expected credit loss prescribed by IFRS 9, which permits the 

use of a lifetime expected loss provision for all trade receivables. The loss allowance 

provision computation has to be disclosed, and to be proven that the expected credit 

losses also incorporate forward looking information. Therefore, the disclosure of the 

correct calculation is mandatory and it is verified by the management of the company, 

as well as by the external auditors. 

 

A company is properly working if all its functions are correctly correlated. In a 

company that has a good performance, the people function is activated by managers 

with cross-functional responsibilities, the sales culture isbased on the customer needs 

and focuses on capturing each opportunity that emerges, while the operational 

structures have the proper size and allow a certain degree of flexibility.The management 

has an active role in setting the company’s future plans by finding ways to reduce the 

costs, including the costs with the adjustments required by the updates imposed by the 

changes in the accounting regulation. Once the company had established that the 

accounting system is aligned to the requirements of the updated IFRS, there are a 

number of benefits related to an easier access to capital markets: more finance is likely 

to be available and the cost of finance is likely to be lower since the advantages of being 

aligned to the required regulation start to reveal themselves. Therefore, the increase in 

the company’s reputation level is visible since by increasing the corporate’s value, the 

focus on its core business objectives is also increasing. 

 

The overall conclusion that the professionals agree upon is that all the processes in place 

need to be lean, simplified, effective and properly supervised and it isvery important 

that each company does its best in order to improve the reputation positioning and to 

address more customers using its name merely, if possible. From the product’s point of 
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view, the main objective is to service the customer’s benefit and build in the loyalty of 

customers, as well as in the channel diversification, following the customers’ choice 

and the first thing a customer can have a look at is the company’s reputation. Any little 

damage of the reputation can compromise the company’s ability to continue to operate 

in an effective and efficient way. 

 

The study based on the chosen questionnaire was designed to examine whether the 

professionals are willing to go beyond the limits of regulations. The accumulated 

experience of each individual and how willing they are to carefully evaluate the impact 

of their actionsmake the difference in this quantification. One important concern is that 

the measure of the accounting quality is to ensure that the results are not merely 

capturing the effects of default risk, but also ensuring that all the required information 

is available. The impact is related to the different information-gathering, processing, 

and renegotiating abilities of each professional. 

 

The main purpose of the performed work is to answer to the question of the degree with 

which there are ways to overcome the limits of accounting regulations and how they 

blend in with the process of harmonization, which is meant to enhance the credibility 

of the financial statements and add value to the company’s business operations. 

 

In order to do this, we have performed a qualitative research by analyzing the responses 

received from 60 professionals initially, reaching 121 responses for the final survey, 

although there were sent over 500 mails. They concluded that the limits of the 

regulations have a visible impact upon the results comprised in the financial statements. 

 

The questions wereanswered using a scale from 1 to 5 (1 – totally disagree, 2 – disagree, 

3 – neither agree nor disagree, 4 – agree, 5 – totally agree), as presented below. 

 

A. From your perspective, do the accounting principles play a more important role 

than the accounting rules/ norms? 

 

 
Figure 3. Results for question A- initial and final  

(Source: Own analysis) 

 

Initial 68.33%, final 62% of the interviewed professionals believe that the accounting 

principles play a more important role than the accounting rules, while only initial 10%, 

final 10.7% consider that the regulation is connected to the accounting principles and it 

is more important than the accounting principles. The degree of importance cannot be 

measured due to the flexibility involved in the process and the chances of making the 

wrong estimation. The regulation plays a very important role because without rules 
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there would be no discipline. The perfect “recipe” wouldinclude accounting norms that 

are based on the accounting principles, which are less complicated and more consistent, 

offering fewer exceptions and the possibility to choose and change an accounting policy 

only if the results in the financial statements provide reliable and more relevant 

information than before. 

 

B. Do the accounting norms answer each time to the requests of the accounting 

principles? 

 

 
Figure 4. Results for question B- initial and final 

(Source: Own analysis) 

 

Initial 48.34%, final 47.1% of the subjects agree to the fact that the accounting norms 

answer each time to the requests of the accounting principles and that consistent 

application of accounting policies contributes to the true and fair view of the financial 

position and the performance results of an entity. Meanwhile, initial 16.67%, final 

16.5% of the questioned professionals believe that there is still more work to be done 

until the accounting norms are perfectly aligned to the accounting principles. 

Accounting should ideally incorporate an optimum proportion of both accounting 

norms and accounting principles. 

 

C. Must the professional judgment be applied as often as possible and in all the 

situations, regardless of their degree of complexity, because standardization 

does not mean the pure application of the International Financial Reporting 

Standards without calling for professional judgement? 

 

 
Figure 5. Results for question C – initial and final 

(Source: Own analysis) 

 

It is very important to constantly apply the professional judgment in all aspects of 

accounting, including the situations that are defined by clear standardization. Initial 
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53.33%, final 50.4% of the questioned professionals agree and initial 25.00%, final 

26.4% totally agree with the fact that the professional judgment plays a very important 

role in making informed decisions and taking the appropriate course of action in 

specific circumstances, by observing and analyzing the choices from the accounting 

standards. Initial 10%, final 9.9% of the subjects disagree with this fact since they 

consider that professional judgment would nolonger beused if the degree of 

standardization was 100% with no alternatives to choose from, but only “clear-defined 

paths” to take. 

 

D. Is the proportion of following the accounting principles and accounting rules 

equal in applying the International Financial Reporting Standards? 

 

 
Figure 6. Results for question D – initial and final 

(Source: Own analysis) 

 

Initial 50%, final 59.5% of the subjects believe that the proportion comprised by the 

IFRS of accounting norms and principles is equal, given the need of the regulators not 

to limit the process of harmonization and to facilitate the integration of the accounting 

principles into the regulation. Initial 43.33% (final 33.1%)of the respondents neither 

agree nor disagree with this statement because the rate between the accounting 

principles and the accounting norms from the IFRS cannot be accurately measured 

since the mix between the two is hard to be separated. 

 

E. Is the fully harmonization of the accounting regulations with the International 

Financial Reporting Standards possible only if the optimal proportion is found 

between a conceptual approach within the accounting norms and the principle 

approach within the accounting practice? 

 

 
Figure 7. Results for question E – initial and final 

(Source: Own analysis) 

 

The optimal proportion is translated by the correct approach towards following the 

principles within a strong regulatory framework based on proper accounting norms. 
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From the answers received from the respondents, most of the professionals: initial 85%, 

final 82.6%believe that they play a very significant role in the process of harmonization 

by actively presenting different analysisafter following the accounting norms, applying 

the accounting principles within the accounting practice and comparing the resultswith 

the existing situation. The increase in the relevance of the financial information will be 

much appreciated once the process of harmonization is complete. 

 

F. Is the ability of the companies to implement the changes imposed by IFRS even 

higher at this time than it was in the past? 

 

 
Figure 8. Results for question F- initial and final 

(Source: Own analysis) 

 

It is very important to learn from the history and initial 60%, final 52.1% of the subjects 

agree with the fact that the ability of the companies to adapt to changes and implement 

the modifications of the standards within the accounting system is much higher 

nowadays than it was in the past because of the accumulated experience. Meanwhile, 

initial 20.00%, final 18.8% of the professionals are reluctant to this ability due to the 

frequency of changes that the accounting experienced lately. 

 

G. Does the application of International Financial Reporting Standards have a 

positive impact upon the Company’s reputation? 

 

 
Figure 9. Results for question G – initial and final 

(Source: Own analysis) 

 

The company’s reputation can increase as a result of a good corporate governance 

structure, which is connected to being compliant with the accounting rules and 

regulations. The majority of the questioned professionals, initial 88.34%, and 

final80.2% agree with the positive impact that the application of IFRS can have upon 

the company’s reputation. As without good reputation it is very difficult to survive or 

to evolve, without proper IFRS in place it is very hard to reflect the true and fair view 

of the company’s financial position and performance. 
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H. Is the idea of equilibrium or balance achieved through the harmonization of 

accounting rules and uniformity realised by standardizing the accounting rules 

in a single set of accounting standards? 

 

 
Figure 10. Results for question H – initial and final  

(Source: Own analysis) 

 

Initial 81.67%, final 81.0%of the professionals,who answered this, consider that the 

idea of equilibrium or balance can be achieved through the harmonization of accounting 

rules because this process reduces considerably the differences between the accounting 

information provided by different companies, activating in a similar sector.At the same 

time,they agree with the fact that uniformity realised by standardizing the accounting 

rules in a single set of accounting standardsis part of the harmonization process. The 

standardisation can also be considered part of the criteria for not going beyond the limits 

of regulations. 

 

I. Is it safe to abandon all the options within the International Financial Reporting 

Standards that have proven to be "useless" for some companies? 

 

 
Figure 11. Results for question I – initial and final 

(Source: Own analysis) 

 

Initial 46.66%, final 40.5% of the professionals consider that it is safe to abandon the 

options from the accounting standards that are no longer used by companies, while 30% 

of them do not agree to exclude something which might turn useful in the future since 

it was there in the first place. 

 

J. Is the emergence of various creative accounting techniques and practices 

generated by managers’ desire to shape an economic performance consistent 
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with their preferences (apparent, with no correspondence in reality in some 

cases)? 

 

 
Figure 12. Results for question J – initial and final 

(Source: Own analysis) 

 
The majority of the respondents, initial 83.33%, and final 74.4% associate the 

managers’ desire to present a different economic performance, consistent to their 

preferences with the emergence of the creative accounting techniques.Initial 5%, 

final5.8%of the professionals consider that the creative accounting practices do not 

break the law and the managers do not try to manipulate and present a different image 

of the company. 

 
K. Do the gaps in the normalization system favour the manipulation of the 

accounting information? 

 

 
Figure 13. Results for question K – initial and final 

(Source: Own analysis) 

 

Initial 83.33%, final 83.5 % of the respondents agree to the fact that the manipulation 

of the accounting information is generated as a result of the existing gaps or ambiguities 

in the normalization system. The solution could include a higher degree of verification 

and validation of the financial transactions, by making sure the selected accounting 

policy from the permitted choices is the most suitable from the accounting range and 

within the spirit of the law. 

 

L. The best option includes complete information in the most appropriate form of 

presentation. Are the companies adopting IFRS gaining in both directions by 

providing a quality financial reporting? 
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Figure 14. Results for question L – initial and final 

(Source: Own analysis) 

 

The majority of the professionals (initial 85% and final 77.7%) agree that by adopting 

IFRS the company can achieve a quality financial reporting if it applies all the 

accounting treatments as indicated, making sure the comprised information from the 

financial statements is sufficient and appropriate. In addition, the results have shown 

that each business should be able to adapt to the changes in the existing IFRS because 

of the professional’s flexibility and willingness to reflect the true and fair view of the 

financial results. 

 

Accounting can be considered an art since it tried to quantify something that cannot 

always be as easy as to be quantified, therefore it has to be based on rules, estimations 

and hypothesis (Berman & Knight, 2011). 

 

To complete the study of the persistence of IFRS policy options in reflecting the truth 

of each company’s financial position and performance and the criteria for going beyond 

the limits of regulation, from the questions that were asked, it is proved that a company 

tends to maintain its accounting policies over time because of the difficulty of 

quantifying the impact of making any changes and ensuring comparable 

information.There is a less rigid face of harmonisation when it is referred to using a set 

of default values, between a mentioned/recommended range.There is not always the 

possibility to choose to comply or in case of any breach justify, but in order to assess 

the impact of the change, a high level estimation needs to be performed and in order to 

establish the level of reliance, there are a series of tests that need to be performed, 

including in the audit exercise. 

 

6. Conclusions  
 

This article presented the impact of going beyond the limits of regulation with the idea 

in mind that the final result refers to the accounting information that has to be reliable 

and remain the core of the decision-making process. Accounting researchers have 

discussed whether the objective of harmonized financial reporting can be achieved by 

a common set of standards and the preconditions that might have to be fulfilled, or the 

economic consequences of reporting in accordance with IFRS as opposed to reporting 

under a national accounting system. There are also a series of economic consequences 

of moving from a national GAAP to IFRS.The quantification of these accounting 

consequences is not as easy as it may seem, thedifficulty is born from the development 

of the Financial Reporting system, which is mandatory in order to reflect the increase 

in the confidence associated with the transparency and integrity of the process of 

reporting since it is critically important to the global financial stability and to achieve a 

sound economic growth. 
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The conclusions and the recommendations that result from the present study are meant 

to be helpful to the Boards of Directors and the professional bodies as they must work 

together to simplify and improve the accounting standards on various financial aspects 

and the other key areas highlighted by the potential changes in the global regulatory 

environment.  

 

As mentioned before, a solid regulatory environment is hard to be entirely defined, it is 

comprised of self-regulation, but also of clear norms and accounting principles. 

 

There is sufficient evidence about the critical role that general purpose financial 

reporting plays in the financial reporting system and there can be identified a 

fewprinciples that financial reporting must meet if it is to fulfill this role well. For 

example, the usefulness of provided information inhelpingpotential investors and 

creditors and other users to make the most rational investment or credit decisions based 

on verified data and the comprehensibility of information, which is usually tested by 

verifying the reasonable understanding of the business and of the economic activities. 

 

In addition, the usefulness of provided information in helpingall stakeholdersto assess 

the amounts, timing, and uncertainty of prospective cash receipts from dividendsor 

interest and the proceeds from the sales and since the environment in which financial 

reporting takes place is constantly changing, it is important to establish a set of unitary 

and “stable” generally accepted principles and also establish clear guidelines. 

 

The limitations of the financial reporting are mainly generated by the characteristics 

and limitations of the kind of information that financial reporting, and particularly 

financial statements, can provide. The information is to a significant extent financial 

information based on approximate measures of the financial effects on individual 

transactions and events that have already happened; in addition, it cannot be provided 

or used without incurring a cost. 

 

Proper disclosure is essential in the process of financial reporting and there are multiple 

items that should be disclosed in the financial statements (including in the notes to the 

financial statements) or by other means (financial reports or analysis), but also the 

financial statements involve adding, subtracting, multiplying, and dividing numbers 

depicting economic things and events and they require a common denominator.The 

numbers are usually exchange prices or amounts derived from the exchange prices. 

Quantified nonfinancial information (such as number of employeesor units of product 

produced or sold) and no quantified information (such as descriptions of operations or 

explanations of policies) that are reported normally relate to or consolidate the financial 

information. 

 

Financial information is often limited by the need to measure in units of money or by 

constraints inherent in procedures, such as verification, that are commonly used to 

enhance the reliability or objectivity of the information. But, the key is to find the way 

in order to go beyond these limits of structure, and not the limits imposed by the options 

presented by various International Financial Reporting Standards (which might be 

considered “limits of substance”). 
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The main criteria for going beyond the limits of the regulations is to ensure that 

everyone has the same understanding of the basic principles that are embedded into the 

norms and that everyone complies with these as a fundamental requirement. 
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Abstract: Mutual recognition of diplomas in the European Union highlights the 

guarantee that this recognition offers for the freedom of establishment and the 

provision of services in the European Union by individuals. The paper presents the two 

components of the "right of establishment", namely the beneficiaries of this right and 

the nature of the activity carried out by the beneficiaries of the right of establishment. 

Part III examines access to independent activities and the conditions for access to these 

activities. The mutual recognition of diplomas in the European Union is achieved by 

harmonizing legislation according to the profession but also without harmonization. 

The final part presents the role of the European Commission in this field, now and in 

the future. 

 

Keywords: diploma, mutual recognition, freedom of establishment, provision of 

services, harmonization. 

 

1. Introduction 
 

The freedom of establishment and freedom to provide services in the European Union, 

according to Art. 54 par. 1 TFEU, guarantee mobility to: 

 companies formed in accordance with the law of a Member State and having 

their registered office, central administration or principal place of business 

within the Union. 

 natural persons who are nationals of Member States.  

 

Mutual recognition of diplomas in the European Union is more than a condition; it is 

the foundation of freedom of establishment and provision of services in the European 

Union.  

 

As a result, the beneficiaries of the right of establishment need only to carry out certain 

activities, which presuppose certified competences through national diplomas, to be 

recognized at the level of the European Union.  

 

Freedom of establishment and freedom to provide services in the European Union [1] 

are governed by the Treaty on the Functioning of the European Union (TFEU) in Art. 

49 - 55 (right of establishment) and art. 56 -62 (services).   

 

The provisions of TFU on the two freedoms are complemented by the directives and 

jurisprudence of the Court of Justice of the European Union in the matter.  

 

                                                 
1Corresponding author: Law Department, The Bucharest University of Economic Studies; 6 Piața 

Romană, 1st district, Bucharest, 010374 Romania; tel. (+40) 213191900; email address: 

ioananelimilitaru@yahoo.com.  
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We will still refer to the right (freedom) of establishment and freedom to provide 

services as regards natural persons who are nationals of the Member States, according 

to art. 54 par. 1 of T.F.U.E.  

 

2. The freedom of establishment (Militaru, 2017) 

 

The right of establishment and all its related rights is the right of individuals (and legal 

persons) to start and carry out economic activity in the territory of the Member States, 

irrespective of nationality or nationality (Ştefan and Andreşan Grigoriu, 2007) [2].  

 

The right of establishment concerns, on the one hand, persons and, on the other hand, 

the activity they carry out as a result of that freedom.  

 

2.1. Persons who are beneficiaries of the right of establishment 

 

The natural persons who are beneficiaries of the right of establishment must be 

nationals of the Member States, that is, the citizenship of a Member State, namely the 

citizenship of the European Union.  

 

Freedom of establishment for individuals implies their access to self-employed 

activities and their exercise (Article 49 (2) TFU). Therefore, they have the right to start 

an economic activity, and to exercise it on their own responsibility. They may also 

establish and manage undertakings, in particular companies, under the conditions laid 

down for their own nationals under the law of the country of establishment.  

 

As a result of the right of establishment, individuals can acquire the capacity of: 

 entrepreneurs, natural persons, independent, as self-employed, carrying out 

economic activities on their own responsibility, 

 founding members through the establishment / establishment of companies (i.e. 

associates / shareholders), 

 directors or managers of an undertaking or companies (within the meaning of 

Article 54 (1) TFU).  

 

Member States grant nationals of the other Member States the same treatment as their 

own nationals (citizens, n. A.) In respect of participation in the formation of company 

capital (Article 55 TFU). Natural persons thus acquire the capacity of founding 

member, associate / shareholder, by participating in the constitution of the capital of a 

company, under the same conditions as the nationals of the state where the company is 

founded.  

 

The right of establishment requires the national treatment of nationals of a Member 

State in the territory of another Member State [3]. Thus, the national provisions 

governing the establishment and the activities to be carried out as a result of the right 

of establishment must apply equally to nationals of all Member States and must not 

create a disadvantage for a Union citizen or a legal person when they so desire to extend 

its economic activities beyond the territory of a Member State [4].  

 

A Member State may have more restrictive provisions for its own nationals (Tudorel 

T., Andreşan Grigoriu B, 2007) [5], but they should not prevent them from enjoying 

the right of establishment in another Member State [6].  
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2.2. The nature of the activity carried out by the beneficiaries of the right of 

establishment  
 

As regards the activities to be carried out, the right of establishment refers only to 

economic activities that are carried out outside a subordination report, the conditions of 

employment and remuneration being personally assumed by the person applying for 

and enjoying this right [7]. Therefore, activities falling under the category of 

employment relationships are excluded.  

 

It also covers the pursuit of economic activities on a permanent and stable basis, 

without a fixed time limit, under the same conditions as those laid down by the 

legislation of the Member State of establishment for its own nationals (Ştefan and 

Andreşan Grigoriu, 2007: 443; Maciejewski and Pengelly, 2017) [8]. 

 

The right or freedom of establishment includes, in respect of individuals, the right to 

start (to initiate) and continue as non-salaried, independent persons, principally persons 

carrying out liberal activities in their capacity as professionals.  

 

The right of establishment entails access to self-employed activities and to the pursuit 

of such activities and to the formation and administration of undertakings and in 

particular of companies under the conditions laid down for their own nationals by the 

law of the country of establishment, subject to the provisions of the chapter on capital 

(Article 49 paragraph 2 TFEU). It is necessary to comply with the provisions on 

freedom of movement of capital, since establishment in another Member State of the 

European Union also involves a capital transfer.  

 

The rules on the movement of capital prohibit the parallel application of other freedoms 

if the provision in question (with regard to that freedom) regulates the flow of capital. 

For example, both the right of establishment and the freedom of movement of capital 

in the case of land purchase apply [9].  

 

In order to achieve freedom of establishment in respect of a defined activity, the 

European Parliament and the Council, acting on a proposal from the Commission, shall 

decide, by means of directives, 50 T. F. U. E. as follows: 

 To give priority, as a rule, to activities where freedom of establishment makes 

a particularly useful contribution to the development of production and trade;  

 To ensure close cooperation between the competent national authorities in order 

to know the special aspects of the different activities within the union; 

 To eliminate those administrative procedures and practices arising either from 

national law or from agreements previously concluded between member states, 

the maintenance of which would constitute an obstacle to freedom of 

establishment;  

 To provide workers from a member state who are employed in its territory for 

self-employment if they fulfill the conditions which they would have to meet if 

they entered the territory of that state at the time they intend to do so to initiate 

this activity;  

 To provide the national of a member state with the possibility to acquire and 

use land and buildings situated in the territory of another member state, 
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provided that this does not affect the principles set out in the objectives of the 

common agricultural policy referred to in article 1; 39 t.f.u.e.; 

 To gradually abolish the restrictions on freedom of establishment in each branch 

of activity in question, as regards, on the one hand, the conditions for the 

establishment of agencies, branches or subsidiaries in the territory of a member 

state and, on the other, the conditions the access of staff employed at 

headquarters to the management or supervisory functions of such agencies, 

branches or subsidiaries; 

 To coordinate, to the extent necessary and with a view to their equivalence, the 

safeguards required by member states for companies in order to protect the 

interests of members and third parties; 

 To ensure that aid granted to member states does not distort the conditions of 

establishment.  

 

3. Access to independent activities, conditions. Mutual Recognition of 

Diplomas in the European Union (Maciejewski, 2017) [10]  

 
3.1. Harmonizing legislation in the field of recognition of diplomas  

 
As there have been and are differences in the exercise of certain activities / professions, 

Member States have been forced to harmonize divergent national legislations 

(Manolache, 2006: 304).  

 

Thus, access to certain activities / professions / occupations requires the acquisition of 

diplomas or the fulfillment of specific conditions and their obtaining and fulfillment are 

different in the Member States, leading to restrictions on freedom of establishment [11].  

 

The right of establishment and the freedom to provide services - the basis of the internal 

market and, implicitly, the mobility of businesses and professionals in the EU. - have 

led to the recognition throughout the Union of diplomas and qualifications issued at 

national level.  

 

In order to facilitate access to and the exercise of independent activities, the European 

Parliament and the Council shall adopt directives on the mutual recognition of 

diplomas, certificates and other evidence of formal qualifications and on the 

coordination of the laws, regulations and administrative provisions of the Member 

States concerning access to and the exercise of self-employed activities (Article 53 (1) 

TFEU).  

 

This provision required that diplomas, certificates and other evidence of professional 

qualifications issued in the various Member States be mutually recognized and that all 

national provisions regulating access to various professions must be coordinated and 

harmonized (Maciejewski, 2017). This provision also refers to the need to coordinate 

national legislation on starting and pursuing independent activities (Maciejewski, 

2017). For certain activities, medical, paramedical and pharmaceutical professions, 

mutual recognition and phasing out of restrictions is subordinated, in cases where such 

harmonization is a difficult process, to the coordination of the conditions governing 

their exercise in the different Member States 53 (2) TFEU). Since the 1970s, the 

harmonization process has evolved through the adoption of a series of directives. 
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Harmonization of legislation requires a sectoral approach (depending on the 

profession), on the one hand, and general, on the other (Maciejewski, 2017).  

 

3.2. Harmonization of legislation by profession 

 
We can speak of a sectoral approach to harmonization in the health sector, which was 

faster, since training courses in this sector were not very different from one state to 

another. Between the mid-1970s and mid-1980s a number of directives have been 

adopted covering a large number of professions (for example, doctors, nurses, 

veterinary surgeons, midwives and self-employed commercial agents).  

 

In 2005, Directive 2005/36 / EC [12] on the recognition of professional qualifications 

was adopted and which aimed at simplifying existing directives and bringing together 

rules for various regulated professions (physician, dentist, medical assistant, veterinary 

surgeon, midwife, pharmacist and architect. Directive 2005/36 / EC governs the way in 

which the host Member State should recognize professional qualifications obtained in 

another Member State (“home”), a general system of recognition and specific systems 

for each of the professions mentioned in the earlier directives, which it has repealed 

and replaced since 20 October 2007. It has been concerned, as a regulation, among 

many others, on the level of qualification, training and professional experience (both 

general and specialized). The Directive applies, and qualifies professionals in the 

transport sector and insurance intermediaries and statutory auditors. These professions 

have previously been regulated by separate directives.  

 

In 2011, on 22 June, the Commission adopted a Green Paper entitled ‘Modernizing the 

Professional Qualifications Directive’ [13] proposing a legislative initiative on the 

reform of systems for the recognition of professional qualifications, to facilitate worker 

mobility and adapt vocational training to the requirements current labor market. On 29 

December 2011, the Commission published a proposal for a revision of the Directive 

on the recognition of professional qualifications. Among the most important proposals 

we are exemplifying: the introduction of a European professional card; harmonization 

of minimum training requirements; automatic recognition of seven professions, namely 

architect, dentist, doctor, nurse, midwife, pharmacist and veterinary surgeon, as well as 

the introduction of the Internal Market Information System, which allowed for 

enhanced cooperation in the field of recognition of diplomas.  

 

The main objectives of the proposal are:  

 To facilitate and strengthen the mobility of professionals throughout the EU,  

 To contribute to alleviating labor shortages in some Member States 

(Maciejewski, 2017).  

 

Directive 2005/36 / EC on the recognition of professional qualifications was amended 

by Directive 2013/55 / EU [15]. The European Parliament adopted the resolution (on 

15 November 2011) with a view to adopting Directive 2013/55/EU implementing 

Directive 2005/36/EC on professional qualifications by which it requested the 

modernization and improvement of that Directive and the introduction of appropriate 

technology, such as the introduction of a European Professional Card, which is an 

official document recognized by all competent authorities in order to facilitate the 

recognition process. 
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The Commission responded to Parliament’s resolution by presenting on 19 December 

2011 a proposal for a revision of the Professional Qualifications Directive. Parliament 

has obtained the changes it has requested, including: the introduction of an optional 

professional card, the creation of an alert mechanism, clarification of the rules on partial 

access to a regulated profession, rules on language skills and the creation of a mutual 

evaluation mechanism of regulated professions to ensure greater transparency. The 

resolution, Parliament’s requests to the Commission respectively led to the adoption of 

Directive 2013/55/EU (20 November 2013) of the European Parliament and of the 

Council amending Directive 2005/36/EC on the recognition of professional 

qualifications (Maciejewski, 2017) [16].  

 

3.3. Mutual recognition of diplomas without harmonization  
 

The diversity of the legal systems of the Member States for certain professions has 

prevented the full mutual recognition of diplomas and qualifications which would have 

ensured the freedom of immediate establishment on the basis of a diploma obtained in 

the country of origin.  

 

Council Directive 77/249/EEC of 22 March 1977 granted lawyers the freedom to 

provide occasional services; otherwise, a diploma in the host country is required for the 

free establishment. A significant step in this sector was Directive 98/5/EC of 16 

February 1998, stating that lawyers who hold a diploma obtained in any Member State 

may be established in another Member State in order to pursue their profession, 

provided that the country – the person can ask them to be assisted by a local lawyer 

when he represents or defends his clients in court. According to this system, after three 

years of practicing the profession, attorneys obtain (if they wish) the right to exercise 

their full profession after passing an aptitude test established by the host country 

without the need for a qualification examination. This principle has also been applied 

by other directives on professions, such as the road haulage operator, insurance agent 

and broker, hairdresser and architect.  

 

3.4. Harmonization of legislation, general approach  
 

The new general approach on the approximation of legislation in the field of the 

recognition of diplomas requires a general system of recognition of the equivalence of 

diplomas valid for all regulated professions which have not been the subject of specific 

legislation within the Union.  

 

If “recognition” was originally conditional on the existence of European rules on 

“harmonization” for the profession or regulated activity in question, then “mutual 

recognition” became almost automatic, according to the legislation in force, for all the 

regulated professions concerned without being specific sectoral secondary legislation 

is needed. Thus, since then, methods of “harmonization” and “mutual recognition” have 

been used according to a parallel system. There have been situations where both 

methods have been used according to a complementary system by using both a 

regulation and a directive [17]. The host Member State may not refuse applicants access 

to the profession concerned if they have the necessary qualifications in their home 

country. However, where the training they have received has taken place for a shorter 

period than in the host State, it may require some professional experience and, if the 
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training differs substantially, a period of accommodation or a test of skills at the 

discretion of the applicant, unless the profession requires knowledge of national 

legislation (Maciejewski, 2017).  

 

4. Role of the European Commission in the Field of “Mutual 

Recognition of Diplomas” [18] 

 

The intergovernmental process in Bologna has facilitated, but has not ensured, the 

mutual recognition of higher education diplomas in 48 countries.  

 

Two systems are currently being created at European level to facilitate the mutual 

recognition of diplomas:  

 

1. “The Common European Credit Transfer System”, so that studies conducted in one 

country can be recognized in other countries. The system regulates the accumulation 

and transfer of study credits in higher education. The system is used in all Erasmus 

student exchanges. 

 

2. “The European Credit System for Vocational Education and Training”. This system 

provides for a comparable approach to vocational training and education, but its 

application at a less advanced stage. 

 

Furthermore, in 2008, the European Qualifications Framework, called the EQF [19], 

has been set up to compare qualifications systems in Europe. The EQF aims to facilitate 

mobility and lifelong learning.  

 

Due to the European Qualifications Framework, it has increased the ability to compare 

levels of education between different Member States and between general and 

vocational education. 

 

Thus, a young person wishing to obtain recognition in another Member State of a 

qualification corresponding to the upper secondary level often encounters difficulties. 

This is because decisions on admission to a particular curriculum and the qualifications 

required to have access to studies are left to the discretion of universities. The deadline 

for making recognition decisions varies considerably from one university to another 

[20]. 

 

Currently, only higher education has a non-binding European mutual recognition 

procedure for bachelor, master’s and doctoral degrees.  

 

The Commission has proposed starting in 2018 to launch a new “Sorbonne Process” to 

prepare the political and technical ground for mutual recognition of higher education 

diplomas and secondary education diplomas and facilitating cross-border validation 

certificates of training and lifelong learning, with the following steps: 

 The High Level Meeting on Education (Brussels, January 2018 [21]). 

 Bologna Ministerial Conference (Paris, May 2018) 

 In May 2018, the Commission’s proposal for a Recommendation on the mutual 

recognition of higher education diplomas and of secondary education diplomas 

or study periods abroad is to be published, the legal basis of which is Article 

165 of the TFEU. 
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 Supporting the initiative on mutual recognition, development and launch of a 

secure electronic system for storing and issuing university diplomas to facilitate 

verification of authenticity. 

 

Looking ahead to 2025, the Commission proposes the creation of a European Area of 

Trust based on trust, mutual recognition, cooperation and exchange of best practices, 

mobility and growth.  

 

5. Conclusions 
 

The free movement of persons in the European Union is a fundamental right of the 

citizens of the Union. The mobility of European citizens can be achieved both for 

tourism purposes and non-profit, as well as for carrying out economic activities, for 

lucrative purposes.  

 

In order to carry out economic activities or as employees with a contract of 

employment, European citizens have to prove certain professional competences 

acquired in the state of origin and to be recognized in the states where they are going 

to work. rules have been established to facilitate the mutual recognition of 

qualifications between Member States.  

 

This has led to the request for an electronic portfolio enabling everybody to present 

their skills and qualifications in a comprehensive manner [22]. This e-Portfolio is a 

“European Skills Passport" (PEC). 

 

The European Skills Passport can be used to find a job, access a training course or 

validate the skills the applicant owns. Among the documents attesting to the 

qualifications and which are included in the contents of the European Qualifications 

Passport, we include the following: Language passport, Supplement to the professional 

certificate, Supplement to the diploma, copies of diplomas or certificates of 

qualification, etc.  
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Abstract: Although the notion of precarious work exists in the labour law for more 

than 30 years, it does not have a clear and unitary definition at the level of the EU or 

at the level of the country, much less at global level. The doctrine put forward this 

concept, by analysing niche cases – that appeared on the labour market due to the 

development of consumer society (for example persons used for promoting clubs, 

discotheques, restaurants or various travel sites, street ticket vendors, online work in 

extremely diverse forms, etc.) or simply forms of work that existed from the very 

beginning but were never properly regulated (providers of services at home: gardener, 

interior design ”handyman”, working in domains considered illegal in some states – 

such as prostitution etc.). Then, this category also included cases of work that although 

they are developed in regulated domains exhibit conditions of discrimination, 

inequality, harmful for the health or other inferior conditions and need an additional 

protection status (this is maybe the broadest category and raises the biggest problems 

of systematization). Therefore, starting from various concrete examples, it was 

ascertained the need to focus on vast categories of people working in unusual 

conditions”. In other words, although in the cases mentioned work is being provided, 

this may either not be recognized as such or not benefit of the “standard” protection 

offered to employees in general, i.e. certain categories of employees working in the 

same niche domain. 

 

Keywords: Human rights; precarious work; working conditions; Romanian and EU 

law. 

 

1. Introduction  

Although the notion of precarious work exists in the labour law for more than 30 years, 

it does not have a clear and unitary definition at the level of the EU or at the level of 

the country, much less at global level.  

 

The doctrine put forward this concept, by analysing niche cases – that appeared on the 

labour market due to the development of consumer society (for example persons used 

for promoting clubs, discotheques, restaurants or various travel sites, street ticket 

vendors, online work in extremely diverse forms, etc.) or simply forms of work that 

existed from the very beginning but were never properly regulated (providers of 

services at home: gardener, interior design “handyman”, working in domains 

considered illegal in some states – such as prostitution etc.). Then, this category also 

included cases of work that although they are developed in regulated domains exhibit 

conditions of discrimination, inequality, harmful for the health or other inferior 

conditions and need an additional protection status (this is maybe the broadest category 

and raises the biggest problems of systematization).   
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Therefore, starting from various concrete examples, it was ascertained the need to focus 

on vast categories of people working in unusual conditions. In other words, although in 

the cases mentioned work is being provided, this may either not be recognized as such 

or not benefit of the “standard” protection offered to employees in general, i.e. certain 

categories of employees working in the same niche domain.  

 

2. European references 

 

Unfortunately, the vastness of the analysed domain, the rapid advancement of 

technology and the change of the type of work, the cultural difference from one 

generation to another, as well as the specificity of the problematics for each country has 

led to a different understanding of the notion of precarious work from one jurisdiction 

to the other, which was also acknowledged by the European Parliament in the 

Resolution of July 4, 2017 on working conditions and precarious employment 

(2016/2221(INI))lxxx. 

 

Some of the findings considered by the European Parliament deserve a special attention 

because they highlight the shear lack of progress in this field, where not only the notion 

of precarious work does not have a common definition, but neither is the notion of 

working place clearly defined: 

 

”M.  since there is no common definition of precarious work; since this 

definition should be established in close consultation with social partners; 

since the type of contracts cannot, on its own, estimate the risk of work 

precariousness but, on the contrary, this risk depends on a wide range of 

factors;   

 

N.  Since standard forms of employment means classical full-time and part-

time employment, volunteer work, based on indefinite-term contracts; 

because each Member State has its own laws and practices for establishing 

the working conditions applied to different types of employment and 

internship contracts; because there is no generally accepted definition of 

the “standard forms of employment”lxxxi; 

 

In the attempt to approach this topic, the European Parliament observed the need for a 

prior systematization of the legal terms used. In other words, before trying to 

remove/improve the precarious working conditions all EU Member States must have 

the same basis of discussion: a common definition of work.  

 

In this sense, the European Parliament adopted the definition of work supplied by the 

International Labour Organization, calling on the Member States to take into account 

the following indicators to determine the existence of an employment relationship:   

 “work is carried out according to the instructions and under the control of 

another party;  

 it involves the integration of the worker in the organization of the 

enterprise;   

 it is performed solely or mainly for the benefit of another person;   

 it must be carried out personally by the worker;   
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 it is carried out within specific working hours or at a job specified or 

agreed by the party requesting the work;   

 it is of a particular duration and has a certain continuity;   

 it requires the worker’s availability or involves the provision of tools, 

materials and machinery by the party requesting the work;   

 the worker is paid a periodic remuneration that constitutes his or her sole 

or principal source of income, and there may also be provision of payment 

in kind such as food, lodging or transport;   

 the worker has entitlements such as weekly rest periods and annual 

holidays”lxxxii.  

 

Starting from these criteria, the European Parliament defined precarious work as 

“employment which does not comply with EU, international and national standards and 

laws and/or does not provide sufficient resources for a decent life or adequate social 

protection;” noting that “the risk of precariousness is dependent on the type of contract 

but also on the following factors:   

 little or no job security owing to the non-permanent nature of the work, as 

in involuntary and often marginal part-time contracts, and, in some 

Member States, unclear working hours and duties that change owing to 

on-demand work;  

 rudimentary protection from dismissal and lack of sufficient social 

protection in case of dismissal;  

 insufficient remuneration for a decent living;   

 no or limited social protection rights or benefits;   

 no or limited protection against any form of discrimination;   

 no or limited prospects for advancement in the labour market or career 

development and training;  

 a low level of collective rights and limited right to collective 

representation;  

 a working environment that fails to meet minimum health and safety 

standards;” 

 

This way it was promoted the first definition at European level of precarious work, 

which although is not mandatory for Member States, it has the power of an official 

recommendation from the European Union, that will surely serve as a starting point for 

future EU regulations. 

 

A first remark is that the list of these criteria is not exhaustive or limitative, but only 

highlighting or detailing some of the criteria that should be taken into account with 

priority for identifying precarious work. An exhaustive list is not desirable because it 

removes without justification less repetitive, less known criteria at the time of drawing 

up the list or some criteria emerging afterwards.  

 

Also, to be classified as precarious work, not all the criteria need to be met, one is 

enough as long as it is serious enough to be considered precarious. The importance of 

these criteria is that they provide a guide that, on the one hand, presents concrete cases 

of precarious work and, on the other hand, represent a set of examples for the method 

of analysis and other claims of precariousness.   
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The definition of precarious work is too general when it refers to the breach of the 

standard regulations of inadequate work or social protection, and left like this it would 

have opened the possibility for a too permissive or too restrictive interpretation. A 

permissive vision, for example, would mean that almost any deviation from the current 

regulations would be conditions of precariousness, without taking into account the 

severity factor. A too restrictive thinking could mean saving the scope of precariousness 

only to the most serious factors, removing conditions that although are not critical, they 

are certainly not negligible. In other words, the criteria must not allow an abuse of 

interpretation in favour of the employee but, to an equal extent, not drive him/her to the 

brink of despair until the state intervenes.   

 

It is important to underline that the European Parliament (in the same resolution) made 

a clear distinction between precarious work and atypical work, by taking note of the 

definition of atypical work developed by Eurofoundlxxxiii (the EU Agency for 

improvement of living and working conditions) and clearly stipulating that these two 

notions are not synonymous, atypical work means that the work relations are not 

consistent with the standard or typical forms of full time and open-ended employment, 

with a single employer for a long period.   

 

According to the definitionlxxxiv of Eurofond, atypical work includes part-time work, 

temporary work, fixed-term work, casual and seasonal work, self-employed people, 

independent workers and homeworkers. As you can see, the term atypical work is used 

to identify an alternative form of work compared to the regular employment contract – 

in its more general form. This is a classification and standardization tool and not a 

concept of analysis of the quality of working conditions. Therefore, atypical work is 

not necessarily precarious. 

 

Aside from the definition of precarious work and the identification criteria, the 

European Parliament made another step towards tackling it by identifying two distinct 

forms of manifestation, highly serious, namely: undeclared work and false independent 

activities. 

 

The less serious case is that of false independent activities. These are cases in which 

the person is a true employee in the work he/she carries out, fulfilling all the conditions 

to be considered an employee but legally he/she is organized and declared as a 

freelancer. This situation is encountered most frequently when the employer wants to 

speculate lower taxes that authorized individuals have to pay to the state compared to 

the taxes that the employer should pay for an employment contract. Generally, the 

employee does not have many options to refuse the employer’s claims, which is why 

he/she is forced to sign “service provision” contracts and not benefit of labour 

protection. 

 

However, the second example of precarious work is very serious. Undeclared work is 

defined as “any paid activities that are lawful as regards their nature but not declared to 

public authorities.... This definition links undeclared work with tax and/or social 

security fraud and covers diverse activities ranging from informal household services 

to clandestine work by illegal residents, but excludes criminal activities.” 

 

It is interesting to see that according to the Commission undeclared work is understood 

under the following forms:  
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i) undeclared work in a company– is the typical case in which the employer either 

does not report the employment of a person, paying him/her „off the books” the 

entire salary, eluding the payment of social and health contributions and related 

taxes, or when the employer, although it reported to the authority the 

employment of a person, it declares a smaller wage than the real one for eluding 

the payment of significant parts of the taxes owed (it is the classical case when 

a part of the wage is paid on the books – by settlement of the taxes, and the 

difference in the envelope – not subject to taxation);  

ii) undeclared freelancing work – is the situation when an individual treats work as 

an independent activity, eluding the reporting obligations, which takes two 

forms:  (a) the case when a person works on its own or for a company or an 

individual (developing an activity that should be qualified as an employment 

relationship and not independent activities) (b) the case where a person develops 

commercial activities or service provisions illegally for several persons from 

his/her social circle/entourage/environment (this is another case of non-

reporting for eluding the taxes and fees – normally applying the regulations of 

an economic activity or those of daily work in case of service provision);  

 

As regards the precariousness of the work, we must see that not any undeclared work 

must be considered precarious, the two notions not being synonymous. In other words, 

the term of precarious work does not fully encompass the term of undeclared work. 

Precarious work involves putting the employee in an inferior position without his/her 

approval, respectively depriving him/her from one or several rights held according to 

the law or the actual customs related to his/her work, manifested by the employer’s 

refusal to declare fully or partially the employment contract, or by obliging the 

employee to provide false independent activities.   

 

When the worker refuses to sign this employment contract, i.e. wants to remain 

independent, he cannot think of the existence of precarious conditions because there is 

no abuse from the employer, on the contrary (typical for this behaviour are cases in 

which the worker requests payments off the books to elude the duties towards various 

persons or institutions, e.g. to avoid the foreclosure of the bank for debts, the revenues 

are hidden intentionally from the worker by collections off the books).  

 

Obviously, precariousness cannot exist in the case of truly independent activities 

because there is no employment relationship, the independent person being in charge 

of organizing as he/she deems fit, the customer not being involved in this sense.  

 

At the end of this section, we want to draw attention on the fact that as regards the 

precarious work it is important not only to identify the factors of precariousness but 

also to “weight” their severity.   

 

In a recent study (2016) made by the European Parliamentlxxxv it is shown the most 

relevant indicator for precariousness is poverty, this category includes not only low 

revenues but also the lack of social insurance (pension, health insurance etc.). This 

conclusion is justified because from the employee’s perspective work should ensure 

first of all adequate means of survival and then taking into account other benefits/rights.  

 

Further on, the study nominates as indicators of precariousness:  (i) the absence of the 

specific rights of an employment relationship, i.e. the absence of the rights granted to 
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the person in the capacity of employee (this category probably contains the majority of 

the rights that the employee could be deprived of, for example: the right to leave, to a 

prior notice, to unemployment benefit, to periodical rest, to strike, to medical leave 

etc.), (ii) the absence of the possibility of trade union representation, (iii) the low quality 

of work (a criterion is the low autonomy and control at the job, duties of a low variety, 

the absence of control on the working time, inadequate or dangerous working 

environment that can cause stress and health problems), as well as (iv) the lack of 

professional development and chances of promotion.   

 

By analysing various types of precarious work, the study draws a few conclusions 

regarding Romania, of which we include the most relevant: (i) it is the country with the 

highest poverty level in the entire EU, (ii) the number of freelancers is higher than the 

EU average (iii) alongside Italy, Latvia and Lithuania, it is the country where 

dissatisfaction with the working conditions is higher than the European average rate, 

(iv) the country with the most false freelancing activity, (v) the highest risks in the field 

of social protection for artists.   

 

Another studylxxxvi that must be mentioned is the study drawn up by the Commission in 

2012 on precarious work. This study also starts from the analysis of all forms of work 

and analyses them from the point of view of the elements of precariousness. Although, 

by comparison with the study of the European Parliament, this is limited to only 12 EU 

countries and it is less broad, it stands out by an analysis that provides a very interesting 

case load. 

 

3. Internal regulations 

As regards the Romanian law, we notice that precarious work does not have a specific 

definition or approach, only certain aspects are regulated in a sparse and partial manner. 

From a European perspective, fighting precarious work does not target certain aspects 

in particular but is dedicated to the general purpose of providing to the employee decent 

working and living conditions. On the other hand, the Romanian law captures 

punctually certain aspects of precarious work but does not pursue the specific protection 

measures as a whole.   

 

This relatively recent concept for the Romanian doctrine gradually finds a minor 

legislative translation, but as you will see, it is fragmentary, elusive and contradictory. 

 

What is relevant here is how in August 2017 the labour law was amended in the sense 

of regulating, for the first time in history, precarious work. It must be underlined that 

the legislative amendment, aside from the novelty it brings, regulates a single aspect of 

precariousness: undeclared work.  

 

The history of this legislative “adventure” begins in 2012, with the promotion of Law 

no.  187 of October 24, 2012 (for implementation of Law no.  286/2009 on the Criminal 

Code), by which new crimes were included as regards the use of work off the books. 

According to art. 127 par. 2 and par. 3 of Law no. 187/2012 the Labour Code is 

amended, art. 264 and art. 265 stipulating that: 

“Art. 264 ... 
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(4) It is a crime and it is sanctioned with prison from 3 months to 2 years or 

with fine, the receipt of work by more than 5 persons, regardless of their 

nationality, without signing an individual employment contract. 

Art. 265 ... 

(2) The punishment set forth in art. 264 par. (4) is used to sanction the 

receipt of the work of a person who is in illegal stay in Romania, knowing 

that this is the victim of person trafficking.  

(3) If the work provided by the persons set forth in par. (2) or art. 264 par. 

(4) might threaten the life, integrity or health, the punishment is 6 months 

to 3 years in prison.”   

 

These legal amendments, although they are limited, were the first measures of 

protection of the employee against the use of labour force “off the books”) with the real 

potential of reaching its target, although in 2012 there is still no definition of undeclared 

labour. The first limitation of the law consists of the fact that the measure does not 

target the punishment of all forms of undeclared labour, but only the most serious of 

them, in which there is no employment contract signed, removing from the scope of 

application the case of fraudulent declaration of work (in particular when there is an 

employment contract but either it is not declared at the real level of the wage revenues, 

of the real number of hours of work or although the contract is suspended the work 

continues to be provided). Another limitation is the one that restricts the scope of the 

crime to employment without legal documentation to at least 6 persons.   

 

Another form of crime is only in the case of foreigners, victims of international human 

trafficking, paradoxically not applying to the Romanians who are in this situation. 

According to art. 210 of the Criminal Code regulating the human trafficking crime, the 

cross-border nature of the crime is not a constitutive element, strictly national and 

international traffic being possible. Therefore, it is simply amazing how Romanians are 

not excluded from the scope of protection of this provision. Fortunately, the aggravating 

form of the crime applies to Romanians and to foreigners if the work threatens their 

life, integrity or health.  

 

The government explains in the political statements made in 2012 that its priority is to 

fight tax evasion and to increase the revenues to the state budget, this measure focussing 

on the collection of contributions to pension, health funds and the collection of the 

relevant taxes. From this perspective, we can conclude that the protection of employees 

was rather circumstantial, in the hope of increasing the revenues to the budget and of 

stabilizing the economy after the economic crisis that began in 2008.    

 

Not even five years since the entry into force of the amended form of the articles 264 

and 265 of the Labour Code, the Government of Romania, by emergency ordinance no. 

53 of 2017,  noteslxxxvii that undeclared labour is not defined legally, that the application 

of art. 264/265 of the Labour Code was a failure and therefore decides to remove the 

frail protection of employees entirely, by removing from the criminal sphere the use of 

labour off the books with at least 6 employees and transferring it in the field of 

contravention. Instead of remedying the deficiencies found and continuing in the 

direction shown by the Parliament, the Government opted for a relaxation of the 

protection measures.   
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If in 2012, one of the forms of undeclared work was incriminated without being defined 

as such, in 2017, the opposite happens: the crime introduced in 2012 will be 

decriminalized and the definition of undeclared work will be inserted in the Labour 

Code. However, only the crime set forth in art. 264 of the Labour Code was 

decriminalized, foreigners continuing to be protected according to art. 265 par. 2.  

 

Also, we cannot fail to observe the legislative non-correlation between GEO no. 

53/2017 and the Labour Code. According to art. 10 of the emergency ordinance, article 

264 par. (4) of the Labour Code is abrogated, but art. 265 par. (3) of the Labour Code 

was not amended. By reading art. 265 par. (3), we note that this continues to refer to 

art. 264 par. (4), which no longer exists („(3)If the work provided by the persons set 

forth in par. (2) or in art. 264 par. (4) can threaten the life, integrity or health, the 

punishment is 6 months to 3 years in prison.”). Therefore, the question arises whether 

the Romanians employed “off the books” are still protected or not by the criminal law 

when the work they provide threatens their life, integrity or health. Considering the 

criminal requirements that require predictability and clarity in the description of the 

content of the crime our opinion is that this crime is decriminalized as far as Romanians 

are concerned. If only the text in force is read – because it is not permitted otherwise, 

we can see that the reference to the persons set forth in art. 264 par. (4) is an empty 

reference. A person cannot be convicted by referring to abrogated texts, arguing that 

the crime is stipulated by corroborating a partial text in force and an abrogated text. Nor 

art. 265 par. (5) that provides for reparations is correlated, by referring also to art. 264 

par. (4). These glitches are the more surprising as art. 265 par. (2) was correlated with 

the abrogation of art. 264, by receiving a new adapted formulation. 

 

The only benefit brought by GEO no.  53/2017 was the first-time introduction of the 

definition of undeclared labour, that according to art. 151 of the Labour Code means:   

 

„a) the receipt to work of a person without signing the individual 

employment contract in a written form, on the day prior to the 

commencement of the activity;  

b) the receipt to work of a person without sending the labour report to the 

general registry of employees the latest on the day prior to the 

commencement of the activity; 

c) the receipt to work of an employee when the employee has a suspended 

individual employment contract;  

d) the receipt to work of an employee outside the working hours set in the 

part-time individual employment agreement”. 

 

It could be argued that the definition from the Labour Code is more restricted or more 

laconic than the definition of the Commission, which was briefly presented above, but 

this conclusion would be hasty. The commission, in its recommendations, does not start 

from a text of law but advances proposals for a policy of fighting undeclared labour 

generally speaking, as a toxic phenomenon for the Member States and for those in 

question, identifying undeclared labour not only in the employment relations but also 

in independent activities. In the context of the fiscal fraud defined by the Commission, 

undeclared work also includes independent activities, but from the point of view of 

precarious labour these activities are irrelevant. 
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The Labour Code addresses strictly working relations, which is why it is natural that 

they do not enter in the sphere of independent activities. Therefore, the definition of 

undeclared work must be limited to the scope of the Code. As a matter of fact, as 

previous mentioned, in the case of truly independent activities, we cannot speak about 

employment relations but only about their precariousness.  

 

The issue arises whether false independent activities should be or should not be 

included in the definition of undeclared work, since these are defined a true 

employment relations dissimulated in independent activities from a strictly legal point 

of view. We think that their removal from this category is correct because in their case 

the problem is not the non-declaring (the clandestinity) but their fraudulent 

classification/reporting. The fact that false independent activities are not undeclared 

work does not mean that they should be omitted from the regulation of the Labour Code, 

because in fact these are employment relations.  

 

By analysing art. 151 of the Labour Code, a few mentions must be made. The precarious 

work is defined by the following factors:   

i) in the case of letter (a), the most serious of the 4 forms of undeclared work, the 

precariousness consists of the absence of any legal protection for the employee, 

who does not even have a proof that he/she is in an employment relationship. 

He/she is deprived from any protection from the point of view of labour 

protection, does not benefit of health insurance, does not contribute to the 

pension fund, he/she is practically exposed to any risk; 

ii) in the second case, the precariousness consists of the fact that since he/she is not 

declared in the registry of employees, the employee is practically clandestine in 

the records of the state risking to be deprived of a health insurance, pension etc. 

in exchange, there is an employment contract, this can prove the capacity of 

employee in relation to the employer, by invoking the provisions of the Labour 

Code in its favour; 

iii) the third case of undeclared labour is similar to the first case, since in this case 

the work is clandestine, not being taken into account at the stages of 

remuneration in the public insurance systems; in case of a labour accident, the 

employee will not benefit of medical leave;   

iv) the last case of undeclared labour also brings many aspects of precariousness; 

aside from the fact that the employee does not benefit from a full contribution 

to the public pension system, he/she is practically forced to provide additional 

work although this is forbidden for part-time work (art. 105 par. (1) lett. c) of 

the Labour Code); the reasoning of the Labour Code is clear – the contractual 

part-time must be real, if additional work is required the employment contract 

needs to be adjusted.    

 

The breach of these provisions is sanctioned with heavy fines. The novelty in this field 

is the right of the labour inspector to decide on the termination of the activity at the 

organized workplace until when the employer pays the counter-value of the fine and 

remedies all the deficiencies found: „by signing the individual employment contract, 

the transmission of the employment relationship in the general registry of employees 

or, as applicable, the termination of the suspension of the individual employment 

contract and the establishment and settlement of the social contributions and income 

tax for the wage income earned by the worker during the period of provision of the 

undeclared activity”lxxxviii. However, this sanction is not stipulated for provision of 
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overtime in a part-time contract, only for the cases set forth in art. 260 para. (1) lett. e)-

e2). 

 

However, the applicability of this complementary sanction is debatable since the 

termination procedure was not approved until now as it is not clear at the moment when 

this will be completed. As mentioned in the doctrine, the notion of termination of the 

activity at the organized workplace is undefined and ambiguous.  In an opinion it was 

shown that the organized workplace subject to control means only the workplace 

occupied by the person employed by breaching the legal provisionslxxxix, arguing that it 

would be logical that the termination of the activity to target also the employees who 

provide work under fully legal terms.  

 

We cannot share this opinion because for terminating the activity only for the person 

who carries out an illegal activity there is no need of any order from the labour 

inspector, being on the one hand expressly forbidden by law and on the other hand 

being subject to new sanctions whenever a new breach is detected. It would be absurd 

to claim that in the absence of an order of termination the employer would be entitled 

or be able to continue to use an employee by undeclared work. This type of activities is 

forbidden directly by law and there is still no need for an interdiction to be effective. In 

other words, the text of law does not need to be consolidated by the Labour Inspectorate 

Inspectors. But, the observance of the law and the termination of the legal breaching 

activities is not a complementary sanction but purely a legitimation. 

 

Secondly, we do not understand how the termination of the activity could affect the 

other employees who provide work under legal conditions. Termination means only the 

de facto termination of the employer’s activity and not the termination of the payment 

of the wages to the other employees.   Clearly, the other employees must not be affected, 

but the fact that they will benefit of a temporary suspension of the activity must not 

imply the non-payment of their wages. This is precisely the complementarity of the 

sanction and its preventive nature, the fact that using only a single employee in an 

undeclared job, the employer risks to remain with all the activity completely paralyzed. 

The text of law stipulated that this suspension could affect only the organized workplace 

and subject to control, which leads to the conclusion that only the workplace where the 

contravention was discovered can be stopped and not all the locations where the 

employer works. In any case, it is preferable that all these aspects must be clarified as 

soon as possible by adequate procedures, to put an end to the ambiguity.  

 

4. European perspectives 

At the end of this article, I want to draw attention on the fact that for a better fighting 

of undeclared work at the level of EU, the European parliament and the Council adopted 

(EU) Decision 2016/344xc of March 9, 2016 on establishing a European platform to 

enhance cooperation in tackling undeclared work.   

 

Essentially, with the decision mentioned, a platform is set at the level of the Union to 

enhance the cooperation among Member States in tackling undeclared work, for 

preventing, discouraging and fighting undeclared work, and promoting the actions 

whose aim is to declare undeclared labour.   
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Although this decision does not undermine the competence of Member States to decide 

on the measures that must be adopted at national level to fight undeclared work, the 

platform set up at the level of the Institution will encourage the cooperation between 

Member States by: (a) exchange of good practices and information; (b) development of 

expertise and analysis; (c) encouraging and facilitating an innovating approach to 

ensure the effective and efficient cooperation and evaluation of the experiences at a 

cross-border level;  (d) contributions to a trans-sectoral understanding of the issues 

related to undeclared work. The platform was launched by the Commission in Brussels 

on May 27, 2016.   

 

A useful tool for analysing the measures of tackling undeclared labour has proven to be 

the relation of the European Foundation for Improving the Living and Working 

Conditions (Eurofound) from 2013 regarding the approaches and measures taken 

starting from 2008xci. 

 

The section regarding the measures taken by EU countries deserves a special attention, 

classified into measures of discouraging, preventing, remedying and commitment. The 

measures of discouragement refer to the identification of cases of undeclared labour 

and sanctioning them. The prevention was made by simplifying bureaucracy, 

technological interventions (such as the obligation of electronic cash registers); the 

regulation of new economic activities that were carried out illegally due to the absence 

of appropriate regulations; giving direct or indirect incentives for encouraging people 

to return to declared work; offering support to micro-enterprises for establishing and 

development and the increase of the number of initiatives for an easy transition to the 

status of freelancer.   

 

The measures of remedy proposed/analysed refer to the means of ensuring the legality 

of the activity performed, which are of two types: measures aimed to help workers “off 

the books” to be on the books and measures to encourage consumers to purchase goods 

and services from people with a declared work regime. Among the measures of 

supporting workers “off the books”, general amnesties, individual amnesties were 

mentioned for those who declare their status and become legal, information services for 

those in question. The measures for encouraging “visible” consumption include the 

indirect tax measures (e.g. reverse taxation of VAT), direct fiscal measures (e.g.  

deductibility to consumers in various domains), vouchers for various services 

(employers receive vouchers from the state to pay various categories of employee, so 

that the state incurs the costs).  

 

Among the measures of commitment, the aim was to educate citizens and to appeal to 

their sense of morality, through awareness campaigns on the risks of undeclared work 

and the benefits of renouncing to it as well as by appeals directed to certain target 

persons, by letters of notification sent by the governments of these persons.   

 

By analysing the measures adopted by Member States, Eurofond also made a study 

measuring the weight of these measures, grouped by general categories and by type of 

measure.  Therefore, we find that in 2010 the importance given by the states to the four 

categories of measures was in the following order of priority: (1) – 57% measures of 

discouragement, (2) – 19% measures of prevention, (3) – 14% measures of remedy and 

(4) – 10% measures of commitment. 
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5. Conclusion 

The aim of this article was to provide a general perspective on the approach of the 

phenomenon of precarious work in Europe and in Romania. After this exercise, there 

is a clear conclusion that we are just starting on this journey, being only at the first 

preliminary stages. The European efforts to prepare and to establish guidelines for the 

Member States and not only for approaching and tackling this phenomenon but also for 

encouraging the common efforts of the states, respectively a harmonization of the 

minimum rights of employees deserves praise.   

 

 

 

lxxx http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P8-TA-2017-

0290+0+DOC+XML+V0//RO  
lxxxi See the premises M. and N. of the European Parliament Resolution of 4 July 2017 on 

working conditions and precarious employment (2016/2221(INI)) 
lxxxii See art. I point 1 of the European Parliament Resolution (2016/2221(INI)) 
lxxxiii  For more details see https://www.eurofound.europa.eu/  
lxxxiv  See https://www.eurofound.europa.eu/observatories/eurwork/industrial-relations-

dictionary/atypical-work  
lxxxv See Precarious Employment in Europe Volume 1: Patterns, Trends and Policy Strategies – 

pg. 23 

http://www.europarl.europa.eu/thinktank/en/document.html?reference=IPOL_STU(2016)587

285 
lxxxvi See the Study on Precarious work and social rights. Carried out for the European 

Commission (VT/2010/084) by Working Lives Research Institute, Faculty of Social Sciences 

and Humanities, London Metropolitan University - 

http://www.google.ro/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0ahUKEwjS89

SR3OjZAhWE_qQKHSIWAV8QFggmMAA&url=http%3A%2F%2Fec.europa.eu%2Fsocial

%2FBlobServlet%3FdocId%3D7925%26langId%3Den&usg=AOvVaw2SmLX7vDfrsAf3cb

M69dtP&sourl=https%3A%2F%2Fwww.google.ro%2Fsearch%3Fdcr%3D0%26ei%3DMlOn

WrXPCqja6ATQ0JXgBA%26q%3Dstudy%2Bon%2Bprecarious%2Bwork%2Band%2Bsoci

al%2Brights%2Bcarried%2Bout%2Bfor%2Bthe%2Beuropean%2Bcommission%26oq%3DSt

udy%2Bon%2BPrecarious%2Bwork%2Band%2Bsocial%2Brights%26gs_l%3Dpsy-

ab.1.1.0i22i30k1l2.8935885.8935885.0.8940422.1.1.0.0.0.0.614.614.5-1.1.0....0...1.1.64.psy-

ab..0.1.612....0.vOTEy7FzAx4&tourl=ec.europa.eu%2Fsocial%2FBlobServlet%3FdocId%3D

7925%26amp%3BlangId%3Den 

 
lxxxvii  See the motivation of the urgency in the introduction to GEO no. 53/2017:  

“Undeclared work is a very serious phenomenon that society faces, with negative consequences 

on the worker, and on the state budget, which takes various forms, by not declaring to the 

authorities the entire activity of the employee, and by partially declaring his/her activity. 

 

The Romanian law does not provide a definition of undeclared work, currently, the Labour 

Code sanctions only the admission to work of a person without signing an individual 

employment contract before beginning the activity, but not other forms of undeclared work.  

In this context, the national law must be adjusted to the new challenges that the authorities face 

in their aim to prevent and tackle this phenomenon, including by regulating the situations 

representing undeclared work, a regulation without which these deeds could not be sanctioned.  

While exercising the control activity, the labour inspectors identified many situations in which 

employers used more than 5 persons, without signing an individual employment contract, 
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subject to art. 264 of Law no. 53/2003 – Labour Code, republished, as amended, and engaging 

the criminal liability of the employers.   

From the analysis of the resolution of these criminal files, in almost all cases, the criminal 

research authority and the court of law have adopted solutions of non-pursuit of criminal 

prosecution or of settlement, as applicable, due to the absence of the social threat of the deed.  

Therefore, the impact of establishing as crime the deed of receiving to work more than 5 persons 

without an individual employment contract was not expected, which led to the non-application 

of the regulation and a discrimination among employers who were sanctioned within the 

maximum limit of the fine regulated by the provisions of art. 260 par. (1) lett. e), respectively 

up to 100,000 lei for 5 persons identified without an employment contract, and employers in 

the situation regulated by art. 264 par. (4), who, after analysing the deed from a criminal 

perspective, they are sanctioned with a possible administrative fine, whose value is extremely 

low (500-1,000 lei). 

In the period 2016-June 2017, territorial labour inspectorates alerted the criminal investigation 

authorities with 349 deeds of work provided by more than 5 persons without concluding an 

individual employment contract, in more than 90% of the cases of settlement sent to the 

inspectorate the measure of non-prosecution or termination of the criminal prosecution being 

adopted. 

The disincentive effect of the criminal sanction was ineffective, in the vast majority of the cases, 

the instrumentation of the criminal file has consequences contrary to the regulatory intention, 

and the costs for the judgment of the criminal case were incurred by the state.   

Therefore, for streamlining the control activity for fighting undeclared labor, and for a more 

clear definition of the regime of sanctioning undeclared labour by Law no. 53/2003 – Labour 

Code, republished, as amended, by amending the sanctioning regime of this deed, in the sense 

of removing the limit of 5 persons currently set by the Labour Code  for considering the deed a 

contravention, the regulations proposed must be enforced urgently.” 

 
lxxxviii  See art. 260 para. (4) and (5) of the Labour Code 
lxxxix  See Ștefănescu Ion Traian; ezer Marius; Gheorghe Monica; Sorica Irina; Teleoaca-

Vartolomei Brândușa; Uluitu Aurelian Gabriel; Voinescu Veronica, Codul Muncii din 15-sep-

2017, Universul Juridic- comment to art. 260 of the Labour Code 
xc  The full text can be read on the eur-lex website:  http://eur-lex.europa.eu/legal-

content/RO/TXT/?uri=CELEX%3A32016D0344 
xci  See the report “Tackling undeclared work in 27 EU Member States and Norway: 

Approaches and measures since 2008” - 

https://www.eurofound.europa.eu/publications/report/2013/labour-market/tackling-

undeclared-work-in-27-eu-member-states-and-norway-approaches-and-measures-since-2008 

https://idrept.ro/00140284.htm
https://idrept.ro/00140284.htm
https://idrept.ro/00140285.htm
http://eur-lex.europa.eu/legal-content/RO/TXT/?uri=CELEX%3A32016D0344
http://eur-lex.europa.eu/legal-content/RO/TXT/?uri=CELEX%3A32016D0344
https://www.eurofound.europa.eu/publications/report/2013/labour-market/tackling-undeclared-work-in-27-eu-member-states-and-norway-approaches-and-measures-since-2008
https://www.eurofound.europa.eu/publications/report/2013/labour-market/tackling-undeclared-work-in-27-eu-member-states-and-norway-approaches-and-measures-since-2008
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Abstract: The fiduciary relations as regulated under the Romanian law raise many 

questions on various unclear and controversial aspects. The fiduciary operations are 

not used in practice due to the novelty factor, unclear legal status and not enough 

secondary regulations. For our analysis we used mainly legislative sources such as 

Civil Code but also limited secondary regulations such as Lawyers’ Statute and 

Regulation no. 15/2015. Due to the scarcity of jurisprudence, we also analysed 

statistical data, practice and doctrine. The main tool used for this analysis was legal 

analysis and interpretations of regulations as well as independent data research and 

discussions. Out of our main findings we mention: it is not possible for one person to 

hold all three roles under a fiduciary contract, a contract can be transferred under a 

fiduciary operation, the publicity requirements for fiduciary operations are excessive. 

The findings under this study may be relevant for the legislator (as it contains de lege 

feranda propositions), for the practitioners (as it contains practical aspects) and may 

raise awareness and trust of potential beneficiaries in this institution. We focused, 

raised awareness and mentioned personal opinion on the unclear and controversial 

aspects such as the object of the fiduciary relations (and its flexible nature), parties 

(with focus on fiduciary and its powers and obligations), publicity (and its various 

forms), impact of termination of the fiduciary contract and the content and practical 

use of the fiduciary contracts.  

 

Keywords: Fiduciary relations, fiduciary operations, fiduciary contract, object of 

the fiduciary contract, publicity of fiduciary operations. 

 

1. Introduction 

The fiduciary institution has been introduced relative recently in the Romanian law 

through the New Civil Code entered into force in 2011. Thus, this institution is in its 

“growth” stage and still not entirely known or understood. Judging by its novelty in the 

Romanian law system, we can consider that the introduction of the fiduciary relations 

in the Civil Code of 2011 may be the biggest innovation brought by the Romanian 

legislator through this modern and flexible Civil Code. However, we will show in this 

analysis why some elements of the fiduciary operations, as regulated by the Civil Code, 

are still reminiscent of the conservatory attitude of the Romanian legislator. 

 

The introduction of the fiduciary institution in the Romanian law system represents 

only the first step towards the development of a new law branch that can be created 

around this institution. 

 

For example, in the Anglo-Saxon law, the institution of “trust” itself is a subject studied 

in the faculties of law and, along with equity law, forms a distinct branch of law.  
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Why is trust so developed in Anglo-Saxon law? Under the Anglo-Saxon law, trust is of 

several forms (for example, classified by publicity: public, hidden and partially hidden). 

These categories have been created over a long period of time when the trust has been 

used, given the benefits and innovations it has brought to the legal systems in which it 

was used. 

 

We have introduced this parallel with the trust because it is the most evocative reference 

and can show the potential for the development of fiduciary operations in the Romanian 

legal system. 

 

At the same time, as some foreign authors observe (Banakas, 2006), although Hague 

Trust Recognition Convention was adopted in 1985, very few European civil law 

jurisdictions have included it in national legislation (e.g. Italy, Netherlands, and 

Cyprus). This is quite different from the situation of fiduciary operations, which has 

somewhat been developed in Europe (e.g. France, Romania, Luxembourg, Germany, 

Switzerland, Austria, etc.) and it seems that there is still on an increasing trend. 

 

As mentioned above, the introduction of fiduciary operations into the Romanian legal 

system is a promising beginning. However, to become an equally versatile tool and 

used as often as a trust, it needs to be fully understood by potential beneficiaries. 

 

The Romanian law system, being of continental law, allows only certain patrimonial 

relations between the parties to a contract. These patrimonial relationships must, 

however, be based on the principles of law as enshrined in the Civil Code and enshrined 

in doctrine and jurisprudence. 

 

Moreover, starting with the resemblance of the trust with fiducia (which raises many 

controversies), the common elements permitting a strong association at both 

terminological (Gvelesiani, 2016) and theoretical level, we will focus exclusively on 

the specificity of fiduciary relations that makes this institution a unique legal 

instrument. Thus, we can assert that the fiduciary contract is a special contract, distinct 

from any other contracts regulated in the Civil Code and in the Romanian law system. 

 

At the same time, it is worth mentioning that there is still a debate in the doctrine about 

the qualification and origin of the fiduciary operations. Thus, some authors claim that 

fiduciary operations are simple legal transplants or hybrid institutions (Moreanu, 2017). 

However, as we will try to determine below, we believe that fiducia goes beyond the 

limits of such a copied structure, and has become a unique contract through its seamless 

characteristics. 

 

Also, as other Romanian authors have observed, "fiduciary is more than a simple 

contract" (Koessler, 2012: 8) creating a link between the parties of a complexity that is 

not common to another type of contract (perhaps similar to a company’s incorporation 

deed), and with effects as important as a sales contract. 

 

The importance of the fiduciary operations in the Romanian legal system was quickly 

recognized by the financial authorities in the Romanian financial system (National 

Bank of Romania and Financial Supervisory Authority). The National Bank of 
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Romania even organized dedicated events on the implementation of this legal 

instrument in its area of competence (National Bank of Romania, 2012). 

 

Thus, fiduciary operations are not a subspecies of either of the above, nor does it drift 

or resemble confusion with them, but is a totally different contract in a class of its own. 

Although borrowing some elements from these other institutions, fiduciary is unique, 

innovative, distinctive and very useful. 

 

2. The fiduciary relations under the Civil Code 

As mentioned above, the fiduciary contract benefits, starting with 2011, from express 

regulation in the Romanian Civil Code. 

 

Thus, between art. 773-791 the Civil Code contain 18 articles regulating the fiduciary 

relations. Also, articles on fiduciary operations can be found in the chapter of private 

international law included in art. 2659-2662 of the Civil Code. In addition, relevant 

provisions on fiduciary patrimony are found in art. 31 and following of the Civil Code. 

 

The notion of fiduciary operations. According to art. 773 of the Civil Code, "Fiducia 

is the legal operation by which one or more settlors transfer real rights, claims, 

guarantees or other property rights or a set of such or present or future rights to one or 

more fiduciaries that exercise them with a defined purpose, for the benefit of one or 

more beneficiaries. These rights form an autonomous patrimonial patrimony distinct 

from the other rights and obligations in the assets of the trustees”. 

 

An aspect that draws attention is the flexibility offered by this operation. Thus, the 

object of fiduciary can be both real rights, debt rights, but also guarantees and other 

patrimonial rights. Moreover, fiduciary can cover both current and future rights. This 

is a great advantage of fiduciary operations, as it can be concluded for any rights that 

are not yet born at the time of the conclusion of the contract. 

 

We will further detail the object of the fiduciary contract in a separate section. Turning 

to the definition of fiduciary operations, we add that it allows both the existence of one 

or more fiduciaries. Regarding the existence of several fiduciaries, we will examine in 

the study how the rights and obligations should be shared in this case. 

 

Another relevant element is the express provision in art. 773 of the Civil Code referring 

to the exercise of fiduciary rights only “for a determined purpose”. We consider that 

this is in fact a restriction in the sense that the legislator has understood to impose the 

exercise of the fiduciary operation only by mentioning in the contract of the exact 

purpose for which the fiduciary is exercised. At the same time, we mention art. 775 of 

the Civil Code prohibiting indirect liberality acts. Therefore, a fiduciary operation could 

not be constituted in order to grant to the beneficiary any donation or other indirect 

liberality over rights or assets. 

The Civil Code also allows for the existence of several beneficiaries, which may lead 

to the division of rights arising from the fiduciary contract and, potentially, 

misunderstandings between the parties. 

 

However, the most important aspect of the above definition is the last sentence of this 

paragraph. It is the distinctive element of fiduciary operations that provides a separation 
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of assets (in Romanian “separatie de patrimonii”). Thus, according to the Civil Code, 

“these rights form an autonomous patrimonial patrimony, distinct from the other rights 

and obligations of the fiduciary’s assets”. 

 

Considering the above, we define the fiduciary operations as the legal instrument 

through which a determined fiduciary patrimony is transferred from the settlor to the 

fiduciary for a determined period of time in order to be managed and used in such a 

way as to provide the beneficiary the result of such management in accordance to the 

provisions of the fiduciary contract. 

 

Sources of fiduciary operations. According to art. 774 of the Civil Code, fiduciary 

operations are established by law or contract concluded in authentic form. Thus, the 

law imposes an additional condition on written form to strengthen confidence in this 

new legal institution, and to avoid possible abuses. We believe that the legislator chose 

to impose the authentic form in view of the strong legal effects that this contract 

generates. However, de lege ferenda, we consider that, if in the case of immovable 

property this requirement is understandable, the authentic form represents an obstacle 

to fiduciary contracts involving small value movable goods, in which case it is 

excessive. 

 

Regarding the need for the fiduciary contract to be express, it is considered useful in 

view of the legal consequences of the transfer of ownership in this legal transaction. On 

the other hand, by imposing the restrictions and obligations mentioned in the Civil Code 

(authentic form, registration at Electronic Archive For Security Interests In Movable 

Property (AEGRM), registration with tax authorities), it would be rather difficult to 

have a non-express fiduciary operation in practice. It remains, however, an interesting 

provision that indicates the legislator’s intention to regulate fiduciary as transparently 

as possible. 

 

A provision contained in art. 774 of the Civil Code states that “the law under which the 

fiduciary is established shall be supplemented by the provisions of this title, insofar as 

it does not contain otherwise.” Although it is not very clear which law this article refers 

to, since there is no law specifically regulating fiduciary (more than the Civil Code), 

this provision seems to cover the situation in which in the future such laws would come 

into force. At the same time, this provision may refer to the special provisions of various 

specific regulations (e.g. FSA Regulation No. 1/2015, Fiscal Code, Law 51/1995 on the 

organization and pursuit of the profession of lawyer, Statute of the lawyer’s profession, 

accounting regulations, etc.). These regulations contain similar provisions indicating 

that the articles governing the fiduciary are complementary to the provisions of the 

Civil Code. 

 

Consequently, based on the provisions of the Civil Code on the sources of the fiduciary 

operations we conclude that the fiduciary contract could not be valid if concluded in 

other form as indicated above, as these requirements seems to be ad validitatem and not 

ad probationem. 

 

Object of the fiduciary contract. The object of the fiduciary contract does not benefit 

from a distinct definition on the Civil Code as other components. Thus, we can refer to 

the definition of this institution under art. 773 in order to assess the object (which 
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includes the transfer of ownership rights, receivables, guarantees, or other patrimonial 

rights or a set of such rights).  

 

Art. 775 of the Civil Code provides succinctly as follows: “The fiduciary contract is 

sanctioned by absolute nullity if through it there is an indirect liberality for the benefit 

of the beneficiary.” 

 

We consider that the legislator did not insist on the object of fiduciary contract given 

the broad and permissive provision in art. 773 of the Civil Code, which indicates that 

fiduciary contracts can be established over a wide range of current and future rights. 

 

As will be shown below, the restriction in art. 775 represents a major difference 

between these two legal institutions (fiduciary and trust operations). De lege ferenda, 

we believe that this restriction should be removed. In fact, by introducing it, the 

Romanian legislator limits an extremely wide range of operations that would have 

allowed the introduction in the Romanian legislation of specific facilities for developed 

economies such as treasury-trust or donation-trust. These operations do not in 

themselves constitute illegal or immoral operations if they are carried out under the 

Civil Code rules. Currently, considering these other “guarantees” (authentic form, 

registration at AEGRM/Land Registry, registration with tax authorities, etc.), we 

consider that this limitation should be removed. 

 

Moreover, the object of the fiduciary contract may consist of real rights and receivables. 

In fact, the Civil Code does not impose any restrictions on the object of fiduciary 

contract. However, the question arises whether the object of the fiduciary operation can 

also be a contract. Thus, it is important to analyse to what extent contracts can be 

transferred under the fiduciary operations. We consider that to the extent that the 

contract is part of a complex patrimony then contracts may be part of the object of 

fiduciary operations (especially contracts concluded for a longer period of time rather 

than one off contracts) under the legal framework established under art. 1315 and the 

following of the Civil Code regulating the transfer of contract (for more details on the 

transfer of contract please refer to Duagi, 2011). 

 

As stated in the doctrine, “fiducia is thus a poliform institution with multiple ends” 

(Stoica and Cristea, 2011: 2), while at the same time allowing for a flexibility that is 

out of the ordinary for a contract expressly governed by the Civil Code or generally in 

the Romanian legislation, which tends to have a rather rigid approach. 

 

Also, in states with more sophisticated capital markets, business trusts are admitted to 

trading on the capital market (e.g. Singapore and Hong Kong), but these operations are 

still at the top of innovation and financial complexity, for which both an appetite for 

risk but also an appetite for legal and financial innovation (specific to these 

jurisdictions) is necessary (Norman, 2012). 

 

Thus, the real rights, indicated in art. 551 of the Civil Code represent: the right of 

property, the superficies right, the right of usufruct, the right of use, the right of 

servitude, the right of administration, the right of concession, the real rights of 

guarantee, other rights for which the law recognizes this character. These rights are 

explicit and do not raise issues of special interpretation. 
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The object of the fiduciary may also be constituted by receivable rights that may arise 

from various contracts. We consider that these rights also do not raise problems of 

interpretation in practice. These may be the subject of the fiduciary contract being part 

of the fiduciary patrimony. 

 

As far as guarantees are concerned, they are real and personal. Personal guarantees are 

of two kinds: pure personal and autonomous guarantees (letter of guarantee and letter 

of comfort). The real guarantees are the following: privileges, mortgage, pledge and 

retention. 

 

By stating that any “other patrimonial rights” may be the subject of fiduciary operation, 

the legislator leaves open the possibility for the parties to the fiduciary contract to 

include any right in the subject matter of this contract, proving a degree of flexibility 

and a legal maturity worthy of advanced jurisdiction. 

 

As a final remark under this section, we consider that the parties to the fiduciary contract 

should make use of this opportunity and use these flexible provisions in order to 

conclude fiduciary contracts transferring various rights. Thus, the provisions on the 

object of the fiduciary contract under the Romanian Civil Code proves to be more 

advanced than most of the standard contracts regulated within it. 

 

The parties to the fiduciary contract. One aspect that has been extensively regulated 

in the Civil Code is that of the parties to this contract (for more information on the 

parties of the fiduciary contract please refer to Lefter and Duagi, 2017). 

 

Thus, each of the three parts of the fiduciary contract is governed in one way or another 

in the Civil Code. As expected, the fiduciary status benefits from the most restrictive 

regulation. This reflects the special attention given by the legislator in order to protect 

the interests of the settlors and beneficiaries. 

 

The Civil Code provides in Art. 776 that “any natural or legal person may be a settlor 

of the trust agreement”. Although at first glance it seems a simple and logical provision, 

it nevertheless contributes to the qualification of the fiduciary operation as a flexible 

legal operation. 

 

The fiduciary role can be undertaken by the following categories of entities: credit 

institutions, investment firms and investment management companies, brokers, 

insurance and reinsurance companies, notaries public and lawyers.  

 

As most of these categories are self-explanatory, the most controversial category refers 

to “investment firms” in general, which may create confusion over companies that can 

hold fiduciary status. Given that this wording does not refer to financial investment 

companies (SSIF), as we would expect, because this category is mentioned separately 

below, we consider that there is only one option, namely financial investment 

companies (SIF) which are in fact an “innovation” of Romanian legislation, benefiting 

from a special regulation. Thus, the five SIFs in Romania can also hold the fiduciary 

status. However, it is hard to imagine how these companies can actually perform those 

activities, and for whom, given their recent practice, they are rather investors than 

managers for others. 
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For the following category of potential fiduciaries, namely SSIFs or brokers on the 

capital market, through FSA Regulation no. 1/2015 it is provided the express 

permission to enter into the fiduciary position under certain conditions, in particular in 

relation to listed shares on the capital market. 

 

As regards insurance or reinsurance companies as fiduciaries, it was understandable to 

introduce these companies as insurers and reinsurers acquire and own various assets to 

invest and protect the interests of policyholders. 

 

The last two categories (lawyers and notaries public) benefit from the possibility of 

introducing the fiduciary into the Civil Code of this possibility, being professions whose 

purpose is to protect the interests of the clients. Also, the legislation governing the 

activity of lawyers and notaries allows this type of activity. 

 

As far as the beneficiary is concerned, the Civil Code shows maximum flexibility in 

the sense that the beneficiary can be both settlor and fiduciary, but also a third person. 

Although at first glance the most common case would involve the existence of three 

different parties, however in practice it seems that the scenarios in which the beneficiary 

is both settlor and fiduciary are the most common, according to the AEGRM record so 

far. 

 

As other authors who have studied fiduciary, an interesting topic of discussion could 

be the issue of the cumulative quality of the contracting parties (Hunor, 2011). We tend 

to agree with the opinion of the authors who argue that “the three qualities (settlor, 

fiduciary and beneficiary) could not be cumulated in one person, because there would 

be no fiduciary relationship in this way” (Hunor, 2011: 37). 

 

In this respect, even if the Civil Code could seem to allow the existence of such 

cumulated role in one person, the object and the cause of such a contract could be seen 

as explicitly illicit concluded in order to elude the creditors or the authorities. 

 

The content of the fiduciary contract. According to the provisions of art. 779 of the 

Civil Code, “the fiduciary contract must state, under the sanction of absolute nullity: 

(a) real rights, debt rights, guarantees and any other transferred property rights; b) the 

duration of the transfer, which may not exceed 33 years from the date of its conclusion; 

c) identity of the settlor or settlors; d) the identity of the fiduciary or fiduciaries; e) the 

identity of the beneficiary or beneficiaries or at least the rules for determining them; f) 

the purpose of the fiduciary and the extent of the management and disposal powers of 

the fiduciary or fiduciary”. 

 

In view of the above, some conclusions can be drawn on some elements of fiduciary 

operations. First, this is the only provision that contains the maximum duration of the 

fiduciary contract, which is limited by law to 33 years. Why the legislator chooses to 

limit this to 33 years is still unknown. 

 

At the same time, we agree with the authors who point out that "the fiduciary regulated 

by the Civil Code is, in principle, irrevocable” (Moreanu, 2014). Thus, unlike mandate, 

and resembling a contract of sale, the parties are held by the contractual provisions that 

become the law of the parties (pacta sunt servanda). 
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At the same time, it is reinforced that the object of the fiduciary contract may be any 

property rights, such as real rights, claims and guarantees. This flexibility is one of the 

great innovations and advantages of fiduciary contract. 

 

As can be seen, the law allows one or more settlors, one or more fiduciaries and one or 

more beneficiaries. 

 

If the designation of the settlor and the fiduciary is normal, it is worth stressing that the 

fiduciary contract does not necessarily have to express the identity of the beneficiary or 

the beneficiaries. Thus, the law allows the identity of the beneficiary to be determinable 

and not determined. By the general but effective wording, which requires “at least the 

rules that allow their determination” to be mentioned in the contract, it is possible to 

anonymize the real beneficiaries of the fiduciary (an element that is common to trust 

agreements). 

 

An element that defines and marks the fiduciary contract, and on the basis of which 

many of the contractual theories governing fiduciary can be formed and can be 

formulated is the purpose of it. As shown above, fiduciary relations can be constituted 

for many purposes (except for liberalities). However, in the absence of a provision 

limiting the purpose of fiduciary, we infer that it can be used for any purpose, within 

the limits of the law. 

 

However, the fiduciary is generally separated in two broad categories: fiduciary 

operations for administration and fiduciary operations for guarantee purposes (for more 

information on the fiduciary-guarantee, please refer to Lefter and Duagi, 2016). Each 

of these two major categories has countless subspecies. 

 

In addition to the above, we believe that the following elements should also be included 

in the fiduciary contract: the transfer of the property over the fiduciary patrimony after 

the conclusion of the fiduciary contract; the obligations of the fiduciary, but also those 

of the settlor and the beneficiary; the rights of the beneficiary, the settlor and the 

fiduciary; the right of the constitution to inspect the fiduciary patrimony; how to avoid 

conflicts of interest if the fiduciary is a beneficiary; the pricing mechanism, possibly 

with the inclusion of a success fee; a clear mention of the registration and publicity 

obligations of the fiduciary contract, especially if there are immovable property in the 

fiduciary patrimony; the regime of the fiduciary property patrimony, and the limit of 

the liability of the fiduciary if the trust is not sufficient to cover all debts arising from 

fiduciary operations. 

 

Finally, in terms of the practical use of the fiduciary contract we can foresee that, in the 

future this operation shall be used by credit institution for securing crediting operation 

(facilitated if the National Bank of Romania will issue specific operations on the 

registration of such operation), by brokers for capital market operations on shares in 

order to streamline the current process of individual/global accounts used currently 

(considering that the legal framework is already in place – FSA Regulation no. 1/2015), 

by companies in order to implement management and security operations over their 

assets (e.g. intra-group reorganisation and non-core business divestment operations) 

and finally by high-net-worth individuals (HNWI) who, based on their own decision 

or at the advice of private bankers or lawyers will implement such operation in order to 

protect their wealth or set up funds for their inheritors. 
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Publicity of fiduciary operations. There are three ways to publicise the fiduciary 

contracts set out in the Civil Code. The first concerns the tax registration of the trust, 

the second is the registration of the trust in AEGRM (and in the Real Estate Land Book) 

and the third is the obligation to disclose the fiduciary status to third parties. 

 

Thus, there is a rule that seeks to avoid situations of tax evasion or tax optimization. In 

this regard, the Civil Code in art. 780 provides that “under penalty of absolute nullity, 

the fiduciary contract and its amendments must be registered at the request of the 

fiduciary within one month from the date of their conclusion to the fiscal body 

competent to administer the amounts owed by the fiduciary to the general consolidated 

state budget”. 

 

Another legal provision may, however, raise a number of problems in practice. Under 

art. 780 para. 3 the Civil Code states that “the subsequent designation of the beneficiary, 

if not specified in the trust agreement, must be made under the same sanction by a 

written document registered under the same conditions”. Firstly, we believe that if the 

beneficiary is determinable, this provision may lead to abuses by tax authorities that 

can penalize a potential lack of registration when the rules for determining the 

beneficiary can be interpreted differently by the authorities. 

 

On the other hand, we consider that this clarification is not necessary since the 

subsequent designation of the beneficiary can only be done by means of an addendum 

to it, which should also be registered with the tax authorities, especially if it brings 

significant changes to its terms and conditions. 

 

However, this provision shows, if any, the emphasis the legislator has put on the need 

for transparency and publicity of the fiduciary contract. One reason for this concern 

may be the fact that in some jurisdictions, the trust is used to "hide" the identity of the 

real beneficiaries (UBO). 

 

At the same time, some authors quite rightly consider these “excessive requirements in 

our law” (Stoica and Cristea, 2011: 4) by imposing the obligation to register with the 

tax administration (Stoica and Cristea, 2011). 

 

Finally, we agree with those who mention that, by means of a superfluous provision in 

art. 780 para. 3 final thesis of the Civil Code it is provided that, “if for the transmission 

of certain rights, it is necessary to fulfil special form requirements, a separate act will 

be concluded in compliance with the legal requirements. In these cases, the lack of tax 

registration leads to the application of the administrative sanctions provided by the 

law”. 

 

Another way to advertise fiduciary is to include it in the Electronic Archive of Secured 

Movable Guarantees, in order to become opposable to third parties. We mention that at 

AEGRM there are about 200 records of fiduciary operations which is very limited 

considering the potential of this legal instrument in Romania. 

 

As shown above, real estate rights, including real estate collateral, which are the subject 

of the fiduciary agreement, are also recorded in the land book for each individual right. 
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Registration of the fiduciary operations in AEGRM is a transparent means by which 

anyone can access information on all fiduciary contracts in Romania. The question 

arises: Is this rule beneficial or an inhibitor of fiduciary operations use? 

 

Finally, another means of publicity is to specify the fiduciary’s position towards third 

parties. Thus, the Civil Code provides that when the fiduciary acts in this quality, he 

may make express mention in this respect, except where this is forbidden by the 

fiduciary contract. Also, when the fiduciary patrimony includes rights whose disclosure 

is subject to advertising, it may be required the name of the fiduciary and the quality of 

the fiduciary to be mentioned in the relevant register. 

 

On the other hand, there are cases where the mention of the quality of the fiduciary is 

mandatory (in all cases where the settlor or the beneficiary requests this in accordance 

with the fiduciary agreement). The sanction of non-compliance is drastic, similar to 

acting outside the contract. Thus, if the act is damaging to the settlor, it will be 

considered that the act was concluded by the fiduciary in its own name. 

 

As a final note on the publicity of fiduciary operations under the Civil Code, we 

consider that these obligations imposed are too high and too many, especially the 

registration with the tax authorities and the AEGRM. If the intention of the legislator 

was to introduce it in order to be often used in practice (and not just as to show that the 

Romanian Civil Code provides “fiducia” similar to other more advanced jurisdiction) 

de lege ferenda these obligations should be reduced.  

 

The powers, insolvency and liability of the fiduciary. Typical for a service contract, 

there is also the obligation to be accountable for the fiduciary matters. However, in the 

case of fiduciary matters, the legislator chose to go further with this obligation and to 

request even the insertion in the fiduciary agreement of the conditions under which the 

fiduciary will be accountable for the fulfilment of his obligations. Thus, although the 

provisions of the Civil Code provide for this obligation, it leaves it to the parties to 

choose how this liability can arise. In our opinion, these conditions on the liability of 

the fiduciary should at least refer to the facts that could lead to it, the minimum and 

maximum liability limit, the period of liability, the cases for what the fiduciary is not 

held accountable, etc. 

 

At the same time, the Civil Code also stipulates that reports should be delivered at 

regular intervals, without mentioning anything further. Thus, it is stipulated that the 

fiduciary must give account, at the intervals stipulated in the fiduciary agreement, to 

the beneficiary and to the representative of the settlor at their request. We consider that 

this period should depend primarily on the subject of the fiduciary and its purpose (for 

administration or for guarantee purposes). Also, the reporting frequency should depend 

on the duration of the fiduciary agreement. The reporting period should be frequent 

(e.g. once a month) in the case of a management fiduciary, and reporting may be less 

frequent (e.g. once a quarter) for a collateral fiduciary agreement. 

 

It is also important to note that for the damages caused by the acts of preservation or 

administration of fiduciary property, the fiduciary is only responsible with the other 

rights contained in his patrimony (not with the fiduciary patrimony). This provision is 

nevertheless normal since it is not moral that the damages paid by the fiduciary come 

from the patrimony they should have managed, and which he did poorly. Questions 
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may, however, arise if the fiduciary has raised the value of the fiduciary patrimony and 

then on the basis of the contract he has to pay compensation. We believe that such 

situations may be expressly provided for in the fiduciary agreement that resonates with 

the interests of both the fiduciary and the settlor. 

 

In terms of remuneration, starting from the fact that Romanian practice is still in its 

inception period (and no market price could be established for such activities at this 

moment), it will be interesting to determine its minimum or maximum level. However, 

an essential reference is made to another institution introduced by the Civil Code in 

2011. Thus, it is foreseen that the fiduciary will be remunerated according to the 

agreement of the parties and, in its absence, according to the rules governing the 

administration of the assets of another. The relevant provisions regarding the 

remuneration of the others can be found in art. 793 of the Civil Code, which states the 

following: “Unless, according to the law, the constitutive act or the subsequent 

arrangement of the parties or the specific circumstances, the administration is 

performed free of charge, the administrator is entitled to a remuneration established by 

the constitutive act or by the subsequent agreement of the parties, by law or in missing, 

by court order. In the latter case, account shall be taken of usages and, in the absence 

of such a criterion, of the value of the services provided by the administrator”.  

 

The articles go on to say that “a person who does not have this right or is not authorized 

to do so is not entitled to remuneration, and, where applicable, the rules of business 

management remain applicable”. 

 

Thus, although it is stated in the Civil Code, by reference, that a fiduciary may perform 

these activities free of charge, however, we consider that this is not clear. For example, 

in the case of a fiduciary operation for collateral purposes, when a bank has an interest 

in the collateral, could it also be paid for the fiduciary status? In order to answer this 

question, we should consider three aspects: the value added by the fiduciary through its 

services, the purpose of fiduciary operation and the interest of the parties to use the 

fiduciary operation. 

 

As regards the insolvency of the fiduciary, we consider that the provisions of the Civil 

Code bring an absolute novelty in the Romanian legal system. For the purpose of this 

study, we mention the essential provisions of the Civil Code, for a complete picture of 

the fiduciary in the Romanian legal system. Most importantly, it is important to note 

that the opening of insolvency proceedings against the fiduciary does not affect the 

fiduciary patrimony patrimony. 

 

These provisions are the consequence of the fiduciary nature. Thus, as reputed authors 

and those who analyse the Civil Code show, "fiducia represents a division of the 

patrimony" (Baias et al., 2012: 822), being at the same time an application of the 

principle of the patrimony of affection regulated by art. 31 of the Civil Code. Some 

authors in Romania have a contrary view, with which we disagree with the express 

provisions of Art. 31 par. 3 of the Civil Code, in the sense that "in the case of the 

fiduciary in the current regulation, we could not talk about the creation of a real 

patrimony of affection but only about the creation of a patrimonial patrimony” (David, 

2012: 16). 
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The assets of the fiduciary patrimony patrimony may be executed, under the law, by 

the holders of debts arising in connection with such property or by those creditors of 

the settlor who have a real guarantee over its assets and whose opposability is acquired, 

according to the law, prior to the determination of the fiduciary contract. The right to 

pursue may also be exercised by the other creditors of the settlor, but only on the basis 

of the final court decision to admit the action whereby the fiduciary contract has been 

terminated or rendered inoperative in any way with retroactive effect. 

 

In addition, the holders of receivables arising in connection with the assets of the 

fiduciary patrimony can only pursue these assets, unless the fiduciary agreement 

provided for the obligation of the fiduciary and/or the settlor to answer for part or all of 

the passive fiduciary. In this case, the asset of the fiduciary property will be traced first 

and then, if necessary, the assets of the fiduciary and/or the settlor, within the limit and 

in the order provided by the fiduciary contract. 

 

From the three above mentioned rules, we can draw the following conclusions 

regarding the separation of assets under fiduciary operations. 

 

The fiduciary patrimony is not affected by the transfer or restructuring operations of 

the fiduciary’s patrimony, providing supreme protection to this type of operation and 

stability of the legal regime of trust. 

 

Creditors who have rights derived from the fiduciary patrimony can only pursue 

patrimonial patrimony. This creates a patrimony that protects both the fiduciary and the 

creditors who enter into specific legal transactions with the fiduciary. 

 

The patrimony is allocated only for the satisfaction of these creditors. 

 

These effects of the fiduciary operations are the direct consequence of a unique feature 

of fiduciary, namely the separation of patrimony, or as an author states, placing the 

object of the fiduciary contract “into a distinct patrimony that is affected by the 

achievement of a goal” (Viziteu, 2012). 

 

Strangely placed at the end of the section dedicated to the fiduciary relations, the articles 

on powers, insolvency and liability of the fiduciary are very important in such contracts 

as they provide this contract its uniqueness and specifics. The liability of the fiduciary 

is even more important considering the separation of its patrimony following the 

conclusion of the fiduciary contract. Only this rule alone should have been treated by 

the legislator with more attention and importance.  

 

Replacing the fiduciary and terminating the fiduciary contract. Strictly related to 

the liability of the fiduciary, the Civil Code also provides for the replacement of the 

fiduciary and the termination of the fiduciary contract. It is important to note that 

although the law provides for a maximum duration of 33 years and in fact the temporary 

transfer of the property at that time, once concluded, the trust agreement will have to 

be exercised by the end of this period. 

 

The Civil Code expressly states that “if the fiduciary fails to fulfil his obligations or 

jeopardises the interests entrusted to him, his settlor, representative or beneficiary may 

seek legal redress from the fiduciary”. 
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Considering the possibility of the fiduciary to endanger the trustworthy heritage in a 

very short time by virtue of its ownership, the Civil Code provides for a solution to 

establish a temporary fiduciary. Thus, it is expressly stipulated that “until the settlement 

of the request for replacement, the settlor, its representative or, failing that, the 

beneficiary shall appoint a provisional administrator of the fiduciary property”. 

 

In a demonstration of legislative maturity, under art. 789 para. 1 the Civil Code also 

contains provisions on the denunciation of the fiduciary contract: “as long as the 

beneficiary has not accepted the contract, the fiduciary contract may be denounced 

unilaterally by the settlor”. 

 

As expected, the Civil Code contains provisions on “revocation” of the fiduciary. In 

this respect, it is stipulated that a fiduciary contract may be changed or the “mandate” 

granted to the fiduciary may be revoked only with the agreement of the other parties. 

 

The fiduciary contract can cease in the following ways: by fulfilling the term, by 

achieving the goal, if all the beneficiaries renounce the fiduciary operation, at the 

moment when the insolvency procedure was opened against the fiduciary, at the 

moment when the effects of the reorganization the legal person, etc. 

 

Although regulated in the latest article in the series of articles that regulates fiduciary 

operations in the Civil Code, the effects of termination of the fiduciary contract are one 

of the most important aspects and that can generate the greatest controversy in practice. 

 

Article 791 of the Civil Code provides that “when the fiduciary contract ceases, the 

fiduciary assets existing at that time shall be transferred to the beneficiary and, in the 

absence thereof, to the settlor” but “the fusion of the fiduciary property in the patrimony 

of the beneficiary or the settlor shall produce only after the payment of fiduciary debt”. 

 

One of the great questions addressed by both beneficiaries and professionals interested 

in the effects of fiduciary is: What happens after the expiration of the fiduciary term? 

 

The question is partly answered by the provisions of the Civil Code mentioned above. 

In this respect, the patrimonial object patrimony of the fiduciary will be transferred to 

the beneficiary, or to the settlor. Is it possible, however, to transfer the patrimonial 

patrimony to the fiduciary or a third party? To what extent are these provisions 

mandatory? 

 

We consider that these provisions are not mandatory and only to the extent that the 

contract does not provide for such cases, these legal provisions will apply. 

 

For example, in the case of a fiduciary operation for the purpose of guarantee where the 

fiduciary is a bank, if the obligor settlor fails to fulfil its obligations, we believe that it 

should be permissible to transfer the subject matter of the collateral to the bank’s assets. 

 

This example is proof that the “secrets” of the fiduciary operations is still to be 

uncovered in the future. However, this can be done only by practitioners and only by 

using this institution in as much as various forms as possible. 
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3. Other regulations on fiduciary relations in the Romanian legal 

system 

The fiduciary operations do not benefit from a very extensive regulation in the 

Romanian legal system. In addition to the provisions of the Romanian Civil Code, 

which is the main regulation, there are only a few relevant regulations regulating 

fiduciary operations that we will briefly mention below. 

 

FSA Regulation no. 1/2015. FSA Regulation no. 1/2015 concerning the performance 

of certain financial investment services by companies and the application of certain 

provisions of the capital market legislation in the case of the fiduciary contract 

(“Regulation no. 1/2015") introduced this institution into the capital market in 

Romania. Thus, by adopting this regulation, investment firms (SSIFs or brokers) have 

the right to use fiduciary assets in their specific business, becoming fiduciary-brokers. 

 

It should be noted at the outset that this regulation, together with the Statute of the 

Lawyer’s profession, are the only complex legal acts apart from the Romanian Civil 

Code which contain some provisions applied to the fiduciary operations in a concrete 

case (namely the use of fiduciary by SSIFs or lawyers). 

 

In addition to the transparency obligations already stipulated in the Civil Code 

(AEGRM / Land Registry and Tax Authorities), it is mentioned that the fiduciary-

broker/SSIF will send a copy of the agreement to the Financial Supervisory Authority 

within a maximum of 5 working days from the date of its signing. 

 

Regulation no. 1/2015 contains some other provisions that are extremely useful in 

practice given the shortage of normative acts that regulate fiduciary. According to the 

very preamble contained in the regulation, this regulation “establishes rules on the 

application of capital market legislation provisions to the fiduciary contract, as 

regulated by Law no. 287/2009 on the Civil Code, republished, as subsequently 

amended, as well as on the activities that may be performed by the financial investment 

services companies”. 

 

There are some rules in this regulation on the effects of the fiduciary contract and on 

the implications of the fiduciary operations, especially regarding the fiduciary actions. 

 

Thus, it is mentioned that in the case of a fiduciary contract transferring to the fiduciary 

the rights related to shares in the fiduciary’s property, the fiduciary is registered as a 

shareholder from the date of the transfer of the shares to his securities account used for 

the fiduciary operation opened with the Central Depository (Lefter and Duagi, 2017). 

 

Another very important aspect on the fiduciary rights over the shares listed on the 

capital market is the voting rights at the general shareholders’ meetings. It is mentioned 

that the right to vote on the shares registered in its securities account affected by the 

trust is exercised by the fiduciary or, as the case may be, by the person empowered by 

him (Lefter and Duagi, 2017). 

 

As far as the fiduciary contract is concerned, according to Regulation no. 1/2015 the 

service and investment services contract concluded between the SSIF (as fiduciary and 

intermediary) and the client, may not exceed the fiduciary contract and must contain 
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clauses on the termination of the contract in case the fiduciary is replaced or the 

fiduciary contract ceases. 

 

Finally, Regulation no. 1/2015 permits the possibility that SSIFs can hold both the 

position of fiduciary and beneficiary. Thus, it is provided that in this case, the 

registration of its holdings should consider both the SSIF’s own share holdings and the 

holdings following the conclusion of the fiduciary contract. 

 

We could only hope that this type of special secondary regulations dedicated to 

fiduciary operations issued by the Romanian authorities, should become a rule rather 

than the exception in our jurisdiction. 

 

Statute of lawyer’s profession. The legislator has granted this profession additional 

competence through which lawyers can manage or perform specific acts of fiduciary 

operations. According to Law no. 51 of 7 June 1995 on the organization and pursuit of 

the profession of lawyer, among the activities allowed to lawyers are also found 

“fiduciary activities carried out under the conditions of the Civil Code”. 

 

Additionally, in the Statute of the Law Firm of 03.12.2011 stipulates that the lawyer 

has the right to carry out fiduciary activities in the name and on behalf of the client, in 

compliance with the provisions of the law and of this statute. 

 

Thus, according to the Statute, the fiduciary activities exercised by a lawyer may consist 

of: “a) receipt, in the name and on behalf of the client, of funds and goods resulting 

from the recovery of enforceable titles after the outcome of a dispute, mediation, 

inheritance proceedings or the liquidation of a patrimony; b) placing and redeeming, in 

the name and on behalf of the client, financial funds and assets entrusted; c) managing, 

on behalf and on behalf of the client, the funds or securities in which they were placed”.  

 

Moreover, there are also obligations on how to exercise the fiduciary mandate. 

According to them, the fiduciary-lawyer must: “a) strictly observe the limits and 

duration of the mandate entrusted, expressly stipulated in the specially concluded legal 

assistance contract. Where the mandate has the power to dispose of funds, goods or 

values, or to dispose of the client’s goods, the lawyer may only carry out such 

operations if this is expressly stipulated in the mandate or, in the absence of such a 

clause, only after will be specifically authorized in writing by the customer; b) act in 

good faith, professionalism and with the diligence of a good owner, without deviating 

from the rules of the professional activity; c) manage the business entrusted in the sole 

interest of the client; d) not to influence the client, directly or indirectly, in order to 

obtain his own benefits in addition to the attorney’s fees; e) to inform the client correctly 

and promptly about the execution of the fiduciary mandate and the results obtained.” 

 

What is extremely interesting from the point of view of the understanding of the 

activities that a fiduciary-lawyer can perform is provided in art. 95 of the Statute. We 

believe that these activities can be considered as an example of regulation, which 

complements the provisions of the Civil Code. In addition, if these activities do not 

contradict the legal provisions regulating the activity of other types of trustees, we 

believe that these activities can also be carried out by them. Article 95 of the Statute 

provides that, in the execution of the mandate, the lawyer may carry out: “a) 

consultancy activities; b) operations for the preservation of the substance and the value 
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of the financial funds and the goods entrusted; c) operations of placement of funds in 

movable or immovable assets, securities and other financial instruments, according to 

the law; d) administration and capitalization of placements made by contracting of 

material operations and performing legal operations meant to increase the value and 

liquidity of the investments; e) related activities, such as completing tax returns and 

paying them and other client debts relating to the administration of such properties, 

collecting fruits and collecting income or other investment results, mediating/ 

mediating financial transactions, etc.; f) any cash transactions relating to payments, 

receipts, bank deposits, compensation, repayments imposed by the nature of the 

entrusted activity”. 

 

Except for the Civil Code, we consider that the Statute of the Law Firm contains the 

most detailed regulations regarding the fiduciary in the Romanian legal system, 

followed by the regulation of the FSA Regulation no. 1/2015 applicable to SSIFs. 

 

In addition, provisions on fiduciary operations are found in the Fiscal Code and 

Accounting Standards. These regulations are, however, technical (accounting and 

fiscal) and are not the subject of this legal study. 

 

4. Conclusions 

The main conclusion of the above study is that fiduciary operations have a very 

complex legal regime under the Romanian legal system, being strictly regulated. 

 

Also, it is important to note that fiduciary is truly a unique and innovative institution 

within the Romanian legal system. 

 

Another conclusion worth pointing to is that fiduciary does not benefit from extensive 

legal regulation, apart from the Civil Code, with two notable exceptions indicated 

above. Unfortunately, neither practice nor doctrine is yet to the extent of the importance 

of this institution. 

 

Regarding the Civil Code regulation, we consider that it is quite complete and achieves 

its purpose for which it was issued. However, it is not perfect, but we do not consider 

its purpose to be descriptive, as this role should be taken by practice, jurisprudence and 

doctrine. 

 

On the other hand, some questions raised in the study on various relevant issues of 

fiduciary remain open. 

 

De lege ferenda, for more practical use of the fiduciary operations, there are some 

amendments to be considered in the future. 

 

In addition, there are some controversial or unclear aspects regarding the application of 

the fiduciary operation in the Romanian legal system, mentioned above, such as the 

possibility of free of charge performance of the fiduciary agreement as well as the 

fiduciary’s liability, the fiduciary parties, the transfer of the patrimony to the fiduciary. 
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Also, the legal impact and consequences of the termination of the fiduciary contract is 

a subject that is still raising questions in practice considering its potentially material 

effects over the patrimony of all the parties of this contract. 

 

Fiduciary operations in the Romanian legal system remains an institution with great 

potential in the Romanian legal landscape or as a French author mentioned has an 

unexplored potential (Bouteille, 2011). 
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Abstract: 
Idea: The corporate social responsibility (CSR) is now extensively promoted in the 

European Union and highly desired by stakeholders, however from manager’s view the 

question whether or not corporations should conduct CSR activities is controversial 

because of the accompanying high cost and uncertain benefits. The vast empirical 

literature is rather inconclusive with respect to the question of whether CSR business 

engagement creates or destroys financial performance (FP). Thus, the purpose of this 

study is to provide an updated assessment of the relationship between CSR and FP.  

Data: A sample consists of 18 banks. Hand collected data from annual reports for the 

period of 2008-2015. 

Tools: Based on the content analysis we develop four individual CSR disclosure 

indices, corresponding to the following dimensions the environmental, human 

resources, product and customers and community involvement, instead of the CSR 

composite score and we examine their impact on accounting-based measures. We apply 

both the linear and non-linear approaches. Software: GRETL.  

What’s new: Our results confirm the existence of U-shaped relation between human 

resources and FP and inversely U-shaped relation between community involvement as 

well as between product and customers and FP.  

Contribution: This study contributes to the CSR literature providing new insights into 

this relationship between CSR dimensions and FP suggesting that the inconsistent 

findings in the literature may be due to the use of aggregated CSR measures, linear 

approach as well as the omission of the industry or country context. This study also 

offers policy suggestions for both bank managers and government regulators. 

 

Keywords: Corporate social responsibility, CSR disclosure, financial performance, 

non-linear relation, banking industry. 

 

1. Introduction 
 

In recent years, the concept of Corporate Social Responsibility (CSR) is promoted 

extensively in the European Union (EU) by the authorities mainly because of its 

pioneering role to foster sustainable development, innovation and competitiveness in 

EU’s social market economy. The European Commission (EC) defines CSR as “the 

responsibility of enterprises for their impacts on society” and stresses that “to fully 

meet their corporate social responsibility, enterprises should have in place a process 

to integrate social, environmental, ethical and human rights concerns into their 

business operations and core strategy in close collaboration with their stakeholders.” 
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(European Commission, 2011). EC believes that CSR provides important benefits to 

enterprises in risk management, cost savings, access to capital, customer relationships, 

and human resource management. Hence, the business case of CSR is widely debated 

in both the corporate and the academic world. Managers are faced with dilemma 

whether or not companies should engage in CSR activities. The decisive question that 

has to be answered is whether CSR is associated with an increase in company financial 

performance (FP). The existing literature appears to be rather inconclusive with respect 

to the question of whether CSR activity can be translated in positive FP. According to 

recent in-depth review on the CSR-FP relationship (Grewatsch and Kleindienst, 2017) 

the findings are still inconsistent and disappointing. Although the majority studies 

report a positive relationship (Blanco et al., 2013, Godfrey et al., 2009, Hull and 

Rothenberg, 2008, Servaes and Tamayo, 2013, Wang and Choi, 2011, El Ghoul et al., 

2011; Flammer, 2013, Goss and Roberts, 2011, Jo and Harjoto, 2011, Shen et al., 2016), 

the rest of them report a negative (Baird et al., 2012, Wang and Bansal, 2012, Busch 

and Hoffmann, 2011) or other relationships including non-findings (Schreck, 2011, 

Gilley et al., 2000, Surroca et al., 2010, Soana, 2011) or mixed results (Jayachandran 

et al., 2013, van der Laan et al., 2008, Kim and Statman, 2012, Brammer and 

Millington, 2008). A commonly identified reason for these diverse and at some time 

even contradictory results is the choice and measurement of both CSR and FP 

constructs (Griffin and Mahon, 1997, Galant and Cadez, 2017). 

 

Regarding the CSR construct, most empirical research relies on reputation ratings or 

other externally visible measures, in particular the Kinder, Lydenberg and Domini 

(KLD) database (Grewatsch and Kleindienst, 2017). Such measures carry the 

advantage of availability but also have many weaknesses. One particular drawback is 

that they are typically compiled by private companies that have their own agendas and 

do not necessarily use scientific methods (Graafland et al., 2004). Another major 

disadvantage is a limited coverage of companies rated. Indices typically focus on large, 

listed and well-known firms and cover a particular region or country. Moreover, some 

measures like the KLD database exclude companies operating in industries considered 

non-sustainable (Galant and Cadez, 2017) and they lack sector specificity (Surroca et 

al., 2010). Beyond the above limitations of the measures provided by independent 

bodies, the literature shows that despite relying on one and the same KLD database, the 

CSR is operationalized differently and it is almost impossible to compare the findings 

of studies (Grewatsch and Kleindienst, 2017). Most of those studies relied on 

aggregated CSR scores (Blanco et al., 2013, Godfrey et al., 2009; Hull and Rothenberg, 

2008, Ruf et al., 2001; Servaes and Tamayo, 2013, Tang et al., 2012, Wang and Choi, 

2011, El Ghoul et al., 2011; Goss and Roberts, 2011, Jo and Harjoto, 2011, Soana, 

2011; Wu and Shen, 2013), what is perceived as a fundamentally flawed. The use of 

composite measures leads to the problem of likely imperfect correlation of the 

individual CSR components (Moura-Leite et al., 2013, Scholtens, 2008) and potentially 

produces inaccurate results (Goss and Roberts, 2011). Such studies failed to recognize 

the heterogeneous nature of stakeholders’ objectives and expectations. Only a few 

studies paid more attention to specificity consistent with stakeholder theory and 

examined the individual dimensions of CSR (Baird et al., 2012, Lioui and Sharma, 

2012, Flammer, 2013; Jayachandran et al., 2013; van der Laan et al., 2008). To 

overcome some of the deficiencies of CSR measures commonly used in literature, the 

alternative CSR measures should be considered (Margolis et al., 2009). Other 

approaches to measure CSR need also to be tested to assess whether the current results 

of the literature are robust to different dataset (Nollet et al., 2016). 
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To measure the dependent construct, that is FP, the researchers rely on either 

accounting-based measures or market-based measures. Grewatsch and Kleindienst 

(2017) point out that the theoretical conceptualizations underlying each FP approach 

are different so these approaches show different aspects of financial performance. 

Accounting-based indicators are a reflection of past, shot-term FP, while market-based 

indicators are a reflection of future, long-term FP. Many studies (Blanco et al., 2013, 

Tang et al., 2012, Busch and Hoffmann, 2011, Nollet et al., 2016) use these indicators 

interchangeably in robustness checks what is perceived as a substantial flaw, namely a 

mismatch between theory and construct (Grewatsch and Kleindienst, 2017). According 

to recent thorough reviews (Grewatsch and Kleindienst, 2017, Peloza, 2009) on CSR-

FP link, there is a slight preference for the application of market-based measures, 

although it is questionable whether these measures are suitable to study CSR and FP 

relationship. The groundlessness of using these measures results from the fact that 

market-based indicators merely reflect investors’ expectations and are based on the 

questioned market efficiency hypothesis. In this situation relying on accounting 

measures is better approach if the construct is based on stakeholder theory or resource 

based theory (Grewatsch and Kleindienst, 2017). 

 

Another reason for the inconsistency of existing research on CSR and FP relationships 

may be model specification. The majority of studies only test for a linear relationship 

between a company’s CSR and its FP. However, recent developments in 

microeconomic theory suggest that a non-linear set-up should be considered 

(Manasakis et al., 2013, García-Gallego and Georgantzís, 2009). A curvilinear (U-

shaped or inversely U-shaped) relationship between CSR and FP is therefore in line 

with economic intuition, but has rarely been tested (Barnett and Salomon, 2006, 2012; 

Han et al., 2016; Nollet et al., 2016). The choice and measurement of both CSR and FP 

constructs as well as model specification partly explain the inconsistent research 

outcome. 

 

Apart from the divergent ways in which CSR and FP were treated by researchers as 

well as whatever shapes were tested the empirical literature also suffers from some 

fundamental shortcomings which further contribute to the examination of CSR-FP 

relation. Even though most studies claimed to base on stakeholder theory, they 

examined multiple countries (Chih et al., 2010, Wu and Shen, 2013), multiple 

industries (Baird et al., 2012, Kang and Liu, 2014, Nollet et al., 2016, Wang and Choi, 

2011), or both multiple industries and multiple countries (Becchetti et al., 2012, Jo 

and Harjoto, 2011, Torres et al., 2012). In the context of the country, most of the studies 

were almost exclusively restricted to US firms due to the widespread application of the 

KLD database (Grewatsch and Kleindienst, 2017). Such studies ignored the fact that 

stakeholders’ attributes vary by industrial and national contexts (Baird et al., 2012; 

Soana, 2011) and are also dynamic over time (Chen and Delmas, 2011). Cultural, 

institutional and regulatory differences between countries can lead to different 

stakeholders’ expectations and as a consequence to different CSR initiatives 

(McWilliams et al., 2006). Therefore Grewatsch and Kleindienst (2017) have 

encouraged researchers to move beyond the US context and come up with more studies 

involving non-US firm samples.  

 

Responding to these gaps and shortcomings of the existing literature, the purpose of 

this study is to provide an updated assessment of the relationship between CSR and FP. 
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In so doing, we examine the impact of individual CSR dimensions disclosed by Polish 

commercial banks on their accounting returns in the period of 2008-2015.  

 

Based on the content analysis we examine the individual CSR disclosure score, i.e. the 

environmental, human resources, product and customers and community involvement, 

instead of the overall CSR composite score. Aggregating the CSR scores is at variance 

with the stakeholder theory and was inappropriate for this study. To measure individual 

CSR we used content analysis as an alternative method to commonly used in literature. 

Galant and Cadez (2017) argue that this method has the benefit of high flexibility for 

the researcher. A researcher can specify CSR dimensions of interest, collect information 

concerning these dimensions and code information numerically for further use in 

statistical analyses. In this study we disentangle the CSR disclosure score into its four 

components so that we can identify the key drivers of FP. To measure FP, we have 

focused on accounting-based measures. We have used two different indicators net 

interest margin (NIM) and average return on assets (ROA) for robustness purposes. As 

in Grewatsch and Kleindienst (2017) we consider that relying on accounting measures 

is better approach if the construct is based on stakeholder theory. 

 

In terms of model specification, we would like to remark that our research is motivated 

by so far few works (Bowman and Haire, 1975, Barnett and Salomon, 2006, Barnett 

and Salomon, 2012, Nollet et al., 2016, Han et al., 2016) that documented a curvilinear 

relationship between CSR and FP. We try to answer the following research questions 

and to test the associated hypotheses. Is there any relationship between individual CSR 

disclosure and accounting returns? If so, is it positive or negative? Furthermore, if the 

relationship is mixed or inclusive one, what would be the alternative solution? For these 

reasons, we examine both the linear and non-linear relationship between CSR and FP. 

Our research questions were necessitated partly by dominance of linear models and 

inadequate focus on the individual CSR disclosures as well as accounting-based 

measures. 

 

This research was done in banking sector. Banks were selected for the study mainly 

because of two reasons. First, the mainstream opinion underlines the need for banks to 

be involved in CSR, as banks benefit significantly from the society and should repay 

for it. Banks use considerable resources from the society instead of their shareholders, 

especially in the form of capital. In many countries bank’s deposits are guaranteed by 

the state, during the financial crisis banks may also receive public funds to avoid 

collapse. Thus, from regulator’s and the public’s views, engagement in CSR activities 

is a means for banks to compensate for these privileges regardless if the business is 

profitable. However, from bank manager’s view the question whether or not banks 

should conduct CSR activities is controversial because of the accompanying high cost 

even if banks could enjoy the benefits of a higher income as a result of their good 

reputation (Shen et al., 2016). Second, banking sector is still under-researched in the 

area of CRS and FP relationship. The few existing studies offer conflicting evidence 

(Soana, 2011, Wu and Shen, 2013). Moreover the studies examined banking industry 

adopted aggregated CSR measures and failed to decompose the measures into various 

components (Shen et al., 2016). Previous studies within banking industry also did not 

consider nonlinear relation between CSR and FP (Matuszak and Różańska, 2017b). 

This research analyses the issue in more exhaustive way. 
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In the context of the recent financial crisis which strongly affected the banks’ financial 

performance the relation between CSR and FP could be obscured in this period. Earlier 

papers (Wu and Shen, 2013, Shen et al., 2016) do not control for an endogeneity 

problem, as they have a data set from different countries that includes the period of 

crisis and pre-crisis or post-crisis periods. Some research to avoid this endogenous 

problem investigated the relationship between CSR and FP fragmentarily before the 

crisis (Chih et al., 2010, Soana, 2011) after the crisis (Fijałkowska et al., 2017) or 

around the crisis (Cornett et al., 2016). The scope of this study does not exclude the 

crisis period, so to limit the impact of the financial crisis on the CSR and FP 

relationship, we focused on banks that were not significantly affected by the crisis. For 

this reason, we have chosen commercial banks operating in Poland. According to the 

research (Wierzba et al., 2014) regarding banking sector in the European Union, the 

Polish banking sector was affected by the financial crisis to the slightest extent. The 

Polish banking sector, compared to the banking sectors of the European Union, is 

distinguished by both the highest average ROE (12.3%) and the highest average ROA 

(1.26%) in 2008-2013, i.e. five years after the outbreak of the financial crisis. In 2013, 

the ROA in the Polish banking sector stood at 0.99%, which is three times higher than 

the average in the European Union. 

 

In short, our results in linear model suggest that the effect of CSR dimensions on FP is 

mixed and insignificant. However, when a non-linear model is used, we find evidence 

of both U-shape and inversely U-shape relation between CSR disclosure indices and 

the accounting-based measures in Polish banking sector. More precisely our results 

confirme the existence of U-shaped relation between human resources and net interest 

margin, inversely U-shaped relation between community involvement and net interest 

margin as well as between product and customers and return on assets in Polish banks. 

Previous studies (Nollet et al., 2016, Han et al., 2016) aggregated multiple social 

dimensions like employee, customers and community relations and ignored Brammer 

and Millington (2008) who claimed that actions in each of these spheres may impact 

firm performance differently. So, they failed to find a non-linear relation between social 

performance and financial performance. Hence, our study provides new insights into 

this relationship between specific dimensions of CSR and firm performance. 

 

This study differs from previous studies in three aspects, which is our benchmark. First, 

the present study focuses on the individual CSR dimensions specific to the banking 

sector, what made this study to be unique by filling a gap in knowledge through the 

identification of the nature and significance of the effect which each component has on 

the bank’s financial performance. Another unique feature of this study was its focus on 

the rarely examined net interest margin as a key measure of financial performance in 

banking sector. Second, the current study is the first to test the nonlinearity of selected 

social variables like human resources, product and customers and community 

involvement. We find that all social dimensions exhibit a significant U-shape or 

inversely U-shape relation with banks’ FP. This finding has not been previously 

reported and adds on the discussion regarding U-shaped CSR-FP relationship started 

by Barnett and Salomon (2006). By contrast, no significant relationship can be reported 

for environmental dimension. This result is consistent with Nollet et al. (2016). The 

improved understanding of the CSR-FP relationship fills the knowledge gap in the 

literature. Third, unlike the previous studies (Nollet et al., 2016, Han et al., 2016) we 

focus solely on banking sector furthermore instead of US data we consider longitudinal 

data from European country. To the best of our knowledge, our study is the first to test 
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the non-linear relationship between CSR dimensions disclosed by banks not only in 

Poland but also in the Europe and around the world.  
 

This research contributes not only to the CSR literature, it also provides policy 

suggestions for both bank managers and government regulators to ensure optimal 

allocation of resources to competing social activities in a manner that may maximize 

FP and improve the overall stakeholder wellbeing. 

 

The remainder of this paper is organized as follows. The next section briefly discusses 

the theoretical background of the study, reviews the existing literature and develops 

hypotheses. Following this we present the data and variables and the research 

methodology. In the subsequent section, we discuss the empirical results and its 

interpretation. Finally, we present theoretical and practical implications of the study. 

The article concludes with a recommendation regarding future research agendas. 

 

2. Literature review and hypotheses development 
 

The literature from the last 40 years shows a huge amount of studies that have 

investigated the possible relationship between CSR and FP, both theoretically and 

empirically. From the theoretical point of view, two conflicting hypotheses regarding 

the relationship between CSR and FP have been proposed: the positive relationship (the 

social impact hypothesis) and the negative relationship (the trade-off hypothesis). The 

social impact hypothesis puts forward the positive association between CSR and FP. 

Proponents of stakeholder theory (Freeman, 2014) believe that firms to be successful 

must engage in socially responsible activity to meet needs and expectations of a wide 

array of stakeholders, which includes groups other than shareholders. In so doing, 

companies build trust and reputation which leads to many other benefits for example 

employee, customer and local community loyalty and consequently to improved FP. 

Margolis et al. (2009) found that CSR engagement helps firms to gain a competitive 

advantage. Among the desirable effects of CSR activity Khlif et al. (2015) mentioned 

increased employees’ motivation and productivity, increased products’ acceptance 

among customers, increased acceptance among investors who support social or 

environmental values. Overall, the expected benefits of CSR disclosures may largely 

exceed their costs resulting in higher corporate financial performance. 

 

By contrast, the trade-off hypothesis presents the negative association between both 

variables (i.e., CSR and FP). This co-called traditionalist view, which is generally 

credited to Friedman (2007) argues that corporate interests should not stray from those 

of investors. Specifically, allocation of resources to accomplish social goals essentially 

adds to costs and runs counter to the firm’s conventional objective to maximize profit. 

Examples of inefficient use of resources include investments in pollution reduction, 

higher employee wages and benefits, donations and sponsorships to the community, 

etc. The conventional view maintains that these expenses will deteriorate profitability 

and leads to ‘competitive disadvantage’ (Galant and Cadez, 2017). As can be seen, the 

theoretical justification suggests both a potentially negative and positive relationship 

between CSR and FP. The question arises whether empirical literature indicates the 

general relationship between CSR and FP? 

 

Although, the body of empirical studies which consider FP as a consequence of CSR is 

vast, it appears to be rather inconclusive with respect to the question of whether CSR 
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activity can be translated in positive or negative effect on firm’s FP. Among the studies 

that examined multiple industries, multiple countries or both multiple industries and 

multiple countries there are studies reporting positive, negative, neutral as well as U-

shaped or inverted U-shaped relationships between CSR and FP. Some studies identify 

a positive relationship between CSR and FP (Blanco et al., 2013, Hull and Rothenberg, 

2008, Servaes and Tamayo, 2013, Wang and Choi, 2011, El Ghoul et al., 2011; 

Flammer, 2013, Goss and Roberts, 2011, Jo and Harjoto, 2011), suggesting that being 

socially responsible improves profitability. On the contrary, some studies point to a 

negative relationship (Baird et al., 2012, Wang and Bansal, 2012, Busch 

and Hoffmann, 2011). This finding is consistent with Friedman’s view that social 

responsibility incurs costs and deteriorates profitability. The third documented 

relationship is neutral relationship (Schreck, 2011, Gilley et al., 2000, Surroca et al., 

2010). Studies within this stream suggest that being socially responsible does not 

improve profitability, but it also does not deteriorate it. The positive and negative 

effects of CSR apparently cancel themselves out. The last detected relationship between 

CSR and FP is U-shaped or inverted U-shaped. This group of research assumes that a 

positive or negative relationship can occur depending on the level of CSR (Brammer 

and Millington, 2008). Bowman and Haire (1975) documented an inverted U-shaped 

relationship. This means that mediocre CSR is related to the highest financial 

performance whereas low and high CSR are related to lower financial performance. 

Interestingly, many years later Barnett and Salomon (2006, 2012) provided some 

empirical evidence for the existence of a U-shaped relationship between CSR and FP, 

i.e. the highest and lowest levels of CSR were associated with the highest levels of FP 

based on the firm-level data. Mittal et al. (2008) justified the expected U-shaped 

relationship between CSR and FP. According to them the negative relationship could 

be observed at an earlier stage of CSR activity because the cost of CSR caused the 

initial downward slope of the U curve. Supporting this conjecture Nollet et al. (2016) 

developed a non-linear panel regression model and empirically proved the existence of 

a U curve shaped relationship between corporate governance and FP in US 

corporations. The same relationship was found by Han et al. (2016) in Korean 

corporations between the environment dimension and FP but the opposite pattern was 

confirmed (inverse U curve relationship) between corporate governance and FP. 
 

A possible explanation for such inconsistent findings is combining the CSR ratings of 

different industries and different countries. As stakeholders’ goals, objectives and 

aspirations tend to differ across the contexts of industrial and national boundaries (Baird 

et al., 2012) it can lead to different CSR initiatives (McWilliams et al., 2006). A better 

approach is therefore to conduct the study in the context of each industry and each 

country (Baird et al., 2012, Soana, 2011). 

 

Considering the banking sector direct studies on the CSR–FP relation are rare and also 

offer conflicting evidence. For example, Chih et al. (2010) empirically investigated a 

total of 520 financial firms in 34 countries between the years 2003 and 2005 and 

concluded that CSR and financial performance were not related. No relationship 

between CSR and FP was also presented in Soana (2011) on a sample of Italian banks. 

Similar results were found in Matuszak and Różańska (2017b) on a sample of Polish 

banks. In conflict with social impact hypothesis the statistical analysis showed that CSR 

did not significantly predict accounting returns. In contrast, Wu and Shen (2013) 

analyzed 162 banks in 22 countries over 2003-2009 and reported that CSR is positively 

associated with financial performance in terms of ROA, ROE), net interest income 
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(NII), and noninterest income (NonII) ratios. They also found that CSR was negatively 

associated with non-performing loans ratio. Another research of Shen et al. (2016) that 

used data from global banks in 18 countries over 2000-2009 also supported the social 

impact hypothesis. They confirmed that banks engaging in CSR activities have higher 

ROA, ROE, NII, and NonII ratios, and lower NPL ratio then banks that do not engage 

in CSR activities. In a context of the recent financial crisis Cornett et al. (2016) proved 

that that US banks, in general, appear to be rewarded for being socially responsible as 

ROE is positively and significantly related to CSR scores in both pre-crisis or post-

crisis periods. The mixed results of different studies with regard to the CSR–FP relation 

in banking industry may be attributed to measurement issues, model specification as 

well as sample period. Although to this day the multi-dimensional nature of social 

performance is widely recognized the studies examined banking industry adopted 

aggregated CSR measures. Previous studies within banking industry also did not 

consider nonlinear relation between CSR and FP. This study proposes to analyze the 

issue in more exhaustive way. We focus on the individual CSR dimensions specific to 

the banking sector like human resources, product and customers and community 

involvement, and test both the linear and nonlinear relation between selected CSR 

variables and accounting profitability. 

 

Based on the theoretical justifications, empirical literature and our research questions 

the following hypotheses are tested: 

 

H1:  There is a linear and positive effect of CSR dimensions disclosure 

(environment, human resources, product and customers, community involvement) on 

accounting profitability measures (ROA, NIM) in Polish banks. 

 

H2:  The effects of the environment, human resources, product and customers and 

community involvement disclosure on accounting profitability are non-linear, so it 

implies that the relationship could be convex (U curve) or concave (inverse U curve).  

 

3. Data and variables 
 

3.1. Data description 

 

This study investigates the effect of CSR on FP in both a linear and non-linear 

relationship. The sample consists of all commercial banks, that have operated in the 

years 2008 - 2015 in Poland if their financial statements were available on their 

websites. Representative offices of foreign banks and credit institutions were excluded 

from research sample since they represent a small market share and most of them have 

very few branches. The final sample comprises 18 commercial banks out of which 11 

are listed on Warsaw Stock Exchange. Therefore, the overall sample includes 144 bank-

year observations. All of the data used in this paper are hand-collected from financial 

statements, management commentaries and corporate social responsibility reports 

which were available on banks’ websites for the years 2007-2015. The financial data 

were obtained from publicly available financial statements. The absolute values were 

standardized using their natural logarithms to make them appropriate for the linear 

regression analysis. 

 

3.2 Variables 
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3.2.1 Dependent variables 

 

To measure FP, we have used NIM and ROA ratios. The methodology applied for 

construction of these measures presents Table 1.NIM is one of the key measures of 

bank profitability as in most banks, the largest amount of revenues comes from interest 

on loans. Simpson and Kohers (2002) states, this kind of revenue affects net income 

and capital, which determine financial success. The higher the net interest margin, the 

higher the bank’s profit and the more stable the bank is. In turn, ROA is probably the 

most widely recognized measure of financial performance. ROA measures how 

efficiently the resources of the bank are used to generate the income. Both variables are 

accounting-based measures since we have not included investor perception in our 

theoretical background. According to Grewatsch and Kleindienst (2017), relying on 

accounting measures is better approach if the construct is based on stakeholder theory. 

Moreover, as van der Laan et al. (2008) state it would not be reasonable to assume 

efficient stock markets in the context of CSR. An individual investor should pay 

attention not only to his private social demands but to those of other stakeholders as 

well. 

 

3.2.2. Independent variable - measure of CSR 

 

Previous studies regarding CSR-FP link in banking industry have adopted aggregated 

measures of CSR construct including reputation ratings like AEI Index (Soana, 2011), 

other externally visible measures such as ratings data from MSCI ESG STATS database 

– formerly KLD (Cornett et al., 2016) or EIRIS Index (Wu and Shen, 2013) as well as 

disclosure (Matuszak and Różańska, 2017b). In this study we employed content 

analysis of CSR information disclosed by banks based on the multidimensional scale 

developed by Matuszak and Różańska (2017b). This scale contains a list of 29 items 

specific to the banks, assigned to more general dimensions (environment, employees, 

customers, and society) which correspond to the four key stakeholder groups in the 

banking sector (see Table 1 and 3). In terms of operationalization, we analysed the 

existence or absence of particular CSR disclosure (understood as descriptive and/or 

numerical information) in banks reports, namely management commentary and CSR 

report. We used the approach of assigning a value of 1 if an item of CSR disclosure was 

reported and 0 otherwise, no matter the communication channel. For example, if the 

disclosure item was presented in two reports by some bank the presence of the item was 

treated once. Realizing that the main weaknesses of this approach to measure the CSR 

is the researcher subjectivity (Galant and Cadez, 2017) we employed cross-check 

analysis (scores given by one author were checked independently by the second author 

and conversely). Discrepancies across members of the research team were discussed 

and reconciled. In addition, following prior studies (Matuszak and Różańska, 2017a), 

we used Cronbach’s alpha coefficient to assess the internal consistency of the employed 

scale. Its value ranges between 0 and 1, with a value higher than 0.70 indicating a 

sufficient level of reliability. The alpha coefficient value is 0.9468, which indicates that 

the items included in the scale captured the same underlying construct. 

 

In contrast to the previous study (Matuszak and Różańska, 2017b), we disentangle the 

CSR performance into dimensions namely environment (ENV), human resources (HR), 

product and customers (PC) and community involvement (CI), instead of using the 

overall CSR composite index. Thus, we calculated four indices for each bank as 

follows: 
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ENV  = N1/10*100 

HR  = N2/8*100 

PC  = N3/6*100 

CI  = N4/5*100 

where: 

Ni - number of items disclosed by the bank in each category. 

Given that effects of one dimension sometimes cancels out opposing effects of another 

dimension (Margolis et al., 2009), this disaggregation provides us with the advantage 

which CSR dimension is a key driver for improving FP. In order to strengthen the 

predictive capability of the regression models proposed in our study, we properly 

lagged the CSR reporting indices. A 1-year lag of independent variables permitted us 

to test the causal relationship between the CSR and the FP. This approach is a growing 

feature of the current literature (Nollet et al., 2016). We assume that effects of CSR do 

not occur immediately and it takes some time to generate the expected returns. 

 

3.2.3 Control variables 

 

Following previous studies (Shen et al., 2016, Wu and Shen, 2013), we included in our 

model following control variables: firm size, (un)systematic risk, and dummy variable 

indicating whether bank was listed on stock exchange market or not (Table 1). To 

standardize the absolute values of total assets and to avoid non-normality of the 

distribution, the natural logarithm of total assets is used (LogTA). The proxy measure 

for (un)systematic risk employed in this study is leverage ratio (Leverage). In order to 

control the effect of being listed on Warsaw Stock Exchange (WSE) we employed 

dummy variable (WSE). Banks that are listed on stock exchange are under more 

pressure to generate higher financial results compared to unlisted banks. Consistent 

with the current literature (Shen et al., 2016), we expect that banks’ financial 

performance is positively associated with size and WSE, while it is negatively 

associated with leverage ratio.  

 

Table 1. Variables, required data and data sources 

Variables Description Source 

Dependent variables 

Average Return on Assets 

(ROA) 

ROA = net profit/  

average of total assets 

Financial 

statements 

Net Interest Margin 

(NIM) 

NIM = net profit on interests / 

average of total assets 

Financial 

statements 

Independent variable 

Environmental disclosure 

index (ENV) 

Indices based on a list of 

disclosures – Table 3 

Management 

commentaries 

CSR reports 

Human resources 

disclosure index (HR) 

Products and customers 

disclosure index (PC)  

Community involvement 

disclosure index (CI) 

 

Control variables 

Net Log of Total Assets 

(LogTA) 

LogTA = natural logarithm of 

total assets 

Financial 

statements 
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Leverage ratio (Leverage) Leverage = debt / 

total equity 

Financial 

statements 

WSE Dummy = 1 if bank is listed on 

Warsaw Stock Exchange and 0 

otherwise 

 

 

4. Methodology and empirical models 
 

In our analysis we employed Ordinary Least Squares (OLS) regressions. Since we 

detected the presence of heteroscedasticity problems we have used robust standard 

errors to remove heteroscedasticity. Robust standard errors can give efficient estimation 

of the coefficients when the residuals are only heteroscedastic (Wooldridge, 2013). 

Further, we employed Ramsey RESET test to assess whether linear model specification 

is appropriate. If linear models was not appropriate, basing on the prior literature (Nollet 

et al., 2016; Han et al., 2016), we assumed and estimated non-linear quadratic models. 

 

4.1 Empirical model 

 

The focus of this study is to examine the impact of different dimensions of CSR on FP. 

In most previous studies CSR was treated as a single construct which was simplifying 

approach to multidimensional construct (Matuszak and Różańska, 2017b). Thus, in this 

research we consider the extent of CSR in four dimensions, namely: environment, 

human resources, products and customers, community involvement. The regression 

model can be specified by the following equation: 

 

FPit=ß0+ ß1ENVit-1 +ß2HRit-1 +ß3PCit-1 +ß4CIit-1 +ß5LogTAit+ß6Leverageit+ ß7WSEit 

+ɛit 

 

where: 

FPit – Financial performace proxied by ROA and NIM of bank i at time t, 

ENVit-1 – lagged environment disclosure index i at time t-1, 

HRit-1 – lagged human resources disclosure index i at time t-1, 

PCit-1 – lagged products and customers disclosure index i at time t-1, 

CIit-1 – lagged community involvement disclosure index i at time t-1, 

LogTAit – natural logarithm of total assets of bank i at time t, 

Leverageit – leverage ratio of bank i at time t, 

WSEit – dummy = 1 if bank is listed on Warsaw Stock Exchange and 0 otherwise 

ß0  – an intercept, 

ß1…7 – a vector of exogenous variables and observations, 

i = 1, 2, …, N, index of bank, 

t = 1, 2, …, T, index of time. 

 

Further we examine quadratic relationship between CSR disclosure indices and FP in 

order to consider the possibility of a quadratic relation. In this case the regression model 

can be specified by the following equation: 

 

FPit=ß0+ ß1ENVit-1 +ß2HRit-1 +ß3PCit-1 +ß4CIit-1 +ß1ENV2
it-1 +ß2HR2

it-1 +ß3PC2
it-1 

+ß4CI2
it-1 +ß5LogTAit+ß6Leverageit+ ß7WSEit +ɛit 
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5. Empirical findings and discussion 
 

5.1 Descriptive statistics 

 

Table 2 depicts the development of lagged CSR indices for the years 2007 to 2014. The 

reporting level of each CSR index is increasing over the years of analysis. This is a 

positive trend among Polish banks. Comparing 2007 and 2014 we can state that 

commercial banks have strongly improved their CSR dimensions. In each year banks 

engage the most in community matters. This demonstrates the strong commitment of 

the banks in charity, volunteer and sponsorship. Moreover, banks’ commitment in areas 

of HR and PC is quite similar within analyzed period. From 2007 to 2014 HR and PC 

scores increased 230,7% and 205,7% respectively. The dimension with the lowest level 

of disclosure is environment, however an upward trend is observed. From 2007 until 

2014, this level increased from 13% to 31%. Thus, the banks have still much to do to 

improve the level of reporting especially in the area of environment. 

 

Table 2. Development of lagged CSP disclosure indices for the years 2007 to 2014 

Year ENV HR PC CI 

2007 13,3 16,9 15,7 35,3 

2008 16,7 25,0 16,7 45,9 

2009 17,8 22,8 21,6 47,1 

2010 26,7 38,2 36,3 65,9 

2011 26,7 40,4 39,2 65,9 

2012 31,7 49,3 44,1 67,1 

2013 33,9 52,9 47,1 74,1 

2014 30,6 55,9 48,0 65,9 

Average 24,7 37,7 33,6 58,4 

 

As stated in previous section, in this study we considered 29 CSR reporting items, the 

detail results of which are shown in Table 3. The results indicate that even though 

reporting of CSR was voluntary in Poland in analyzed period (according to Matuszak 

and Różańska (2017a), since 2016 it has become obligatory due to EU Directive 

2014/95/EU on non-financial disclosures) the participation of Polish commercial banks 

in different CSR activities varies among banks and is not as low as we could expect. 

There are only several banks which are involved in the CSR activities at a larger extent. 

The most commonly undertaken CSR activities (above 85%) were: donations for social 

activities and public benefit organizations (88.9%) and support for education (88.9%). 

Moreover, each item was reported by at least one bank. It is observed that Polish banks 

report extensively about their human resources. 15 banks reported about their 

employment and labour relations as well as employee development. Furthermore, 

83.3% of banks disclose information related to comprehensibility and transparency of 

products and services they provide. The CSR dimension that is less reported by banks 

is environment. The highest number of banks reported given item in this area is 10 and 

the lowest is 1. This indicate that Polish banks need to improve their environmental 

activity. The average reporting score of 58.8% indicates that Polish commercial banks 

CSR reporting is at the early stage of development. 

 

Table 3. Overall extent of CSR reporting for the years 2008 to 2015 
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Sr. 

no. 
Items of CSR dimensions 

No. of 

banks 

reported 

this item 

% Frequency 

 Environment (ENV)    

1 Statement on environmental protection policy 10 55,6% 68 

2 Prevention of pollution (waste disposal and recycling) 9 50,0% 50 

3 Actions aiming to limit consumption of energy, 

materials, water (sustainable use of resources) 

9 50,0% 51 

4 Sustainability (any mention of sustainable 

development) 

9 50,0% 54 

5 Aesthetic value of the environment (designing 

structures in harmony with the environment, landscape) 

1 5,6% 5 

6 Environmental protection, biodiversity and restoration 

of natural habitats 

8 44,4% 36 

7 Taking account of the environment in credit policy 

(environmentally-friendly products, "green products", 

funding "low-emission" investment projects …) 

9 50,0% 46 

8 Environmental training and certificates (ISO 14001 vs) 6 33,3% 21 

9 Joint projects with other companies providing 

environmental management services 

1 5,6% 7 

10 Environmental awards 7 38,9% 17 

 Human Resources (HR)    

11 Employment and labour relations 15 83,3% 101 

12 Occupational health and safety 13 72,2% 53 

13 Employee development (training…) 15 83,3% 97 

14 Employee benefits (insurance, healthcare, social 

assistance ...) 

13 72,2% 59 

15 Relationships with trade unions 12 66,7% 45 

16 Information on employee turnover 13 72,2% 53 

17 Information on support for daytime care, maternity and 

paternity leave 

9 50,0% 25 

18 Encouraging diversity (employment of minorities, 

disabled persons, women ...) 

10 55,6% 27 

 Product and customers (PC)    

19 Comprehensibility and transparency of products / 

services 

15 83,3% 71 

20 Bank products addressed to marginalised groups (the 

disabled, aged customers, non-profit organizations ...) 

9 50,0% 48 

21 Examination of customer satisfaction / service quality 11 61,1% 57 

22 Protection of customers’ data and privacy 8 44,4% 40 

23 Customer service (settlement of problems, complaints, 

disputes, renegotiation of contract terms ...) 

9 50,0% 43 

24 Consumer awards 13 72,2% 63 

 Community Involvement (CI)    

25 Donations for social activities and public benefit 

organizations 

16 88,9% 108 

26 Support for education (scholarships, conferences, 

seminars, student internships…) 

16 88,9% 103 

27 Sponsorship of various sport, artistic and cultural 

events 

15 83,3% 98 

28 Sponsorship of various public health initiatives, 

projects, campaigns 

13 72,2% 54 

29 Support for local activities, industry, agriculture 13 72,2% 66 

 Total average  58.8%  

 

The basic descriptive statistics for the sample are given in Table 4. Regarding 

profitability measures the sample is balanced as the minimum and maximum values of 

ROA are -6.43 and 6.15 respectively. The mean score for NIM is 3.01% and standard 
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deviation of 1.82%. This suggests that over the study period NIM for the banks averages 

about 3.01% with individual yearly figures differing around 1.82%. Each of CSR 

components reveal the same minimum and maximum values. It is evident from the 

descriptive statistics that the CSR indices show great variation in their values. This 

indicate significant differences in CSR activities among Polish banks. Moreover, the 

median of ENV is zero, which means that at least half of population did not report about 

environmental issues. The average value of leverage means that the debt of average 

bank exceeds 9.40 times its equity. This confirms Saunders and Cornett (2014) 

suggestion that banks are generally risky companies. 

 

Table 4. Descriptive statistics 

Variables N Mean Median Minimum Maximum St.dev. 

ROA (%) 144 0,96 0,92 -6,43 6,15 1,04 

NIM (%) 144 2.94 2.65 0,23 11,27 1,71 

ENV (%) 144 22,50 0,00 0,00 100,00 29,55 

HR (%) 144 35,29 25,00 0,00 100,00 33,42 

PC (%) 144 33,56 17,00 0,00 100,00 33,64 

CI (%) 144 55,83 60,00 0,00 100,00 37,83 

LogTA 144 3,41 3,61 0,56 5,59 1,20 

Leverage 144 9,46 8,82 0,31 20,21 4,04 

GPW 144 0,61 1,00 0,00 1,00 0,49 

 

5.2 Pearson correlation analysis 

 

Correlation matrix is presented in table 5. The results suggest that variables are not 

highly correlated with each other. The highest correlation is observed among CSR 

dimensions. However, their correlations do not rise concerns for any multicollinearity 

problems as presents in VIF values (all values are below 10). Further, the correlation 

of all CSR components with FP measures is rather low. An interesting observation is 

that, ENV is negatively and CI is positively correlated with all FP measures.  

 

Table 5. Correlation matrix of variables 
  VIF ROA NIM ENV HR PC CI LogTA Leverage GPW 

ROA (%)  1         

NIM (%)  0,208** 1        

ENV (%) 2,070 -0,022 -0,105 1       

HR (%) 4,246 0,125 -0,051 0,575** 1      

PC (%) 2,915 0,045 -0,026 0,682** 0,738** 1     

CI (%) 2,261 0,068 0,049 0,415** 0,726** 0,532** 1    

LogTA 2,333 0,239** -0,056 0,209** 0,595** 0,304 0,539** 1   

Leverage 1,049 -0,293** -0,200** -0,109 -0,200** -0,112 -0,127 -0,131 1  

GPW 1,601 0,227** -0,068 0,324** 0,361** 0,257** 0,237** 0,550** -0,107 1 

** Correlation significant at the 0.05 level 

 

These results suggest that examining CSR in aggregate form could lead to misleading 

conclusions, as the impact of different dimensions could neutralize each other. In 

addition, the leverage is negatively and significantly correlated with all FP measures. 

 

5.3 Multiple regressions analysis 

 

Table 6 reports the regression results for the effects of CSR indices on FP. In linear 

specification the results suggest that the effect of CSR dimensions on FP is mixed and 
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insignificant. ENV coefficient is negative and not significant for all measures of FP 

whereas PC coefficient is positive and not significant. Therefore, we cannot confirm 

Hypothesis 1. Overall, this mixed results are partially in line with findings of Nollet et 

al. (2016) and Mittal et al. (2008) among others. All control variables reveal no 

significance with exemption of Leverage for ROA model.  

 

Further, we employed Ramsey RESET test to assess whether linear model specification 

was appropriate. According to this test in both cases linear model was not appropriate, 

thus following prior studies (Nollet et al. 2016; Han et al. 2016), we assumed and 

estimated non-linear quadratic models. Non-linear specification revealed some rather 

interesting results: there exists both U-shape and inversely U-shape relation between 

CSR disclosure indices and FP in Polish banking sector. These results confirm the 

intuition that the negative or positive relation between individual CSR dimensions and 

FP in linear specification could be a part of more complex non-linear relation. Firstly, 

U-shaped relation between NIM and HR was revealed. Both HR and quadratic HR 

coefficients are significant and negative or positive respectively. This relation could be 

explained that, when a negative relation between HR and NIM may occur at the 

beginning of HR, after achieving minimum point, the development of HR picks up in 

the latter part of a U-shaped relationship.  

 

Secondly, our results confirmed the existence of inverse U-shaped relation between CI 

and NIM as well as between PC and ROA in Polish banks. Inversely U-shaped relation 

can be interpreted quite simply in the light of general phenomenon in neoclassical 

economic called law of diminishing marginal returns. If the input variable has positive 

relation with output variable, then adding more of input variable, will at some point 

yield lower marginal returns per-unit. In other words, the extent of the contribution 

from the former to the latter input variable on output variable starts to decrease as the 

input amount accumulates. The same situation is observed in CI and PC dimensions. 

When, for instance CI increases, the marginal extent of its contribution to FP starts to 

decrease at a certain point. Our results indicate that CI and PC efforts made in Polish 

banks after maximum point will not be beneficial in a long-run. The above findings 

could also be confirmed by the linear specification where in each case of HR, CI and 

PC the coefficients have the same sign – negative or positive respectively – although 

significance level is low. Above mentioned results partially confirm hypothesis 2 in 

relation to HR, CI and PC. These results are in contrast with the finding of Nollet et al. 

(2016) and Han et al. (2016), as they failed to find a non-linear relation in social area. 

In our study on Polish banks we found a U-shaped relation in HR and inversely U-

shaped relations in CI and PC. This inconclusive result can be partially explained in a 

following way. In our research we assumed social area proxied by three dimensions 

HR, CI and PC. Such an aggregate measure could neutralize opposite effects of its 

components on the descriptive variable. We would like to emphasize that this finding 

could fill the gap between the negative or positive relationships reported in previous 

research. In contrast with Han et al. (2016) who found U-shaped relation in ENV we 

cannot confirm the existence of non-linear relationship between ENV and FP. This 

suggests that banks in Poland do not pay too much attention to this category. It is 

possible that for banks this is not a priority dimension of CSR in creating the financial 

result. Moreover, it might be interesting to consider the minimum and maximum points 

for U-shaped and inversely U-shaped relation respectively. First, based on the estimate 

of non-linear coefficients of the HR and HR2 terms in specification no. 3 we have 

calculated minimum point. For HR the minimum point is 34.5. Comparing this result 
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with the average value in 2014 (Table 2) which is 55.9, it can be stated that HR value 

has exceeded the minimum point. This suggests that improving HR dimension is still 

helpful to improve the NIM, at least for Polish banks.  

 

Second, based on the estimate of non-linear coefficients of the CI and CI2 terms in 

specification no. 3 as well as of PC and PC2 terms in specification no. 4 we have 

computed maximum points. They are calculated to be 26.5 and 120 respectively. In 

terms of CI the stopping point (maximum) is much lower than in 2014 average CI value 

of 65.9 (Table 2). This result indicates that CI activities might not be beneficial in a 

long-run, as they have negative influence on NIM. The same it cannot be stated in 

relation with PC, as the stopping point is much lower than in 2014 average PC value of 

48.0 (Table 2). This indicates that Polish banks should increase engagement in products 

and customers area as it is still beneficial in terms of ROA. Finally, when it comes to 

the control variables, risk is significant and negatively related with FP. However, 

LogTA and GPW variables are insignificant. All above mentioned findings suggest that 

Hypothesis 2 can be partially confirmed. 

 

Table 6. CSR-FP relationship in linear and non-linear models, years 2008 – 2015 
Specification 1 2 3 4 

Variables 
Linear Linear Non-linear Non-linear 

NIM ROA NIM ROA 

Intercept 4.641 (2.807)** 1.256 (2.981)** 4.049 (6.199)*** 1.054 (2.76)*** 

ENV -0.012 (-1.133) -0.006 (-1.797)* 0.014 (0.658) -0.014 (-1.139) 

ENV2     0,000 (-1.413) 0,000 (0.808) 

HR -0.008 (-0.533) 0.002 (0.180) -0.053 (-2.267)** 0.007 (0.506) 

HR2     0.001 (2.253)** -0,000 (-0.376) 

PC 0.006 (0.802) 0.002 (0.546) 0.013 (0.642) 0.024 (2.094)** 

PC2     0,000 (-0.716) -0,000 (-1.998)** 

CI 0.011 (1.138) -0.002 (-0.662) 0.069 (3.262)*** -0.004 (-0.321) 

CI2     -0.001 (-2.809)*** -0,000 (-0.017) 

LogTA -0.251 (-0.853) 0.113 (0.851) -0.202 (-1.11) 0.109 (1.022) 

Leverage -0.116 (-1.608) -0.080 (-3.754)*** -0.111 (-2.883)*** -0.077 (-3.442)*** 

GPW 0.108 (0.098) 0.368 (1.312) 0.307 (0.793) 0.394 (1.739)* 

F-statistics 2.363*  5.606***  2.875**  3.044***  

N 144  144  144  144  

R-squared 0.11   0.17   0.19   0.2   

Reset (F) 6.67**  7.15***      

t statistics in parentheses; * p < 0.10, ** p < 0.05, *** p < 0.01 
 

6. Conclusions 
 

This study investigates relationship between CSR dimensions and FP in Polish 

commercial banks. Particularly, we consider four CSR indices (i.e. HR, ENV, PC, CI) 

and accounting-based performance measures (i.e. NIM and ROA). Our control 

variables include Leverage, LogTA, and WSE. The data from banking industry in 

Poland in the period of 2008-2015 provides the background for this study. 

 

Two hypotheses were set in this study and one of them was partially significantly 

supported. The findings of linear models suggest that there is no significant relation 

between CSR and FP among Polish banks. However, further analysis of non-linear 
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models revealed the existence of U-shaped relation between HR and NIM and inversely 

U-shaped relation between CI and NIM as well as PC and ROA. In this first case, U-

shaped relation indicates that investing in HR and undertaking activities in this area 

may be beneficial but after achieving certain minimum point, before which additional 

HR expenditures may decrease FP. In the latter cases, inversely U-shaped relation 

denotes that activities undertaken in the CI and PC area may be beneficial but before 

achieving specific maximum threshold amount. In terms of CI, further expenditures are 

not supposed to be paid off as the average maximum point in 2014 has been exceeded 

almost twice. In relation to PC area, further improvements should be undertaken as they 

might have a positive impact on FP since the stopping point has not been exceeded. Our 

study also indicated that, when CSR is treated as a multidimensional construct, 

revealing various areas of banks’ commitments and undertaken activities, and 

decomposed it could better convey the impact on FP. Thus, there is the need to use 

more detailed measure of CSR to obtain more transparent and clearer relationship 

between CSR and FP. 

 

The improved understanding of the CSR-FP relationship in banking industry fills the 

knowledge gap in the empirical literature. The study has also some practical 

implications by providing policy suggestions for both bank managers and government 

regulators. Bank managers should convince the board to engage in different CSR 

activities as an important part of their strategic initiatives and to allocate more resources 

to those that have significant positive relationship with the FP and less to others, which 

improve the overall stakeholder wellbeing and thus create positive social change. 

Government regulators can encourage banks to adopt CSR, which creates profits and 

consequently increases the safety and soundness of the banking system. Furthermore, 

engaging in CSR could increase social welfare which is improved by focusing on the 

need of the employees, clients and communities. 

 

The main limitation of the study is our focus on the banking sector in Poland. This 

limits the ability of generalization of the results to other corporate sectors. Future 

research may replicate the methodology of the study in the banking sector in other 

countries. Moreover, some parts of the methodology could be adapted in further 

research examining the linkage of CSR dimensions and FP in many other sectors such 

as oil and gas, food and manufacturing or production sectors in order to obtain more 

understanding about the differences amongst them. 
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Abstract:  

Idea: The objective of this research is to determine to what extent the sustainability 

reporting is in line with the Clarity principle included in the GRI guidelines. 

Data: We analysed the quantitative indicators proposed by Global Reporting Initiative 

guidelines (as a tool of non-financial performance) published by a number of 14 

environmentally-sensitive organisations included in the Pilot Programme of the 

International Integrated Reporting Council in three moments of time (2010, 2013 and 

2016). 

Tools: Using content analysis, we determined an annual score of information clarity 

for each organization. 

What’s new: The results of the research show that after switching to integrated 

reporting in 2013 the score of information clarity was improved for 64% of the 

companies. Nine of the organizations have a degree of information clarity for the 

reports published in 2013 and 2016 higher than for those published in 2010. For four 

organizations (29%) the score of information clarity remained the same for all the three 

periods under investigation. 

So what: The impact of our research is that we show how companies can improve their 

sustainability reporting. 

Contribution: The representatives of the organizations can see how the compliance 

with the guidelines is assessed (in our case, the compliance with the clarity principle) 

and can improve their reporting process. A better reporting can have a positive effect 

on the organization’s reputation, profit and customer loyalty. 

 

Keywords: Environment; indicators; GRI; performance; clarity. 

 

1. Introduction  
 

At present the sustainability reporting is goal for most of the companies, given that 

there are a lot of benefits: competitive advantages (Berns et al., 2009; Lozano & 

Huisingh, 2011), better reputation (Bebbington et al., 2008; Michelon, 2011; Ernst & 

Young, 2017), meeting the expectations of employees (Michelon, 2011; Ernst & 

Young, 2013) or waste reduction (Robinson et al., 2006; Michelon, 2011). Even if the 

sustainability reporting is optional in most of the world’s countries, the number of 

companies reporting non-financial information related to the environment has 

significantly increased in the last years. While 25% of the companies disclosed 

information on social, environmental and economic issues in 2007 (Fortanier & Kolk, 

2007), the percentage of companies disclosing information on social responsibility was 

closed to 75% in 2015 (KPMG, 2015). Other studies (Verschoor, 2011; Ernst & Young, 
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2017) stress that the volume of non-financial information published by organizations 

has increased much in recent years, but mainly as voluntary disclosures. 

 

The continuous changes and the lack of mandatory requirements can hamper the clarity. 

As the most used guidelines in the area are the ones issued by GRI, the objective of our 

research is to analyse the Clarity of quantitative GRI indicators published by a number 

of 14 organizations in environmentally-sensitive industries, which were included in the 

Pilot Program of IIRC (2010) in the context of the changes in the sustainability 

reporting. We chose this category of firms because, according to (Barbu et al., 2014) 

‘environmentally sensitive firms are likely to report more environmental information 

than those firms that are less environmentally sensitive’. In order to achieve this goal, 

we have determined an annual score of information clarity for each organization. 

 

2. Literature review  
 

Establishing the Global Reporting Initiative (GRI) in 1997 was a first important step in 

setting up a framework of voluntary reporting appropriate for all types of companies 

with focus on the economic, social and environmental dimensions related to their 

specific activities. This body developed in 2000 the first global framework for 

comprehensive sustainability reporting (GRI, 2017). Further, GRI published several 

versions of specific Guidelines. The existing versions have been the following in time: 

G1 (2000), G2 (2002), G3 (2006), G3.1 (2011), G4 (2013), Sustainability Reporting 

Standards (SRS) (2016). 

 

Another action to develop the sustainability reporting was the setup of a mixt 

professional body in 2010, the International Integrated Reporting Committee (in 2011 

renamed the International Integrated Reporting Council – IIRC). This professional 

body developed an International Integrated Reporting Framework – IIRF (2013), on the 

grounds of which the companies could publish Integrated Reports connecting 

information both on the financial performance and the non-financial performance. The 

integrated reporting is at present the most comprehensive reporting paradigm practiced 

by companies, where the information connectivity takes an important place. According 

to WICI (2017, p.40), ‘an integrated report should show, as a comprehensive value 

creation story, the combination, inter-relatedness and dependencies between the 

components that are material to the organization’s ability to create value over time.’ 

Given the fact that there are not supplied key performance indicators at the level of the 

IIRF, IIRC shall encourage the organizations to use the GRI sustainability reporting 

guidelines (with the related indicators) (GRI & IIRC, 2013).  

 

IIRC regroups or has the broad support of a number of pre-existing bodies, claiming 

that they will coordinate and preserve what has been done before, adopting the "path of 

convergence" (Bebbington et al., 2012). A first aspect is the fact that the GRI guideline 

was the most used (with a share of about 34%) for the sustainability reports issued in 

2010 (Eccles et al., 2013) and with the multinational companies as the main users. On 

the other hand, Rowbottom & Locke (2013) underline that GRI has been successful in 

presenting a friendly, voluntary, government-friendly alternative to sustainable 

reporting but still retains a number of unresolved issues, mainly because of 

prioritization of the orientation to stakeholders or shareholders. All this could justify 

why GRI has accepted this “global cooperation” in the form of IIRC (Albu et al., 2013). 
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GRI defines the following principles for defining report quality: accuracy, balance, 

clarity, comparability, reliability and timeliness. Given that in this research we are only 

analysing the GRI indicators presented by the organizations that have joined the pilot 

program of the IIRC (IIRC, 2011), of the six principles we will only consider Clarity. 

According to GRI Sustainability Reporting Standards 2016 (GRI, 2016, p. 13-16) this 

principle is thus defined: ‘The reporting organization shall make information available 

in a manner that is understandable and accessible to stakeholders using that 

information’. 

 

Regarding the clarity of information there is a gap in specific literature. There are 

studies that deal with the transparency of information (Bergson, 2006; Ștefănescu & 

Tănase, 2016) or readability (Du Toit, 2017). However, clarity means more than 

transparency and readability. One way of achieving the clarity nowadays is through the 

use of the information technologies, for instance for preparing online reports. 

 

According to Ernest & Young (2014, p.1) ‘investors are struggling to find ways to 

meaningfully compare companies’ data, to understand which issues are most material 

to their sustainable growth and to draw quantifiable links between non-financial and 

financial performance’. However, ‘most of the surveyed investors evaluate 

environmental and social factors on an informal, not structured basis’ (Ernst & Young, 

2017, p.3).  

 

3. Research method 

 
The collection of information took place during the period of time 1 January 2017- 30 

July 2017. We started with 99 international organizations that were included in the IIRC 

Pilot Programme. The organizations were classified in respect of industries (IIRC, 

2011; 2013). For the selection of the environmentally-sensitive industries, we used the 

classification established by Barbu et al. (2014). As the environmental disclosures are 

industry-specific (Freedman & Jaggi, 2005; Eccles, 2012) the results of the research 

shall be presented taking into consideration the features displayed by the analysed 

firms, considering the industry they belong to. As a consequence of applying the 

selection criteria, 17 companies remained in the following industries: Basic Materials 

(Chemicals-3, Industrial mining & metals-2), Industries (Steel producers -1, 

Transportation services- 4), Oil & Gas (Oil- 5). Tata Steel and Gold Fields were 

removed from the sample because on the date of the data collecting they did not have 

the annual reports for the year 2016 published. Also, for Cliffs Natural Resources, the 

non-financial information of the year 2016 was not available at the date of finishing the 

data collection process. This led to its elimination from the research sample. Thus, we 

analysed the information disclosed by 14 organizations.  

 

For the chosen organizations the reports published for three years (2010, 2013, 2016) 

were examined. We chose the year 2010 as it is the year in which the IIRC was created. 

We chose the year 2013 as it was the year in which the first integrated reports designed 

according to the IIRF were published. Finally, we chose the year 2016 as it is the last 

year for which published reports are available. 

 

66 reports published in the three investigated years were analysed in total for 14 

organizations in nine countries. The distribution on industries was the following: 22 

reports were published by the five organizations included in BM, 18 reports were 
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published by the four organizations include in I, while 26 reports were published by the 

five organizations in O&G. 

 

Considering the fact that an investor analyses the non-financial information in 

correlation with the financial ones, to determine the clarity score, we searched for 

financial as well as non-financial information (Ernst & Young, 2014; 2017). Due to the 

fact that the non-financial information is very heterogeneous (Fortanier and Kolk, 2007; 

Albu et al., 2013; Dumitru et al., 2015; Calu et al., 2016), to select the indicators whose 

evolution we examine (table no. 1) we started with the GRI references (versions G3.0, 

G3.1, G4 and SRS) applied by the organizations during the three years of the reporting. 

Even if version G2 is not explicitly used in any reports included in our sample, it has 

been presented for the cases in which there is no GRI version distinctly cited (in 

AkzoNobel, 2010 and Solvay, 2010 reports is mentioned the option citing GRI). We 

selected 18 indicators out of the 46 environmental indicators that could have been 

reported by the organizations in the three time moments. 

 

The objective of this research is to determine an annual score of information clarity for 

the reviewed organizations in each of the three periods under examination. According 

to the guidance offered by GRI Sustainability Reporting Standards 2016 (GRI, 2016, 

p. 14), in order to achieve clarity ‘The report is expected to present information in a 

way that is understandable, accessible, and usable by the organization’s range of 

stakeholders, whether in print form or through other channels. It is important that 

stakeholders are able to find the information they want without unreasonable effort’. 

Given that in this paper we are analysing the presentation of measurable indicators, the 

following two of the four proposed tests for evaluating the clarity of the report are 

relevant for the determination of the clarity score related to the presentation of the 

indicators: ‘stakeholders can find the specific information they want without 

unreasonable effort through tables of contents, maps, links, or other aids’ and ‘The 

information in the report is available to stakeholders, including those with articular 

accessibility needs, such as differing abilities, language, or technology’. To achieve this 

clarity score we took into account the following five aspects (A): 

 A1: Number of reports where to look for the financial and non-financial 

information: 1 point if all information is within one report, 2 points for 

collecting information from two reports, a.s.o.; 

 A2: On-line availability of the integrated report, in a form where there is a high 

connection of information (there are links for details through which there is 

made the information direct correlation): 1 point for the on-line form, 2 points 

for lack of on-line presentation; 

 A3: Pointing out the version of the GRI references according to which the 

reporting is made: 1 point if the version is mentioned, 2 points if it is not 

mentioned;  

 A4: Existence of a GRI grid to present the indicators: 1 point if the GRI grid is 

published, 2 points if it is not published; 

 A5: Use of symbols and names for the reported indicators: 1 point for the use 

of symbols in correlation with the names of the indicators, 2 points if symbols 

are not used. 

 

The best annual information clarity score that could be obtained by an organization is 

5. The worst clarity score is 10. Based on the score obtained we established a ranking 
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regarding the clarity of the information at the organization’s level. The first place was 

granted to the year in which the lowest score was registered. 

 

4. Results 
 

We noticed the fact that the published non-financial information was different both in 

terms of disclosure and manner of determining the values of the investigated indicators. 

This aspect is in line with previous researches (Fortanier and Kolk, 2007; Albu et al., 

2013; Dumitru et al., 2015; Calu et al., 2015). 

 

The heterogeneousness of the collected information in respect of the environment 

performance did not allow comparisons between the organizations for the information 

expressed in values or percentages mainly for the following reasons: 

 The same indicator can be determined and presented differently according to 

the organization type;  

 For the same reporting year, the organizations could use different guidelines. 

 

For the Basic Materials industry, in respect of the reference used for the financial 

reporting, we notice that there is uniformity: all organizations apply IFRS. In terms of 

non-financial reporting, for the analysed organizations we observe that there is a high 

uniformity in respect of the used guidelines. For the year 2010, we find that two of the 

organizations (ANNV and SLV), though they refer to GRI and report information for 

the GRI databasis (GRI, 2016), there is not mentioned the use of any GRI version, only 

citing GRI. This led to a lower degree of clarity of information (table no. 1). The other 

three organizations (AGAL, BASF and TKR) used the G3 version. In 2013 there were 

also used different versions of the GRI references, such as: G3 and G3.1 version by 

TKR, respectively ANNV, and the G4 version by the rest of the organizations. In the 

last reviewed year, three of the organizations used the G4 version (ANNV, BASF and 

AGA), and two used the new SRS (SLV and TKR) for reporting. 

 

The following four organizations belong to the Industrials (Transport): ATL, CCR, 

FMG and NVLS. All the analysed organizations applied IFRS for the financial 

reporting. In terms of the non-financial reporting guidelines, the following versions 

were used: G3, G3.1, G4 and SRS. A specific aspect of the investigated organizations 

within this industry is given by the fact that for each examined year all the four 

organizations used different versions of GRI reporting, such as: in 2010 ATL did not 

use the GRI reference, and the other three organizations used the G3 version, in 2013 

all four organizations used the G3.1 version, and in 2016 FMG used SRS, the other 

three organizations using the G4 version. There can be noticed the fact that at the level 

of this industry all four organizations report every year in accordance with another 

version. 

 

Within Oil & Gas there were examined the following five organizations: ENI, PBS, 

RPS, RST, and SNAM. All the analysed organizations applied IFRS for the financial 

reporting. In respect of the non-financial reporting guidelines, within this industry there 

were used the fewest versions: G3, G3.1 and G4. Three (PBS, RST and SNAM) out of 

the five organizations used the same version (G4) for two of the three reporting periods 

under investigation. At year level the situation is the following: in 2010 all 

organizations used the G3 version, in 2013 two organizations (ENI and RPS) used the 

G3.1 version, the other organizations using the G4 version, and in 2016 all of them used 
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the G4 version. There can be noticed the fact that at the level of this industry there is 

the highest uniformity in terms of using the same version of guideline in the same year.  

 

The review of the results is performed in accordance with the research scope: to 

determine an annual score of information clarity for each organization (table no. 1).  

 

Table 1. The information clarity 

Clarity Index Year A1 A2 A3 A4 A5 Total Rank 

Basic Materials / Chemicals (3) 

ANNV 

2010 1 1 2 2 2 8 2 

2013 1 1 1 1 2 6 1 

2016 1 1 1 1 2 6 1 

BASF 

2010 1 2 1 2 2 8 3 

2013 1 1 1 1 2 6 1 

2016 1 1 1 2 2 7 2 

SLV 

2010 2 2 2 2 1 9 3 

2013 2 2 1 1 2 8 2 

2016 1 1 1 1 2 6 1 

Basic Materials / Industrial Mining & Metals (2) 

AGA 

2010 2 2 1 2 2 9 3 

2013 2 2 1 1 2 8 2 

2016 1 1 1 2 2 7 1 

TKR 

2010 2 2 1 1 2 8 1 

2013 2 2 1 1 2 8 1 

2016 2 2 1 1 2 8 1 

Industrials (4) 

ATL 

2010 1 2 2 2 2 9 2 

2013 2 2 1 1 1 7 1 

2016 2 2 1 1 1 7 1 

CCR 

2010 2 2 1 1 1 7 1 

2013 2 2 1 1 1 7 1 

2016 2 2 1 1 1 7 1 

FMG 

2010 1 2 1 1 1 6 1 

2013 1 2 1 1 1 6 1 

2016 2 2 1 1 1 7 2 

NVLS 

2010 1 2 1 1 2 7 2 

2013 1 1 1 1 2 6 1 

2016 1 1 1 1 2 6 1 

Oil & Gas (5) 

ENI 

2010 2 2 1 1 1 7 2 

2013 1 1 1 1 2 6 1 

2016 1 1 1 1 2 6 1 

PBS 

2010 2 2 1 1 1 7 1 

2013 2 2 1 1 1 7 1 

2016 2 2 1 1 1 7 1 

RPS 

2010 2 2 1 1 2 8 3 

2013 2 1 1 1 2 7 2 

2016 2 1 1 1 1 6 1 

RST 

2010 2 2 1 1 2 8 1 

2013 2 2 1 1 2 8 1 

2016 2 2 1 1 2 8 1 

SNAM 2010 2 2 1 1 2 8 2 
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Clarity Index Year A1 A2 A3 A4 A5 Total Rank 

2013 2 2 1 1 1 7 1 

2016 2 2 1 1 1 7 1 

 

At the level of the 14 investigated organizations, the values obtained regarding the score 

of clarity are between 6 and 9, with a mean of the clarity score of 7.17. None of the 

organizations registered an extreme score (of 5 or 10). In respect of the scores obtained 

per each year, the range was the following: the highest clarity of information was 

registered in 2016 (with a mean of 6.79), at close distance from the year 2013 (with a 

mean of 6.93). On the last place in terms of clarity there was the year 2010 at a distance 

of one point away from the year 2016, with a mean of information clarity of 7.79. This 

aspect indicates the fact that bringing forward the integrated reporting, the clarity of 

information rose. The classification per years, according to the rank taken by the 

organizations in the view of the information clarity is displayed in figure 1. 

 

Figure 1. Clarity ranks 

 
 

For a number of five organizations, the information clarity was not modified during the 

three years under investigation, which is why each of the three years was granted the 

first place. Although, the scores obtained by these organizations were high: in the case 

of three organizations (CCR, ENI and PBS) the score of clarity was 7, and in the case 

of two organizations (TKR and RST) the score of clarity was 8. We observe that for 

nine organizations (64%) out of the 14 investigated organizations there was obtained 

an increase of the information clarity index in comparison with the year 2010. In respect 

of the industry they belong to, the distribution is the following: four organizations are 

within the Basics Materials industry, two belong to Industrials and two to Oil & Gas. 

From the point of view of the countries the situation is the following: Belgium (1), 

Germany (1), Italy (2), the Netherlands (2), South Africa (1), Spain (1). In addition, for 

a number of four organizations out of the nine (ANNV, SNAM, ATL and NVLS) the 

score of clarity remained constant in 2013, respectively 2016. It is interesting the fact 

that out of the nine organizations, four organizations (ANNV, BASF, NVLS and RPS) 

turned to the online integrated reporting beginning with 2013, other two organizations 

displaying online integrated reports starting with 2016 (SLV and AGA). 
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For four organizations (29%) the inclusion in the IIRC programme in 2013 did not 

influence in any way the information clarity, the score of clarity being equal during the 

three years. It is interesting the fact that only one of these five organizations (ENI from 

Italy) started in 2013 the online integrated reporting of information, but once the online 

integrated reporting was adopted (method facilitating the more rapid finding of 

information), that organization gave up on using symbols for presenting the indicators 

into the report. This aspect led to maintaining a constant clarity score. A specific feature 

is that the organizations CCR and PBS from Brasil disclose an identical clarity score 

for both organizations during the three years, for each of the five criteria taken into 

account. Although they belong to different industries, we notice the preference for the 

standardized and clear disclosure of information in the case of both organizations, in 

each of the three years. They use signs for the indicators described in the text, 

mentioning the version of the used GRI guidelines, as well as the use of the GRI 

indicator. The preference for the standardized presentation during the three years could 

be considered a cultural influence. According to Rosneft (2010) there are six cultural 

dimensions, one of them being Uncertainty Avoidance which ‘expresses the degree to 

which the members of a society feel uncomfortable with uncertainty and ambiguity.’ 

For this cultural dimension Brasil has a very high score (76), score considered 

characteristic to the societies that ‘show a strong need for rules and elaborate legal 

systems in order to structure life [...] bureaucracy, laws and rules are very important to 

make the world a safer place to live in’. RST from the Russian Federation shows a 

constant clarity score in time. In this case the GRI version is mentioned and the GRI 

indicators are presented. Similar to the case of Brasil, Rusia has a very high score (91) 

of Uncertainty Avoidance (Hofstede, 2004). The organization does not disclose online 

integrated reports in any of the three years and it does not use a standardized indicator 

presentation, correlated to the symbols of the GRI reference, though it displays 

information on them. It is remarkable that within the reports of RST there is mentioned 

the fact that certain data are secret. For example, in the annual report of the year 2010 

(Rosneft, 2010, p. 156) there is pointed out the fact that ‘the Company provides timely 

and full disclosure of information on all aspects of its business (except for instances 

where the information represents a commercial secret or other legally protected 

information)’, and in the one from 2016 there is emphasized the fact that the disclosure 

of some information is in ‘compliance with state secret’ (Rosneft, 2016, p. 31). The 

findings are convergent with those presented by Calu (2015). TKR from Canada has 

remained constant in respect of the degree of information clarity, regardless of the 

changes within the manner of reporting. Although it has a high score of clarity (8), on 

a scale from 5 to 10, this value does not indicate a lack of transparency of information, 

quite the contrary. In terms of cultural influences, according to Hofstede (2004) Canada 

has a score of 39 in respect of the cultural dimension called the Power Distance, which 

indicates an accentuated trend of information disclosure: ‘with respect to 

communication, Canadians value a straightforward exchange of information.’ This 

aspect led to a separate disclosure of information every year within two reports and, 

therefore, to the increase of information clarity score. Another fact leading to the 

increase of information clarity score was the absence of a standard disclosure of 

information on indicators during the three years, guided by signs and names of 

indicators, aspect which could be explained by the score of 48 regarding the Uncertainty 

Avoidance indicating the existence of the ‘freedom of expression’, as well as the fact 

that the ‘Canadian culture is not rules-oriented’ (Hofstede, 2004). Moreover, in terms 

of another cultural dimension, Long Term Orientation, Canada has the score of 36, 
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indicating that it is a norm society which ‘prefers to maintain time-honoured traditions 

and norms while viewing societal change with suspicion’ (Hofstede, 2004). These 

aspects explain the existence of a homogeneous information clarity for TKR, even if 

the professional references and type of reporting have changed through time.  

 

A particular case is FMG from Germany for which the lowest score of clarity during 

the three investigated years was in 2016. This is generated by the fact that, unlike the 

previous year when the information was displayed into a single report, in 2016 the 

organization divided the disclosure of the financial and non-financial information in 

two reports: Financial Report and Sustainable Development.  

 

5. Conclusions 

 
The objective of our research was to analyse the Clarity in the context of the changes 

in the sustainability reporting. We selected the integrated reports published by a number 

of 14 organizations in environmentally-sensitive industries, which were included in the 

Pilot Program of IIRC (2010). In order to achieve this goal, we determined an annual 

score of information clarity for each organization. In line with previous research 

(Freedman & Jaggi, 2005; Gao et al., 2005; Eccles et al., 2012), we analysed the data 

on industries. 

 

In terms of analysing the score of information clarity, there was observed that for most 

of the organizations (64%), the degree of information clarity increased after the 

inclusion in 2013 in the IIRC pilot. Nine of the organizations have a degree of 

information clarity for the reports published in 2013 and 2016 higher than for those 

published in 2010. For four organizations (29%) the score of information clarity 

remained the same for all the three periods under investigation. In respect of the online 

integrated reporting, three organizations (ANNV, BASF and NVLS) presented online 

integrated reports both for 2013 and 2016, and two organizations (SLV and AGA) 

presented online integrated reports for 2016. Moreover, all three organizations 

belonging to the BM/Chemistry industry had online integrated reporting in 2016. On 

the other hand, none of the organizations within the O&G industry disclose online 

integrated reports. The results of this research are complementary with those achieved 

by Calu (2015) which, after analysing the reports published in 2013 by 16 organizations 

belonging to the industries Oil & Gas, Utilities, and Technology that adopted the IIRC 

programme, observed that only SAP (from the industry Technology) disclosed 

information within an online integrated report for the reporting related to the year 2013. 

Also, there were observed the following aspects that made the information clarity 

worse. The signs used for indicators have changed in time. There are situations when 

the same symbol is used to disclose totally different information in case of using 

different versions of the reporting guidelines. For example, for the sign EN5 the 

following names have been associated: Total water use (G2), Energy saved due to 

conservation and efficiency improvements (G3.0/3.1), respectively Reduction of 

energy consumption (G4). Also, there are situations when, for a similar name and 

content of an indicator, the signs are different, according to the version of the references 

under investigation. An example in this respect is the indicator Direct greenhouse gas 

(GHG) emissions (Scope 1), represented within references under the following 

symbols: EN16 (G3.0/3.1), EN15 (G4), respectively 305-1 (SRS). 
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The symbol of the indicator has remained the same within various versions of the 

guidelines, and the content of the disclosed information through the agency of the 

indicator is completely different. Such an example is the indicator EN2, whose name 

has been changed as: Percentage of materials used that are wastes (processed or 

unprocessed) from sources external to the reporting organization (G2), Percentage of 

materials used that are recycled input materials (G3.0/3.1, G4). In this case there could 

be seen that the focus turned from disclosing a negative aspect (wastes) to presenting a 

positive aspect (recycled) in terms of the materials used through the production process. 

 

The symbol of the indicator has remained the same within various versions of the 

references (G2, G3.0/G3.1, G4) in the case of most of the indicators, and in respect of 

the name, there have been insignificant variations.  

 

For the organizations SV, AGA and RPS the degree of information clarity was worse 

in 2013 and 2016. The score was lower in these two years as compared with the 

previous period analysed. 

 

In line with previous research (Gonzalbez & Rodriguez, 2012; Steele, 2016), we 

consider that one way to improve the clarity of the reports is the use of the information 

technologies (for instance, the disclosure of the online integrated reports). 

 

A limit of our research is the small number of companies selected. Yet, we searched for 

the information is many reports (66). Also, as the number of companies included in the 

Pilot Program was less than 100, we considered that we analysed a fair number of 

companies. 

 

Our study can have an impact in practice. The representatives of the organizations can 

see how the compliance with the guidelines is assessed (in our case, the compliance 

with the clarity principle) and can improve their reporting process. A better reporting 

can have a positive effect on the organization’s reputation, profit and customer loyalty 

(James, 2015). Also, eventually, it should be in the benefit of the society. 
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Abstract: In this paper I investigate the perceptions of non-profit organizations over 

the CSR activities and their effects in the Romanian society. By conducting a survey for 

a sample of 105 NGOs from the most important cities in Romania, I aim to highlight 

the differences between corporate reports and real effects in our society as it pertains 

to CSR actions conducted by companies. Over the years, in order to attain legitimacy, 

corporations have become more transparent and involved in social and environmental 

issues. In the case of Romania, many actions like this are implemented in a partnership 

consisting of corporations and NGOs, thus the latter becomes a very important actor 

in achieving sustainability for our society. The responses highlight the disparity 

between the reported actions and results and real effects in the community. 

 

Keywords: CSR, NGO, sustainability, globalization. 

 

1. Introduction 
 

Corporate Social Responsibility (CSR) has become one of the most important elements 

in the foundation for understanding and accomplishing the challenges of the global 

stakeholder (Heath and Ni, 2008). In the last decades, activist groups formed to alter 

every aspect of business and government and what seemed to be a local concern, 

became a global problem. Through the development of technology, we as a society 

managed to become closer to one and other. The space barrier has mostly been cut. 

Thus, businesses and governments around the world can receive instant and detailed 

information in order to make optimal decisions. 

 

The problem of mass production and consumption by corporations became a longing 

problem for the ending of the 20th Century. Large entities have slowly started to 

dominate the way in which business and politics are performed, which in turn distorts 

not only the rationale in society, but also introduces the concerns for sustainability. 

 

The efficiency of the markets and business practices could in fact harm our society if 

unchecked. Interest in CSR became rose as activists at all points of the ideological and 

geographical compass called for higher standards of business and government 

performance. Non-profit organisations (NGOs) asked to share business profits and 

academics debated over the differences between the modern and post-modern 

organization (Heath and Ni, 2008). 

 

The role of the corporation in society has been feverishly debated in the last half a 

century (Basu and Palazzo, 2008). Through this process it was revealed how each 

society uses and implements CSR standards and actions, thus creating a non-uniform 
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platform for discussion. Critics have argued that CSR can become insulated, self-

serving, and self-affirming — often to the detriment of the society where it was 

supposed to be a social, political, technical, and financial benefit (Heath and Ni, 2008). 

 

In this context, the role of NGOs becomes very relevant. Through their experience they 

become actors that can offer a true image of the CSR status within organisations.  

 

Taking into account the fact that CSR is as old as organizations themselves, I am 

investigating in this paper, the ways in which entities in the Romanian private sector 

develop CSR actions and the extent to which they can be effective for a more 

sustainable society. The question thus arises: Do entities, in their quest to achieving 

their goals, mission and vision, add value to the creation of a more sustainable society? 

 

Over the past two decades there has been a great deal of research into the CSR reporting 

practices within the context of developed nations. However, this is not the case for 

developing countries. Due to globalization, the research on CSR within the context of 

developing nations is essential. 

 

The remainder of this paper is organized as follows: Section 1 presents a review of the 

relevant literature on CSR and NGOs. Section 2 then presents the theoretical framework 

employed. Section 3 details the research methodology, while Section 4 presents the 

results analysis. I finally conclude and present the paper’s contributions to literature. 

 

2. Literature review 
 

2.1. The role of CSR in society 

 

The world is striving to achieve sustainability and efficiency at all levels. Governments, 

the private sector and the general public are all aiming for a viable and equitable society 

(Wim Heijman, 2016). It all started with the industrial revolution, which marked a 

major turning point in history. With effects like rapid technological development and 

the rise in GDP per capita, the industrial revolution had put in motion the biggest 

challenge of modern history – globalisation. 

 

Three hundred years later, into the present day, a new era in the socio-economic 

development was ushered. Globalisation has had an important impact over the lifestyles 

and workings of countries, institutions, business and individuals (Pop and Valeriu, 

2015; Lehtonen and Okkonen, 2016). The chase for wealth and power has helped create 

a multitude of channels and movements that tackle the negative effects of globalisation. 

 

Romania is one of the emerging countries in Central and Eastern Europe (CEE), which 

after the fall of communism was affected by several waves of reforms in the field of 

accounting that were based on strong influences from international space (Albu et al., 

2011). After the fall of communism in December 1989, Romania went through a 

prolonged phase of reform that affected political, economic and social issues. 

Romania’s uninterrupted interest in joining the European Union and the desire to show 

legislative efforts in the international direction have led the national regulatory 

authority to pursue the implementation of international standards and rules, such as 

accounting standards, auditing, corporate governance, reporting and regulation of the 

profession (Albu et al., 2014; Ionaşcu et al., 2014). The changes brought about by these 
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innovations have begun to be investigated (Jamali & Neville, 2011), but national history 

and context creates a favorable and interesting space for research due to continued 

changes in the economic environment, political and social, which make the legislation, 

practices and information provided constantly innovate. 

 

The frequency of the emergence of social and environmental aspects in the reports 

prepared by the Romanian companies is increasing (Guşe et al., 2016). Entities must 

rely on their work not only on economic, but also on social and environmental. This 

has led to the publication of an increasing number of reports on CSR activity by 

organizations, the analysis of non-financial information by stakeholders and the 

development of standards and regulations in the field. I believe it is important to study 

the institutional context in which non-financial reporting in Romania has developed and 

the initiatives of the various stakeholders on social and environmental reporting. 

 

The concept of CSR has become more and more popular in the last years. Through 

debates and discussions, the international community has tried to confer a universal 

definition for this concept. Given the effects of globalization and national culture, the 

notion of corporate social responsibility has conjured a variety of images all across the 

world (Albu et al., 2011). The foundation of the concept has been established by two 

parties, international organizations and researchers: 

 CSR is a concept whereby companies integrate social and environmental 

concerns into their business operations and in their interaction with their 

stakeholders on a voluntary basis (European Commission, 2011);  

 CSR is “the process by which managers within an organization think about and 

discuss relationships with stakeholders as well as their roles in relation to the 

common good, along with their behavioral disposition with respect to the 

fulfillment and achievement of these roles and relationships” (Heath and Ni, 

2008); 

 CSR is “a commitment to improve community well-being through discretionary 

business practices and contribution of corporate resources” (Kotler and Lee, 

2005). 

 

In the 1980s the discussion about CSR was generated by responsibility and morality 

towards society. The ability “to act with rectitude, to refer their policies and plans to a 

culture of ethics that embraces the most fundamental moral principles of humankind. 

The heart of CSR is a firm interdependence between business and society” (Frederick, 

1986). This link, between CSR actions and economic performance, has been 

highlighted, in time, through many studies (Frederick, 1986; Heath and Ni, 2008; Albu 

et al., 2011). Thus, CSR activities become more and more important in order for 

companies to help develop a foundation of reducing cost, gain marketing advantage and 

attain sustainability for their communities (Albu et al., 2011). Also, a key concern in 

building a strong corporate brand arises when considering the configuration of a 

company’s strategy, culture, and status. 

 

In the context of the implementation of the European Directive 2014/95/EU for non-

financial reporting, Romania becomes a good starting point for such research. 

Becoming a member of the European Union (EU) over ten years ago, the country has 

not shown its ability to adapt easily to the new requirements associated with its position. 

The non-financial reporting directive has entered into force in the national regulations 

since 2016 (OMFP 1938/2016). However, this does not provide any clear directions on 
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how to report. Thus, companies can choose from multitude of reporting options. 

Companies can make use of national frameworks, European Union frameworks or other 

recognized international frameworks. In 2016, only 31 of the over 30,000 CSR reports 

included in the GRI database were published by companies operating in Romania, and 

none of them reached the highest level of application – A+ (Guşe et al., 2016). This 

result offers a limited image of the level of experience and success that Romanian 

companies have had with CSR reporting. Also, previous studies (Albu et al., 2011; 

Albu et al., 2014) show that these competencies (those related to CSR) are not among 

those required by an employer from a future accounting. 

 

Albu et al. (2011), divides the benefits regarding CSR implementation into four 

categories:  

 Cost reduction (materials, energy, time etc.); 

 Productivity improvement (boosting motivation, low absenteeism, reduced 

turnover); 

 Reducing management risk (easier access to credits, increased value of assets 

for investors etc.); 

 Bettering the image of the company in society. 

 

In order for society to acknowledge improvements in this area, the company has to 

present CSR related information through its reporting, whether through annual reports, 

CSR reports, Sustainability reports etc. According to Dumitru et al. (2015), reporting 

is mostly motivated by the immediate and strategic objectives of the entity. Reporting 

shows that organizations take into account the aspects of sustainability in their 

activities. The incentives associated with marketing, such as competitive advantage, 

peer and industry pressures, image management, public relations, corporate reporting 

awards, financial benefits from investor reactions, play an important role in shaping the 

content of a company’s reports. 

 

A socially responsible company strives to make a profit, obey the law, practice ethics, 

and behave in a generous manner that benefits society. The scope of CSR can range 

from a wide view of actions that appear to further some social good, beyond the interests 

of the firm and that which is required by law, to a narrow one focusing on maximizing 

shareholder wealth. Thus, it is necessary to view the concept of CSR in a broader image 

(Lee et al., 2013). 

 

According to Albu et al. (2011), the Romanian environment (consisting of both the 

private sectors and NGOs) has become more aware of the importance of good CSR 

practices. CSR Romania (2010) developed a portal presenting and advertising very well 

the experience of Romanian and international organizations in this area. Such 

companies in our country have initiated several projects and initiatives. 

 

There is little investigation concerning the link between NGOs perception of CSR 

activities and organizations goals and actions, although some studies refer to an indirect 

relationship between these two phenomena (Arenas et al., 2009). 

 

2.2. The role of non-profit organization in society 

 

A non-governmental organization (NGO) is represented by any non-profit, voluntary 

group which is organized at the local, national or international level. Task-oriented and 
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driven by people with a common interest, NGOs perform a variety of services and 

humanitarian actions, like: bringing communities concerns to Governments, advocating 

for policies and encouraging political and social participation through provision of 

information. Some NGOs are organized around specific issues, such as human rights, 

environmental issues or health issues. They provide analysis and expertise, serve as 

early warning mechanisms and help monitor and implement national international 

agreements. 

 

NGOs are committed to work in the public interest, whilst also performing 

accountability for their actions and attaining compliance with legal national and 

international norms. Arenas et al. (2009), categorizes NGOs taking into account the 

type of goods and services that they provide: from goods and services that mainly affect 

individuals to those affecting the quality of life of entire communities; from goods and 

services concerned with preservation of the natural environment, cultural heritage or 

health to those that aim to promote social change.  

 

In the past decade, NGOs have emerged in Romania as important actors in society, and 

they have sought to engage with public institutions, private corporation and other 

groups in order to help improve populations wellbeing and to achieve long-term 

sustainability. To advance their agenda, NGOs establish different types of relationships 

with companies: from collaborative to confrontational actions, such as protests, 

boycotts and civil suits. This represents a strong incentive for companies to engage in 

relationships with NGOs, since ignoring or disparaging these actions can have 

unwanted consequences for the entity.  

 

The Global Reporting Initiative, is a multi-stakeholder initiative that encompasses 

NGOs and businesses. The OECD started consultations with civil society organisations 

for its Guidelines for Multinational Enterprises in 2000, and the European Multi-

Stakeholder Forum on CSR (European Commission) also began talks in 2002. NGOs 

have participated in all these consultations and debates related to the advancement of 

CSR. However, despite increasing participation in global networks and interest in 

global issues, NGO influence and relationship with business also depend heavily on 

national and regional contexts. 

 

In Romania, the NGOs attitude towards the private sector has changed for the better in 

the last years. Companies view those organisations as necessary partners for developing 

actions for the improvement of communities. At the same time, expectations regarding 

businesses’ commitment to social development are also growing. 

 

Also, the overall attitude towards the NGOs has also changed. They have become more 

relevant to society’s well-being. In the CSR context, there has been an increasing 

institutionalisation of NGO activity, many companies including NGOs in their 

stakeholder dialogue (Arenas et al., 2009). 

 

3. Theoretical framework 

 

Following the research of Islam (2017) on the issue of implementing CSR actions to 

attain sustainability, I focus on the relationship between NGOs and companies from a 

legitimacy point of view. Through the 90’s and 2000’s, reporting on those actions has 

gained more and more traction. During this period a number of theories (i.e. stakeholder 
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theory, political economy theory, legitimacy theory) were employed in order to better 

describe CSR reporting practices (Owen, 2008). 

 

Legitimacy is a status which occurs when an entities value system is consistent with the 

value system of the community in which the organisation is a part of. Thus, legitimacy 

is a framework that companies use to meet the external standards and norms (Deegan, 

2003). Legitimacy theory has its foundations in the theoretical paradigm of political 

economy (Islam, 2017). The paradigm suggests that the economic sphere cannot 

function without the political, social and institutional sphere. Thus, it highlights the 

power struggles that appear within society and the various problems that transpire 

between various groups within society (Deegan, 2003). The need for uniformity for 

presentation and implementation of actions and results thus appears. Governments, 

international organizations, industry bodies, the accounting profession (i.e. the World 

Business Council for Sustainable Development, the Global Reporting Initiative, the 

Institute for Social and Ethical Accountability, the Council on Economic Priorities) 

have been actively involved in the development of CSR standards. 

 

A widespread view of the legitimacy theory in the context of CSR reporting is presented 

in Deegan’s work. Through his research he has found a number of studies that have 

used this theory in order to explain the motivation behind CSR reporting. The 

information in the annual reports of companies is used in order to attain legitimacy in 

society (Deegan, 2003). Legitimacy and the ever-changing social expectations are 

interconnected. Social expectations change because the society has long searched for 

the kind of community in which everyone is enabled to have a decent lifestyle, can 

access justice, equality, a pollution-free environment and a variety of other things, in 

order to embrace an equitable human existence. 

 

4. Methodology 
 

The data was collected using a questionnaire survey that could be completed by NGO 

representatives from Romania, in March 2018. This group was surveyed because of 

their vast experience in the implementation of CSR actions in partnership with 

companies from the Romanian private sector. 

 

Pre-survey contact was made with the surveyed NGOs during the weeks prior to 

delivery. The questionnaire was pre-tested for readability, completeness and clarity 

through three pilot tests prior to dispatch and the suggestions offered were included in 

the final version. 

 

The survey was comprised of 10 questions. From those, three questions were focused 

on the respondent’s background and experience, four were multiple-choice questions 

regarding the activities and their focus in the CSR area of entities from the Romanian 

private sector, and three questions were based on the Likert scale (from 1 to 5) 

highlighting the relationship between CSR actions and CSR reporting.  

 

The sample size of the surveyed population was comprised of the representatives of 

105 NGOs. Of these, 58 completed the questionnaire, indicating a response rate of 

55.23%. This exceeds the typical response rate in questionnaire surveys (Nazari, Kline, 

& Herremans, 2006). The geographical disparity is also relevant in this case. The NGOs 
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span over 17 important cities in Romania. Accordingly, the sample was deemed to be 

representative of the underlying population. 

 

5. Results and discussion  
 

Both the actors’ commitment to attaining legitimacy through sustainability is visible 

from their actions, reports and public opinion. In the current socio-economic state, the 

concept of corporate social responsibility (CSR) has become more vital than ever for 

companies and individuals. The world economic crisis has created many setbacks that 

spawn in almost all communities and enterprises need to play an important role in the 

process of find solutions. There is a rising interest towards sustainability reporting all 

over the world and in Romania in particular with more and more corporations prepared 

to provide information about social and environmental actions in the annual reports. 

This being said, the number of stand-alone CSR reports remains fairly low, at the 

national level.  

 

Romanian NGOs have been very active and vocal in the past years in regards to women 

empowerment. This notion is proven by the number of women elected into the NGOs 

boards of directors. With an average of 6 spots at the management level for an NGO, 

over 65% of those chairs are occupied by women. 

 

The survey was sent to a number of 105 NGO representatives, from which a total of 58 

have responded (55.23%). As we can see from table 1, the 62.1% of the respondents 

are female, and 37.9% are male. From those 48.3% have are aged between 22 and 25 

years, and the remainder (51.7%) are situated between 18 and 21 years. All of the 

respondents are students in Universities from all over the country. The majority of the 

participants’ experience regarding CSR (58.6%) is situated between 1 and 3 years, with 

the remainder (41.4%) situated under 1 year. 

 

Table 1. Respondents’ background and experience 

Enquires Male Female 

Respondents age 

Ages between 18 and 21 13 17 

Ages between 22 and 25 9 19 

Respondents experience regarding CSR activities 

Experience less than 1 year 10 14 

Experience between 1 and 3 years 12 22 

 

Respondents were asked to make a distinction between the areas in which companies 

implement more CSR actions and the areas which they highlight in their annual 

statements. The results are presented below in graphic 1. As we can see, companies put 

more emphasis in their annual reports, in regards to their CSR activities, on areas such 

as: charity work (33), education (41) and employment enhancing and vocational skills 

(35). At the other side of the spectre, the most visible CSR actions, from the 

respondents’ point of view, in the communities are those pertaining to employment 

enhancing and vocational skills (39), education (34) and environment (32). Actions in 

areas such as health and sanitation, rural development and gender equality do not rank 

very high on the priority list of entities in Romania. 
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Graphic 1. CSR focus areas vs. reporting areas 

 
 

Table 2. Objectives for CSR activities and resources employed 

 
Benefits the 

environment 

Empowers 

individuals 

Brings an 

improvement to 

the educational 

process 

Tax 

purpose 

Helps 

improve the 

public 

perception of 

the company 

 
<3 ≥3 <3 ≥3 <3 ≥3 <3 ≥3 <3 ≥3 

 

Money 19 4 21 2 4 19 1 34 0 23 

Speakers and 

trainers 
28 6 26 8 2 32 1 22 0 34 

Infrastructure 28 3 29 2 3 28 0 31 0 31 

Products 24 4 22 6 4 24 1 27 0 28 

Internship 

positions for 

students 

28 6 25 9 2 32 0 33 0 34 

 

Participants to the survey were asked to assess on Likert scale (where 1 is the lowest 

and 5 the highest), based on their personal experience, the motivation for companies to 

engage into CSR activities, and also to highlight, through a multiple choice question, 

the main resources the entities invest into those actions in order for them to succeed. I 

have correlated those two questions into table 2 by choosing as positive markers ratings 

starting over or equal with 3 points.  

 

Companies put less emphasis on environmental concerns, but when they develop CSR 

projects in this area the main resources used in accomplishing their goals are related to 

brining in speakers and trainers to empower and prepare the youth in environmental 

problems (28); infrastructure, they open spaces for participants do develop 

environmental actions (28); and offering internship position for the youth in 

departments that have a core activity related to environmental issues (28).  
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Another low priority for companies is represented by the empowerment of individuals. 

Through those activities the main commitments rely in the areas pertaining to 

infrastructure (29), speakers and trainers (26) and internship position for students (25).  

 

At the other end of the spectre we can find objectives for CSR activities like: the 

improvement of the educational process (which heavily relies on speakers and trainers 

– 32 – infrastructure – 28 – and internships – 32 –), tax purposes (in this case we see 

the emphasis on resources like money – 34 – and internship positions – 32 –) and the 

improvement of the public’s perception of the company (speakers and trainers – 34 – 

infrastructure – 31 – and internships – 34 –). 

 

From those indicators we can observe the reluctance of companies to allocate special 

resources for the completion of CSR actions (i.e. money or products), instead they tend 

to use existing resources by reallocating them for specific CSR projects. 

 

Table 3. The importance of sustainability in organisations 

 Min. 

value 

Max. 

value 

Average Median 

Through their actions companies understand 

the importance of sustainability  

2 4 3.48 4 

Companies invest resources to develop 

sustainability programs 

2 5 3.48 3 

Companies have a department or 

specialized employees to tackle with 

sustainability issues and disclosures 

1 4 1.41 1 

Companies invest resources to attain proper 

disclosure 

1 4 3.05 3 

 

Participants made the assessments for the next enquires using the Likert scale (where 1 

is the lowest and 5 the highest). Through the information presented above in table 3, 

we can see that companies from the Romanian private sector acknowledge the 

importance of sustainability and the need to invest resources in both the creation and 

the disclosure of CSR projects/activities. A problem that many developing countries 

face is the low priority in developing a specialized department or division to tackle with 

problems of CSR and sustainability. Most of the companies rely on the human resources 

department to take on most of those responsibilities.  

 

Table 4, presents the overall vision of companies in regards to the creation and 

implementation of CSR activities. There is a strong sense that those actions will in turn 

bring a monetary return to the company (attracting/retaining clients, maintaining a 

healthy relationship with investors and developing their employee pool). An interesting 

result is represented by the support offered to NGOs for the development of CSR 

actions. In Romania, NGOs usually have a good relationship with enterprises and often 

act as “contractors for CSR activities” on behalf of the company. 

 

The awareness in regards to sustainability and the openness to non-corporate 

partnerships creates a healthy environment and sets the premises of a long-term strategy 

for attaining sustainability. 
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Table 4. Organisations vision over CSR activities 

 Min. 

value 

Max. 

value 

Average Median 

The concept as a voluntary action that 

integrates social and environmental concerns  

1 4 2.91 3 

The concept as a mean to promote the 

organization  

2 5 3.16 3 

The concept as a way to attract new clients 

and/or retain old ones 

2 5 3.66 4 

The concept as a way to support NGOs  2 5 3.73 4 

The concept as a way to create and maintain 

relationship with stakeholders 

2 4 3.12 3 

The concept as a way to attract and retain 

employees 

2 4 3.08 3 

 

Table 5, reaffirms the findings presented in this paper. We can observe that all the 

indicators scores are above average, with a median of 3. The two most important factors 

that were identified and strengthened are the positive impacts that the overall CSR 

activity brings to communities all across the country (3.25) and also the fair 

presentation of CSR information in the annual statements (3.39).  

 

To be fair, we need to point out the fact, that even though some information is presented 

in the statements (for the CSR activity) there is no comprehensive description and many 

of the companies release some information in order to bring in gains. Moreover, there 

are only a handful of companies (mostly listed companies) that present separate reports 

for CSR. From this perspective, we can safely state that we have a long way to go in 

order to obtain true and relevant CSR and sustainability information. 

 

Table 5. Overview of the company’s vision and impact regarding CSR 

 Min. 

value 

Max. 

value 

Average Median 

Companies are open to the idea of entering 

into a partnership with NGOs 

2 5 3.28 3 

Companies are bringing in real and impactful 

benefits to communities 

1 5 3.25 3 

The statements published in the annual reports 

give a fair and true image of the actions that 

they develop  

2 5 3.39 3 

CSR actions implemented by companies in the 

private sector have a significant impact on 

individuals and/or the environment 

1 5 3.05 3 

Companies disclose in their annual reports a 

sufficient amount of information regarding 

their CSR activity 

2 5 3.08 3 

CSR actions implemented by companies 

address important needs of the community 

2 5 3.51 3 

Listed companies tend to present more 

information regarding CSR activity than non-

listed companies 

1 5 3.08 3 
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Fundamentally, NGO representatives can and must continue to bring the discussion 

regarding CSR into the public attention as a mean to help shape the mission/vision, 

performance standards, and philosophy or culture of companies. They must engage with 

other actors in order to discover, consider, evaluate, and implement facts and opinions 

that individually and collectively advance the common good. Finally, CSR activities 

must not only help develop and define the culture of an organisation internally, but, 

also externally, for the whole of society. 

 

6. Conclusions 
 

The purpose of the study was to investigate the perceptions of non-profit organizations 

over the CSR activities and their effects in the Romanian society. I have also 

highlighted the differences between corporate reports and the real effects of CSR 

actions conducted by companies.  

 

This study contributes to current literature by shining a light over the way in which 

companies develop CSR activities, accessing an interesting a very relevant point of 

view, that of NGO representatives. For a developing country non-profits are a very 

important voice to try to keep in check governments, corporations and other groups of 

actors. Thus, in order to attain legitimacy in society, enterprises will engage with non-

profits into discussions in order to obtain constructive feedback. Also, in order for 

society to acknowledge improvements in this area, the entity must present more 

information related to CSR. 

 

The study bases its findings on the opinion of the Romanian youth who achieved the 

feat of managing a relevant and important NGO at the local or at the national level. 

From those analyses we can conclude that CSR activities initiated, developed or 

supported by companies are on the rise and more and more connections are being made 

between actors in order to obtain long-term sustainability. This being said we can see 

the reluctance of companies to allocate special resources for the completion of CSR 

actions (i.e. money or products), instead they tend to use existing resources by 

reallocating them for specific CSR projects. Also, many enterprises that engage in CSR 

activities present some relevant information pertaining those actions, but still, this 

seems to have become a more complex problem due to the fact that the data presented 

is often insufficient for third parties to make decisions or to voice strong opinions.  

 

This paper can help bring those issues into attention, and can be a starting point for 

more in-depth analysis. Future development of CSR in Romanian is needed, both from 

a legislative point of view and from a reporting standpoint. Through the use interviews 

with NGO representatives, company representatives and members of the political 

sphere, we can obtain a more complete image of the CSR sphere in the case of a 

developing country. 
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Abstract: The main aim of the article is to evaluate performance of loan and 

guarantee funds in Poland. The system of SMEs support through loans and guarantees 

in Poland was created 24 years ago and it is ready for assessment. In many other 

countries similar institutions operate, however the question: “How stable are the 

funds?” has not been asked yet. We analyze the elements of business models that 

influence the financial performance of researched organizations focusing on value 

proposition, channels, resources as well as some external factors (the region in which 

the fund operates.). To evaluate the financial performance of loan and guarantee funds 

we used data from financial statements for the year 2015xciii of 59 loan and guarantee 

funds (all funds that sent their financials for 2015 to the National registry in Poland).  

We observed that the level of the support provided by loan and guarantee funds in 

Poland is still relatively low. Most of researched funds are liquid but attain very low 

profitability. We found a significant positive impact of the width of value proposition, 

high quality of information channels, amount of resources and partnerships with 

financial institution on financial performance. We observed a positive effect of 

partnerships of the funds with financial institutions and high amount/ quality of 

resources on financial efficiency of funds. Finally, we noted also a negative influence 

of diminishing resources on financial stability (measured with the current ratio, but not 

with the default rate).  

 

Keywords: Small and medium enterprise, finance, loan funds, equity gap, guarantee 

funds, efficiency, support, system, business model. 

 

1. Introduction 
 

Small firms are likely to face hindered access to external financing due to lack of 

adequate collaterals and limited financial track records. Banks often decline credits to 

SMEs as they are not able to evaluate SMEs’ creditworthiness or to estimate risk of 

credits for such firms to be to high (Berger & Udell, 1990). Higher financial risk for 

creditors connected with financing small and medium-sized enterprises (SME) stems 

also from the opinion that SMEs’ managers have lower investment planning skills i.e. 

they do not use simplified or even no, competition analysis, cash flow analysis and 

environmental impact assessment. 

 

Credit rationing is a phenomenon existing on loan markets due to the imperfect 

information environment. Banks making credit decisions consider the interest rates, the 

riskiness of loans as well as how their decisions subsequently affect the riskiness of a 

loan due to an adverse selection and/or moral hazard (see Stiglitz and Weiss, 1981). 

Besanko and Thakor (1987) argue that imperfect information setting leaves the 

potential for good borrowers with insufficient wealth to face rationing in the credit 

market. This leads to the phenomena of capital gap, which is the amount of money 

needed to fund the ongoing operations and investments of companies mostly including 
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SMEs. Capital gap phenomenon is used to justify government intervention in credit 

markets relevant to smaller firms, via investment subsidization, credit subsidization and 

credit instruments including loan guarantees. 

 

Many authors, stress that there still exists the problem of difficulty in /limited access of 

SMEs to external capital, especially to commercial sources of financing (Biernat & 

Planutis, 2013). They are not able to obtain the credit at all or the cost of the credit is 

much higher than for other companies (Duan et al., 2009; Hans-Joachim, 2003).  

 

Many direct governmental credit subsidization programs achieved limited success or 

even turned out to be failures (see Zia, 2008). On the contrary use of financial 

instruments including loan guarantee programs have been successfully implemented in 

numerous countries (see Honaghan 2008, Beck et al., 2010, Uesugi et al., 2010, Boschi 

et al., 2014). 

 

Guarantee funds provide guarantees for credits and loans considering the risk of 

insolvency of the company (Sanneris, 2015). They assist customers in completing the 

formalities associated with obtaining the credit, organize additional training, and also 

take the responsibility of monitoring the borrower in order to strengthen the cooperation 

with banks. The main role of the guarantee funds was to reduce imperfections in the 

market resulting in higher cost of capital for small and young companies (Garcia- 

Tabuenca& Crespo-Espert, 2010). However, as some researchers indicate, guarantees 

for SMEs have better impact in less developed regions (Armstrong et al., 2014) and in 

case weaker companies (Garcia-Tabuenca& Crespo-Espert, 2010). Also, advantages of 

the guarantee are not reached fully by all companies receiving a guarantee. The biggest 

beneficiaries of subsidized guarantees are the weakest companies (smallest and in the 

worse situation). However, subsidized guarantees and loans do not reduce their 

financing costs until the moment when they reach the level of development of other 

companies (Garcia- Tabuenca & Crespo-Espert, 2010, p. 114).  

 

According to the European Association of Guarantee Funds, a guarantee scheme for 

small and medium-sized enterprises has a positive impact on access of SMEs to credit 

and loans (Zecchini & Ventura, 2009) and their performance (Jae Won Kang & 

Heshmati, 2008; Riding et al., 2007). Other authors confirm that enterprises that 

received credit guarantees increased their ability to survive in the long time, however 

not to increase their R&D spending (Oh et al., 2009, s. 335). The most important 

benefits of guarantees as the tool of support of SMEs are: 

 Level of guarantees offered (up to 80% of the loan), which should result in the 

increase of loans available for small and medium-sized enterprises, especially 

in times of crisis or in case of riskier projects, 

 Reduction the risk for banks, which in the case of smaller equity of sme should 

reduce the consequences of the basel iii regulations and increase the access to 

banking capital for smes. 

 The spread for smes, however, is not significantly lower just because of the 

guarantee (Ughetto et al., 2017, s. 334). 

 The guarantee is associated with additional analysis of the project and the 

financial situation of the borrower, which reduces the risk of human error and 

subjectivism. 
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Guarantee funds offer guarantees of loans and credits granted by banks and non-

banking institutions, which have signed a cooperation agreement with guarantee fund. 

Beck et al. (2010) found a large variation in functioning of loan guarantee funds around 

the world including their organizational structures, risk management and pricing 

mechanism as well as in the role of private and public sectors. They observed also that 

older schemes are more likely to be government funded and managed and also have 

higher loan losses. Therefore, their efficiency and financial stability play a crucial role 

in evaluating the whole system of SME.  

 

The process of guarantee application depends on the given fund a borrower can apply 

for a guarantee in a bank or in an institution that provides a guarantee, a bank can make 

a decision if a borrower can receive a guarantee or a guarantor (Riding et al., 2006, p. 

48). In some countries the capital of the guarantee funds is paid by enterprises (mutual 

guarantee funds) or by private or public entities. 

 

The aim of the article is to identify and evaluate the impact off actors (elements of 

business models) influencing financial performance of loan and guarantee funds in 

Poland. The findings may be important in evaluation of different types institutions 

offering SMEs financial instruments and help to find reasons of success or defeat of 

programs directed to SMEs. It is crucial to find a way to satisfy SMEs need and keep 

institutions providing guarantees and loans financially stable in the same time (Kuo et 

al., 2011, p. 207). Our paper fills the research gap in evaluation of financial 

performance of institutions supporting SMEs and factors influencing their financial 

situation. 

 

Findings of the research will be important to design an efficient system of support for 

SMEs and to formulate good practices in this field.  

 

2. Guarantee and loan funds in Europe 
 

In the perspective 2020 UE decided to enhance the use of financial instruments (credits, 

loans, venture capital, guarantees) as the support for SMEs instead of grants. The reason 

for this change of focus-strategy was low efficiency and low leverage effect of grants. 

Some beneficiaries misused granted donations were sometimes and entrepreneurs made 

faulty decisions just to receive money from UE. They often tried to adjust their 

investments to the scope of projects financed from the UE program, resulting in 

misdirected investments/ suboptimal investment decisions. 

 

As the results of former research researches show, small companies are more willing to 

use loans instead of venture capital because they don’t want to share their success fruits 

with external investors (Hughes, 1997, s. 164).  

 

In many countries the most important tool of aid for SMEs are guarantees, while in 

Poland for instance, loans are much more popular among SMEs than guarantees. 

Usually, loan and guarantee institutions in addition to financial instruments offer 

training and consultancy. These services are mostly financed from EU funds and the 

budget of the State. In other countries than Poland, loans or guarantees are distributed 

by the governmental agencies or bank institutions. They were created to support 

entrepreneurship, to increase a number of start-ups and expansions and change banks 
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attitude to lending, so they should concentrate more on consumer relations than on 

financial analysis of the company and assets valuation (Cowling, 1998, p. 157). 

 

The country where the non-banking guarantee funds are the most widely developed are 

France and Italy. In Finland, in turn, where FINNERA - the most sophisticated network 

of loan funds exists, can be an example of a country where loans are very important 

support instrument for entrepreneurs. In the UK guarantees and loans are co-financed 

by the government but distributed by private organizations, like Black Country 

Reinvestment Society1, Business Enterprise Fund2, Princes Trust, or Let’s Do Business 

(South East) Group Limited with 20 years of experience. Under the program called 

British Business Bank since 2009. In years 2009-2014 over 21 thousand loans worth 

£2192 million secured by government guarantees were granted. The average loan 

secured by this program amounted to 102.1 thousand£ during this period. 

 

The schemes of support for SMEs in different countries vary in many aspects. The most 

common differences in guarantee schemes are in basic and supplementary fees for the 

guarantee but also in eligibility criteria and level of the guarantee.  

 

Table 1. The results of loan and guarantee activity in 2013 in EUR 

(Source: Own elaboration on the basis of data OECD, Polish Assoctation of Loan Funds, 

National Association of Guarantee Funds, Polish Financial Supervision Authority, EVCA, 

OECD (2013), Economic Surveys: Belgium, OECD, Paris, 

http://dx.doi.org/10.1787/eco_surveys-bel-2013-en) 

 

As the table 1 presents, the biggest support for SMEs is offered in France, where both 

the guarantees and non- bank loans for SMEs are provided. However, in many countries 

usually, even if the loans are provided, the loans support set-ups and the mature 

                                                 
1http://bcrs.org.uk/loan-process/ access: 15 maj 2015 
2http://www.befund.org/about-us/ access: 15 maj 2015 

 Czech 

Republic 

United 

Kingdom 

Finland France Hungary Poland 

Allsmes 968 121 1 649 086 224 505 2 513 679 554 886 1 794 943 

Micro 926 751 1 473 562 206 694     2 368 046 525 411 1 719 187 

Small 33 393 144 098 14 779     121 159 24 619 57 071 

Medium 6 613 25 631 2 429      20 140 4 052 15 484 

Seedcapial (mil. EUR) 0 13 3,9 6,3 0 2,5 

Start-up (mil. Eur) 0,7 367 60,2 330 56 2,7 

Bank Loans for smes in % 

of bank loans for 

enterprises 17,20% 21,8% 22% 21% 61,60% 59% 

Guarantees for smes in 

mln EUR  61,16 265,54 408 8 501 236 87,78 

Non-bank Loans for smes 

(mil. EUR) 

n.a n.a 

342 4 175 230 157,53 

Non-bank Loans for smes 

In % 

n.a n.a 

4% 2% 0% 0,09% 

Average non-bank loan 

for 1 SME in EUR 

n.a n.a 

1527,45 1663,78 414,50 87,92 

Average guarantee for 1 

SME in EUR 63,26 161,59 1822,23 3387,74 425,27 48,99 

Spread (between interes 

rate for big and small 

companies) 1,06% 1,31% 0,79% 1,51% 1,10% 2,5% 

http://dx.doi.org/10.1787/eco_surveys-bel-2013-en
http://bcrs.org.uk/loan-process/
http://www.befund.org/about-us/
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companies may use only the guarantees to get access to bank financing. Different 

situation is in Poland, where loans support both start-ups and businesses existing on the 

market for many years. Even that, the value of an average loan in Poland is much lower 

than loans in other counties, even if the differences in prices in Poland and developed 

countries are taken into consideration. 

 

3. Loan and guarantee funds in Poland 
 

The system of loan and guarantee funds in Poland was created in 1994 and it’s still 

active contrary to other countries, like Tunisia where the system failed (Bechri et al., 

2001). In Poland and other countries loan funds and guarantee funds are very often co-

financed from the UE sources, governmental sources and private money. Most of loan 

and guarantee funds in Poland were created in the 1990s from the funds of financial 

support programs for SMEs as financially separate, but not organizationally loan funds. 

These funds were initially run by foundations or public sector entities. Gradually they 

transformed into separate legal entities: limited liabilities companies (not operating for 

profit) chambers of commerce, foundations and associations.  

 

Currently, according to the data of National Association of Guarantee Funds, 87 loan 

funds and 44 guarantee funds operate (at the end of 2015) in Poland. The number of 

loan funds and loans granted decreased suddenly in 2010 as a result of the exclusion 

from the loan funds those of the Mikro Fund, which due to the decision of the Polish 

Financial Supervision Authority from 2009 obtained the status of a banking institution 

(Chart 2). The total capitalization of loan funds in 2015 amounted to PLN 2.7 billion. 

and the capitalization of guarantee funds was only PLN 0,9 billion. The difference 

results from lower capital needs of guarantee funds and their lower number (Chart 1). 

Some loan and guarantee funds operate within the National System of Services for 

Small and Medium-sized Enterprises, which mission is to support the development and 

promotion of entrepreneurship. These funds offer consultancy for companies in the 

areas of innovation, environmental protection, financial management, energy 

management, the use of information technology, marketing and sales as well as loans 

or credit guarantees. 

 

Until 2007, the main source of financing of loan and guarantee funds were mainly funds 

from the EU SOP ICE program. In 2007, the task of financing the development of this 

type of financial instrument was transferred to the local government level. Each region 

(voivodeship) in Poland created its own programs for financing institutions or 

instruments focused on the development of entrepreneurship.  

 

As shown in figures 1 to 3, in the years 2004-2015, the value of guarantee capital was 

systematically growing, however the capital of loan funds increased much more. The 

cause of the situation was an expansion of loan funds as a consequence of an inflow of 

UE funds in the perspective 2007-2013. At the same time, an increase in the value of 

guarantees and loans was growing as well, in consequence of easing the access to 

external funding. 
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Chart 1. Capital of loan and guarantee funds in Poland in the years 2003-2015 

(Source: Own elaboration on the basis of data of Polish Association of Loan Funds and 

National Association of Guarantee Funds) 

 

 
Chart 2. Number of loans and guarantees in Poland in the years 2003-2015 

(Source: Own elaboration on the basis of data of Polish Association of Loan Funds and 

National Association of Guarantee Funds) 

 

 
Chart 3. Value of loans and guarantees in Poland in the years 2003-2015 

(Source: Own elaboration on the basis of data of Polish Association of Loan Funds and 

National Association of Guarantee Funds) 
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Moreover, the level of the support provided by loan and guarantee funds seems still 

unsatisfactory. It consists only 0,5% of the value of bank loans granted to SMEs on 

normal conditions (Table 2). Then arises the question how the efficiency of the funds 

might be improved? Are the business models used by the funds to blame? We will try 

to answer the question in our further analysis of performance the funds and the relation 

of their results and business models elements. 

 

Table 2. Value of non-bank loans and guarantees in Poland 

Value of loans 

in PLN 

Value of 

guarantees in 

PLN 

Value of bank loans 

for SMEs in 2015 in 

PLN 

Bank loans 

granted in a 

result of a 

guarantee of 

guarantee funs in 

PLN 

Total 

support of 

loan and 

guarantee 

funds in %* 

878,828,521.80     761,211,000.00 184,831,000,000.00 951,513,000.00 0,48% 

*(loans + bank loans secured with the guarantees)/bank loans without guarantees 

(Source: Own elaboration on the data of Polish Association of Loan Funds and National 

Association of Guarantee Funds) 

 

Guarantee and loan funds in Poland operate as non-for-profit institutions. However, 

they operate in a long-term and the requirement of self-financing force the funds to 

charge SMEs for guarantees and loans granted and take care about financial stability. 

Loans and guarantees in Poland are granted by non-banking organizations operating as 

non-profit capital companies, foundations, chambers of commerce, associations. Most 

of loan funds serve also other services like consulting for companies, help in innovation 

implementation, environmental protection, financial management, energy 

management, use of information technology, marketing and sales. 

 

Loan and guarantee funds in Poland usually aid SMEs operating in the region preferred 

by a fund (usually the region where the fund has its office). Beneficiaries have to fulfill 

tax liabilities timely, regulate social insurance payables and they can’t conduct 

activities defined as harmful to the environment or unethical (i.e. hazard or tobacco 

production). Loans and guarantees may be destined for investments or operating 

activity or mix of these goals. 

 

Some loan and guarantee funds in Poland participating in the JEREMIE initiative offer 

special conditions for borrowers like lower interest rates, fees and contribution of the 

enterprise.  

 

Most loan and guarantee funds do not limit the scope of the investment, so they do not 

indicate what kind of investments can be financed with the loan (i.e. the purchase of 

fixed assets, renovation, acquisition of real estate, etc.). The offer is wide and the 

financial conditions are differentiated. Moreover, start-ups are excluded. Companies 

wishing to use the non-banking loans should be able to document duration of the 

activity longer than three months. 

 

Non-banking loans still are less popular then bank credits. In the recent years, non-bank 

loans were more expensive than bank loans. It may mean that customers of these 

institutions might have had problems with an access to a bank financing if they decided 

to use more expensive source of financing.  
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4. Financial performance and business model of loan and guarantee 

funds 
 

Performance is a broad and multifaceted concept (Kaplan, Norton 1996, Richard et al., 

2009). Traditionally performance of financial institutions is perceived through the lens 

of the return from invested capital and risk associated with the lending policy (Froot, 

Stein 1998). In the case of loan and guarantee funds discussed in the paper performance 

assessment criteria differ. As the loan and guarantee funds are mostly not-for-profit 

entities their performance is evaluated mainly basing on two criteria matching the 

research question: 

 

How stable are the funds? 

 

Stability of the funds stems from the idea of self-financing of loans and guarantees 

funds. Stability is negatively affected by the wrongly granted loans and guarantees, lack 

of money needed to grant new loans and guarantees, inability to cover the costs of 

functioning as well as high indebtedness. Stability is measured by the percentage of lost 

loans or guarantees paid, high negative loses, high debt ratios and low level of cash and 

cash equivalents. 

 

Performance of loan of guarantee funds depends on many factors including: 

macroeconomic situation, management quality, procedures used in the entities. We 

argue that the performance depends also on the business models and their elements used 

by loans funds. We follow the results of the research of Weill et al. (2006) and Zott and 

Amit (2007) that show that differences in the business model impact the performance 

of organizations using it. 

 

The two most common approaches (Nielsen, Lund 2012) to the understanding of the 

business model concept are: 

 a narrow approach - in which the business model is understood as a way of 

generating revenues, 

 a broad approach - in which the business model is understood as a way of 

creating value by the business. 

 

In a narrow sense, the business model was defined by Amit and Zott (2000). According 

to their definition, a business model means a specific way, a method in which an entity 

using it can generate revenues. In the broad meaning according to Afuah (2004, p. 2), 

a business model is a set of actions that the entity implements, the manner in which it 

implements them and the moment of their implementation, using resources to offer 

benefits to clients who expect them in such a way that the unit has made a profit. 

 

Various authors proposed numerous and diverse lists of business model elements 

(mentioned in the table below). 

 

Table 3. Components of the business models 

Source Specific components 

Gordijn et al. 

(2001) 

Actors, market segments, value offering, value activity, stakeholder 

network, value interfaces, value ports, and value exchanges 
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Source Specific components 

Linder and 

Cantrell (2001) 

Pricing model, revenue model, channel model, commerce process 

model. Internet-enabled commerce relationship, organizational 

form, and value proposition 

Petrovic et al. 

(2001) 

Value model, resource model, production model, customer relations 

model, revenue model, capital model, and market model 

Afuah and Tucci 

(2001) 

Customer value, scope, price, revenue, connected activities, 

implementation, capabilities, and sustainability 

Weill and Vitale 

(2001) 

Strategic objectives, value proposition, revenue sources, success 

factors, channels, core competencies, customer segments, and IT 

infrastructure 

Ostervalder, 

Pigneur (2009) 

Value Proposition, Customer Segments, Channels, Customer 

Relationships, Cost Structure, Key Activities, Key Resources, Key 

Partners, Revenue Streams 
(Source: Based on Morris et al. (2005), Ostervalder and Pigneur (2009)) 

 

We decided to investigate the impact of the following element of business models: 

value proposition, channels, resources and partnerships on performance. They are 

common to most of the mentioned business model elements typologies.  

 

Value proposition is critical for performance of loan and guarantee funds. Width and 

elements of value proposition influence the decisions of customers (SMEs) whether to 

use or not the offer of a fund. Elements of value proposition that are important for SMEs 

are: width of the offer (number of the instruments offered, provision of other services 

– ie. consulting services), prices (fees) and other elements of the offer including 

maximum period of a loan or a guarantee agreement.  

 

One of the problems that SMEs face is low knowledge on the possible sources of 

financing (including the subsidized financing provided by loan and guarantee funds). 

Therefore, crucial element for closing the capital gap are information channels 

(Cowling, 1998).  Nowadays, most efficient information channels (relatively low cost 

to the effect) are web pages and social media). Former research show that loan and 

guarantee funds face the problem of not sufficient resources to properly manage their 

operations (Waniak-Michalak, 2016). High available funds without reasonably well 

remunerated people managing are not able to close the gap. Performance of 

organizations including the loan and guarantee funds depends also on cooperation with 

partners like banks and technological parks. These institutions may help to find 

borrowers of non-bank loans among their clients.  

 

5. Methodology and hypotheses development 
 

To evaluate the financial results of loan and guarantee funds we used data from 

financial statements for the year 2015 (many financial statements for 2016 were not 

available in 2017) of 59 loan and guarantee funds (all funds that sent their financials 

for 2015 to the National Registry in Poland). All financial statements were purchased 

from the Infoveriti Database (http://www.infoveriti.pl/). Then, we collected the 

information on the business models from the websites of these organizations and reports 

of the National Association of Guarantee Funds in Poland and Polish Association of 

Loan Funds. 
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The performance indicators of loan and guarantee funds we assess through following 

measures of their activity in 2015: 

 Return on sales; 

 Quick ratio; 

 Cash ratio; 

 Return on equity; 

 Return on investments; 

 Total debt/equity; 

 Total assets/equity; 

 Return on assets; 

 Log of sales; 

 Number of loans and guarantees granted; 

 Value of loans and guarantees granted; 

 Number and value of guarantees paid. 

 

As business models elements and their proxies are listed in the table 4. The information 

was collected in the period 08-10. 2015.  

 

Table 4. Components of the business models 

Variable name Variable 

symbol 

Element of 

business model 

Consulting services  (CS) Value proposition 

Maximum fee (MF) (MF) Value proposition 

Maximum number of months for a loan or a guarantee 

agreement  

(MLG) Value proposition 

Maximum value of loan or guarantee  (MVLG) Value proposition 

Number of types of instruments offered  (NI) Value proposition 

Type of the instruments offered (1-guarantees, 2-loans, 

3-both types of instruments) 

(TI) Value proposition 

Assessment of the website of the loan and guarantee 

fund* 

(AW) Channels 

Number of “likes” on Facebook  (F) Channels 

Profile on Facebook  (FP) Channels 

Visibility in Web (number of search findings)  (W) Channels 

Salaries share in operating costs  (SS) Resources 

(employees) 

Age in years  (AY) Resources 

(diminishing) 

Activity run within technological park (01 variable)  (TP) Partners 

Logarithm of received UE grants (grants (log))  Resources 

Region where the fund operates. We distinguished four 

levels of development of Regions in Poland, where 1, the 

least developed, the most developed, 4 

(R) External factor  

Share of private organizations or persons in the capital 

of loan and guarantee funds (dummy variable) 

(SPF) Partnerships 

*We assessed the website on the 5-degree scale. The highest result was for the website on which 

we could find: general information on every type of financial instruments, cost of a loan or a 

guarantee, contact information, application documents. 

 

The research was conducted in the period 07.2017- 12.12.2017. We analyzed the data 

and constructed a regression model we used SPSS 24.  
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5.1 Hypotheses development 

 

We developed five hypotheses to answer the question how different elements of 

business models: including width of value proposition, the quality of information 

channels and cooperation with partners or possessed resources affect financial 

performance of loan and guarantee funds in Poland. 

 

They were based on the results in this field that failed to find a relationship between the 

number and value of outstanding loans granted by Polish loan funds and the number 

and type of additional services they offer (Waniak-Michalak, 2016). Testing the 

hypothesis will show whether a guarantee activity or lending activity is important for 

the financial performance of loan and guarantee funds and what additional services 

would help them remain financially stable. We formulated our hypothesis on the basis 

of other studies and the correlation analysis of results of the loan and grant funds and 

elements of the business models. 

 

Former research results suggest that loan or guarantee funds use government grants to 

finance their activity can have higher risk of default, while private financing may force 

managers of these funds to use the money in a more efficient way (Kuo et al., 2011). 

Also, if private institutions are shareholders of a loan or a guarantee fund, they may 

help it to receive better financial results (revenues and current ratio) as a consequence 

of a support provided by the private shareholder like: advisory, promotion of the fund 

activity, additional inflows of the capital. Share of private investors in a capital of the 

fund may influence positively the number of loans granted. It may result from the 

marketing support of the private shareholders for the fund. Very often, clients of the 

banks that didn’t go successfully through the credit worthiness assessment process are 

sent to the cooperating guarantee fund.  

 

Funds that operate within a technological park have higher probability to find borrowers 

(beneficiaries) among the users of the technological park. Therefore, the revenues and 

profits should be higher for the funds. In the same way we can explain the correlation 

between consulting services and revenues and return on assets.  

 

Consulting services provided by the guarantee or a loan fund may be a factor 

influencing in a positive way the number of granted financial instruments. The loan or 

guarantee funds may find borrowers among SMEs managers using consulting services. 

However, a form of a technological park may be an obstacle for granting high number 

of loans. We posit that, beneficiaries of technological park service desire a different 

form of financing and of a higher value than loans, like: venture capital of business 

owners.  

 

Access of SMEs to the information on loans or guarantees (on the website) should 

influence positively the revenues of the funds and the number of instruments granted. 

Profitability or value of the instruments will depend more on the loans and guarantees 

conditions, like the maximum provision, period of the loan or guarantee or limits for 

value of the loan or guarantee in comparison with expenses of the fund. 

 

Number of loans and guarantees granted could be increased with the use of following 

tools: profile on Facebook, Website of the fund, visibility in Web (number of findings). 
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The level of fee for loans and guarantees discourages entrepreneurs to take big loans, 

so the level of fee should be positively correlated with number of loans and guarantees 

but negatively with their value. An example of such situation is one of the most active 

loan funds in Poland, Micro Fund, that provides mostly small loans with the interest 

rate for the loans 1,5 times higher than the interest rate in a bank.  

 

H1. The width of value proposition offered by the non-banking providers of loans 

and credit guarantees is positively related to their financial performance. 

 

H2. The partnerships with banks and other private institutions in guarantee 

funds is positively related to their financial performance. 

 

H3. Quality of information channels used by loan and guarantee funds in Poland 

is positively related to their financial performance. 

 

The hypothesis 4 concerns the impact of resources on efficiency of loan and guarantee 

funds. Former research (Waniak-Michalak, 2016) results show that such funds in 

Poland are highly underfunded – it means most of them do not have enough resources 

to function effectively. 

 

Receiving the grant by a loan or guarantee fund usually allows to cover a part of 

administrative expenses with a grant, then the profit of the fund may increase. Grants 

may allow to increase the lending or guarantee activity and in this way rise revenues 

and profits as a result of the use of effects of scale. 

 

As grants for loan and guarantee funds are important source of financing we posit, that 

the value of the UE aid should influence the number of value of financial instruments 

granted. Public funds received by loan and guarantee funds may attract other private 

sources of financing and increase bank’s trust to the instruments granted by guarantee 

funds. The public funds (i.e. UE grants) may convey a positive signal on the financial 

situation of the funds and in this way reduce a risk of the private investor (Columba et 

al., 2010).  

 

H4. Amount of resources is positively related to the financial performance of 

loan and guarantee funds in Poland. 

 

The last hypothesis H5 concerns the question how the different elements of business 

models affect default rate of guarantee funds in Poland. Previous studies (Beck et al., 

2010) showed that the age of a guarantee fund is positively associated with the default 

rate. We posit that availability of human resources and source of financing is important. 

Guarantee funds using grants may be less stressed to manage the funds effectively. Lack 

of sufficient number of employees is often an obstacle to verify applications of SMEs 

deeply. We measure the default rate as a share of paid guarantees in a number or value 

of active guarantees. Beck et al. (2010), found out that the age of the guarantee 

institution is positively correlated with a level of loses, however we also propose that 

number of employees and their remuneration may be important. If the funds have 

insufficient number of employees than less attention may be paid to assess the 

creditworthiness of the client.  
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H5. The default rate of guarantee funds depends on the business models’ 

elements of guarantee funds 

 

5.2 Results and discussion 

 

Descriptive statistics on dependent variables reflecting performance enable us to assess 

the efficiency and stability of the activity of loan and guarantee funds.  

 

Table 4. Frequencies of financial results 
  ROS Current 

ratio 

ROE Liabilities/ 

Equity 

ROA Grants/ 

Long-term 

capital 

Number 

of loans 

granted 
in a 

year 

Value of 

loans and 

guarantees 
granted in a 

year (in th.) 

Default 

rate* 

N Valid 58 58 59 58 58 58 59 59 30 

Missing 1 1 0 1 1 1 0 0 29 
Mean -0.07 293.18 0,00 6.02 0.00 1,20 165 16,920 1,84% 

Median 0.40 4.83 0.01 0.60 0.00 0.54 92 11,898 0.64% 

Minimum -3.87 0.00 -1.08 -1.00 -0.14 0.00 0 0 0.00% 
Maximum 2.87 6615.30 1.19 140.73 0.06 9.06 981 129,702 14.60% 

Percentiles 25 -0.10 1.20 -0.01 -0.97 0.00 0.23 27 3,003 0.003% 

50 0.04 4.83 0.01 0.60 0.00 0.54 92 11,898 0.64% 
75 0.15 327.24 0.03 2.10 0.01 1.39 210 21,453 1.72% 

*Value of paid guarantees in a year in a value of active guarantees for guarantee funds. That is 

why this measure concerns only 30 organizations in the sample. 

 

The analysis of loan and guarantee funds’ financial results proves that most of loan and 

guarantee funds in Poland is liquid, and they suffer from low profitability. Additional 

financing provides necessary money to cover their losses. It means that the activity of 

these funds may be threatened in case of a limitation of EU financing for development 

of loan and guarantee schemes. Some funds received outstanding results measured by 

liquidity rations and debt ratio. It was the consequence of a small size of their activity 

in comparison with a value of received grants for the scheme. Some types of financing 

received by the funds are refundable so they are presented in the balance sheet of a loan 

or guarantee fund in the position of liabilities increasing in the same time the debt ratio. 

 

The preliminary analysis of descriptive statistics allows us to evaluate initially non-

financial outcomes of the activity of loan and guarantee funds. Loan and guarantee 

funds grant less than 100 loans or guarantees per year on average. Data gathered by 

Polish Association of Loans Funds and National Association of Guarantee Funds show 

that total number of loans in 2015 was 8772 and guarantees for bank loans 3939. Such 

volumes comapared in relation to 1.7 million of active SMEs in Poland show that use 

of loans provided by loan and guarantee funds in Poland is very limited.  

 

The correlation analysis results show that among all financial indicators only revenues, 

ROA and current ratio are significantly linked with some elements of business models: 

including channels and partners.  

 

We found also a significant positive correlation between revenues and grants (log) and 

between a return on assets and grants (log).  Surprisingly, the maximum theoretical 

value of a single loan or guarantee is negatively correlated with revenues, but the 

maximum duration of a loan or a guarantee agreement is correlated positively with 

revenues. We observe also that a number of loans and guarantees granted in a year is 

correlated with these variables in reverse. It may result from a lower relative fee for a 

higher loan or guarantee that may decrease total revenues and increase number of 
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instruments granted. We conclude that SMEs owners are not willing to indebt their 

businesses for a long period of time that may mean also higher fees for a loan or a 

guarantee. 

 

We observed a negative correlation between dummy variable - profile on Facebook and 

independent variable - revenues. It may mean that profile on Facebook is created in 

response of unsatisfactory financial results, to use a free tool of public relation and 

promote the fund’s activity. 

 

As we expected, younger funds had higher liquidity (measured with current ratio) than 

older funds, but lower revenues.  As older and younger funds granted similar number 

of loans and guarantees per year we conclude that the use of capital increases. In further 

steps, we used an information on correlation between variables to form regression 

models explaining the relationship between financial results and elements of business 

models of loan and guarantee funds.  

 

The financial situation of loan and guarantee funds may be also measured with a default 

rate measured with number and share of paid guarantees in active guarantees (guarantee 

agreements still valid).  

 

We found also the significant correlation between level of invested capital and other 

variables only for guarantee funds. The correlation analysis let us conclude that the 

level of involvement in a guarantee activity depends mostly on the share of salaries in 

operating expenses, region where the fund operates, value of grants received and the 

age of the fund. Region where a loan or a guarantee fund operates turned out to be 

important only for a value of loan and guarantees. The correlation sign suggests that in 

regions less developed, loan and guarantee funds grant bigger loans and guarantees. It 

may reflect the capital needs of SMEs owners in less developed regions. 

 

We built three regression models (OLS) explaining financial performance and stability 

obtained by loan and guarantee funds in Poland: revenues (log), return on assets and 

current ratios basing on our hypotheses to verify hypotheses 1,2 and 3. 

 

Table 5. Regression models for financial results of loan and guarantee funds 
Model 1 Model 2 Model 3  

Dependent variable Revenues 

(log) 

Dependent variable ROA Dependent variable Current ratio 

Independent 

variables: 

TP 
CS 

W 

AW 
SPF 

FP 

MLG 

MVLG 

Grants log 

AY 
R 

 

 

.009 (.929) 
-.002 (.978) 

.534 (.000)*** 

.031 (.788) 

.287 (.005)*** 

-.046 (.650) 

.040 (.674) 

-.034 (.709) 

.482 (.000)*** 

.356 (.002)*** 
 .273 

(.003)*** 

 

Independent 

variables: 

CS 
Grants log 

TP 

 

 

.302 
(.046)** 

.157 (.231) 

.044 (.760) 

Independent 

variables: 

AY 
SPF 

VLG 

 

 

-.392 
(.005)*** 

.164 (.215) 

-.132 (.308) 

R square .732 R square .157 R square .205 

Adjusted R square .653 Adjusted R square .111 Adjusted R square .161 

* significance on the level 0.1 

**significance on the level 0.05 

*** significance on the level 0.01 
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Basing on the results of OLS regression results we conclude that high quality of 

information channels resulted in the access of SMEs owners to the information on loan 

and guarantee funds’ activity, influences mostly revenues of loan and guarantee funds. 

However not every type of the information channel quality proxy turned out to be 

significant. Only the number of information presented on the fund’s website is 

significantly associated with revenues of the organizations. The fact allows us to 

confirm the hypothesis H3: Quality of information channels used by loan and 

guarantee funds in Poland is positively related to their financial performance. 

 

Revenues of loan and guarantee funds in Poland depend also on grants received, age 

and region where they operate. Funds receiving higher grants have higher revenues, so 

we can confirm hypothesis H4: Amount of resources is positively related to the 

financial performance of loan and guarantee funds in Poland. There are a few 

possible reasons of the relation. Firstly, some funds may recognize grants part of grants 

received (non-refundable funds) as their revenues in the given year. Secondly, grants 

may allow to increase the lending activity, however the regression including number 

and value of financial instruments granted does not confirm this hypothesis. Loan and 

guarantee funds generate better results in less developed regions. In such regions the 

problem of capital gap may be more visible and funds may use this situation to provide 

more loans and guarantees. Moreover, higher risk attributed to SMEs projects in less 

developed regions may cause higher fees and then higher revenues for funds.  

 

We also posited that the share of private institutions (banks and enterprises) influence 

positively the liquidity of loan and guarantee funds, but these elements of the business 

model influence on financial performance is not significant. In Poland most of loan and 

guarantee funds are foundations or are set up by public sector organizations. Only a part 

of them have shareholders from a private sector. Only the age of the loan or a guarantee 

fund is a significant variable. It means that younger institutions do not have sufficient 

financing. The profitability of the funds is created mostly by consulting services. Nor 

the number or the value of granted loans and guarantees are important for profitability 

of funds measured with return on assets. Probably the consulting services help SMEs 

managers make more effective decisions and in this way the default rate is lower. 

Moreover, a part of consulting services may be paid and increase the financial result of 

a fund. 

 

Concluding, we confirm the hypothesis H1. The width of value proposition offered 

by the non-banking providers of loans and credit guarantees is positively related 

to their financial performance. The regression analysis proves, that consulting 

services allow to rise the profitability of the loan and guarantee funds. We confirm also 

the hypothesis H2. The partnerships with banks and other private institutions in 

guarantee funds is positively related to their financial performance. 

 

The financial performance of guarantee funds may be also assessed through the lens of 

stability measured by the default rate which reflects the guarantees paid by a guarantee 

fund. We did not find a statistically significant relation between a default rate (measured 

as the share of number of guarantees paid in a number of guarantees granted or as the 

share of a value of guarantees paid in a value of guarantees active) and other variables, 

like the age of the organization. Therefore, we are cannot confirm the hypothesis H5: 
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The default rate of guarantee funds depends on the business models’ elements of 

guarantee funds. 

 

The inability to confirm the hypotheses H5 may result from the insufficient power of 

the used tests (too small sample and specific variability of default rate of guarantee 

funds). 

 

6. Conclusions 

 
The aim of the article was to is to evaluate performance of loan and guarantee funds in 

Poland and answer the research question: “How stable are the funds?” We analyzed the 

elements of business models that influenced the performance of researched 

organizations focusing on value proposition, channels, resources as well as some 

external factors (including age of organization and the region in which the fund 

operates). 

 

We found out that the level of the support provided by loan and guarantee funds is still 

relatively low. It consists only 0,5% of the value of bank loans granted to SMEs on 

normal conditions. Moreover, the multiplier of guarantee funds is only 1.7, so in 

comparison with some countries (like Taiwan) where it reaches 20 (Kuo et al., 2011) 

it’s still low. That’s why we conclude that the ability of loan and guarantee funds in 

Poland to close the capital gap for SMEs is still low.  

 

The analysis revealed that schemes of loans and guarantees in Poland are liquid but 

suffer from low profitability. Grants from UE allow the institutions granting SMEs 

loans and guarantees allow to increase the value of all granted instruments and the 

average value of a loan or a guarantee. The consulting services increase the profitability 

of loan and guarantee funds measured with ROA and the share of private institutions in 

a capital of loan and guarantee funds in Poland increase their revenues. We did not find 

a business model components influencing the default rate of guarantee funds.  

 

One of the most important business model components for loan and guarantee funds is 

a sufficient information on loans and guarantees on their website that the future clients 

may use to make a preliminary decision. Consequently, the following research 

questions arise: why some loan and guarantee funds do not present relevant information 

on loans and guarantees on their websites? Does it result from staff or organizational 

problems? Are there any financial constraints? 

 

In the following months we plan to conduct a quality research to answer the questions: 

the survey among managers of loan and guarantee funds in Poland and a focus research 

with representatives of these organizations. The further research will enable us to 

develop the conclusions of the first phase of quantity research. The presented results’ 

analysis has some limitations. The research covers only organizations existing in 

Poland. Institutional factors may influence the strength of the influence of business 

model elements on the performance loan and guarantee schemes in other countries. The 

sample covers only funds that continue their operations so there may be observed 

selectivity problem. Finally, some proxies of business model elements may not be the 

best ones, but there were the only available at the moment of the research.   
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Appendix 1. Correlation of dependent and independent variables 

  

revenues 

(log) 
ROA 

curent 

ratio 
NI 

Value of 

loans nd 

guarantees 

Capital 

leverage 

Default 

rate 

Revenues (log) 1       

Roa .25 1      

Curent ratio -.21 .02 1     

Ni .45** .01 -.13 1    

Value of loans nd 

guarantees 

-.21 -.26* .02 .16 1   

Capital leverage -.02 -.09 -.06 .07 .08 1  

Default rate .10 .02 -.02 .06 .24 .05 1 

R .22 .11 .04 -.03 -.08 .17 -.19 

Ay .48** .26* -.41** .11 -.31* .01 -.01 

Grants (log) .60** .24 .01 .16 -.27* .01 .07 

F .29* .01 -.10 -.01 -.11 .01 .13 

Aw .51** .08 .11 .33** -.148 .02 .21 

Fp .43** .29* -.24 .32* .045 .11 .26 

W  .36** .07 -.15 .25 -.01 .02 .04 

Sp  0.03 -0.14 .28* .31* 0.19 -.04 0.15 

Ss  -.17 -.01 .04 -.08 .20 .59** -.00 

Cs  .37** .36** -.24 .09 -.23 .01 -.04 

Tp  .11 .19 -.11 .04 -.04 .25 -.06 

Mf  .37** .20 -.20 .19 -.13 -.17 .07 

Mvlg  .19 .08 -.10 .14 -.01 .06 .10 

Mlg .35** .07 -.03 .11 .10 .02 .09 

Ti -.25 -.07 .16 -.12 .10 -.02 -.02 

*correlation significant on the 0.05 level 

** correlation significant on the 0.01 level 
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Appendix 2. Descriptive statistics of business model elements 
  TP CS W A

W 

SP

F 

F FP MF ML

G 

MVLG AY R 

N Vali

d 

59 59 59 59 59 59 59 59 59 59 59 59 

Mean  - -  10940,

76 

3,6

6 

-  333,

41 

- 4,4361

% 

58,1

3 

457288,

14 

17,1

2 

-  

Median  - -  3680,0

0 

4,0

0 

-  2,00 -  3,0000

% 

60,0

0 

350000,

00 

18,0

0 

-  

Mode 0 0 0a 5 0 0 1 0,00% 60,0

0 

500000,

00 

21 3 

Minimum 0 0 0 0 0 0 0 0,00% 0,00 0,00 0 1 

Maximum 1 1 98700 5 1 7432 1 19,25

% 

120,

00 

2500000

,00 

24 4 

Sum   10 28 -  -  18 - 30 -  -  -  -    

Percenti

les 

25 0,0

0 

0,0

0 

1780,0

0 

3,0

0 

0,0

0 

0,00 0,0

0 

1,2000

% 

60,0

0 

120000,

00 

13,0

0 

2,0

0 

50 0,0

0 

0,0

0 

3680,0

0 

4,0

0 

0,0

0 

2,00 1,0

0 

3,0000

% 

60,0

0 

350000,

00 

18,0

0 

3,0

0 

75 0,0

0 

1,0

0 

14300,

00 

5,0

0 

1,0

0 

197,

00 

1,0

0 

8,0000

% 

60,0

0 

600000,

00 

22,0

0 

4,0

0 

 

xcii The research is financed by National Science Center in Poland and is a part of a project titled 

“Financing of the development of loan and guarantee funds” – grant number 2016/23/B/HS4/00348.  
xciii Many financial statements for 2016 were not available in 2017. 
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On compensation as a way of extinguishing obligations 
 

Cristina Cojocaru a, 1 
 

a The Bucharest University of Economic Studies, Romania  

 

Abstract: Among the ways of extinguishing obligations, along with confusion, 

remission of debt, fortuitous impossibility of performance and other ways, the 

Romanian Civil Code also regulates compensation. For compensation to take effect, 

the code regulates certain conditions to be met, namely it is absolutely necessary that 

the two debts that are compensated against each other be certain, liquidated and 

demandable. Failure to fulfil any of these conditions makes it impossible to apply the 

compensation and, implicitly, extinguish the respective obligations. Following a 

decision of the Romanian Supreme Court and without claiming an exhaustive analyse, 

this paper aims to describe certain aspects of compensation, as a legal institution and 

to underline its advantages in practice and its consequences. 

 

Keywords: Compensation, extinction of obligations, Romanian Civil Code. 

 

1. Introduction 
 

A relatively recent decision of Romanian Supreme Court [2] prompts us to make an 

analysis of the modes of extinguishing obligations and, in particular, of compensation. 

 

In the present case, the plaintiff requested the declaration of the nullity of a debt 

assignment agreement concluded with the defendant and by which it took over a non-

performing bank debt against a debtor third party, for reasons, inter alia, that the claim 

had been in the meantime extinguished by compensation. 

 

The ways of extinguishing obligations are regulated in Title VII of the Civil Code, 

respectively in art. 1615 et seq. 

 

Thus art. 1615 of the Civil Code establishes as modes of extinguishing obligations the 

payment, the compensation, the confusion, the remission of debt, the fortuitous 

impossibility of performance and other means expressly laid down by the law. 

 

2. Compensation as a mode of extinguishing obligations 
 

As shown in the literature (Stătescu and Bîrsan, 2002: 395; Dogaru, 1983: 357; Adam, 

2004: 359), compensation is the way of offsetting obligations consisting in the 

extinguishment of mutual debts, to the extent to which the smallest of them is covered. 

 

This way of extinguishing obligations belongs – along with confusion and payment – 

to the category where the creditor’s claim is fulfilled, unlike those where the creditor’s 

                                                 
1Correspondong author: Law Department, The Bucharest University of Economic Studies; 6 Piața 

Romană, 1st district, Bucharest, 010374 Romania; tel. (+40) 213191900; email address: 

cristina.cojocaru@cig.ase.ro. 
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right is not achieved such as the fortuitous impossibility of performance or the 

remission of debt [3]. 

 

When the two debts are of the same amount, they are extinguished altogether (there is 

total compensation); if they are of different values, the extinguishment is made up to 

the concurrence of the smallest of them, as regulated in art. 1616 of the Civil Code. 

 

Compensation is of great use to the parties because it represents a simple way of 

performing the obligations and at the same time it is an effective means of achieving 

the creditor’s claims, at least up to the concurrence of mutual debts [4]. 

 

3. Application of compensation 
 

According to art. 1617 of the Civil Code, the compensation is made irrespective of the 

source of the obligations, but according to art. 1618 of the Civil Code, this operation is 

excluded in cases where the debt is the result of an act done with the intention of 

damaging [5], when the debt arises from a contract of deposit or of commodatum 

(Stătescu and Bîrsan, 2002: 360), as well as in case the object of the claim is an 

unseizable asset.  

 

Compensation, according to the legal provisions mentioned above, is of several kinds, 

namely: 

 Legal, when it takes effect by operation of law, “of full right” states art. 1617 

para. (1) of the civil code when certain conditions are met. There is no need for 

its application to be agreed upon by the parties and it is usually raised by the 

debtor during the trial by way of the exception – if the parties did not agree to 

its application, in order to avoid another court action. The court can not consider 

compensation of its own motion, but once it is submitted, it can only be rejected 

it on adequate grounds [6]. 

 Conventional, in accordance with para. (2) of the same article, that is, by the 

agreement of the parties. 

 Judicial, when it takes effect by court decision. 

 

It should be noted that according to art. 1617 para. (3) of the Civil Code, either party 

may expressly or tacitly give up compensation. 

 

4. Conditions of compensation [7]  

 

According to the above-mentioned texts, compensation can only take effect if certain 

conditions are met, namely: 

 The existence of mutual obligations; this condition implies that the two debts 

exist simultaneously between the same persons, both of them being reciprocally 

creditors and debtors of each other; this condition cannot be considered fulfilled 

if the claims or obligations are in relation to a third party (for example, the 

trustee’s debtor can not oppose his own claim on the minor); 

 The claims are certain; this condition implies that the two debts are not legally 

questionable, unlikely, doubtful; 

 The claims are liquidated; this assumes that they are accurately determined in 

terms of their value; 
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 The debts are due, in other words they have matured; if, for example, one of 

them has a payment due date, compensation can not be applied as it is actually 

also a payment and that would mean the debtor would be required to make the 

payment before this date is due; 

 The debts must consist in a sum of money or a certain amount of fungible goods 

of the same kind; in this case, the two creditors must be in the situation where 

they would have been if the payment had been made; otherwise the subject of 

the performance would change [8].  
 

The literature (Adam, 2017:473) has also underlined that compensation can be viewed 

as a mode of extinguishing obligations only in the case of obligations to give and in the 

case of obligations to do -  in this latter case it is not their identity concerned.  

 

If these conditions are fulfilled, the compensation takes place by law. 

 

A possible grace period granted for the payment of one of the debts does not prevent 

the performance of the compensation – art. 1619 of the Civil Code. 

 

5. Effects of compensation 

 

As regards the effects of compensation (Dogaru and Drăghici, 2014: 791), it 

extinguishes reciprocal claims as if they had been paid and once they are extinguished, 

their accessories would be extinguished, such as the mortgage, the pledge, the 

privileges. 

 

However, if there are several mutual debts between the same parties, according to art. 

1620 of the Civil Code the rules on the application of payment shall apply. 

 

In relation to third parties, it should be noted that this mode of extinguishing mutual 

obligations does not take place and compensation cannot be waived at the expense of 

rights acquired by a third party – art. 1622 of the Civil Code. 

 

Also, according to art. 1623 of the Civil Code, the debtor who simply accepts the 

assignment or the mortgage on the claim which the creditor transfers to a third party 

can no longer oppose to the third party the compensation he could have submitted 

against the original creditor before the acceptance. 

 

In the case of indivisibility, if the compensation takes place between the creditor and 

one of the debtors, the indivisible obligation will be extinguished and the other debtors 

are released, the latter being still held to pay to the party who paid by way of 

compensation the equivalent of their share – art. 1432 para. (1) of the Civil Code. 

 

In the case of passive solidarity, when the compensation takes place between the 

creditor and one of the jointly liable debtors, the effect of the compensation will only 

occur within the limit of the part of the debts owed by the latter and the other co-debtors 

will be held jointly only for the remaining part of the debt after the compensation - art. 

1450 of the Civil Code (Vasilescu, 2012: 55). 

 

6. Conventional compensation 
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Conventional compensation (Vasilescu, 2012: 54) will take place even when the 

conditions for the legal compensation are not met and it is achieved by the agreement 

of the parties. It will have the same effects as the legal compensation, but it will only 

take effect from the date the parties concluded the agreement. These situations may 

concern reciprocal claims that are not due yet or the extinguishment of an obligation to 

give generic goods and compensation with the payment of a sum of money (Pop et al., 

2015: 738). 

 

7. Judicial Compensation 
 

One of the debtors may submit to the court the request to perform the compensation 

even though the mutual debts do not consist in fungible (interchangeable) goods or are 

not liquidated. 

 

In this situation, at the request of the interested debtor, the court will be able to assess, 

evaluate and decide on the offsetting of the debt up to the concurrent amount. 

 

Here, too, we can speak of the same effects as the legal or conventional compensation, 

but it will only take effect from the date of the final ruling on the admission of the claim 

for compensation. 

 

Referring to the case mentioned earlier in the text, it is noted that the plaintiff submitted 

to the court an action seeking the declaration of the absolute nullity of the debt 

assignment contract between the defendant and another debtor company, with the 

consequence of the nullity of acts subsequent to that contract. 

 

In the statement of reasons, it is argued that through the assignment contract, the nullity 

of which is required, the plaintiff took over for recovery a non-performing debts claim 

against the debtor, party to the assignment contract. 

 

The plaintiff has shown that the documentary evidence of the ceded claim is made up 

of the contracts between the defendant and the ceded debtor, contracts which were 

declared enforceable and enforced without the recovery of any amount.  

 

The plaintiff also noted that at the date of the assignment of the claim, there were 

litigations between the defendant and the ceded debtor, that the plaintiff found that there 

was some uncertainty as to the reality and the correctness of the ceded claim, and 

although she requested clarification on that aspect from the defendant, the latter refused 

to provide it. 

 

For these reasons, the plaintiff decided to cease the enforcement of the claim by the 

attachment of the bank accounts of the ceded debtor. 

 

Consequently, she decided to bring the action in court, claiming that the act of the 

assignment of debt is struck by absolute nullity, because as in the case of any legal act, 

for it to be valid it is necessary that its object exist, be in the civil circuit, be determined 

or determinable, possible, lawful and moral. 
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The plaintiff argued that those aspects would not have been present in the case of the 

assignment contract, since the lack of object was apparent and for that reason she 

pleaded the establishment of its nullity. 

 

The court of first instance, examining the statements and the evidence submitted in the 

case file, stated that at the date of the cession contract, both the plaintiff and the 

defendant were owned by the same entity, namely the Romanian State. 

 

The court ruled that when the contract of cessation was concluded, the nullity of which 

was being requested, the plaintiff had precise knowledge of the ceded claim, both in 

economic and legal terms. 

 

It was also found that while the lack of object was raised in the court action, the plaintiff 

could not prove this and other statements regarding the obligation to guarantee the 

defects of the good sold are not grounds for nullity from the point of view of the absence 

of object; also the alleged error in the claim pleaded by the plaintiff is no ground for 

nullity from the point of view of the lack of object. 

 

It is true that the claim was not collected but the court found that the plaintiff, through 

its board of directors, decided to cease the enforcement proceedings and therefore, on 

its own fault, failed to recover the claim and thus could not prove that it had taken any 

action to recover the claim. 

 

That decision of the plaintiff’s board of directors also took into account the fact that, 

following the date of the sale contract, an irrevocable court decision was issued, 

compensating by judicial means the mutual claims between the defendant and the ceded 

debtor, which was not challenged by either party. 

 

The court found that there was no evidence to show that the object of the assignment 

contract did not exist, because even the plaintiff, by the documents submitted in the 

case file – that is, by an internal note – acknowledged that the claim in question existed 

at the time of its assignment but was compensated by judicial means and this is the 

reason why she stopped the enforcement proceedings that had already started. 

 

As a result, the court concluded – and this point of view was also adopted by the judicial 

review court – that a real debt was assigned between the parties, the pursuit of which 

the plaintiff subsequently renounced, even though the enforcement had not been 

cancelled but only suspended. 

 

Regarding the argument relating to the existence of the claim, the court considers it 

fundamental in the clarification of the issue concerning the lack of the object of the 

assignment contract, the fact that the existence of the claim is assessed at the moment 

of the conclusion of the contract; the subsequent disappearance of the object of the 

assignment, regardless of the manner in which this occurs, including by means of a debt 

assignment, is considered irrelevant. 

 

The court took the view that the judicial compensation operation, which was not 

challenged by either party, is itself based on the premise of the existence of the two 

claims, and the plaintiff knew precisely the situation of the claim on the date when it 

received it. 
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For these reasons, the plaintiff’s action was dismissed as unfounded. 

 

8. Conclusions 
 

The compensation, in all its forms, as a mode of extinguishing obligations, is 

particularly useful in practice, with each of the creditors – debtors parties in the legal 

relationship benefiting from its application. 

 

Also, the economic circuit in relation to these legal relations avoids the disruptions that 

may arise following disputes that would be solved by the court. 

 

However, it is imperative that a number of requisites provided by the Civil Code are 

present when applying the compensation, so that the settlement of the case is fair and 

in a timely manner and that both sides are not affected in their interests. 
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Abstract: For the past few months, we witnessed some new formulas of 

understanding in what we shall call the social dialogue paradigm in Romania. Either 

the reason was supposed to be the financial area, either the labour or public servants 

field, the social dialogue, as we understand it according to the national law, regardless 

the european system, changed its paradigm in a subtle unexpected way. The Romanian 

social dialogue system is interesting in this point of view, because it seems that national 

political power, exercised through the Constitutional executive bodies, understands to 

change the legal frame in some fields by using, in addition and continuously, provisions 

regarding social dialogue, as a socially protective tool for some liberal policies. It is 

generaly ascertain that Romanian main political body-in-power these days belongs to 

the social left, so some changing in fiscal and contributory system for the employees, 

as we saw it according to the Gov. Ord. no. 79/2017, is quite courageous. As we could 

saw in January, 2018, the contributions for salaries that are to be supported by the 

employee, had grown starting 1st of January, and the contributions that are to be paid 

by the employer dramatically diminished. Then, some retaliation of the social partners 

was noticed in the practice, after the same government introduced Gov. Ord. no. 

82/2017, regulating that this new contributory system is to be a transfer of contributions 

and that social dialogue should solve the issue regarding the level of the salaries 

starting 1st of January, 2018. Nevertheless, in the public sector as we saw it changing 

its salary system since July 2017, the social dialogue, which is very restrictive from 

inforcement in this field according to social dialogue law, was the tool to solve some 

issues of personnel transfer that are also against provisions of the Labour Code and 

Public Servants Law, to note only few. For that reason, it is highly important to solve 

the issues that are emerging from the legal change that was seen in the last period, and 

the coherence of its resulting implementation with the legal system already in force.  

 

Keywords: Social dialogue, contributions, public sector, transfer of employees, 

Labour Code, Social Dialogue Code. 

 

1. The normative nature of the Government Ordinance and the social 

dialogue as a solution in the application of legislative dispositions 

regulating tax matters 
 

The purpose of the present study is first and foremost, starting from the analysis of the 

reason for which by successive government ordinances have been regulated, among the 

employees obligations, new dimensions of social contributions from 2017xciv or starting 

2018, which was the reason for resizing these social contributions and the need to 

submit to social dialogue the regulation of the amount of wages affected such by 
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government since 1 January 2018; equally, in the secondary plan, the study also 

achieves the ability of State institutions to dispose of social dialogue as a tool and the 

sanction provided by law for such interference. 

 

It is generally accepted that as of 1 January 2018 the social contributions incurred by 

employees have increased, as those of the employer’s was being drastically diminished. 

The grounds set out by the government could be known from the preamble of 

government ordinances, existing by corroborating these reasons – the possibility of 

drawing an exact conclusion on the real cause of the change in contributions from 1 

January 2018 to the reason why social dialogue has become a solution in the matter. 

 

The last quarter of 2017 brought a series of legislative changes made on the path of the 

Government Ordinance on taxation and Social dialogue in Romania, those successive 

regulations constituting a novelty element in labour law by interpenetration of two 

branches – social law of labour and tax law – that is, by linking an exclusive right of 

the state – to establish rules in tax matters – with the social dialogue branch of labour 

Law, a branch usually characterized by Partnership and negotiation between employees 

and employers. 

 

To move to the analysis of theoretical and practical aspects resulting from legal 

assumptions subject to the regulation of Emergency Ordinance No. 79/2017 for 

modification and completion of Law No. 227/2015 on Tax Code and Government 

Ordinance No. 82/2017 for the amendment and completion of some normative acts, we 

must show that the main reasons envisaged in adopting the two ordinances is a 

paradigm shift in the policies of the executive power in terms of contributivity to which 

the income is subjected to. Thus, from a tax structure characterized by a relatively 

balanced share of contributions between the employee and the employer, we move to a 

system characterized by a contributivity set to the employee’s task, with the retention 

of an obligation of the Employer’s of only 2.25%. 

 

Part of the reasons shown by the Government in the preamble of the Normative act, of 

interest to the present research regarding the basis of the promotion of Gov. Ordinance 

No. 79/2017 for modification and completion of Law No. 227/2015 on the tax code, 

were: 

 

-Reforming the public social systems in Romania in order to increase revenue collection 

to the State social insurance budget and to empower employers with regard to timely 

payment of compulsory social contributions Due both by themselves and by employees, 

with a reduction in the number of compulsory social contributions, the employer will 

continue to establish, withhold, declare and pay the obligations due,-drafting of the 

budget law State social insurance and the State budget law for 2018, two reasons in 

relation to the subject of the present works.  

 

In the preamble to the Gov. Ord. 79/2017 it is pointed out, inter alia, that the lack of 

regulation that is provided by this normative act would have negative consequences, in 

that the correlation of the correlative changes in labour, health, by the specialized 

institutions could not be promoted, starting with date, i.e. 1 January 2018xcv. 

 

However, the correlative changes in labour law, health and specialized institutions 

promoting these changes have not been properly and exactly indicated and could not be 
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identifiable from the proposals for normative acts in Public debate, nor from the 

normative acts already entered into force in the matter of labour or health legislation, 

at the end of 2017. The correlation between labour law, health legislation and 

specialized institutions empowered by law to promote these changes is not a justifiable 

reference in the preamble to the Ordinance, if we stop at the fact that this ordinance 

only complete the tax code and not other important laws in the indicated matters, and 

by this new law the compulsory social contributions are resized so that they have passed 

the employee’s almost exclusive tax burden, with the employer being left only a share 

of 2.25%.  

 

Thus, no argument exposed by the government in the preamble to the Emergency 

Ordinance No. 79/2017 and directly related to the present study does not substantiate 

the paradigm shift and the resizing of contributions; in such a situation, the issuer gives 

rise to the hypothesis that behind this legal regulation can stand an economic, political 

or social interest.  

 

However, we do not believe that the executive through public authorities as a whole, as 

decider in the matter, has achieved the effect of these contributions increases in practice 

and has not anticipated the reaction of employees and employers. We must recognize 

that the exercise of this right of public authorities to dispose of tax policy has also 

resulted in a social consequence of endangering employee earnings, due to the 

possibility of diminishing them by the newly established the contributivity on 1 January 

2018. 

 

In these circumstances, the executive has come up with a new government emergency 

ordinance, namely, Gov. Ord. no 82/2017, which makes changes in several subjects, 

but also changes in the subjects envisaged by the key words of this study, starting from 

the fact that the adoption is made since the provisions of framework Law no. 153/2017 

on the remuneration of staff paid from public funds provide for the increase of the 

salaries by 25%, with effect from 1 January 2018, for all staff paid from public funds.  

Equally, it is stated by the executive in the preamble to the indicated Ordinance that 

national law obliges the initiation of collective bargaining only to employers with more 

than 21 employees, and through this Ordinance the normative framework is provided 

necessary to stimulate collective bargaining at the unit level for all categories of 

employers, no matter the number of employees, proposing to remove restrictions on the 

initiation of collective bargaining in order to conclude Collective Agreements, while 

introducing derogations from the terms and conditions of representativeness provided 

for by the current regulation for the application of the latest amendments to the Tax 

Code. Next, the executive shows that, in the absence of the adoption of Ordinance No. 

82/2017, the interests of employers with less than 21 employees would be harmed by 

the inability to initiate collective bargaining at the unit level, thereby affecting both the 

rights and obligations of employers and employees, and that creates the prerequisites 

of a flexibility for the representative conditions required to negotiate collective labour 

agreements by introducing representative trade union federations at the level of the 

activity sector and representative Confederate victory At national level, together with 

employees ‘ representatives.  

 

By the formula established at the end of each preamble to the Ordinance, the executive 

shows that, pursuant to art. 115 para. (4) of the Romanian Constitution, republished, 

the Romanian Government adopts this Emergency ordinance in the light of the fact that 
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these elements concern the general public interest and constitute emergencies and 

extraordinary situations whose regulation cannot be delayed.  

 

According to art. VII of Gov. Ord. No. 82/2017, by way of derogation from the 

provisions of art. 129 para. (1)xcvi of the Social Dialogue Law No. 62/2011, republished, 

with subsequent amendments and additions, in establishments where there is no 

contract/collective labour agreement, the initiation of collective bargaining is 

compulsory for the implementation of the provisions of the Emergency Ordinance of 

Government No. 79/2017 for modification and completion of Law No. 227/2015 on the 

tax code. Also, by way of derogation from the provisions of art. 129 para. (3)xcvii and 

(5)xcviii of Law No. 62/2011, republished, with subsequent amendments and additions, 

for the implementation of the provisions of the Government Emergency Ordinance No. 

79/2017 the collective bargaining of additional acts to contracts and collective 

agreements in force is compulsory. In applying these provisions and by way of 

derogation from the provisions of art. 135 para. (1) (a)xcix of Law No. 62/2011, 

republished, with subsequent amendments and additions, in establishments where there 

is no representative union affiliated to a representative federation in the sector of 

activity, negotiation of collective agreements/agreements or additional acts, where 

appropriate, representatives of the Trade union federation may participate, on the basis 

of the Union’s mandate, together with the representatives of the employees. Equally, in 

applying the provisions of paragraph 1. (1) to (2) of art. VII come from Gov. Ord. No. 

82/2017 and by way of derogation from the provisions of art. 135 para. (1) b)c of Law 

No. 62/2011, republished, with subsequent amendments and additions, in 

establishments where there is no trade union for the negotiation of contracts/collective 

agreements or additional acts, where appropriate, representatives of employees may 

participate together with a Representative of a federation representative to the sector of 

activity or a representative trade union confederation at national level, at the invitation 

of representatives of employees.  

 

The whole of the rules set up by article VII of the Gov. Ord. No. 82/2017 was applied 

from 20 November to 20 December 2017, in our opinion this short period coming in 

contradiction to the purpose of the order, which was based on the stimulation of 

collective bargaining in general and not for a short period of time. 

 

Thus, we note that for the implementation of the provisions of the Government 

Emergency Ordinance No. 79/2017 for modification and completion of Law No. 

227/2015 on the tax code, the Government establishes on the path of the Emergency 

Ordinance rules amending the Social dialogue code in the matter of concluding, 

executing and amending collective labour agreements, although art. 131 para. 2 of that 

Code provides that any interference of public authorities, in any form and manner, is 

prohibited in the negotiation, conclusion, execution, modification and termination of 

such contracts. It is also surprising the manner in which this change is carried out, 

probably by the determined nature of the force of the Emergency Ordinance: although, 

as we have pointed out, it is noted that, through this Emergency Ordinance, the 

normative framework is ensured necessary to stimulate collective bargaining at the unit 

level for all categories of employers, irrespective of the number of employees proposing 

to remove restrictions on the initiation of collective bargaining in order to conclude Of 

collective labour contracts, the rules were applied only for the period from 20 

November to 20 December 2017 and did not have a general character, the correction of 

limits given by the text of the criticised and amended law, but aimed at the application 
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of the latest changes in The tax code, namely the implementation of the provisions of 

the Government Emergency Ordinance No. 79/2017 for modification and completion 

of Law No. 227/2015 on the tax code. 

 

It should be remembered that the tax law-making attribute belongs exclusively to the 

authorities indicated by the legal norms and possibly results from the interpretation of 

the decisions of the Constitutional Court. Linking legal rules on the establishment of 

additional tax burdens on social dialogue rules means giving rise to critical 

considerations related to the ability of the social partners to decide on how employees 

in their ensemble through representatives and the employer through representatives can 

decide on how to implement an emergency ordinance regulating in a matter which is 

inaccessible to the regulation of citizens in general. It could be said that social dialogue 

does not indicate the formulation of legal initiatives, and so it is; in this case, we can 

legitimately ask ourselves: what do the social partners have to negotiate, as long as 

social contributions are compulsory and cannot be subject to negotiation of the parties 

to a work relationship in individual or collective bargaining? In order to clarify this 

incapacity of the parties, we must state that social contributions are not an element of 

the individual employment contract, but are a binding component of one of the 

elements: the salary. However, social contributions, by resizing them, may influence 

the salary item by affecting its net amount, the amount that an individual employment 

contract does not provide: the net salary is not the element of the contract, this element 

being the basic salary and the supplementary parts, allowances and other additions, 

which are provided in gross amount, an amount that is the bearer of contributions and 

taxes. 

 

In the implementation of the provisions of the Government Emergency Ordinance No. 

79/2017, we are in the exceptional situation provided for in art. 17 para. 5 of the Labour 

Code, which excludes amendments to the law from the negotiation of the Parties to the 

conclusion of additional acts to the contract of employmentci. So, for the 

implementation of the Government Emergency Ordinance No. 79/2017, it is not 

regulated by law to conclude additional acts with individual contracts of employment. 

If the situation is exceptional for the purpose of the Labour Code, and the employer is 

obliged – as is the employee – to submit to the new rules and to calculate and turn the 

amounts of the new contributions, what would be the subject of collective bargaining? 

It may have collective bargaining for the purpose of establishing a potestative rule 

through the collective contract of employment whereby the parties determine whether 

or not to enforce Gov Ord. No. 79/2017? Obviously it is not. We can conclude that by 

Gov. Ord. No. 82/2017 a legal framework for collective bargaining between the social 

partners has been created, indicating a purpose of the negotiation which cannot be 

seriously bid and cannot produce effects for the parties.  

 

It is clear that the legislator, intervening in tax matters as we have pointed out, wanted 

to create a legal framework for negotiating wage rights, where they exceed the gross 

minimum wage in the country, but was struck by the freedom of the parties to establish 

Rights and obligations in individual and collective labour contracts.  

 

This initiative of the legislature has a few loopholes. From a legal standpoint, citizens 

cannot have legislative initiative on tax matterscii, and this was ruled by the 

Constitutional Court by its decision No. 1/2015 on the legislative initiative of citizens 

entitled "Law on modification and completion of Law No. 53/2003-Labor Code". On 
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the occasion of the ruling, the Constitutional Court of Romania showed that where the 

legislative initiative of citizens referred to tax mattersciii, that text of the initiative does 

not enjoy constitutionality and cannot be taken into account. It is clear, therefore, that 

what is forbidden to citizens through the Constitution is not allowed on the path of 

social dialogue, if it was intended to be the solution or if in future an employee would 

consider that social dialogue was a tool for disclaiming from Contributory obligations 

established.  

 

In order to collectively bargain, the author of the rule ignored the fact that the finality 

of the negotiation, namely the Additional Act on the collective labour contract or the 

collective labour agreement itself, cannot be subjected to compulsory rule: the social 

partners are free to conclude or do not conclude these acts. No authority can interfere 

in this process except with concrete limits (and here we refer to the Territorial labour 

Inspectorate). 

 

It has not been ignored by the literature so far that the Emergency Ordinance, as an 

administrative act of normative character, can also be a political instrument, and on this 

opinion we stop with a few reservations that the social dimension of the measure was 

provided and understood. We note that the literature shows that both the jurisprudence 

of the Constitutional Courtciv and the legal doctrine are consistent with regard to the 

legal nature of the emergency ordinances. These, depending on their issuer, would be 

administrative acts, but, given the matter in which they intervene, there are legislative 

actscv. In his work on the political character of the government’s Emergency ordinance 

in the current transition in Romaniacvi, author Constantin Palade shows that "the 

executive has constantly abused the institution of legislative delegation, government 

ordinances in particular the ordinances of emergency seriously affecting the image of 

the Parliament, the single power legislators in the state"cvii, while considering that" by 

interpreting the provisions of the fundamental law at the boundary of constitutional 

provisions, an emergency ordinance was admitted to regulate on  Organic law matters. 

In a decision of the Constitutional Courtcviii, appreciating the exceptional nature of the 

government’s substitution procedure for Parliament’s legislative prerogatives, as 

decided to allow the government to regulate the mayor, amend or repeal existing 

regulation. In the doctrine of constitutional law, some authors oppose the theory of 

delegation of legislative power according to the „delegata potestas non delegatur” 

principle. Parliament, noted the same author, supreme representative body, exercises 

the national sovereignty entrusted to the Romanian people in the elections and that, as 

the holder of the mandate entrusted by the people, Parliament cannot, in turn, alienate 

the power that does not belong to himcix.  The institution of emergency ordinances has 

transformed into a political instrument to promote party and clientele interests, despite 

legal regulations, appreciated as restrictive. The political dimension of the Emergency 

Ordinance prevailed in relation to its legal aspectcx.  From here we are interested in the 

nature of the Emergency Order – Administrative act and/or legislating – as well as the 

analysis concerning the order as an instrument of intervention in matters of political 

interest. 

 

It would be wrong, however, to say that the increase in employees’ contributions and 

the diminishing of the employers’ burdens had a political goal of the executive, and that 

it ignored the social consequences; it is on contrary. In reality, with the measures 

adopted successively, the executive intervened in order not to affect socially the net 

income of employees, the examples being the wage increases granted by Law No. 
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153/2017 on remuneration of staff paid from public funds, with subsequent 

amendments and additionscxi as well as by increasing the minimum wagecxii. Where the 

executive could not regulate, i.e. in matters of wages exclusively resulted from 

individual negotiation, it sought to intervene on the path of Gov. Ord. No. 82/2017, 

with the limits of rigor, obviously. If he used the path of the order, with the political 

purpose as Constantin Palade looks, he did it to correct, restrict and adapt the social 

effects that resulted from the new tax system applicable. 

 

2. Social dialogue in case of effective application of legislative 

measures in matters related to the legal framework for remuneration 

of staff paid from public funds 
 

On this subject, we consider the provisions of art. 32 of the Law No. 153/2017 on 

remuneration of staff paid from public funds, with subsequent amendments and 

additions, which regulates that the occupation of a vacancy in the budgetary system 

may also be made by transfer, if carried out from a position in the budgetary system, 

similar or equivalent. The rule also shows that the transfer may take place as follows: 

(a) in the interest of the service, only with the written consent of the person transferring; 

b) Upon request of the person, following approval of the request for transfer by the 

driver of the authority or the public institution to which the transfer is requested and 

from which it is transferred. 

 

At the same time, the legal norm shows that the provisions of the normative acts specific 

to the area of activity relating to the transfer remain in force and that the authorizing 

person, in relation to the requirements of the post, lays down their own selection criteria 

for transfer or can supplement those referred to in paragraph 1. (1) and (2), with 

consultation of representative trade union organizations, or, where appropriate, 

consultation of employees’ representatives where there are no such trade union 

organizations. 

 

Although the measure is a good one because it helps to eliminate the recruitment and 

selection procedures of contractual staff in the budgetary sector, when this staff 

migrates from one institution/authority to another, however it has the following 

vulnerabilities: 

 

A. It finds its normative framework in a law which does not have in its regulatorycxiii 

areacxiv the establishment, execution, modification, suspension and termination of the 

legal relations of staff paid from public funds. Thus, although it provides that the 

normative acts specific to the area of activity relating to the transfer remain in force, 

the text brings an important regulation likely to create contradictions, given that the 

provisions of Law No. 153/2017 refers to the establishment of a payroll system for staff 

in the budgetary sector paid from the General consolidated budget of the State, or in the 

case of this staff we encounter several categories: dignitaries, civil servants, employees 

based on Individual employment contract, other categories having administrative Law 

legal relations. These categories of employees in the budgetary system have legal 

relations governed by separate normative acts, which may regulate or not the institution 

of transfer. In this case, establish that this staff may be transferred, without the rule 

governing the Statute or legal report to provide it, constitutes an unpermitted addition 

to the law, made in breach of the provisions of art. 60 of Law No. 24/2000 on the rules 



544 

 

of legislative technique for the drafting of normative acts, republished, with subsequent 

amendments and additions. 

 

B. To the extent that the transfer of Law No. 153/2017 is addressed only to categories 

which are in their status specific rules in this matter, in the case of civil servants, this 

regulation may be susceptible to non-constitutionality, on the basis of the same legal 

arguments as were the basis for the non-constitutionality of the provisions of article 69 

para. (5) of the Law No 188/1999 on the status of civil servants and of art. VII para. (1) 

Letter a) of the Law No. 251/2006 for the amendment and completion of the Law no 

188/1999 on the status of public servantscxv. As shown in the press release published on 

the website of the Constitutional Court, in motivating the admission solution, the Court 

held that the legislative solution contained in article 69 para. (5) of the Law No 

188/1999, concerning the approval by decision of the Government of the methodology 

for assessing the individual professional performances of public servants, is not 

constitutional because, in its essence, the evaluation of the activity and the conduct of 

a public servant shall be subject to its status and must therefore be governed according 

to article 73 para. (3) lit. j) of the Constitution, by organic law. Moreover, by regulating 

the essential aspects of the assessment, the decision of the Government is violated and 

the provisions of article 1 para. (4) of the Constitution in respect of the principle of 

separation and balance of powers in the state (by delegating a remit which belongs 

exclusively to the legislature, to the government), as well as of article 1 para. (5) of the 

Constitution, in its component relating to the predictability and accessibility of the 

lawcxvi.  We consider that the transfer of the public servant from a public function to 

another also holds the status of civil servants, so that it is possible to lift the exception 

of non-constitutionality, mutatis mutandis, when we report to the provision that the 

authorizing officer of credit, in relation to the requirements of the post, shall establish 

with consultation of representative trade union organizations or, where appropriate, 

consultation of employees’ representativescxvii, their own selection criteria for transfer 

in addition to those referred to in article 1. 32 para. (1) and (2) of Law No. 153/2017. 

The authorizing officer, consulting with his social partner, may not establish his own 

selection criteria for civil servants other than those provided for in Law No. 188/1999 

on the status of Civil servants, republished, with subsequent amendments and additions. 

So, the active role of the social dialogue is here subject to a non legal effect. 

 

C. In so far as these provisions also address employees on an individual contract of 

employment, we must emphasize that such an effect cannot occur on that legal report 

as it is not governed by the Labour Code. In our opinion, taking into account the 

character of the individual employment contract, the transfer provided for by Law No. 

153/2017 can only be achieved by a cessation of employment relationships, the 

institution from which the employee is to be transferred, followed by the conclusion of 

an individual contract of employment to the establishment to which he is transferred 

and shall have the effect only of hiring without completing the recruitment and selection 

procedures. It is right that the problems related to the improvement of the Labour Code 

must be practically permanent concernscxviii, but the regulation alone on this path does 

not establish an addition to Law No 53/2003 republished, with subsequent amendments 

and additions. 

 

D. Although it is not expressly regulated and could leave room for interpretation, the 

transfer from a post in the public system that has been occupied by the conclusion of 

an individual employment contract on a post in the public system that is circumscribe 
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to a public function, is not possibly be accomplish. The occupation of public functions 

shall be subject to the limits laid down in Law No. 188/1999 republished, with 

subsequent amendments and additions. 

 

E. Although it is addressed to the posts in the budgetary system, equivalent or similar, 

the legal provision can only be applied only to entities of public law which are 

addressed by Law No. 153/2017 and falling within the scope of this law. 

 

3. Ignoring limits imposed by law and the consequences of this 

disregard in social dialogue 
 

We must admit that Law No. 62/2011 of the social dialogue establishes both restrictive 

rules on social dialogue, which derogates from the principle that this dialogue seeks to 

harmonize employers’ interests with those of employees/employeescxix as well as rules 

that give freedom to the parties in collective bargaining and prohibiting any interference 

in concluding, executing, modifying, suspending, ceasing or ascertaining the invalidity 

of collective labour contractscxx.  

 

A limitation of the ability of the social partners to negotiate is systematically found in 

both the social dialogue Code and the Law No. 153/2017 by virtue of the fact that, 

through collective labour contracts/agreements concluded in the budgetary sector, 

clauses relating to rights in money and in kind, other than those provided by the 

legislation in force for the category of staff, cannot be negotiated as the budget sector 

has this right within precise limits, which cannot constitute the object of the 

negotiations and cannot be amended by collective labour agreementscxxi. Law No. 

153/2017 strengthens that provision, setting out in article 1. 1 para. 4 the fact that, 

through collective labour contracts/collective agreements and individual employment 

contracts, salaries or other wage-related rights in money or in kind are not liable to be 

negotiated or contrary to the provisions of this law. This limitation is likely to show 

that, where the law provides remuneration the social partners do not have the capacity 

to negotiate; this limitation also extends to the introduction of employers’ contributions 

into gross wages. Establishment of the obligation to initiate collective bargaining for 

the implementation of the provisions of the Government Emergency Ordinance No. 

79/2017 for modification and completion of Law No. 227/2015 on the tax code, as 

determined by the provisions of the Gov Ord. No. 82/2017 for the period from 20 

November to 20 December 2017, it could have created a confusion relating the 

prohibitions shown and the ability of the parties to negotiate as the rule, apparently, is 

of general applicability, and the reference period was earlier than the date of 1 January 

2018 when the salaries of the budget staff were increased by 25%cxxii.  However, due to 

the fact that in the public law entities in which Law No. 153/2017 salaries shall not be 

negotiated, the obligation laid down in article VII of Gov. Ord. No. 82/2017 on the 

implementation of the Gov. Ord. No. 79/2017 should be properly adapted, by expressly 

exempting certain categories of employers. This exception, in my opinion, would have 

been all the more important for civil servants. Although social dialogue (with its 

objective of peace and protection of employees) is the expression of reality that labour 

law is an eminent right to life and dignity of employees/employees, which differs from 

civil law, "the Egalitarian right"cxxiii, when addressing civil servants presents a number 

of peculiarities arising from the fact that the service relationships, in the case of each 

public official, are born and exercised on the basis of the administrative act of 

appointment, issued in the conditions of the lawcxxiv. Thus, the margin of freedom of 
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the parties to collective bargaining in the case of public servants is narrower than in the 

case of employeescxxv and the reference to collective agreements in the text of art. VII 

of Gov. Ord. No. 82/2017 is not one that produces legal effects. This is the consequence 

of the fact that collective agreements, the purpose of such a negotiation, cannot 

encompass all the clauses which, for example collective labour agreements could 

containcxxvi and that, in matters, no negotiation of these Agreements could occur. 

 

As regards the limitation of the authorities to intervene in concluding, executing, 

modifying, suspending, ceasing or ascertaining the invalidity of collective labour 

contracts, the High Court of Cassation and Justice has ruled by Decision no. 17/2016 

DCD/C that, in interpreting the provisions of art. 1, art. 21 and art. 26 lit. h) in relation 

to the provisions of art. 64 of Law No. 94/1992, of the provisions of art. 132, art. 138 

para. (5) Art. 142, art. 148, art. 151 and art. 152 of Law No. 62/2011 and the provisions 

of art. 229 para. (4), art. 254 and art. 268 para. (l) lit. D) of the Labour Code, 

republished, a decision of the Court of Auditors, issued in the exercise of its supervisory 

powers, establishing that certain rights provided for in the collective labour agreement 

concluded at the level of a public institution fully financed of own income have been 

granted unlawfully, in relation to the legal provisions on remuneration in public 

institutions, there is no lack of effects of the collective labour contract clauses whereby 

those rights have been established, the nullity of which has not been established by the 

courts, under the law and that, in the interpretation of the provisions of art. 138 para. 

(3) – (5) and art. 142 para. (2) of Law No. 62/2011, nullity of a clause of the collective 

contract of employment negotiated with the failure to comply with art. 138 para. (1) – 

(3) of Law No. 62/2011 may be required by interested parties, either by way of action 

or by way of exception, and may be invoked by the Court, on its own initiative, during 

the existence of the collective contract of employmentcxxvii.  

 

We therefore remind ourselves herecxxviii of the fact that, as regards the legal nature of 

emergency ordinances, they, depending on their issuer, would be administrative acts, 

but, given the matter in which they intervene, there are legislative acts. An approach to 

the issue in the light of the administrative character of the order, would undoubtedly 

lead to a courtly correction of the Gov. Ord. No. 82/2017, in the light of the provisions 

of art. 131 para. 2 of Law No. 62/2011 republished, with subsequent amendments and 

additions. 

 

Such regulations can cause genuine concerns among social dialogue partners, as they 

end up not knowing specifically what the boundaries of their ability to negotiate, as 

well as their essential role, are. In the event that the legal provisions are not harmonized 

as a whole, the social partners will allocate much time to the issue of the problems 

arising from these loopholes. A legitimate expectation of employees, namely the 

guarantee of payment of net wages for December 2017, may remain unresolved due to 

the ambiguous nature of the rule. When social dialogue is used as a tool for regulating 

legislative solutions, we are indebted to provide legal possibilities by which this 

instrument is used with efficiency, effectiveness and in order to produce legal effects. 
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Abstract: International law as well as the provisions of national law includes 

exceptions as regards considering some employers’ facts as belonging to the concept 

of discrimination, given the objective justification of establishing certain differences. 

We take into account that, on one hand, as regards the concept of discrimination, it 

includes ways of differentiating or applying different legal treatments to people in 

comparable situations, linked to their fundamental rights. On the other hand, 

legislation in the field allows states to introduce provisions of favor in certain social 

categories, measures that could substantiate objective justification. The article details 

the legal means necessary for the objective justification of the facts of discrimination, 

elements found as well as in the ECHR jurisprudence in the matter. 

 

Keywords: Discrimination, right, notification, objective, justification. 

 

1. Introduction 
 

From the point of view of legal effects, we can see that differentiated treatments 

determine the limitation, as well as the total or partial exclusion of fundamental human 

rights. 

 

Regarding international regulations, they have contributed to defining the concept of 

discrimination and to highlighting the limiting criteria and the regulatory object further 

to be complemented by new elements of legislative technique, in the process of 

permanent evolution in the field. 

 

These developments have directly contributed to the adoption of an extended legal 

protection regime, for example by considering as a matter of fact an act of 

discrimination which has no direct causal link with the produced result, in the sense 

that by an apparently neutral act the produced effect was related to the restriction of 

fundamental human rights. 

 

In the same sense, we can consider the possibility of judging by the Court (Volonciu, 

1999:25) of the existence of discrimination acts even in the case of the impossibility of 

identifying the victim. On the other hand, the impossibility of identifying the victim of 

a discriminatory act does not imply the impossibility of applying to the perpetrator of a 

discriminating act of proportionate and effective sanctions. 

 

As a result, an apparently neutral act that involves effects on a community or a person 

such in terms of restraint, removal of the recognition, use or exercise of fundamental 

rights could be classified as discrimination. The new legislative technique was based 
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on the presumption of the purpose or even of the effect of the action, namely the 

author’s act aimed at discrimination. 

 

Afterwards, the legislator, following the evolution of legislative techniques, extended 

the scope of the discrimination concept, from the concept of fair treatment to all actions 

with the effect of differentiation, exclusion, restriction or preference applied to persons 

in comparable or even different situations. 

 

2. The concept of objective justification 
 

We can see that it is not always an act that would appear to be discriminatory is 

interpreted in terms of a true non-observance of the equal treatment principle. In this 

regard, many international legal acts or in the internal legal circuit of states recognize 

the concept of positive discrimination. 

 

Positive discrimination involves measures or actions directed directly to the promotion 

rather than to the violation of the principle of equal treatment of persons, being related 

to the special protection regime to be applied to the disadvantaged categories 

considered to be in a disadvantageous position compared to the majority. 

 

Practically, the purpose of introducing these measures or similar (Deleanu, 2013:372) 

is closely related to providing specific benefits to people being in what is considered to 

be a disadvantaged category. The measures aim at a set of advantages that would be 

added to those to which all persons would rightly be entitled to have as a way of equal 

access to certain rights and freedoms. 

 

For the purposes of the law, the objective justification of such measures, which directly 

affect the right to equal treatment of the majority, would consist in the fact that, from 

the point of view of legislation and jurisprudence, a difference of treatment rationally 

and objectively based (Țiclea, 2015:22) will be allowed. 

 

On the other hand, in the sense of the law, the requirements introducing a difference of 

treatment (Muscalu, 2015:17) will not be considered as discriminatory acts if the nature 

of the occupational activities or the context of the work can be considered real and 

decisive professional requirements, provided they are in relation to a legitimate 

objective and a proportionate requirement. 

 

3. The provision of the international law in the matter 
 

In the international law (Năstase, Aurescu, & Jura, 2006:39), objective justification 

concept is initially encountered in the ILO Convention no. 111/1958 on Discrimination 

in the Field of Employment and the Exercise of the Occupation, normative act 

containing specific norms related to the protection of the rights granted to all people 

regardless of their race, belief or gender, provided they have equal opportunities to 

follow their material progress and spiritual development. 

 

Discrimination is specified in the provisions of Article 1 of the Convention, by 

reference to cases of differentiation, exclusion or preference in the exercise of citizens’ 

rights. With regard to objective justification, the Convention mentions that the 

differentiations, exclusions or preferences introduced in the sense of requirements for 
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the qualifications essential to the exercise of a certain occupation are not part of the 

category of discrimination, on the grounds that the Universal Declaration of Human 

Rights provides that this type of facts constitute elements of discrimination only if they 

involved non-observance of the principle of equal treatment. 

 

At European Union level (Fuerea, 2006:26), Council Directive 2000/43/EC 

implementing the principle of equal treatment between persons irrespective of racial 

or ethnic origin excludes from the category of discriminatory acts the provisions, 

criteria or practices that can be objectively justified by their author, a justification 

requiring the existence of a legitimate aim, as well as appropriate and necessary means 

to achieve it. 

 

Thus, in the case of discrimination on the grounds of ethnic or race origin, it is 

considered that unequal treatment can be justified by the existence of real occupational 

requirements related to the characteristics of that race as a legitimate objective. As the 

Directive does not explicitly state the justifiable situations in applying treatment 

differences that relate to criteria of race or ethnic origin, with respect to real 

occupational requirements, the Member States will identify those limited 

circumstances. 

 

In this respect, on one hand, the provisions of Article 4 of the Directive define the 

concept of proportionate, actual and determinant professional requirements that may be 

imposed by the Member States on the nature of the concerned occupational activities, 

the particular context in which they are found, and the existence of a pursued target. 

 

On the other hand, the Directive allows the introduction or maintenance by the Member 

States of specific measures aimed at preventing or compensating for the disadvantages 

of communities or disadvantaged people on grounds of race or ethnic origin. In this 

respect, the requirements on prohibiting discrimination on grounds of race or ethnic 

origin are minimal, thus not limiting the possibility for the Member States to maintain 

favorable regulations, on the contrary those requirements leading to a regression. 

 

Favouring measures targeting persons in a particular category can thus refer to health 

protection, work safety, and incentives for integration into the workplace, which 

excludes the possibility of diminishing the already granted level of protection against 

discrimination. 

 

Similar provisions are also contained in Directive 2000/78/EC of November 27, 2000 

establishing a general framework for equal treatment in employment and occupation 

relating to matters in which the applied provision, criterion or the practice is objectively 

justified. 

 

However, on one hand, if the means of achieving that pursued objective by the 

realization of facts that presuppose the existence of discrimination are not adequate and 

necessary, the justification concept no longer has legal reason. As a result, there will be 

no discrimination related to the implementation by the Member States of employment, 

vocational training or other professional requirements essential to preventing or 

compensating disadvantaged members of a community of religion, belief, disability, 

age or sexual orientation. 
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On the other hand, in relation to discrimination means, if direct discrimination implies 

a lack of exceptions, indirect discrimination makes it possible to prove the existence of 

the justified case, namely the real professional requirements that led to the application 

of a difference of treatment, requirements subject to the analysis of the courts (for 

example in the case of Bilka Kaufhaus GMBH versus Karin Weber von Hartz C-

170/84). 

 

Thus, we can see a difference in legal treatment between direct and indirect 

discrimination cases, the interpretation of the existence of the objective justification 

founding in the latter situation, in the appreciation of the means character to the needs 

necessary to achieve the pursued objective, in parallel with the real possibility of 

employer to apply less discriminatory alternatives in the case. 

 

This limited possibility of application is explained by the fact that indirect 

discrimination concerns the essence of collective disadvantages as well as acts 

conferring positive rights to members of a particular community (for example Naples 

versus Ministero della Giustizia, Dipartimento dell’Amministrazione penitenziaria, C -

595/12). 

 

In this respect, for example, the existence of an act which apparently has an accentuated 

character of non-observance of the principle of equal treatment becomes justified, 

eliminating the possibility of discrimination, if the employer concludes internal 

regulations containing elements of religious neutrality, observing proportionality 

between the fundamental right of the person and the general right of the other 

participants in the legal circuit, in the balance of the interests of the parties between the 

visibility of a religious symbol borne by the employee and the specific nature of the 

occupied post. 

 

On one hand, neutrality thus requires the employer’s legitimate action to support 

outside an image of non-political, philosophical or religious entity, image showed even 

when comes its interest related to the freedom to conduct own business in relation to 

the prospective clients. The proportionality of the employer’s action regards, on the 

other hand, the application of a restrictive policy on personal freedoms, since the 

restrictions applied have the effect of restricting the rights of those employees who 

directly interact with their clients. 

 

Although, the extension to apply the exceptions allowed for indirect discrimination 

should be made conditionally upon observance of the freedom of expression, of the 

religious or the private life of the other employees of that employer if they come from 

other types of communities than the employee who was the subject of conditions of 

favor. We can appreciate that, in the case of positive measures aimed at guaranteeing 

the religious freedom of a particular employee and the employer has the same religious 

views, they should not involve issues of priority to promotion in comparison with other 

employees who do not have such beliefs, situation being disrespect of neutrality. 

 

In general, situation shown as discrimination will not address any differences of 

treatment that are justified by preventing or compensating for the disadvantages of 

members of communities considered disadvantaged when the requirements of 

neutrality and proportionality are met in the case. 
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As a result, it can be seen that the existence or non-existence of the facts of 

discrimination on the basis of the criteria provided gives the employer the opportunity 

to prove within the legal and limited limits certain prerequisites for these facts, 

generally referring to the need to impose professional requirements compatible with the 

protected criteria, related to the nature of the activities carried out or the nature of the 

environment in which they occur. For example, the existence of a particular religion or 

belief will be preferred if the activities of future employees are to be conducted within 

public and private organizations based on religion. 

 

Regarding the application of positive measures regarding religion and beliefs or sex, on 

the other hand, they must be directed to compensate for the possible disadvantages of 

persons belonging to such a religious group, which in their case leads to the existence 

of a disadvantageous situation, the difference of treatment of other employees who do 

not have these beliefs does not imply a situation of discrimination, although it would 

appear to imply such a situation (for example, positive measures such as piority in 

promotion in cases Kalanke, C-450/93 and Abrahamson, C-407/98 on the ground of 

sex). 

 

However, the imposition of justified professional requirements leading to the 

emergence of differentiated treatment is to be regarded as being essential in a restrictive 

way, with direct reference to the legitimate aim pursued, under the conditions of 

proportionality to the rights of other persons involved. 

 

Thus, in the cases of Bilka - 170/84 and Nimz - 184/89, concerning the field of religion 

and belief, The Court of Justice of the European Communities (ECJ) appreciates the 

conditions of the existence of the justified case, in the light of the employer’s obligation 

to prove the link between the objective pursued by the execution of those facts and real 

needs, lack of intent to discriminate, and the necessary and proportionate means used 

to achieve that objective. In the same way, the employer must demonstrate the lack of 

its possibilities to achieve that objective by other means which do not involve 

restrictions, proportionate to the effect of such restrictive means. 

 

We can see that in a case handled in Latvia concerning employment and occupation, 

Judgment of the Jelgava Court of 25 May 2006 in case No C15066406, the complaint 

lodged by the potential victim referred to her impossibility to serve as a shop assistant, 

motivated by her accent as a member of the Roma ethnic group, the discrimination 

criteria being reported to ethnic and race origin. In this case, the interpretation of the 

Court in Jelgava supported the existence of indirect discrimination, the reason for the 

employer’s rejection of the applicant’s claim being related to her belonging to the Roma 

ethnicity. 

 

With regard to the possible exceptional situation which the employer could have raised 

in the case, the Court considered that an objective justification can not be taken into 

account because belonging to a particular ethnic group is not an objective and 

determined reason or an essential requirement for the unocuppied post, provided that 

the ability of a person to pronounce words with a Latvian accent is not the essence of 

the respective attributions. 

 

The absence of the essential and necessary requirement in relation to the attributions of 

the post was linked to the fact that the absence of the Latvian accent does not essentially 
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interfere with the communication between that employee and the potential clients of 

the employer. 

 

As regards the provisions of the European Parliament and Council Directive 

2006/54/EC on the implementation of the principle of equal opportunities and equal 

treatment of men and women in matters of employment and occupation, the provisions 

of Article 3 provide the possibility for the Member States to introduce positive and 

compensation regulations to cover the disadvantages experienced by members of 

certain communities on grounds of sex in order to guarantee the principle of equal 

treatment. 

 

In the perspective of the Directive, guaranteeing the principle of equal treatment 

between women and men does not limit the imposition of measures for the fair 

representation of women or men in decision-making positions in public institutions, 

social dialogue structures, employers’ associations or unions, similar provisions being 

also found in the Directive 2010/41/EU of the European Parliament and of the Council 

on the application of the principle of equal treatment between men and women engaged 

in a self-employed activity. 

 

Objective justification concept is also related to the existence and necessity of objective, 

proportionate and determinant professional requirements in the case of specific 

professional activities. 

 

4. Conclusions 
 

It is clear from the above mentioned ideas that from the point of view of applying the 

concept of objective justification, guaranteeing the fundamental rights of individuals is 

achieved in a dual system. 

 

In the first way, the provisions of the directives allow the Member States to introduce 

or maintain specific measures aimed at preventing or compensating for the possible 

disadvantages of members of communities considered disadvantaged on the basis of 

specified discrimination, which will not lead to a breach of the principle of equal 

treatment. 

 

In the latter way, the objective justification for removing from the category of 

discriminatory acts of those facts represented by dispositions, criteria or practices 

objectively justified by their author, provided that there is a legitimate aim in the 

realization of which there must be used appropriate means and necessary to its 

achievement. 

 

Non-discrimination by the application of such facts, which appears to be based on 

differentiated criteria, will be justified by the possibility of the author to prove the 

existence of real, occupational and necessary requirements to achieve that legitimate 

objective, finding that the directives do not contain direct definitions of those situations 

bypassing equal treatment. 
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Abstract: The concept of discrimination is based on facts which seek to establish 

differences in the fundamental rights of individuals, in breach of equal legal treatment, 

provided that they are in comparable legal situations. By extension, the concept of 

discrimination also includes the way in which different legal situations are reported in 

relation to non-respondent persons in comparable situations who have been treated in 

the same way, without including in this category the cases of positive discrimination 

that are provided by law. The article details aspects of the means of protecting the 

rights of persons who have been the subject of discrimination, in particular as regards 

the reversal of the legal proof assignment from the plaintiff to the defendant, as 

reflected in ECHR jurisprudence in the matter. 

 

Keywords: Discrimination, right, assignment, reversal, legal proof. 

 

1. Introduction 

 
Protection of persons against discrimination on the grounds of race, nationality, 

ethnicity, language, religion, social category, beliefs, sex, sexual orientation, age, 

disability, chronic noncontaminating disease, HIV infection, belonging to a 

disadvantaged category, religious affiliation or beliefs, age or sexual orientation 

requires the adoption of specific measures. 

 

In this respect, we consider the legal provisions that allow or require the empowerment 

of any interested legal person or authority to initiate judicial or administrative 

proceedings on behalf of or in support of a victim of acts of discrimination, protection 

against reprisals, interpretation of the legal proof assignment by the courts, procedures 

for disseminating information, as well as the involvement of the social partners, 

respectively the encouragement of dialogue on the content of normative acts of the type 

of normative provisions. 

 

With regard to the protection regime, the directives in the field require Member States 

to introduce policies to make all interested persons aware of the existence of 

discriminatory rules, their content in relation to the protection regime and the 

possibilities of implementation or access to the means of attack, in the labor legal 

relations. 

 

The policies of the Member States must maximize the protection regime, including by 

referring to the norms on the possibility of persons who consider themselves victims of 

the breach of the principle of equal treatment to have access to judicial, administrative 

or conciliation procedures. In addition, victims of discrimination should be subject to 
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protection measures, including after the cessation of the discrimination that has affected 

them. 

 

In this respect, the importance of the rule that associations (Ţinca, 2004:3), 

organizations or legal persons demonstrating legitimate interest have the right to 

initiate, on behalf of or in support of victims, any legal procedures necessary for the 

protection of their fundamental rights. On the other hand, the regime to combat 

discriminatory facts involves promoting the principle of equal treatment by the means 

of collective agreements, codes of conduct, and any such agreements, including by 

supervising workplace practices, exchanging experience or good practice. 

 

Last but not least, with regard to the legal proof assignment, the protection of the rights 

of victims against discrimination implies an exceptional procedural regime, in the sense 

that it would fall upon the perpetrator of the act, provided that his action did not respect 

the principle of equal treatment. 

 

Matter-related policies imposed on Member States also concern mechanisms for 

victims of protection against employers’ reprisals in response to their introduction of 

complaints concerning discrimination, in particular measures to protect against 

dismissal or unfavorable treatment in response to complaints or actions in court. 

 

Regarding normative acts, the conformity of the domestic legislation of the Member 

States with the provisions contained in the directives implies their obligation to annul 

administrative and unlawful acts which contravene the effects of the principle of equal 

treatment. Similar provisions are laid down in the obligation of states to require 

employers to conform to the relevant European provisions of any contrary provisions 

to the principle of equal treatment identified in collective agreements, domestic 

regulations or other similar agreements. 

 

Last but not least, non-observance of the obligations imposed by anti-discrimination 

provisions will result in effective, proportionate and dissuasive sanctions for their 

authors, usually in compensation for the victim, in order to comply with the purpose of 

the regulations in the matter. 

 

2. Measures concerning the legal proof assignment 
 

With regard to the legal proof assignment as a measure to protect victims and, 

implicitly, to prove the existence of discrimination (Țiclea, 2015:22), in the first case it 

is necessary to consider the identification of a comparable situation (Muscalu, 2015:17) 

in the field of production of that act of discrimination, referring to the identification of 

the person to whom a treatment different from that found in another person. 

 

As a rule, identifying the facts of discrimination is accomplished by the action of a 

possible victim (Volonciu, 1999:25), when it is identifiable and personally introduces 

the complaint. 

 

In this respect, on one hand, in the case of an intimation as a discriminatory matter of a 

fact related to the use of a standard in terms of remuneration in relation to the existence 

of similar conditions and attributions according to the job description, it will be 

mandatory to identify and indicate not only the victim, but also the person in a situation 
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comparable to him, of comparable conditions such as the indication of the department 

in which such activities are carried out, evidence which is often not easy to achieve. 

 

On the other hand, if, in the contentious procedure, the legal proof assignment is on the 

claimant, discriminatory protection measures allow the victim’s procedural rights 

(Deleanu, 2013:372) to be extended in the sense of reversing the legal proof assignment 

by imposing the rule for this to be on the defendant or the perpetrator of the act of 

discrimination. 

 

The reversal of the legal proof assignment is, however, limited to the possibility of a 

possible victim of discrimination to present the necessary elements to the existence of 

the conditions of a presumption of breach of the principle of equal treatment in the case 

presented before the court. 

 

To the contrary, the defendant (Boroi, Stancu, 2016:419), or the author of the alleged 

direct or indirect discrimination act, will have the legal proof assignment by proving, 

by any means, that there has been no violation of the principle of equal treatment 

without the defendant to be able to oppose the fact that the victim belongs to a certain 

religion, belief, disability, age, social affiliation, ethnic, racial or sexual orientation. 

 

We must also take into account the specific procedural situation in which the handling 

of the facts of discrimination lies with the competent court, the perpetrator having a 

limitation of the evidential regime and the possibility for the Member States, by the 

provisions of the directives on discrimination, to introduce rules on legal proofs 

favorable to the applicants. 

 

As regards the reversal of the legal proof assignment, the provisions of favor were 

initially introduced by means of the relevant European directives and subsequently 

incorporated into the domestic law of the Member States. 

 

3. Provisions on the legal proof assignment in European Directives 
 

With regard to the allowed favouring legal regime of the legal proof assignment, 

Council Directive 2000/43/EC implementing the principle of equal treatment between 

persons irrespective of racial or ethnic origin, based on the principles of respect for 

human rights and fundamental freedoms and the rule of law, which requires respect for 

the principle of equal treatment as an essential element to limit the facts of 

discrimination, allows the possibility of assessing the existence of acts of 

discrimination, including by the use of any means by the state, i.e. retrieving statistical 

data from the databases in question. 

 

As regards the legal proof assignment, the provisions of Article 8 (1) require Member 

States to take measures, compatible with their national law, in order to oblige the 

defendant to prove that the principle of equal treatment has not been breached, since a 

person who considers himself discriminated against provides proofs that may, in the 

opinion of a competent authority or court, support the presumption of direct or indirect 

discrimination, without thereby prohibiting states from introducing norms more 

favorable to the applicant. 
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The limitation of the obligation of the Member States with regard to the procedure for 

taking evidence is laid down in Article 5 (5), namely where the investigation of the 

facts belongs directly to the competent courts or tribunals, as well as to criminal cases. 

 

The way in which the legal proof assignment is reversed can be found in the Court’s 

interpretation of Feryn case C-54/07 NV (2008) ECR I-5187, in which the ECHR’s 

judgment of July 10, 2008 was linked to the existence of direct discrimination. 

 

In this case, Feryn society has issued employment offers for the occupation of job 

vacancies for employers who had to perform activities related to garage door 

installation. The company’s representative publicly issued statements stating that the 

employees to be accepted can not be part of the immigrant category, the declarations 

having a certain discriminatory content on grounds of ethnic origin and nationality. 

 

Since the legal proof assignment has been reversed by the Court, the purpose of proving 

the non-discriminatory nature of those statements lies with the defendant company, 

which motivated non-discrimination on the grounds of protecting the interests of its 

own clients who opposed the granting of access in their houses to their employees’ 

immigrants to install garage doors. 

 

In the complaint initiated by the Belgian Center for Equal Opportunities and Combating 

Racism that had been self-identified, in the absence of directly identifiable victims, the 

legal basis was imposed by the application of the provisions of Directive 2000/43/EC 

on direct acts of discrimination on grounds of ethnic or racial origin. 

 

The evidence of discrimination, which allowed reversal of the legal proof assignment 

from the victim to the author of discrimination, was based on the issuing of a public 

statement of non-acceptance of recruitment of persons of a certain ethnic or racial 

origin, the effect of which was extended to non-members of this category so they were 

automatically considered to be included by the exclusion of others, thus affecting the 

principle of free access to the labor market. 

 

In that case, the reversal of legal proof assignment was upheld by the Court even in the 

situation where there was no identifiable victim, conditions in which only the employer 

would have had the opportunity to demonstrate non-infringement of equal treatment. 

 

The same provisions are also found in Council Directive 2000/78/EC of November 27, 

2000 establishing a general framework for equal treatment in employment and 

occupation. 

 

In this law, the legal protection includes measures related to the empowerment of legal 

entities to initiate procedures in the name of or in support of victims, protection against 

reprisals, reversal of the legal proof assignment, and access to judicial or administrative 

procedures. 

 

The provisions of Article 10 (1) require the Member States to introduce measures 

compatible with their legal system in order to oblige the defendant to prove before the 

courts that the principle of equal treatment has not been violated, under the conditions 

that a person claimed discrimination. 
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In the same way as the provisions of Directive 2000/43/EC and Directive 2000/78/EC, 

Member States are allowed to maintain or introduce rules on legal proofs in favor of 

complainants, with the exception of criminal procedures, and when the investigation of 

those deeds shall lie with the competent courts or jurisdictions. 

 

The provisions of favor with regard to the legal proof assignment require to be 

reimbursed to the defendant, with a limitation to the obligation of the potential victim 

to prove the presumption of existence of a direct or indirect fact of discrimination. In 

this case, the author of the facts of discrimination can not object to the fact that the 

victim belongs to a particular religion or belief. 

 

In addition, in Council Directive 2006/54/EC implementing the principle of equal 

opportunities and equal treatment of men and women in matters of employment and 

occupation, the guarantee of principle of equal treatment includes the means of the 

defence of the rights against the acts of discrimination, namely the access of victims to 

judicial or conciliation procedures, even when the legal relations that have led to 

discrimination have ceased. 

 

The protection of victims’ rights by reversing the legal proof assignment is contained 

in the provisions of Article 19, namely the obligation of the defendant to prove the non-

existence of discrimination when the potential victim presented facts which presuppose 

the existence of direct or indirect discrimination and the possibility of granting more 

favorable test regimes. 

 

In that regard, in Meister C-415/10 cause, which was judged on April 19, 2012, the 

alleged victim of Russian nationality claimed a discrimination act consisting of the 

successive rejection of his application for employment as a software developer by the 

employer, without any substantiated reasoning. 

 

In the case in question, the applicant claimed that there were acts of discrimination on 

grounds of ethnic origin, sex and age, considering that she fully satisfied the 

requirements for access to that job offer. 

 

In Meister case, the ECHR considered that the victim had proved the existence of a 

presumption of discrimination by virtue of Article 8 (1) of Directive 2000/43/EC and 

Article 10 (1) of Directive 2000/78/EC (requesting and applying Directive 

2006/54/EC), which would require reversing the legal proof assignment on the 

defendant. 

 

In that case, the applicant also requested the Court, as evidence, to order the defendant 

to hand in the recruitment file of the person subsequently admitted to that post in her 

place, the probative evidence being linked to the proof of having the conditions and 

qualifications of the other allowed candidate. 

 

As regards the legal proofs, the Court considered that if the directives did not directly 

refer to the right of access to information held by the defendant as the author of the 

discrimination, the failure of the defendant to lodge the requested documents could 

amount to an indirect proof of the existence of the discrimination case. 

 

4. Conclusions 
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From the aspects outlined above, it is clear, from the point of view of the procedures to 

which the victims of discrimination may have access in order to guarantee their 

fundamental rights, the provisions of the directives on the division of the legal proof 

between the victim and the author of discrimination, namely, the victim’s obligation to 

provide evidence proof of alleged discrimination, as well as the defendant’s obligation 

to prove non-infringement of the principle of equal treatment. 

 

As regards the legal proof assignment in the case of claiming an allegedly 

discrimination, the principle of equal treatment will oblige the defendant to prove non-

discrimination, with the exception of criminal procedures or cases where the 

investigation belongs directly to the competent courts or tribunals. 

 

In the sense of Directives’ provisions, the possibility of introducing to court procedures 

concerning discrimination shall belong to associations, organizations or legal persons 

having a legitimate interest in the matter, to the admissibility of the case and to the 

absence of a directly identifiable victim even in the event of termination of legal 

relations which have led to discrimination. 

 

Also, as regards the reversal of the legal proof assignment and the inclusion of 

provisions on the defendant’s obligation to prove non-discrimination, it does not restrict 

Member States in laying down rules on evidence more favorable to the complainant. 
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Abstract: Starting with 2016, the Romanian authorities stated that 17 State-owned 

companies have to apply IFRS. The objective of this paper is to analyse these companies 

through the opinions of the financial auditors. The main findings I report are: the 

weight of Big 4 auditors is quite limited, but in line with others categories of Romanian 

companies; the modified opinion are in majority (about 80%). The main justifications 

of the modified opinions are the non-observance of the accounting rules on the 

provisions, followed by the measurement of the assets/liabilities, and other 

consequences of the prudence principle. Emphasis of matters paragraphs included by 

the auditors in their reports are of particular relevance to the subject and are also 

analysed in the paper. 

 

Keywords: State-owned companies, audit reports, modified opinions, emphasis of 

matter paragraph 

 

1. Introduction 
 

An important consequence of the State’s presence in the economy is the existence of 

state-owned companies, either wholly-owned enterprises or companies of which the 

state it is the main shareholder. The extent of this presence depends on several variables, 

including economic policy promoted at some point by the public authorities (at all 

levels: national, regional and local). These policies are, in most cases, the result of 

electoral confrontation between programs and political figures. The latter often take 

into account political ideologies that may give the State a more or less important place 

in the control of certain areas of activity. In Romania (but also in the other countries of 

Central and Eastern Europe), after a few decades of almost total control of the state 

over the economy, the 1990s brought massive privatizations (especially after 1996 - for 

political reasons) which led to a sharp decline in the State’s position as a shareholder. 

This trend towards the privatization of former state-owned companies has been 

accompanied by the creation of many new private entities. But the Romanian state has 

never completely renounced on its position as a major economic player. Moreover, all 

over the world, the state is more or less involved in business: Kowalski et al. (2013) 

found that the presence of the state in the economic sectors of many countries (including 

in developed countries) is significant and that, for example, state-owned firms have an 

important place in the trade and in business takeovers in other countries (Karolyi & 

Liao, 2017). In almost all the cases the state, even if it has waived participation, remains 

very important as a regulator. 

 

The image of the state, as an economic actor, is not always very good. Shleifer and 

Vishny (1997: 768), cited by Guedhami et al. (2009), argue that, despite the fact that in 
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theory these firms are subject to public control, in reality de facto control belongs to the 

bureaucrats, and the goals of the latter are not always to ensure the general well-being, 

but rather to satisfy their political, individual and/or group interests. In respect to the 

performances reported by companies, Wang & Shailer (2018) found that government 

ownership is associated with limited performance. 

 

The literature (Profiroiu & Profiroiu, 2007, Kowalski et al., 2013) distinguishes two 

categories of state-owned companies: on the one hand, companies that produce goods 

and public services of a collective nature and whose functioning does not rest 

necessarily on principles of financial profitability and, on the other hand, state-owned 

enterprises comparable to private entities, because they produce and sell goods and 

services in accordance with market principles. 

 

All entities are subject to the general accounting and financial reporting requirements. 

There are even more binding obligations for the state-owned firms, because of the fact 

that they manage public money. Thus, in accordance with Romanian Law 544/2001 on 

free access to information of public interest, state-owned enterprises are assimilated to 

public authorities and institutions, and therefore obliged to respect a fairly strict regime 

of transparency. Among the information considered of public interest and which must 

be published by these companies, the law put the financial resources, the budget and 

the balance sheet. As a result, in principle, the financial statements of these companies 

are available ex officio. The easiest way to meet this legal obligation is to put these 

documents on the Internet sites. We do not propose to make an exhaustive analysis of 

these firms - it is impossible for us to identify them and to obtain the necessary 

information for all firms whose public authorities (central and/or local) are the sole or 

majority shareholders. The main selection criterion is to retain large state companies 

that appear in an order of the Minister of Public Finance (OMFP 666/2015) which 

impose the application of IFRS in their separate and consolidate (if applicable) financial 

statements. We could find, in an annex to this ordercxxix 17 national companies. For 

comparability reasons, we add to this very limited sample the state-owned firms listed 

on the Bucharest Stock Exchange (BSE): there are 10 companies who apply IFRS since 

2012 (on the regulated market) and another 14 who apply the Romanian Accounting 

Standards (RAS – on the alternative market). What interests us in the financial reports 

of these state firms are the audit reports that complete the financial statements. 

 

In our descriptive study (we do not have to formulate any hypotheses), we try to 

highlight how state-owned companies apply accounting standards through the opinions 

of financial auditors. Since the opinions of the auditors of the 17 state firms are mostly 

modified, the explanations of these modified opinions and the other observations 

included in the audit reports allow us to have a certain image of the most important 

difficulties encountered by these companies in the implementation of the accounting 

regulations. An important premise to be aware of is that these 17 companies are very 

large, have complex activities and therefore the organization of accounting and 

financial reporting are, themselves, very complex and require significant logistical and 

human resourcescxxx. The financial reporting system for state-owned firms is considered 

very important by the OECD, which (according to Kowalski & Perepechay, 2015) 

recommends for this category of companies the same obligations as for listed entities. 

Wang & Shailer (2018) propose that studies on the state owned companies listed on the 

financial market are more relevant, due to the availability of data and to the quality of 

the financial reporting. 
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To our knowledge, the analysis on the Romanian state-owned companies particularly 

focus on the economic aspects or performance, and there are not so far to study the 

content of audit reports of these firms. In the international literature on this type of 

company, the most discussed themes concern the effects of privatizations on 

performance, the choice of auditors, financing, the presence on the financial markets, 

the evolution of the level of corruption, the earnings management etc. Our study 

complements a part of this research area and we are sure that it can be useful for a better 

understanding of the functioning of State-owned enterprises and that it can be used for 

specific decision-making factors and also for accounting standard setters. 

 

The reminder of the study includes a literature review (section 2), a description of the 

methodology and sample (section 3) results and discussions (section 4), before 

concluding and presenting the references. 

 

2. Literature review 
 

In OECD countries, the presence of state-owned companies, although significantcxxxi is 

less important than in emerging countries and is particularly evident in sectors such as 

energy, telecoms, transport and banks (Kowalski et al, 2013). Using data from Forbes 

Global 2000 (the largest 2,000 companies in 66 countries, including OECD countries), 

Kowalski et al. (2013) identify more than 10% of state-owned enterprises, firms with 

subsidiaries and having interests in 330,000 other companies. The figures differ from 

one country to another, with the top places being held by China, India and Russia. The 

overall sales of these state-owned companies are about 10% of the total sales of the top 

2,000 Forbes companies. The dimensions of state-owned firms are analysed by Cuervo-

Cazurra et al. (2014) who find that, in 2010, among the 100 largest multinationals, 19 

belonged to the states. In Romania, according to a report published by an organization 

of the managers and of the investors (PIAROM & ZF, 2017), the state-owned firms are 

(in 2015) in number of 1,095, compared to the active private firms, about 470,000. 

Thus, according to this report, with less than 0.2% of the total number of Romanian 

firms, state-owned companies generate 4% (in 2014 and 2015) of the overall sales of 

Romanian firms, employ 7% of the workforce, have average wages as high as in the 

multinationals and achieve a productivity twice as low as private companies (and even 

three times lower than firms whose shareholders are mainly foreign). 

 

The specific governance of state-owned firms presents important particularities 

compared to private firms (Kloviene & Gimžauskiene, 2014). These particularities 

derive from the fact that the successive responsibilities in obtaining and monitoring the 

performance of these firms are more complex and involve actors such as: the executive 

direction, the board of administrators, various state authorities, the government, the 

parliament. Under these conditions, it is not always easy to establish the precise users 

of the financial information provided by these companies, let alone the beneficiaries of 

their performance. 

 

The financial presentation requirements of state-owned enterprises are often the same 

as for other firms operating in the same jurisdiction and under the same conditions. We 

have already shown that these state-owned firms have specific obligations of financial 

transparency because they manage public money. On the other hand, Havrylyshyn and 

McGettigan (1999) found that the discipline of managerial labour markets may be 
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weaker or absent under government ownership if managers are usually chosen for 

ideological or political reasons rather than their managerial ability. 

 

The auditing standards state that the financial auditor must express an opinion on the 

financial statements of the firms audited. These opinions are modified or unmodified. 

The proportion of modified opinions differs from one country to another, from one 

period to another, from one category of firms to other categories (listed vs. unlisted, 

state vs. private, large vs smaller etc.), from one business sector to another. In the case 

of listed firms, the type of audit opinion depends on the auditor’s observations during 

the engagement, but also on the position of the regulatory authorities. For example, in 

the United States, the SEC considers that a modified opinion means a failure of the firm 

in the application of the specific rules and, consequently, the modified opinions 

received by listed firms are rarecxxxii (Cipriano et al., 2017). 

 

The literature on audit opinions (modified or unmodified) is rich, but most studies 

analyse listed firms - among which a minority belong to the state. The fact that large 

state-owned companies may have characteristics in common with listed private firms 

of similar size means that, at the level of audit reports, there are common elements 

regarding the justification of opinion and the determinants of modified opinions. 

Paananen (2016) warns us that the specificity of state-owned firms must be taken into 

account and comparisons with private firms should be made with caution. Paananen 

(2016) proposes to test on the case of state firms (more precisely, municipal 

companies), the influence of certain determinants on the audit opinions: the level of 

profitability, solvency, liquidity indicators, the auditor’s type (none of these 

determinants are confirmed), the length of the audit report, the size of the audit firm, 

the size of the firm audited (confirmed). 

 

In Romania, Bunget & Dumitrescu (2012) analyse the justifications for modified 

opinions, by accounting principle not respected, but their sample is limited to the clients 

of a single auditing company. 

 

3. Methodology and sample 
 

OMFP 666/2015 establishes the list of Romanian state firms subject to the obligation 

to apply IFRS. We have already pointed out that, in our opinion, the main reason for 

this application is the influence of international financial organizations (WB and IMF). 

At the same time, there are recommendations in this regard in the OECD documents. 

Unlike Romanian companies listed on the regulated BSE market - which had very little 

time to prepare for transitions to IFRS - OMFP 666/2015 sets a more generous timetable 

for the transition of the 17 state firms. Thus, for the 2016 and 2017 fiscal years (all of 

these firms close at December 31), companies keep their current accounts in RAS, 

prepare financial statements in RAS and restate these financial statements in order to 

obtain an IFRS set of financial statements. However, as of 2018, these companies are 

fully transitioning to IFRS, both in their current accounting and in the presentation of 

financial statements. 

 

To achieve our goal, we have identified on the websites of these 17 companies the 

financial statements and audit reports. The selected period is 2010 - 2016: there is very 

little information available from before this year: even for 2010, only 3 available audit 
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reports could be found. Gradually, as we approach 2016, the number of available 

reporting increases (Table no. 1). 

 

The areas of activity of the companies studied are fairly well in the international 

average: Kowalski (2013) finds that economic sectors where the state and most present 

in OECD countries are: support activities for the mining sector, civil engineering, land 

and air transport, coal mining, oil and gas. These findings are confirmed by 

Kwiatkowski & Augustynowicz (2015), for state-owned firms that appear in Fortune 

Global 500. 

 

The data of interest to us in the audit reports identified for the 17 Romanian firms are 

as follows: 

 the auditor category: Big 4 vs. No Big 4, but with the identification of auditors 

belonging to the latter category who are affiliated with international firms; 

 the type of opinion: unmodified vs. modified (qualified, disclaimer of opinion, 

adverse opinion); 

 the explanations proposed by the auditor to justify the modified opinion; 

 the existence, in the report, of an emphasis of matter paragraph and the 

justifications presented in this paragraph. 

 

Based on these data, we propose to describe the way Romanian state-owned firms 

comply with accounting and financial reporting standards and to highlight the main 

findings that financial auditors make after their audit work. In the almost complete 

absence of other similar research (to our knowledge), we have chosen to compare the 

main results of our research with data specific to state-owned companies listed on the 

BSE, both on the regulated market and on a secondary market (AeRo). There will be 

no statistical treatment in our study, to establish relations between the various variables 

characterizing the Romanian state-owned companies. 

 

4. Results 
 

Audit reports are an important source of information for the users of financial 

statements. When the opinion is unmodified, users find in the reports the ready-made 

phrases that confirm the financial statements’ compliance with applicable standards. 

On the other hand, in the case of a modified opinion, users (especially those with 

sufficient accounting knowledge) can quickly see what are the situations in which the 

application of the standards is not completely correct and/or the significant risks that 

may affect the performance of the entity. In all cases, the audit reports are supposed to 

contribute to a better appreciation of the financial and managerial performances of the 

firms analysed. 

 

4.1. Big 4 versus non-Big 4 

 

To begin, we will present the data on the categories of auditors who give opinions for 

the 17 state firms analysed in our study. As often in the literature, we separate the big 

auditors (Big 4) from the others (non-Big 4). This distinction is justified by the very 

common idea in the audit literature that the Big 4 ensure a better quality of the audit. 

This hypothesis is confirmed in some studies (including on the Romanian settings – 

Păunescu, 2015b), but there are authors who consider that Big 4 vs. non-Big 4 

differences are not significantcxxxiii. Our approach is simple - we counted the reports 
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from the Big 4 and calculate their weight in the total number of available reports; in 

more sophisticated studies, the place of the Big 4 is calculated by weighting the type of 

auditors to take into account the dimensions of the firms audited and arriving at values 

much higher compared to simple percentages. But in our study, the important 

dimensions of all the firms involved allow us to appreciate that the weighting would 

not lead to significantly different figures. 

 

For our sample (see Table 1), the overall weight of 50% of Big 4 is not very suggestive, 

given the small number of observations for the first three years analysed. We can 

consider that the figures of the last years (37.50% in 2016 and 35.29% in 2015) are 

more representative to describe the presence of Big 4 in the case of the Romanian 

companies in the sample. This situation is comparable to that presented by Guedhami 

et al. (2009) who find 34% of Big 4 in a sample of 176 privatized state firms (in 32 

countries, including 21 emerging); at the same time, Guedhami et al. (2009) find that 

the presence of the state as majority owner decreases the likelihood of using a Big 4 

auditor. 

 

Table 1. Categories of auditors for Romanian State-owned firms in OMFP 

666/2015 

Year 
Total audit 

reports available 

From which 

Big 4 Non Big 4 

N % N % 

Whose 

Affiliated to a 

international firm 
Local 

N % N % 

2016 16 6 37.50 10 62.50 5 31.25 5 31.25 

2015 17 6 35.29 11 64.71 5 29.42 6 35.29 

2014 15 6 40,00 9 60,00 3 20.00 6 40,00 

2013 14 9 64.29 5 35.71 3 21.43 2 14.28 

2012 9 6 66.67 3 33.33 1 11.11 2 22.22 

2011 6 4 66.67 2 33.33 0 0.00 2 33.33 

2010 3 3 100.00 0 0.00 0 0.00 0 0.00 

Total 80 40 50,00 40 50,00 17 21.25 23 28.75 

 

We compared the figures reported in Table 1 with the situation on the Romanian 

financial market: 

 for the regulated market and for the period 2007 - 2016 (899 observations 

available, including firms whose activities are financial), the weight of Big 4 is 

38% (it drops to 33% after the elimination of financial activities); 

 for the same market and for the period analysed in this study (2010 - 2016: 637 

observations), the weight of Big 4 is about 40%; 

 by retaining only state-owned firms listed on the regulated market (10 

companies), the weight of Big 4 is more than 50% (54% for the period 2007 - 

2016; 58% for the period 2010 - 2016); 

 on the alternative market (AeRo), for the period 2010-2016 (1,573 

observations), there is only 7% of Big 4 and no auditor of this category is found 

for the state-owned firms listed on this segment (14 observations for the period). 

 

In all cases, the weight of the Big 4 is much lower than the situations that we could find 

in the literature, for other countries, especially developed. Still in Romania, Berinde & 
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Groşanu (2013) found only 18% of Big 4 for a sample of firms in the North West region. 

We can comment on the specific situation of Romania in the sense that the exposure on 

a large financial market (such as the regulated segment of the BSE), the public exposure 

by the dimensions and/or by obtaining financing from international financial 

organizations (the case of large state-owned companies) can be decisive factors in 

choosing a Big 4, although the weight of this category of auditors is not yet very 

important. 

 

Francis et al. (2012) calculate the concentration of the audit market in 42 countries and, 

from more than 115,000 observations (for the period 1999-2007), identify around 

43,000 reports issued by non-Big 4 auditors; that’s over 63% of Big 4. In the case of 

state-owned companies, the Chinese setting is particular, in the sense that the Big 4 

presence is very limited (Su et al, 2017); the explanation is that the state ownership 

being associated with a weaker demand for high-quality audits (Wang et al., 2008). 

 

All the calculations that we presented take into account only two categories of auditors 

(Big 4 and non-Big 4). But, there are authors (notably in Romania) who suggest the 

classification of the auditors in several categories: Păunescu (2015a) proposes 4 

categories: Big 4, non-Big 4 affiliated with international firms, other non-Big 4 and 

individual auditors. For our sample, we can add to the Big 4, the auditors internationally 

affiliated (BDO and PKF, more precisely) and we obtain 50.00 + 21.25 = 71.25% for 

the whole sample (more than 60% for the last years). This shows that the access of local 

audit firms to contracts offered by large state-owned firms (more than 30% in recent 

years) seems rather difficult. 

 

4.2. Types of opinions in the audit reports of the analysed state firms 

 

In the case of state-owned firms, users must have access to financial information by 

virtue of the public nature of these activities. It is interesting to see how public money 

is spent, how goods and services are produced. The peculiarities of these firms, the 

individual and collective interests of the managers of these firms and the bureaucracy 

that makes them work are all reasons for the introduction of an independent 

intermediary - the financial auditor - between the producer and the users of specific 

financial information. The role of the auditor is to verify the extent to which the 

financial statements are prepared in accordance with accounting standards and to 

express an opinion on how the financial statements fairly reflect the financial position 

and the performance of the audited entity. A report that contains an unmodified opinion 

and do not contains any other comments allows the user to be confident that the 

financial statements represent what they are meant to represent. 

 

In Table 2, we have centralized the type of opinions expressed by the auditors of the 

firms we analyse. 

 

Table 2. Types of opinions in the audit reports of Romanian state-owned companies 

appearing in the OMFP 666/2015 

Year 
Number of 

observations 

Unmodified opinions Qualified opinions Disclaimer of opinion 

N % N % N % 

2016 16 3 18.75 12 75.00 1 6.25 

2015 17 4 23.53 12 70.59 1 5.88 

2014 15 3 20.00 11 73.33 1 6.67 
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Year 
Number of 

observations 

Unmodified opinions Qualified opinions Disclaimer of opinion 

N % N % N % 

2013 14 3 21.43 9 64.29 2 14.28 

2012 9 2 22.22 6 66.67 1 11.11 

2011 6 2 33.33 4 66.67 0 0.00 

2010 3 0 0.00 3 100.00 0 0.00 

Total 80 17 21.25 57 71.25 6 7.50 

 

The weight of the modified opinions is extremely high - around 80%, even taking into 

account only the last years. This allows us to appreciate that, in the opinion of the 

auditors, there are significant risks that the financial statements contain significant 

information that is not fully in accordance with the accounting framework applicable 

by the Romanian state-owned companies. For other Romanian firms whose audit 

reports are available, we found the following figures: 

 for companies listed on the regulated market of the BSE, for the period 2007-

2016 (901 observations available), we have 27% of modified opinions; of these 

firms, the state-owned ones (88 observations) show 31% of modified opinions; 

 on the second segment of the BSE (AeRo), where are listed small firms, for the 

period 2010-2016 (1,589 observations), we found only 23% of modified 

opinions (21% for the firms of state - 84 observations). 

 

The data shows us that the 17 state-owned firms that should apply IFRS face difficulties 

in complying with their financial statements to Romanian accounting standards, which 

are reflected in the majority of their auditors’ opinions. 

 

For a comparison with state firms from another country, we found the analysis of 

Paananen (2016) who finds that 31% of Finnish municipal firms receive modified 

opinions. Wang et al. (2008) found about 12% of modified opinion in the case of some 

state-owned companies from China, whit a smaller probability to issue a modified 

opinion for the small local auditors. 

 

Modified opinions (in all their forms) are often presented in the literature as proof of 

the auditor’s independence and, therefore, of the quality of the audit. In the table no. 3, 

we presented the types of opinions by category of auditors (Big 4 vs. others). There too, 

we can consider that the last years are the most representative. 

 

Table 3. Type of opinion by categories of auditors 

Year 
Modified opinions (qualified and 

disclaimer of opinion) 

From which 

Big 4 Non Big 4 

N % N % 

2016 12 + 1 = 13 6 46.15 7 53.85 

2015 12 + 1 = 13 6 46.15 7 53.85 

2014 11 + 1 = 12 6 50,00 6 50,00 

2013 9 + 2 = 11 8 72.73 3 27.27 

2012 6 + 1 = 7 6 85.71 1 14.29 

2011 4 + 0 = 4 4 100.00 0 0.00 

2010 3 + 0 = 3 3 100.00 0 0.00 

Total 57 + 6 = 63 39 61.90 24 38.10 

 

The weight of the modified opinions issued by Big 4s (more than 45%) is greater than 

their weight in the total number of auditors. This confirms, in a way, that Big 4 prove 
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more independent than others. But, these data must be completed with an important 

detail: among the non-Big 4, there are those affiliated with international firms and, put 

together, the modified opinions of these two categories of auditors represent 89% of all 

opinions. As a result, local auditors (25 observations) are much less likely to give 

modified opinions (7, or 28%). Or, perhaps, local auditors have come across state-

owned firms that ensure more compliance with standards. Păunescu (2015a) comments 

on a similar situation and explains the unmodified opinions of local (Romanian) 

auditors through pressure from the management of the audited firms and the interest of 

these auditors in keeping their clients. 

 

4.3. Justifications of the modified opinions for the analysed state firms 

 

The auditor issuing a modified opinion must justify this qualification specifying the 

aspects that it considers to be wrong or where he has not obtained sufficient audit 

evidence. ISA 705 (IAASB, 2016) states that modified opinions are issued in the 

following situations: 

 

 Qualified opinion: the auditor determines that the financial statements as whole 

contained misstatements, which are material, but not pervasive, or the auditors 

is unable to obtain sufficient appropriate audit evidence to conclude that the 

financial statements as a whole do not contain any significant misstatements; 

 

 Adverse opinion: the auditor concludes, after obtaining sufficient and 

appropriate evidence, that misstatements, individually or in aggregate, have 

both a material and pervasive character in the financial statements; 

 

 Disclaimer of opinion: the auditor is unable to obtain sufficient appropriate audit 

evidence on which to formulate his opinion and concludes that the potential 

impact on the financial statements of undetected misstatements could be both 

material and pervasive. 

 

In the reports we have analysed, 57 of the modified opinions are qualified opinions, 

while in 6 cases it is disclaimer of opinion. The paragraphs in which the auditors justify 

the modified opinions include one or more explanations, which we have grouped into 

a few major themes (Table 4, in descending order of the frequency of appearance). It is 

obvious that by this codification we have lost some of the auditors’ message, but this 

has allowed us to do minimal quantitative processing. In each individual report, we 

could find between one and 16 different explanations for the modified opinion. 

 

We have not found in the literature any study on this type of justification; therefore, we 

will compare our results with what has already been noted for some listed companies. 

Istrate (2017) shows that, for Romanian firms listed on the BSE regulated market, the 

main explanations of the modified opinions refer to revaluations of fixed assets, 

provisions and items relating to valuation and other assets/liabilities in the closing 

works. Bunget & Dumitrescu (2012) analyses the justifications for modified opinions 

by grouping them by accounting principle; they observe that most explanations concern 

(in descending order) the principle of prudence, the comparability, the accrual 

accounting and the going concern assumption. 
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Table 4. Explanations of the modified opinions in the audit reports of Romanian 

state-owned firms in OMFP 666/2015 

Explanation 
Frequency of the 

appearance 

1. Insufficient provisions or other difficulties in estimating provisions 36 

2. Recognition of certain assets and/or liabilities 30 

3. Insufficient attention paid to depreciation of fixed assets 28 

4. Existence of litigation that may have adverse effects on the entity 26 

5. Insufficient consideration of future obligations towards employees 22 

6. Accounting for certain revenues and expenses 19 

7. Revaluation of fixed assets 18 

8. Inventory impairment 16 

9. Receivables impairments 14 

10. Non-participation of the auditor on the closing works 14 

11. Incorrect estimate of some other depreciation 10 

12. Approximate application of accounting rules for error correction 10 

13. Problems in the levels of certain indicators imposed by the banks so 

that the credits remain in the long term 
9 

14. Incorrect presentation of certain assets/liabilities 9 

15. Deficiencies in the confirmation of the balances of receivables and 

liabilities at closing date 
9 

16. Existence of legal problems (other than litigation) for the entity 

and/or for members of management 
8 

17. Insufficient provisions for the restauration of some land 6 

18. Other elements concerning the organization and the progress of 

closing  work 
6 

19. The absence of a written statement from the management of the firm 5 

20. Difficulties in the comparability of the information provided in the 

financial reports 
5 

21. Use of grants outside the framework of contracts 4 

22. Other difficulties in the valuation at closing of certain assets and/or 

liabilities 
4 

23. Difficulties in evaluating revenue and expenses 4 

24. Incorrect classification of certain revenues/expenses 4 

25. Elements relating to the calculation and declaration of certain tax 

obligations and other problems in the relationship with the tax 

authorities 

3 

26. Difficulties in valuing assets/liabilities other than at the date losing 3 

27. Overly optimistic estimation of investments held in subsidiaries 3 

28. Existence of transactions that the auditor qualifies as abnormal 3 

29. Problems in establishing and controlling the tariffs charged to 

customers 
1 

30. Calculation and granting of discounts under conditions not allowed 

for in the documents provided by the entities 
1 

31. Difficulties in calculating the costs of certain products and services 1 

32. Problems with funding from European authorities 1 

33. The entity is in insolvency 1 

Total 333 

 

For the firms analysed in our study, unlike for the Romanian listed companies, the 

revaluation of the fixed assets does not represent the first explanation which justifies 

the modified opinions. In fact, it is the application of the prudence principle (as found 

by Bunget & Dumitrescu, 2012) that is at issue in the judgments made by the auditors: 
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six of the first ten explanations concern the non-consideration of certain risks, 

impairments and depreciations. To this is added the doubtful accounting of certain 

assets/liabilities and/or revenues and expenses, as well as the classification of these 

items for presentation in the financial statements. 

 

The auditor’s opinion may have some influence on users, although in the case of state-

owned firms, user decisions often take into account other criteria than the performance 

disclosed or the compliance with accounting standards. Thus, the management of the 

audited entity would have an interest in the opinion being unmodified. Firm managers 

can arrive at this result by correcting the aspects observed by the auditors, but also by 

applying the technique that the literature calls opinion shopping, that is to say, the 

change of the auditor having expressed a modified opinion. We counted the auditor 

changes in our sample and the impact of these changes is reported in Table no. 5 (it’s 

not about the rotation of the partner, but about the audit firm). Among the 17 firms 

analysed, 12 had two or more changes in auditors during the analysed period: 7 firms 

changed once the auditor, 3 firms changed twice and 2 firms changed the auditor 3 

times. 

 

Table 5. Rotation of auditors by the analysed state-owned firms 

Sense of the rotation 
Number of 

observations 

Change of opinion following the 

auditor’s change 

From a modified 

opinion to an 

unmodified 

opinion 

From an 

unmodified 

opinion to a 

modified opinion 

From Big 4 to Big 4 4 - - 

From Big 4 to non-Big 4 6 - - 

From non-Big 4 to Big 4 2 - 2 

From non-Big 4 to non-Big 4 7 - - 

Total changes of auditors 19 - 2 

 

From the data in table 5, we observe that, despite a significant rotation of the auditors, 

the effects on the audit opinion are not significant - only 2 cases of change of opinion 

(from an unmodified issued by non-Big 4 to a modified opinion issued by a Big 4). We 

can conclude, with all the risks that derive from a limited sample - that the possible 

hypothesis of opinion shopping is not confirmed in the case of Romanian state-owned 

companies - Păunescu (2015a) comes to a similar conclusion for firms listed on the 

BSE). 

 

4.4. Explanations in the emphasis of matters paragraphs from the audit reports 

of the analysed state-owned companies 

 

The international standard ISA 706 Emphasis of matter paragraphs and other matter 

paragraphs in the independent auditor’s report states that if the auditor considers it 

necessary to draw the attention of the users to a matter presented or mentioned in the 

financial statements which, according to its own judgment, is of such importance that 

it is essential for their understanding of the financial statements or it considers that 

users’ attention should be drawn to aspects that do not appear in the financial statements 

that may be important in terms of understanding the audit process and the audit report, 

the auditor shall include in his audit report a paragraph provided that he has obtained 
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sufficient and appropriate evidence that the item presented or referred to in the financial 

statements does not include significant anomalies. 

 

This type of paragraph is very common in audit reports issued for Romanian firms. In 

the table no. 6, we centralized the information on the presence of such a paragraph, by 

category of auditor and type of opinion. For reasons of comparability, we have chosen 

to continue the presentation in parallel of the specific situation to the Romanian listed 

companies. Istrate (2017) finds for the BSE regulated market that the main explanations 

included in this paragraph concern: going concern matters (the most important, by far), 

items related to tax obligations and litigation, (non) consideration of certain other risks, 

other litigation, transactions with related parties, exposure to a single customer or a 

single business, provisions, revaluation and depreciation of fixed assets and other 

assets. 

 

Table 6. Presence of emphasis of matter paragraphs in audit reports 

Elements 

State- Owned 

firms (OMFP 

666/2015) 

Companies listed 

on the BSE - the 

market regulated 

Companies listed 

on the BSE - the 

AeRo segment 

Period 2010 - 2016 2007 - 2016 2010 - 2016 

Observations available (audit 

reports) 
80 901 1589 

Reports that 

contain an 

emphasis of 

matter 

paragraph 

Total, of 

which 
58 (72.50%) 273 (30.30%) 552 (34.74%) 

Associated 

with 

unmodified 

opinions 

13 (22.41%) 155 (56.78%) 392 (71.01%) 

Associated 

with modified 

opinions 

45 (77.59%) 118 (43.22%) 160 (28.99%) 

 

Like the firms listed on the regulated market (Istrate, 2017), the first explanation 

presented by the auditors in the comments section concerns the going concern issues, 

but unlike the listed firms, this explanation is joined by a specific aspect to state-owned 

firms: the dependence of public policies and decisions made by various state authorities 

that establish, for example, tariffs or elements related to the environment, capital 

expenditure, grants etc. Another common explanation is for provisions, whether related 

to employee profits or litigation. 

 

Table 7. Justifications of observation paragraphs 

Explanation 
Frequency of 

appearance 

Going concern matters 30 

Dependence on public policies, decisions of public authorities 30 

Provisions 14 

Restructuring of the firm 14 

Litigations 12 

Problems of a legal nature for the firm or for the members of the 

management 
10 

Difficulties in the relationship with the tax authorities 9 

Existence of environmental problems 7 

Impairment of fixed assets 6 
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Revaluation 6 

Approximate accounting recognition for certain assets and/or 

liabilities 
5 

Not enough attention in calculating and accounting for benefits 

granted to employees 
3 

The company depends on commercial relations with a single 

partner 
2 

Related parties 1 

Impairment of receivables 1 

The auditor did not participate in the inventory work 1 

Total 151 

 

The verification of management’s assertions of going concern is an important task for 

the auditor. It should be noted that going concern does not appear in any of the reports 

studied as a justification for the modified opinion and is only highlighted in the 

emphasis of matter paragraph. This situation is due, probably (and here we join 

Paananen, 2016), to the fact that the companies analysed are state-owned and that the 

State will not let them go bankrupt, because they carry out business activities of public 

interest, they often employ a lot of people and are too big to fail. Moreover, Romania 

has a recent rich history of rescue of some state-owned firms, considered strategic and 

without any consideration for financial indicators that are largely negative. For 

example, on the regulated market, there is a state-controlled entity whose equity has 

been highly negative (with a few exceptions) since 2000 and which is still operating 

and which is still listed on the financial market. 

 

5. Conclusions 
 

The State is present as a shareholder of some companies in many countries, including 

in developed countries. State-owned companies must fulfil the general accounting and 

financial reporting requirements and, in addition, because they are public-interest 

entities, must transmit this information to users, in the interests of financial 

transparency (otherwise imposed by law). At the same time, as public interest entities, 

the financial statements of these firms need to be audited, so that users can see how 

firms comply with specific accounting standards. An order of the Romanian Minister 

of Public Finance (OMFP 666/2015) requires 17 large state-owned companies to apply 

IFRS from 2016 (restatement of information obtained by applying Romanian standards 

for 2016 and 2017 and effective application of IFRS in accounting current from 2018). 

We selected these firms and, before analyzing the impact of the transition to IFRS, we 

studied the audit reports for the 2010-2016 period, in order to identify the main 

explanations offered by the auditors to justify their opinion and the main observations 

included in the specific paragraph. 

 

The first results we reported relate to the presence of Big 4 in the list of auditors of state 

firms (80 observations). The average is 50%, but because the observations for the last 

part of the analysed period are more complete, we consider that a figure of about 40% 

would be more credible. This weight of Big 4 is not far from the results for Romanian 

firms listed on the regulated market. To complete these results, it should be said that, 

among non-Big 4, there are some who belong to international audit firms, which means 

that the weight of local auditors is about 29%. 
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The audit opinions expressed by the auditors of the 17 state firms are mostly modified 

(about 80%), which means that the auditors have detected significant risks regarding 

the information provided in the financial statements and that compliance with the 

accounting framework is not fully acquired. This proportion of modified opinions is 

very important compared to the other studies we have had access to. For example, for 

firms listed on the Romanian financial market (BSE), the modified opinions represent 

around 27% (for the regulated market) and around 21% for the AeRo segment. The 

main justifications for these modified opinions concern: provisions, recognition of 

certain assets/liabilities, impairment of fixed assets, litigation, recognition of employee 

benefits, recognition of other income and expenses, revaluation of fixed assets, etc. 

Overall, most explanations refer to aspects related to closing works. We have found 

that the possible hypothesis of opinion shopping is not confirmed in the case of the 

firms in our sample. 

 

In analysing the audit reports of the state-owned firms we also identified the emphasis 

of matters paragraphs - also very numerous (73%). The most frequent elements that 

appear in these paragraphs are the going concern and the exposure of the state firms to 

the decisions of the public authorities. Other topics are: provisions, the effects of 

restructuring, involvement in litigation, the existence of legal and tax problems, etc. 

The main limitations of our study are the limited number of observations in the sample, 

the exclusively descriptive nature of the analysis and the fact that we did not correlate 

the variables extracted from the audit reports and other variables that characterize the 

firms considered. 

 

The most appropriate future research directions are precisely the identification of 

correlations between variables specific to audit reports and other variables, the 

introduction of indicators of audit quality correlations with the quality of the financial 

reporting. Another direction of research may concern the explanations given by the 

auditors of the firms selected in our sample in the paragraph of justification of 

appreciations (KAM - key audit matters), like many other studies (Barbe & Rimbault, 

2015 or Moreau, 2017). The transition of state firms analysed to IFRS also opens up a 

new field of research on this type of firm. 
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international financial organizations (World Bank and International Monetary Fund) and here 
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the Big 4, both human and logistical and training. Francis et al (2012) establish, on a statistical 

basis, that the audit is of a better quality in countries where at least two of the Big 4 dominate 

the market relatively equally, and this quality is manifested both in the reports issued by the 

Big 4, only for those issued by non-Big 4. 
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Abstract: The aim of this study is to examine the application of the corporate 

governance principles at the level of the listed Romanian financial investment 

companies with an emphasis on applying the recommendations for the year 2016. For 

this analysis we have performed a literature review relevant on this subject and, further 

on, we have analyzed the comply-or-explain statements published by the financial 

investment companies on their websites, relevant for the studied period, along with the 

quality of the explanations provided in order to build various corporate governance 

scores. Taking into consideration particularities of the Romanian financial investment 

companies and our analysis, we conclude that they have sound CG systems in place for 

the analyzed period. 

 

Keywords: Corporate governance; Romania; financial investment companies; 

comply or explain. 

 

1. Introduction 
 

“Corporate governance is the system by which companies are directed and controlled” 

– this is the definition of corporate governance included in the report of the Committee 

on the Financial Aspects of Corporate Governance from UK, widely known as Cadbury 

Report (1992). La Porta et al. (2000) describes corporate governance as a set of 

mechanisms through which investors protect themselves against expropriation by the 

insiders, this leading us to the reason for which the concept mainly exists and it was 

developed - the separation between ownership and management. This trend has its 

origins back in the 19th century in the Unites States (Hilt, 2008) when corporations, that 

were much smaller than nowadays, started to expand. The problem raised by this 

separation is represented by what later on became the agency theory. As explained by 

Ross (1973), an agency relationship arises between two parties when one (the agent) 

acts for, on behalf of, or as a representative for the other (the principal). This is the case 

of the corporations where the managers should act in the best interest of the 

shareholders (according to the stockholder theory). However, nowadays the concept of 

the managers acting in the best interest of the shareholders was extended and various 

stakeholders (e.g. employees, customers, creditors, local communities etc.) started to 

have more influence in the strategy adopted by the management of the companies. As 

the businesses grew, various corporate governance codes developed.  

 

In the global marketplace, different approaches to developing the codes were 

undertaken. States like US preferred a rules based approach and as a result the Sarbanes-

Oxley Act was introduced in the legislation, whilst states like UK, Germany and Japan 

adopted principles based codes, stating best practices and recommendations for the 

                                                 
1 Corresponding author: The Bucharest University of Economic Studies, Romania: 6 Piața Romană, 1st 

District, Bucharest, 010374 Romania, tel: 021 319 1900, email address: marius.rogoz@cig.ase.ro. 



 

581 

 

governance of the companies. Moreover, the principles from the developed countries 

have been spread across the less developed countries also known as emerging markets. 

As Feleagă et al. (2011) mentioned, in order for these principles to have an impact at 

the level of such economies, the democratic institutions of the market economy need to 

be sufficiently developed. Therefore, implementing CG principles in emerging 

economies require more than simply copying and implementing the models existing in 

developed countries. Aguilera and Cazurra (2009) suggested that, in what concerns the 

existing literature on corporate governance, the studies moved in two directions: one, 

focusing on the influence that a code has on firms in a specific region/country and 

another one describing the existence and the content of various codes in multiple 

countries.  

 

The purpose of this paper is to investigate how the principles of the 2016 Bucharest 

Stock Exchange Corporate Governance Code are applied by the Romanian investment 

companies and how the current corporate governance code is perceived by the various 

actors involved in the process of complying with its recommendations, considering the 

Romanian environment and the existing context. The rationale behind this research is 

represented by the special status of the investment companies studied in the context of 

a post-communist economy in which the privatization occurred in different forms and 

also by the mixed evidence that comes from the studied literature (Țarțavulea, 2014 

suggests that, in Romania, the main corporate governance principles should be enforced 

by developing a mandatory legal framework). Moreover, the paper aims to extend the 

limited literature on this subject that so far suggests that Romanian listed companies 

comply with almost two thirds of the principles stated by the Corporate Governance 

Code, but also have a low compliance in creating board committees (Albu, Gîrbină, 

2015) and in maintaining the independence of the audit committee members (Feleagă 

et al., 2011). 

 

The paper is structured as follows: the first part illustrates the existing literature on the 

subject in Central and Eastern Europe (‘CEE’), with an emphasis on Romania. Further 

on, we continue to explain context of the post-communist Romanian economy and the 

creation of the Romanian Financial Investment Companies. The third part of this paper 

explains the research methodology used and in the fourth part of the paper we illustrate 

our findings and results. The final part of the paper contains our conclusions and the 

basis for future research. 

 

2. Comply or explain in Romania – a literature review in a regional 

context 
 

The comply or explain principle was introduced back in 1992, by UK’s Cadbury Report, 

with the scope to adopt the principles in their spirit and not just to tick the box for 

compliance purposes. Principles based codes are now spread all over the world. As it 

is mentioned in Cadbury Report, statutory measures would impose minimum standards 

with which companies can easily be compliant ignoring the spirit of their requirements. 

However, in order for the principles based approach to be effective, companies should 

back the recommendations (Cadbury, 1992). Aguilera and Cuervo-Cazurra (2009) 

suggests that the level of compliance with codes varies significantly across countries, 

mentioning that there are examples of non-compliance tolerated by the market.  
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In Romania, the Bucharest Stock Exchange (‘BSE’) was initially established back in 

1882, but its activity was suspended in the communist period. Its re-establishment took 

place in 1995 and in 1997 the first BSE’s index was launched. Another important 

milestone in the post-communist history of the BSE is represented by the listing of the 

five important Romanian financial investment companies (rom. Societăți de Investiții 

Financiare – ‘SIFs’) in 1999. As regards the corporate governance, the first code was 

published in 2001 and revised in 2008. The current corporate governance code was 

published in September 2015 and its recommendations should have been implemented 

by the companies starting with 1 January 2016. The Romanian system of corporate 

governance, as illustrated by the codes that were published by the BSE takes the 

principles based approach. The companies listed on the BSE should comply or explain 

why they did not comply with the recommendations of the code. The principles-based 

approach is specific for the region, as all the countries from CEE adopted this system, 

statement observed by Hermes et al. 2007, as well.  

 

As regards the existing studies, for Romania, on compliance with the provisions of the 

code, the literature on this subject is rather scant. Albu and Gîrbină (2015) mentions 

that Romanian companies comply with almost two-thirds of the recommendations, with 

an emphasis on failing in creating board committees. Feleagă et al. (2011) suggested 

that the majority of non-financial analyzed companies did not consider the 

recommendations of the corporate governance code related to administrator 

independence and members of the audit committee. Also, they mention that the 

transparency is lower than in case of the western companies. However, the literature 

retains evidence that progress is made in corporate governance sector in Romania, as 

well (Tofan et al., 2015). An evidence in this respect is brought by Fulop et al. (2014). 

They mention that from 2009, when only one Romanian company from the first BSE 

category voluntarily published the comply or explain statement, in 2011 all 25 entities 

from the first category published the statement.  

 

In the region, evidence suggests a positive trend regarding the application of the 

principles based approach. Djokic and Duh (2018) showed an increase in the number 

of specific, high-quality explanations of the non-compliance for 2014, compared to 

2011, in case of Slovenia. Poland was showing a high level of compliance (Campbell 

et al. 2009), despite having three out of 50 principles showing high-level of non-

compliance. Also, Hardi and Buti (2012) concludes that EU countries from CEE appear 

to have institutions and corporate governance practices that reflect international best 

practice adapted to local circumstances.  

 

Globalization started to play an important role in the operations of the companies. 

Corporate governance systems are spread all over the world but the ground principles 

based on which the codes are developed are not numerous. This idea is also mentioned 

by Aguilera and Cuervo-Cazurra (2009), citing O’Shea (2005). They state that the most 

codes have recommendations in six common governance practices. At international 

level, the Organisation for Economic Co-operation and Development (‘OECD’) issued 

a set of principles in 1999 that are now used as benchmarks for the World Bank Group 

reviews and also serve as basis for corporate governance guidelines for banks issued by 

the Basel Committee on Banking Supervision.  

 

The practices among countries that adopted a principles based approach are similar. 

Evidence from UK (Arcot et al. 2010) shows that some listed UK companies depart 
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from the purpose of explaining and provide an explanation which may be considered 

irrelevant, or at least uninformative. Also, Rose (2016) suggests that Danish firms show 

lower degree of compliance in areas of board composition, remuneration policy and 

risk management and internal controls. In Greece, Nerantzidis (2015) finds out that the 

degree of compliance is low and the evaluation of the non-compliance explanations is 

even lower. On the other hand, in Germany, the German Corporate Governance Code 

has been largely accepted by the business community and investors (von Rosen, 2007). 

  

3. The Romanian economy and the SIFs - background and history 
 

After the World War II, Romania fell under the influence zone of USSR. Communists 

took over the power and in the ‘50s the nationalization process of the economy has 

begun. Until the fall of the communism in 1989 there was no private property in 

Romania. After 1990, the privatization process started and among others way of 

privatizing state owned enterprises (‘SOEs’), Romania used vouchers handed to all 

citizens over 18, in a mass privatization process that took place between 1991 and 1994. 

The method was also used in former communist countries like Czech Republic and 

Russia. There is evidence that a similar privatization process from the Czech Republic 

resulted in poor corporate governance (Brada, 2016). The period after the fall of 

communism was not friendly with the Romanians. The macroeconomic woes from the 

‘90s, mainly caused by the focus on the political issues rather than on resolving the real 

problems of the economy (King et al. 2010), have led to high levels of the inflation 

(e.g. 256.1% in 1993). The late ‘90s and the early 2000s represented the period when 

the Romanian economy started to stabilize. Romania started in that period the process 

of adhering to the European Union. Further to becoming a member of the EU, its fiscal, 

monetary and budgetary policies were highly influenced by the Union’s decisions.  

 

As regards the Romanian regulated market, after 1990, the Bucharest Stock Exchanges 

(‘BSE’) was re-established with the purpose of developing the capital market in 

Romania, as well. Two year after the re-establishment, in 1997, the first companies of 

national importance are being listed on the stock exchange. Currently, the BSE is 

considered a Frontier Market, being included in the lists of countries that have the 

potential to be upgraded to the status of Emerging Market. The first and most popular 

index is BET (Bucharest Exchange Trading), reflecting the performance of the most 

traded companies on the BSE, the main selection criterion being the liquidity. 

 

In Romania, the privatization process resulted in establishing five Private Ownership 

Funds (rom. Fonduri ale Proprietății Private - FPPs) that took over all the shares held 

by the Romanian State in the SOEs. These FPPs were founded based on geographical 

reasons. Later on, in 1996, the five FPPs were transformed in five financial investments 

companies (i.e. SIF Banat – Crișana - ‘SIF 1’, SIF Moldova – ‘SIF 2’, SIF Transilvania 

– ‘SIF 3’, SIF Muntenia – ‘SIF 4’ and SIF Oltenia – ‘SIF 5’). The influence of the state 

on the ownership of the assets that became the property of these five companies was 

not limited to the period before their establishment. After 1996 the State imposed 

ownership conditions (i.e. none of the shareholders was entitled to more than 0.1% of 

the share capital of the companies), this leading to a high control of the state on their 

activities. This threshold was increased in 2005 at 1% and in 2009 at 5% of the share 

capital. The SIFs had a positive evolution of the market price on the stock exchange 

since their initial listing. Also, they are all part of BET-FI index (reflecting the price 
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movements of the SIFs, including Fondul Proprietatea SA, traded on the BVB regulated 

market). 

 

4. Research methodology 
 

The research methodology consists in building a Corporate Governance index related 

to the degree of which the SIFs apply the provisions of the CG Code. In this respect, 

we have analyzed the 2016 conformity reports published on the websites of the 

companies and, using a dummy variable, we coded their answers. In order to build the 

index, we have selected 34 out of the 50 recommendations provided by the code and 

we marked with 1 if the company comply with the provision and with 0 if it does not. 

We also awarded intermediary marks, depending on the quality of the explanation. 

Therefore, for an explanation like “In 2015 the Board of Directors has not been 

appraised. At the level of the Board there is not constituted a Nominalization 

Committee.” we marked 0. For an explanation like “The Board overall took over the 

responsibilities of the Nominalization Committee, to evaluate the candidates for 

directorship that are further sustained for the final vote at the AGMS. The criteria and 

conditions for directorship are strict and regulated by the Financial Supervision 

Authority. The FSA also sign offs the nominalization.” we awarded 0.5.  

 

Further to analyzing the conformity reports and attributed the values to the explanations 

provided by the companies, we have determined an index calculated as follows: 

 

𝐶𝐺 𝑖𝑛𝑑𝑒𝑥 𝑝𝑒𝑟 𝑟𝑒𝑐𝑜𝑚𝑚𝑒𝑛𝑑𝑎𝑡𝑖𝑜𝑛 (𝐶𝐺𝐼𝑅) =
𝑆𝑐𝑜𝑟𝑒 𝑝𝑒𝑟 𝑟𝑒𝑐𝑜𝑚𝑚𝑒𝑛𝑑𝑎𝑡𝑖𝑜𝑛 

𝑀𝑎𝑥 𝑠𝑐𝑜𝑟𝑒 𝑝𝑒𝑟 𝑟𝑒𝑐𝑜𝑚𝑚𝑒𝑛𝑑𝑎𝑡𝑖𝑜𝑛 
   

where, 

 Score per recommendation is computed as the sum of the scores granted to each 

company for a particular provision; 

 Max score per recommendation is computed as the sum of the maximum 

number of points that can be awarded for each company for a particular 

question. 

 

Also, we have computed a CG index for each company analyzed. The index is 

computed as follows: 

 

𝐶𝐺 𝑖𝑛𝑑𝑒𝑥 𝑝𝑒𝑟 𝑐𝑜𝑚𝑝𝑎𝑛𝑦 (𝐶𝐺𝐼𝐶) =  
𝑆𝑐𝑜𝑟𝑒 𝑝𝑒𝑟 𝑐𝑜𝑚𝑝𝑎𝑛𝑦

𝑀𝑎𝑥 𝑠𝑐𝑜𝑟𝑒 𝑝𝑒𝑟 𝑐𝑜𝑚𝑝𝑎𝑛𝑦
 𝑥 100 

where, 

 Score per company is computed as the sum of the scores granted to each 

company for all the recommendations; 

 Max score per company is computed as the sum of the maximum number of 

points that can be granted by each company, taking into consideration all the 

recommendations. 

 

5. Results and discussions 
 

Further to analyzing the status for 2016, it is to be noted that one of the most sensitive 

areas in terms of compliance with the recommendations of the CG code is represented 

by publishing information about the evaluation of the Board performed under the 
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leadership of the chairman or the nomination committee. Only 3 out of the five listed 

SIFs comply with this recommendation. Also, only one of the two companies that did 

not comply with this recommendation, provided an explanation for non-compliance. 

An exhaustive situation of the CG indexes mentioned above, related to the five 

Romanian investment companies for 2011 can be found in Table 1 below. 

 

Table 1. The CG indexes per recommendations and per companies 
Recommendation SIF 

1 

SIF 

2 

SIF 

3 

SIF 

4 

SIF 

5 

CGIR 

A.1. All companies should have internal 

regulation of the Board which includes terms of 

reference/responsibilities for Board and key 

management functions of the company, 

applying, among others, the General Principles 

of Section A 

1 1 1 1 1 1 

A.2. Provisions for the management of conflict 

of interest should be included in Board 

regulation. In any event, members of the Board 

should notify the Board of any conflicts of 

interest which have arisen or may arise, and 

should refrain from taking part in the discussion 

(including by not being present where this does 

not render the meeting non-quorate) and from 

voting on the adoption of a resolution on the 

issue which gives rise to such conflict of 

interest. 

1 1 1 1 1 1 

A.3. The Board of Directors or the Supervisory 

Board should have at least five members. 

1 1 1 1 1 1 

A.4. The majority of the members of the Board 

of Directors should be non-executive. At least 

one member of the Board of Directors or 

Supervisory Board should be independent, in 

the case of Standard Tier companies. 

1 1 1 1 1 1 

A.5. A Board member’s other relatively 

permanent professional commitments and 

engagements, including executive and non-

executive Board positions in companies and 

not-for-profit institutions, should be disclosed 

to shareholders and to potential investors before 

appointment and during his/her mandate. 

1 1 1 1 1 1 

A.6. Any member of the Board should submit 

to the Board, information on any relationship 

with a shareholder who holds directly or 

indirectly, shares representing more than 5% of 

all voting rights. This obligation concerns any 

kind of relationship which may affect the 

position of the member on issues decided by the 

Board. 

1 1 1 1 1 1 

A.7. The company should appoint a Board 

secretary responsible for supporting the work of 

the Board. 

1 1 1 1 1 1 

A.8. The corporate governance statement 

should inform on whether an evaluation of the 

Board has taken place under the leadership of 

1 1 0.5 1 0 0.7 
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Recommendation SIF 

1 

SIF 

2 

SIF 

3 

SIF 

4 

SIF 

5 

CGIR 

the chairman or the nomination committee and, 

if it has, summarize key action points and 

changes resulting from it. 

A.9. The corporate governance statement 

should contain information on the number of 

meetings of the Board and the committees 

during the past year, attendance by directors (in 

person and in absentia) and a report of the 

Board and committees on their activities. 

1 1 1 1 1 1 

A.10 The corporate governance statement 

should contain information on the precise 

number of the independent members of the 

Board of Directors or of the Supervisory Board. 

1 1 1 1 1 1 

A.11. The Board of Premium Tier companies 

should set up a nomination committee formed 

of non-executives, which will lead the process 

for Board appointments and make 

recommendations to the Board. The majority of 

the members of the nomination committee 

should be independent. 

0.5 1 0 0 0 0.3 

B.1 The Board should set up an audit 

committee, and at least one member should be 

an independent non-executive. 

1 0 1 0 1 0.6 

B.2. The audit committee should be chaired by 

an independent non-executive member 

1 1 0 1 1 0.8 

B.3. Among its responsibilities, the audit 

committee should undertake an annual 

assessment of the system of internal control. 

1 1 1 0 1 0.8 

B.4. The assessment should consider the 

effectiveness and scope of the internal audit 

function, the adequacy of risk management and 

internal control reports to the audit committee 

of the Board, management’s responsiveness 

and effectiveness in dealing with identified 

internal control failings or weaknesses and their 

submission of relevant reports to the Board. 

1 1 1 0 1 0.8 

B.5. The audit committee should review 

conflicts of interests in transactions of the 

company and its subsidiaries with related 

parties. 

1 1 1 0 1 0.8 

B.6. The audit committee should evaluate the 

efficiency of the internal control system and 

risk management system. 

1 1 1 1 1 1 

B.7. The audit committee should monitor the 

application of statutory and generally accepted 

standards of internal auditing. 

1 1 1 1 1 1 

B.8. Whenever the Code mentions reviews or 

analysis to be exercised by the Audit 

Committee, these should be followed by 

cyclical (at least annual), or ad-hoc reports to be 

submitted to the Board afterwards. 

1 1 1 1 1 1 
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Recommendation SIF 

1 

SIF 

2 

SIF 

3 

SIF 

4 

SIF 

5 

CGIR 

B.9. No shareholder may be given undue 

preference over other shareholders with regard 

to transactions and agreements made by the 

company with shareholders and their related 

parties. 

1 1 1 1 1 1 

B.10. The Board should adopt a policy ensuring 

that any transaction of the company with any of 

the companies with which it has close relations, 

that is equal to or more than 5% of the net assets 

of the company (as stated in the latest financial 

report), should be approved by the Board 

following an obligatory opinion of the Board’s 

audit committee, and fairly disclosed to the 

shareholders and potential investors, to the 

extent that such transactions fall under the 

category of events subject to disclosure 

requirements. 

1 1 1 1 1 1 

B.11. The internal audits should be carried out 

by a separate structural division (internal audit 

department) within the company or by retaining 

an independent third-party entity. 

1 1 1 1 1 1 

B.12. To ensure the fulfillment of the core 

functions of the internal audit department, it 

should report functionally to the Board via the 

audit committee. For administrative purposes 

and in the scope related to the obligations of the 

management to monitor and mitigate risks, it 

should report directly to the chief executive 

officer. 

1 1 1 1 1 1 

C.1. The company should publish a 

remuneration policy on its website and include 

in its annual report a remuneration statement on 

the implementation of this policy during the 

annual period under review. 

0.5 1 0.5 1 1 0.8 

D.1. The company should have an Investor 

Relations function - indicated, by person (s) 

responsible or an organizational unit, to the 

general public. In addition to information 

required by legal provisions, the company 

should include on its corporate website a 

dedicated Investor Relations section, both in 

Romanian and English, with all relevant 

information of interest for investors 

1 1 1 0 1 0.8 

D.2. A company should have an annual cash 

distribution or dividend policy, proposed by the 

CEO or the Management Board and adopted by 

the Board, as a set of directions the company 

intends to follow regarding the distribution of 

net profit. The annual cash distribution or 

dividend policy principles should be published 

on the corporate website. 

1 1 1 1 0 0.8 
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Recommendation SIF 

1 

SIF 

2 

SIF 

3 

SIF 

4 

SIF 

5 

CGIR 

D.3. A company should have adopted a policy 

with respect to forecasts, whether they are 

distributed or not. 

1 1 1 1 1 1 

D.4. The rules of general meetings of 

shareholders should not restrict the 

participation of shareholders in general 

meetings and the exercising of their rights. 

Amendments of the rules should take effect, at 

the earliest, as of the next general meeting of 

shareholders. 

1 1 1 1 1 1 

D.5. The external auditors should attend the 

shareholders’ meetings when their reports are 

presented there. 

1 1 1 1 1 1 

D.6. The Board should present to the annual 

general meeting of shareholders a brief 

assessment of the internal controls and 

significant risk management system, as well as 

opinions on issues subject to resolution at the 

general meeting. 

1 1 1 1 1 1 

D.7. Any professional, consultant, expert or 

financial analyst may participate in the 

shareholders’ meeting upon prior invitation 

from the Chairman of the Board. Accredited 

journalists may also participate in the general 

meeting of shareholders, unless the Chairman 

of the Board decides otherwise. 

1 1 1 0 1 0.8 

D.8. The quarterly and semi-annual financial 

reports should include information in both 

Romanian and English regarding the key 

drivers influencing the change in sales, 

operating profit, net profit and other relevant 

financial indicators, both on quarter-on-quarter 

and year-on-year terms. 

1 1 1 1 1 1 

D.9. A company should organize at least two 

meetings/conference calls with analysts and 

investors each year. The information presented 

on these occasions should be published in the 

IR section of the company website at the time 

of the meetings/ conference calls. 

1 1 0 0 0 0.4 

D.10. If a company supports various forms of 

artistic and cultural expression, sport activities, 

educational or scientific activities, and 

considers the resulting impact on the 

innovativeness and competitiveness of the 

company part of its business mission and 

development strategy, it should publish the 

policy guiding its activity in this area. 

1 1 1 0 0 0.6 

CGIC 94% 97% 91% 74% 85% 88.2 

 

As the information included in Table 1 provides, the overall index for compliance with 

the provisions of the CG code for the Romanian investment companies is 88.2%. We 

note that most of the companies have registered high scores (three of them being 
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compliant with over 90% of the recommendations). This solid performance might be 

determined by the specific of the companies, for which the communication with their 

investors and stakeholders is crucial. However, somehow surprising considering the 

SIFs business model, we note low compliance in Section D - Building value through 

investors’ relations of the code. For example, only two companies out of five organized 

at least two meetings/conference calls with analysts and investors.  

 

As regards the CGIR, we note sensitive areas also in setting up nomination committees 

formed of non-executives and setting up audit committees that meet the 

recommendations of the code. Failure of creating board committees is also confirmed 

by Albu and Gîrbină (2015).  

 

6. Conclusions and future research 
 

In conclusion, we reiterate our purpose of investigating the compliance degree with the 

CG principles stated by the BSE’s CG Code of the listed Romanian investment entities. 

Taking into consideration their particularities and our analysis, we conclude that the 

SIFs have sound CG systems in place for the analyzed period. Improvements can be 

made in the area of setting up nominalization and audit committees. Also, taking into 

account their specific, the provisions related to the relations with the investors should 

be attentively observed.  

 

Considering the small number of the companies considered for this study and the 

specific of the topic, the research can be completed with a qualitative analysis, using 

the interview method. The interviewed professionals might be from the field of the 

practice and of the regulator and supervision authority, as well.  
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Abstract:  
Idea: The purpose of this paper is twofold: first, this study analyzes the extent to which 

banks report online their corporate social responsibility (CSR) practices; second, it 

determines the impact of size, being listed, ownership structure, and the 

internationalization of banks on the level of their online CSR reporting. 

Data: A sample consists of 20 banks. The data were hand collected from banks’ web 

sites during the fourth quarter of 2017. Three communication channels were explored 

namely information posted directly on the website, information contained in a separate 

CSR report and information within a management commentary or annual report or 

integrated report. 

Tools: A content analysis is used to measure the level of online CSR disclosures in four 

sub-dimensions, namely, environment, human resources, products and customers, and 

community involvement. The sample was grouped according to the criteria of size, 

being listed, ownership structure, and internationality. Non-parametric statistics are 

used to analyse some factors that influence CSR disclosure, namely size, public 

ownership, internationalization and foreign ownership. 

What’s new: The results of the study show that the most disclosed dimension on the 

websites of the banks is community involvement. There is a lack of disclosure on items 

of environment. Further, the findings of the research show that size and being listed 

are significant in explaining online CSR disclosure level. 

Contribution: This study contributes to the literature by examining the online CSR 

disclosure practices of banks from an emerging market with different socio-economic 

context and regulations compared to developed market. 

 

Keywords: Corporate social responsibility, online reporting, banks, Poland. 

 

1. Introduction 
 

Due to globalization in recent years, the awareness of corporate social responsibility 

(CSR) has increased among stakeholders, especially in emerging economies. The 

widespread expectation that business should be socially responsible arises from the 

problems of a contemporary world such as shortage of resources, environmental 

pollution, discrimination and unethical activities. 

 

The social awareness of stakeholders and their expectations towards enterprises have 

created the need for mandatory and voluntary reporting on CSR. As a result, entities 

are increasingly concerned with communicating to the diversity of stakeholder groups 

in a responsible way (Wanderley et al., 2008).  

                                                 
1 Corresponding authors: Department of Accounting, Poznan University of Economics and Business; 

Al. Niepodległości 10, 61-875 Poznań; tel. (+48) 61 854 38 38; email addresses: 

lukasz.matuszak@ue.poznan.pl, ewa.rozanska@ue.poznan.pl  
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Corporations use numerous channels of CSR information to inform their stakeholders 

such as annual reports, separate CSR reports, advertisements, annals, brochures, 

billboards, and the internet (Kiliç, 2016). In this milieu, the use of new technologies, 

such as the Internet, has become a key communication tool with which to report social 

and environmental issues to different stakeholders (Wanderley et al., 2008). To date, 

the use of the Internet for CSR disclosures has allowed entities to meet most stakeholder 

needs in an efficient way, offering high flexibility in the presentation and quality of the 

information supplied (Rodríguez Bolívar, 2009). Further, the internet compared with 

paper-based reporting provides disclosure of more up-to-date and detailed information, 

less expensively and faster than ever before  (Wanderley et al., 2008). 

 

Prior studies concerning CSR disclosure usually have excluded banks from their 

samples (see, e.g. Haniffa and Cooke, 2005; da Silva Monteiro and Aibar-Guzmán, 

2010; Siregar and Bachtiar, 2010). Although the number of studies regarding banks’ 

online CSR disclosure has increased, it is still insufficient in this industry. Moreover, 

previous literature generally examined annual reports of the entities to recognize their 

CSR disclosure practices (Kiliç et al., 2015) and usually focused exclusively on listed 

companies (Matuszak and Różańska, 2017a). At the beginning of the twenty-first 

century, the internet has become an important CSR information dissemination channel. 

Therefore, online CSR disclosure has become an interesting field of research. However, 

the existing literature presents only few studies that have examined banks’ online CSR 

disclosure (see, e.g. Branco and Rodrigues, 2006, Vilar and Simão, 2015, Kiliç, 2016, 

Matuszak y Różańska, 2017a). Hence, this study contributes to the literature through 

better understanding of online CSR reporting from the perspective of an important 

emerging country in Central and Eastern Europe, Poland. The online CSR reporting in 

the Polish banking industry has not been previously examined to this extent. The 

findings could have serious implications in other emerging economies in particular in 

Central and Eastern Europe region. 

 

This study mainly addresses three research questions: 

 

RQ1. Do Polish banks use the Internet to present their CSR activities? 

 

RQ2. To what extent do Polish banks disclose their CSR information on their websites? 

 

RQ3. Does size, being listed, ownership structure, and the internationalization of banks 

affect the level of banks’ online CSR reporting? 

 

This study examines the online CSR disclosure of 20 banks by investigating the content 

of their websites. This research is based on the CSR reporting framework of Kiliç 

(2016) and Matuszak and Różańska (2017c). As such, CSR disclosure has been 

classified into four sub-themes, namely, environment, human resources, products and 

customers, and community involvement. Non-parametric statistics have been used to 

analyze different factors that influence CSR disclosure. 

 

The remainder of the study is organized as follows: Part 2 documents the literature. Part 

3 briefly discusses the theoretical framework and presents the hypotheses, while Part 4 

describes CSR in Poland. Part 5 discusses the research methodology. Part 6 presents 

the results. Part 7 offers concluding remarks. 
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2. Literature review 
 

According to Carroll (1979: 500) corporate social responsibility is “economic, legal, 

ethical and discretionary expectations that society has of organizations at a given point 

of time”. Referred definition draws attention to the fact that society has defined 

expectations of companies’ operations and wants to be informed of such activities. In 

this context, CSR is a communication channel between the groups concerned. 

Therefore, published social and environmental disclosures contain a slew of 

information concerning operations of corporations, their objectives and image in the 

field of the environment, relations to the society, employees as well as consumer 

matters (Gray et al., 2001).  

 

There are many reasons why enterprises provide non-obligatory disclosure in the field 

of CSR. The causes listed the most often are: (1) acquisition of legitimacy for conducted 

operations (Branco y Rodrigues, 2006; Branco and Rodrigues, 2008a), (2) pursuit of 

limitation of information asymmetry between the owners of an entity and its 

stakeholders (Cormier et al., 2011), (3) stimulating and strengthening the loyalty of 

customers to products made by an enterprise (Achua, 2008), (4) supporting customers, 

communities and relations with governmental administration (Williams and Ho Wern 

Pei, 1999, Cormier et al., 2011) (5) building and strengthening the position of an entity 

on the market as well as its image (Williams y Ho Wern Pei, 1999, Cormier et al., 

2011).  

 

Numerous studies confirm that disclosures of positive or negative information about 

CSR affect the cognitive perception of an enterprise in potential customers, employees 

or investors (Alniacik et al., 2011). Furthermore, as Vurro and Perrini (2011) states 

CSR is of critical importance for the internal decision-making process since it enables 

value measurement of long-term relationships and assets by identify strengths and 

weaknesses throughout the corporate responsibility spectrum. The aforementioned 

reasons contribute to the increase in commitment of enterprises in CSR-related 

activities. 

 

CSR reporting is still not mandatory for all companies, which cause companies to 

disseminate different CSR disclosure through different channels. Today, the internet is 

gaining ground as the primary medium for information disclosure to the public. The 

benefit of internet for communicating CSR disclosure is not in doubt (Hinson et al., 

2010). There are a number of reasons why companies use the web site for compulsory 

as well as voluntary CSR disclosure. First, web pages are a viable option for 

corporations to set and present an agenda on CSR and allow companies to engage in 

multi-stakeholder interactive dialogue (Chaudhri and Wang, 2016). Second, the web 

site provides more space and flexibility including various approaches to presenting the 

information (e.g. hyperlinks, sounds or videos) and different formats (language variety) 

than hard copy reports (Djajadikerta and Trireksani, 2012). Third, the internet allows 

the company to provide detailed, up-to-date information faster than ever before 

(Wanderley et al., 2008). Fourth, internet disclosure can be more accessible than 

traditional paper-based disclosures. On the companies’ web sites the attention to 

investor relations is not exclusive, and there are other stakeholders featured – typically 

the community, the employees, and the consumers (Rodríguez Bolívar, 2009). Thus, 

corporate websites provide an official viewpoint regarding CSR within the corporation 
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for all its stakeholders. Moreover, unlike traditional communication channels, the 

internet is permanently available twenty-four hours a day, seven days a week, and users 

can select the information they wish to access (Wanderley et al., 2008). Finally, because 

of increased geographical dispersion of investors and other stakeholders, internet-based 

format can be more cost-effective way for disclosing CSR information than, for 

example, hard-copy format (Rodríguez Bolívar, 2009, Wanderley et al., 2008). 

Therefore, in recent years the use of the corporate websites as CSR communication 

channel, has become very relevant. 

 

The scarcity of researches concerning CSR disclosures in the banking sector could be 

resulted from the fact that banks are perceived as institutions with little direct effect on 

the natural environment, safety of products or safety of employees (Kiliç et al., 2015). 

In fact, banks interact extensively on the environment namely directly most of all 

through consuming resources and indirectly through their lending and investment 

policies. Banks, consume vast amounts of resources, such as paper and energy, and 

create wastes (Branco y Rodrigues, 2006). Banks have also a catalytic effect on social 

and environmental activities of other industries (Vilar y Simão, 2015) because they may 

act as financial intermediaries by offering socially responsible investment funds and 

financing environmentally sound projects (Scholtens, 2009). Some banks favours 

clients interested in responsible environmental practices by offering “green” products 

with better loan rates for investments aimed at reducing environmental pollution (Vilar 

y Simão, 2015). Banks affect not only the environment, they have also a huge impact 

on its numerous employees and customers. Banks can build good relations with these 

stakeholders through secure and profitable allocation of customer savings, prevention 

financial and social exclusion, respecting the law, ethics, human rights, equality and 

diversity. In addition, as Shen et al. (2016) say that society expects banks to participate 

also in social welfare, as banks benefit significantly from the society using considerable 

resources especially in the form of capital. Thus, socially responsible banking is 

becoming a well-established notion due to the important role this industry plays in 

shaping sustainable development of countries (Scholtens, 2009). 

 

Only few studies have explored banks’ websites to identify their CSR disclosure 

practices. 

 

Vilar and Simão (2015) analysed the websites of ten major banks in each of 11 different 

geographical and cultural regions of the world to determine their CSR disclosure 

patterns. The most prominent of their findings is that banks from developed countries 

located in Europe, the American continent and Oceania disclose social responsibility 

information in more detail on their websites compared to banks in less-developed 

regions such as Asia or African continent. 

 

In the African context Hinson et al. (2010) and Hinson (2011) analysed the online CSR 

reporting practices on the samples of 16 banks operating in Ghana and 4 leading banks 

in Ghana respectively to ascertain how they communicate their CSR programs and 

intentions via their websites. Their findings demonstrated that the challenges could 

exist in transferring organizational capabilities to online environments. For instance, 

the bank that was awarded as the most socially responsible in Ghana had also the 

weakest CSR communications content on its website. 
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From the Asian perspective Kiliç (2016) examined the websites of 25 banks in Turkey 

to analyse the extent of CSR disclosure and its determinants. Her results demonstrated 

that the most disclosed dimension on the banks’ websites is products and customers and 

there is a lack of disclosure on items of environment and energy. Her findings also 

showed that size, ownership structure, and multiple exchange listing are significant in 

explaining online CSR disclosure level. 

 

In the European region Branco y Rodrigues (2006) examined the websites and annual 

reports of 15 Portuguese banks to determine the extent of CSR disclosure. They found 

that banks with a high visibility seem to disclose CSR information more so as to 

improve their corporate image. 

 

In the European emerging market context Matuszak y Różańska (2017a) examined the 

websites of 12 Polish-listed banks to investigate the current state of CSR reporting in 

the light of Directive 2014/95/EU requirements. They found that banks prefer annuals 

reports rather than CSR reports or websites to communicate CSR disclosures. They also 

documented that the level of reporting in areas: human rights and the fight against 

corruption is insufficient under the new regulation requirements. Unfortunately, they 

did their analysis on the web site reporting made by exclusively listed banks. 

Additionally, the study did not investigate the determinants of online CSR disclosure. 

 

3. Theoretical background and hypotheses 
 

Several theoretical perspectives explain CSR disclosure. Prior studies have applied two 

main theories for this purpose: the stakeholder theory (see, e.g. Roberts, 1992) and the 

legitimacy theory (see, e.g. Deegan et al., 2002). 

 

According to stakeholder  approach (Freeman, 2014),  organizations  are  not  only  

accountable  to  their shareholders  but  should  also  consider  the  different  interest  of  

all  other  stakeholders  that can affect or be affected by the achievement of 

organization’s objective as an organization can continue its activity only if it receives 

support of all parties concerned. The stakeholder theory assumes that business 

organizations must play an active role in the society in which they operate and should 

consider the impact of their actions on stakeholders who have an interest or “stake” in 

organizations (Omran and Ramdhony, 2015). An organization’s activities can affect the 

wellbeing of numerous stakeholders, including shareholders, customers, investors, 

employees, government, and the general public (Alniacik et al., 2011). Each 

stakeholder group has different expectations with regard to CSR actions of 

organizations. All stakeholders have also a right to know about social and 

environmental consequences of an organization's operations at all times (Deegan, 

2014). Thus entities try to respond to stakeholders’ expectations through their CSR 

communications channels (Barako and Brown, 2008), including annual statements, 

CSR reports, websites, brochures etc. 

 

Deegan and Unerman (2011) argue that the legitimacy theory is based on the 

assumption that there is a "social contract" between an organization and the society in 

which it operates. This  contract, as explained by Deegan (2002), represents numerous 

expectations that society has about the way in which an organization should run its 

business. O’Donovan (2002) argues that the theory of legitimacy stems from the belief 

that if a corporation is to continue to operate successfully, it must act within the limits 
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and norms of what society defines as socially responsible behavior. Therefore, 

companies try to legitimize their business activities by engaging in CSR practices and 

CSR reporting in order to obtain public acceptance, thus ensuring their further 

existence. As Gavana et al. (2017) argue, “Communication plays a fundamental role in 

recognizing a firm’s legitimacy as it informs stakeholders and society, that 

organizational behavior is congruent with its values, norms and expectations; non-

communication may threaten performance, resource availability and survival”. 

According to Branco y Rodrigues (2008a) CSR practices are considered as key 

strategies used by companies that seek acceptance and approval of their activities from 

stakeholders and society. Consequently, CSR disclosure is used to repair lost or 

threatened legitimacy and to maintain and extend current legitimacy. They also argue 

that CSR disclosure is an important mechanism to enhance the effect of CSR on 

corporate reputation as well as representing a signal of improved social and 

environmental behavior.  

 

In line with the stakeholder theory as well as the legitimacy theory larger banks should 

disclose more CSR information than smaller ones. The literature on CSR gives several 

reasons that support this relation. First, large entities are more subjected to public 

scrutiny (Skouloudis et al., 2014) and they feel more pressure to disclose their socially 

responsible activities to legitimize their business (Siregar y Bachtiar, 2010). Second, 

large entities are more diversified across geographical or product markets, and they 

have a wider array of stakeholders. As they are more visible and more vulnerable to 

adverse reactions among stakeholders they are more likely to involve into CSR 

activities and disclosure as a way of enhancing corporate reputation (Branco and 

Rodrigues, 2008b). Third, larger entities have more resources to invest in social 

activities than smaller entities (Siregar y Bachtiar, 2010) and they have a bigger budget 

with funds allocated for gathering, analysing and presenting data (da Silva Monteiro 

y Aibar-Guzmán, 2010). That is why large entities have the tendency to disclose more 

information in comparison to medium-sized and small entities. The cost of preparing 

CSR disclosure is decreasing for such entities because of economies of scale. In the 

literature the size was measured among others as the number of branches (Branco 

y Rodrigues, 2006; Kiliç, 2016) the number of employees (Tagesson et al., 2009; 

Dyduch and Krasodomska, 2017) and the total assets (Hossain and Reaz, 2007; Siregar 

y Bachtiar, 2010). The significant positive relationship between the company’s size and 

the extent of CSR disclosure has been documented by numerous empirical studies (e.g. 

Branco y Rodrigues, 2008a, da Silva Monteiro y Aibar-Guzmán, 2010, Kiliç, 2016). 

 

When an entity is listed on a stock exchange, it is motivated to disclose the CSR 

implications on its websites (Kiliç, 2016). According to the stakeholder theory the more 

stakeholders of the organization the more information needs is expected to be fulfilled. 

Therefore, it is assumed that higher ownership diffusion had a positive effect both on 

undertaking CSR activities as well as subsequent reporting about them. Moreover, 

higher diffusion in ownership increases number of shareholders which result in greater 

information needs. This effect can be especially observed within publicly listed entities 

that face with the expectations to disclose more CSR information compared to unlisted 

entities (Khan et al., 2013, Hinson et al., 2010) Additionally, listed entities tend to 

receive more attention from the general public and are subject to more extensive media 

coverage so they are expected to disclose more social responsibility information than 

unlisted entities (Branco & Rodrigues, 2006). A number of prior studies have reported 
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a positive relationship between being listed and CSR disclosure level (Kiliç, 2016, 

Branco &Rodrigues, 2006). 

 

When foreigners hold a high proportion of shares the demands for disclosures are 

generally higher due to the separation between management and owners 

geographically. Additionally, foreign investors are likely to have different values and 

knowledge because of their foreign market experience. Thus, an entity with foreign 

ownership is expected to disclose more CSR information to help them in decision 

making (Khan et al., 2013). Some researchers found foreign ownership associated with 

increased CSR disclosure (Haniffa & Cooke, 2005; Huafang & Jianguo, 2007). 

 

Moreover, when businesses trade in foreign countries, they understand the need to 

establish their reputations as good citizens in the eyes of new host populations and 

therefore will engage in CSR (Chapple & Moon, 2005). Thus the internationalization 

of an entity can lead to increased CSR and can force entities to disclose more CSR 

information (Kolk and Fortanier, 2013). Several studies offer empirical support that 

entities with an international sales orientation are more likely to report (Chapple & 

Moon, 2005) and that internationalization had a positive relation to the CSR disclosure 

(Rover et al., 2015). 

 

Hence, the following hypotheses are developed: 

 

H1. There is a positive relationship between bank size and online CSR disclosure. 

 

H2. There is a positive relationship between public ownership and online CSR 

disclosure. 

 

H3. There is a positive relationship between foreign majority shareholder and online 

CSR disclosure. 

 

H4. There is a positive relationship between internationalization and online CSR 

disclosure. 

 

4. CSR in Poland 
 

Initially, banks in Poland perceived the CSR concept as a charity, sponsorship and 

donations to social activities. At present, banks have begun to change the philanthropic 

approach to a more interactive one, involving the voice of stakeholders (Różańska, 

2016). To this change contributed the regulations of soft law introduced in Poland as 

their objective was to increase the level of corporate governance in financial institutions 

and improve the transparency of their actions and respect for the interests of 

stakeholders. Three main documents relate to these issues, namely, Best Practice for 

GPW Listed Companies 2016 (earlier: Good Practices of The Companies Quoted on 

The Warsaw Stock Exchange), 2014/208/EU: Commission Recommendation of 9 April 

2014 on the quality of corporate governance reporting (‘comply or explain’) and 

Principles of corporate governance for supervised institutions adopted by Polish 

Financial Supervision Authority. 

 

So far, CSR reporting in Poland was not regulated by the State (Matuszak & Różańska, 

2017a). Despite the lack of obligation, entities in particular those large, listed, of public 
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trust used to make additional voluntary disclosures on non-financial information 

regarding CSR issues in different forms and scope (Macuda et al., 2015). According to 

recent study (Matuszak & Różańska, 2017b) banks in Poland exhibit a relatively high 

level of voluntary-based CSR disclosure, as compared to other sectors. About half of 

the banks disclose their social responsibility in detail or much detail. 

 

The banking industry has a vital role in countries’ socio-economic development 

(Achua, 2008) through creating a financial infrastructure for individuals and businesses 

and through   participating in social welfare. The banking industry also plays an 

important role during financial crises (Wu & Shen, 2013). Poland experienced financial 

crises in 2008. Following this crisis, CSR reporting became also a crucial political issue. 

There was a need to restore investors’ and consumers’ trust in markets, through 

improved information regarding risk management and sustainability. The European 

Commission together with the European Parliament have been actively promoted the 

CSR reporting practices for the benefit of the society and also as a way to improve the 

competitiveness and innovation of the European businesses. These activities have led 

to the issuance of the Directive 2014/95/EU on disclosure of non-financial information 

enforced from 2017, which aims to improve the consistency and comparability of non-

financial disclosure throughout the Union. The Directive applies to large public-interest 

entities, with an average of 500 or more employees headquartered in Member States. 

This undertaking is required to prepare a non-financial statement containing 

information relating to at least environmental matters, social and employee-related 

matters, respect for human rights, anti-corruption and bribery matters. This statement 

should also include a description of the policies, outcomes and risks related to those 

matters. Following the regulations of this Directive, the new accounting regulation 

amended the Polish Accounting Act (PAA) and obliged certain groups of entities 

among others, banks, insurers and companies quoted on stock exchange to disclose 

additional non-financial information on CSR in two alternative forms of 

communication, namely a separate part of the management commentary or a 

completely separate CSR report published on the corporate website. 

 

5. Research methodology 
 

5.1. Sample and research data 

 

This study has been conducted on the population of all commercial banks, which have 

operated in 2017 in Poland. Initially our sample comprised of 34 banks. To obtain more 

homogenous data we have excluded specialized banks (i.e. mortgage banks or car 

banks), cooperative banks, investment banks and representative offices of foreign 

banks. These banks represent very small percentage in total market share, most of them 

have very few branches and are subsidiary banks. Of the remaining banks, in order to 

be included in the sample, they had to: 

 Have an accessible website on the Internet during fourth quarter of 2017 when 

the data were collected, 

 Have annual reports for review. 

 

None of banks was excluded due to the unavailability of annual reports. The final 

sample comprises 20 commercial banks. 
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In this research we wanted to explore websites as a CSR communication channel in 

each of 20 banks in the sample. For this purpose, we employed content analysis method, 

which is perceived as standard in analysing the content of companies’ communications 

(Branco & Rodrigues, 2008a). The exploration consists of three steps. In the first step, 

in order to collect all of the CSR reporting data, all tabs on banks’ websites were 

clicked. In the second step, we used search engine on banks’ websites to detect the 

existence of following words: “CSR”, “responsibility”, “sustainability”. This allowed 

us to reveal additional CSR information dropped directly on the websites. In the third 

step we analysed two kinds of documents, namely separate CSR report and 

management commentary, that were available on the banks’ websites. Banks’ CSR 

reporting were examined in following aspects: number of clicks necessary to reach the 

CSR information, placement of information, the existence of separate CSR report and 

information about reporting according certain standard (e.g. global reporting initiative 

– GRI). 

 

Because websites are dynamic and frequently updated (Vilar & Simão, 2015), the 

content of the websites of 20 banks were examined during the last quarter of 2017. 

 

5.2. CSR reporting index 

 

According to Decker (2004) the application of CSR activities varies by industry, thus a 

CSR measurement tool should be adjusted to understand the industry specific factors 

of CSR. Further, previous literature suggests that there is no generally accepted method 

of measuring CSR activity of banks (Fatma et al., 2014). To measure the level of CSR 

reporting in banks, content analysis method has been applied. Multidimensional scale 

developed by Matuszak y Różańska (2017c) was utilized in our research. According to 

this scale, a total of 29 items of CSR information were identified and divided into four 

CSR dimensions. The study analysed the existence or absence of particular CSR 

disclosures (understood as descriptive and/or numerical information) on banks’ 

websites. Each bank was given a score of 1 if the item was present and a score of 0 

otherwise. Finally, the CSR reporting index (CSRI) for each bank was computed as 

follows: 

 

𝐶𝑆𝑅𝐼 =
∑ 𝑥𝑖

𝑛
𝑖=1

𝑛
 

where 

xi – 1 if the item i is disclosed, 0 if the item i is not disclosed, 

n – number of items. 

 

CSRI comprises four CSR dimensions, namely, environment (ENV), human resources 

(HR), products and customers (PC) and community involvement (CI). 

 

5.3. Method 

 

The sample was grouped according to the criteria of size (number of branches, number 

of clients, employment size, total assets), being listed (listed or unlisted on stock 

exchange), ownership structure (foreign or Polish), and internationality (website 

translations in one or more languages). This study employs a nonparametric Kruskal-

Wallis test to determine the significance of the differences among these groups. 
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6. Results and discussion 
 

6.1. Descriptive statistics 

 

Table 1 depicts that not all banks disclose CSR information on their websites. As 

minimum (0%) and maximum (93%) values of CSRI indicate, online CSR disclosure 

varied greatly among Polish banks. The mean value of CSRI (47.8%) suggest that there 

is lot of room for improvements in relation with CSR reporting. On average, the most 

intensively reported area was CI (67%) and the less reported area was ENV (34%). This 

suggest that average bank does not pay much attention to its environmental impact. 

There is great variability in terms of bank size in our sample. Some banks were large 

(273 billion PLN of TA) and same were small (2.6 billion PLN of TA). Average return 

of assets and equity was 0.6% and 5.4% respectively. The average leverage of sample 

bank was 8.4 which indicate that debt exceeds 8.4 times equity of average bank. 

Average free float (0.2) suggest that banks ownership structure was not vary diversified. 

The number of translations available on average banks’ website is 2.  

 

Table 1. Descriptive statistics 

  Mean Minimum Maximum Standard deviation 

ENV% 34.0 0 90 31.5 

HR% 51.3 0 100 33.9 

PC% 50.0 0 100 34.2 

CI% 67.0 0 100 37.4 

CSRI% 47.8 0 93.1 29.4 

TA 66.6 2.6 273.0 68.3 

ROA% 0.6 -2.6 2.6 1.0 

ROE% 5.4 -14.3 16.7 7.2 

LEV 8.4 4.4 12.0 2.1 

FREE_FLOAT% 0.2 0.0 0.6 0.2 

H_LISTING 0.7 0.0 1.0 0.5 

TRANSLATION 2.0 1.0 5.0 1.0 

FMS 0.7 0.0 1.0 0.5 

 

The average number of clicks necessary to access the CSR information in management 

commentary, CSR report and directly on website is 3.7, 3.3, 1.6 respectively as 

presented in table 2. This suggest that the accessibility to CSR information pages in 

average bank was quite good. 

 

Table 2. Accessibility of CSR information by communication channels 

  MC CSR report Online 

Average no. of clicks to access the information 3,7 3,3 1,6 

 

Table 3 presents the placement of the CSR information on banks websites. All banks 

had direct link to management commentary in “investor relations” section. None of 

banks had link to CSR report directly on “main page”. Three banks had this link in 

“about us” section. The majority of banks (11) used the “about us” section to disclose 

CSR information directly on the website.  

 

Further, only 8 banks prepared CSR report and published it on website which shows 

that there is lack of separate CSR reporting among Polish banks.    
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Table 3. Placement of CSR information on bank’s websites 

  Number of banks 

  MC CSR report Online 

Main page 0 0 0 

About us 0 3 11 

Investor relations 20 2 1 

CSR 0 2 4 

Social initiatives 0 0 1 

Sponsoring 0 0 1 

Press release 0 1 1 

Others 0 0 0 

Sum 20 8 19 

 

Table 4 presents the reporting level of each CSR item. Almost all banks reported about 

at least one item. The exception is item no. 4 on the list which was not reported. This 

suggest that Polish banks attach importance to reporting online CSR information. Thus, 

we can state that website is becoming important communication tool among banks. 

However, it is worth noting, that in majority cases, CSR information disclosed is 

qualitative, not comparable and fragmentary. Dimension that is presented most 

extensively by banks within online communication is CI (67.0%). The least reported 

area is ENV (34%) which is quite low share. HR as well as PC are reported on average 

approximately by 50% of banks. In terms of CI banks reported information on 

donations for social activities and public benefit organisations (80%), support for 

education (75%) and sponsorship of various sport, artistic and cultural events (75%). 

The least reported item in this category is support for local activities, industry, 

agriculture (50%). Further, in HR dimension the most reported items are employee 

development (80%) as well as employment and labour relations (80%). The least 

reported is information on support for daytime care, maternity and paternity leave 

(25%). In addition, PC covers mainly specific activities such as examination of 

customer satisfaction/service quality (70%), comprehensibility and transparency of 

products/services (60%), protection of customers' data and privacy (45%), customer 

service (45%) and bank products addressed to marginalised groups (30%). The results 

indicate also that banks did not show sensitivity to environmental matters. Most banks 

undertook actions limit consumption of energy, materials, water (60%). Half of banks 

(50%) prepare statement on environmental protection policy, undertook actions 

preventing pollution and disclose information about sustainable development. Banks 

failed to report among others about aesthetic value of the environment (0%), 

environmental trainings and obtained certificates (25%) and taking into account the 

environment in credit policy (30%). These results show that there is a room for 

improvements in ENV area. 

 

Table 4. CSR disclosure items 

  CSR disclosure items 

No. of banks 

reported this 

item 

% 

 Average Environment (ENV)  34.0 

1 Statement on environmental protection policy 10 50.0 

2 Prevention of pollution (waste disposal and recycling) 10 50.0 
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  CSR disclosure items 

No. of banks 

reported this 

item 

% 

3 Actions aiming to limit consumption of energy, 

materials, water (sustainable use of resources) 

12 60.0 

4 Sustainability (any mention of sustainable 

development) 

10 50.0 

5 Aesthetic value of the environment (designing 

structures in harmony with the environment, landscape) 

0 0.0 

6 Environmental protection, biodiversity and restoration 

of natural habitats 

9 45.0 

7 Taking account of the environment in credit policy 

(environmentally-friendly products, "green products", 

funding "low-emission" investment projects …) 

6 30.0 

8 Environmental training and certificates (ISO 14001 vs) 5 25.0 

9 Joint projects with other companies providing 

environmental management services 

3 15.0 

10 Environmental awards 3 15.0 

 Average Human Resources (HR)  51.3 

11 Employment and labour relations 16 80.0 

12 Occupational health and safety 10 50.0 

13 Employee development (training…) 16 80.0 

14 Employee benefits (insurance, healthcare, social 

assistance ...) 

11 55.0 

15 Relationships with trade unions 7 35.0 

16 Information on employee turnover 10 50.0 

17 Information on support for daytime care, maternity and 

paternity leave 

5 25.0 

18 Encouraging diversity (employment of minorities, 

disabled persons, women ...) 

7 35.0 

 Average Product and customers (PC)  50.0 

19 Comprehensibility and transparency of products / 

services 

12 60.0 

20 Bank products addressed to marginalised groups (the 

disabled, aged customers, non-profit organisations ...) 

6 30.0 

21 Examination of customer satisfaction / service quality 14 70.0 

22 Protection of customers' data and privacy 9 45.0 

23 Customer service (settlement of problems, complaints, 

disputes, renegotiation of contract terms ...) 

9 45.0 

24 Consumer awards 10 50.0 

 Average Community Involvement (CI)  67.0 

25 Donations for social activities and public benefit 

organisations 

16 80.0 

26 Support for education (scholarships, conferences, 

seminars, student internships…) 

15 75.0 

27 Sponsorship of various sport, artistic and cultural events 15 75.0 

28 Sponsorship of various public health initiatives, 

projects, campaigns 

11 55.0 

29 Support for local activities, industry, agriculture 10 50.0 
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6.3. Univariate analysis 

 

In table 5 we present Pearson correlation matrix for the variables in the study. The 

results show that all CSR dimensions are positively related with bank size measured by 

TA. This supports the hypothesis H1. The correlation coefficient of 0.53 (p<0.05) 

indicates that there is significant bivariate relation between level of online CSR 

disclosure and TA. In addition, there is a significant and positive relation 0.45 (p<0.05) 

between H-LISTING and CRI which supports H2. Number of translations of websites 

are also significantly and positively correlated 0.48 (p<0.05) with online CSR 

disclosures which is consistent with H4. However, correlation between CRI and FMS 

is negative and insignificant which is not align with H3.  

 

Table 5. Pearson correlation analysis 

    1 2 3 4 5 6 7 8 9 

1 CSRI 1         

2 ENV 0,86** 1        

3 HR 0,88** 0,58** 1       

4 PC 0,91** 0,72** 0,78** 1      

5 CI 0,84** 0,59** 0,73** 0,71** 1     

6 TA 0,53** 0,29 0,59** 0,46** 0,58** 1    

7 H_LISTING 0,45** 0,4 0,34 0,37 0,49** 0,51** 1   

8 TRANSLATION 0,48** 0,29 0,55** 0,49** 0,35 0,45** 0,18 1  

9 FMS -0,04 0,13 -0,05 0 -0,32 -0,24 -0,32 0,07 1 

** Correlation significant at the 0.05 level 

 

In order to determine the effect of a bank’s characteristics on its online CSR reporting 

level, the sample was split in terms of the following criteria, size, public ownership, 

internationalization (one or more translations of webpage). The Kruskal-Wallis test was 

utilized to determine the significance of the differences between the groups. It is 

expected that larger banks should be more visible among customers and therefore 

disclose more CSR information. In this study size of the bank was measured by four 

criteria namely TA, BRANCH, CLIENTS, EMPL. The sample was grouped into two 

categories (larger and smaller banks), comprising banks with the TA higher than TA 

mean (8 banks) and the rest banks (12 banks) with TA lower than the mean. In terms 

of BRANCH, the sample was divided into banks with more (11 banks) or less (9 banks) 

than 200 branches. Further, banks were split into banks with more (10 banks) or less 

(10 banks) than 1 million clients. The last grouping criterion in terms of size is whether 

bank has more (11 banks) or less (9 banks) than 5000 employees. The results indicate 

that bank size, measured by TA and CLIENTS, has significantly positive impact on the 

level of online CSR disclosure. This supports the relation suggested in hypothesis H1. 

The findings are consistent with previous studies investigating the impact of size on 

CSR disclosures (Siregar y Bachtiar, 2010, Hossain y Reaz, 2007). In terms of size 

measured by number of branches and employees, the impact on online CSR disclosures 

is positive although insignificant. This finding is in contrast with Branco y Rodrigues 

(2008a) and Kiliç (2016) who found positive impact of number of branches on CSR 

reporting level. Regarding TA, analysis of CSR dimensions suggests that larger banks 

report more CSR information about human resources, products and customers and 

community involvement in relation to smaller banks. However, the size of the bank 

does not have effect on the level of reporting information about environment. In terms 

of CLIENTS significant difference (p-value<0,05) between the groups was observed in 
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human resources and community involvement Week significance (p-value<0,10) can 

be reported in products and customers. As well as in TA criteria, the level of reporting 

information about environment is similar in both groups of CLIENTS. These finding is 

consistent with the view that larger banks, as they have more stakeholder groups, are 

exposed to more pressures to provide information about their CSR activities (Siregar 

y Bachtiar, 2010). For this reason, larger banks may have more incentives to legitimize 

their operations align with social expectations, focus more on presenting a positive 

image and behave responsible in order to sustain or enhance this positive image (Branco 

y Rodrigues, 2006).  

 

Next criterion used to differentiate the sample is public ownership. We split the sample 

on two categories, banks listed (7 banks) and not listed (13 banks) on WSE. The 

findings indicate that there is significant positive relation between being listed and 

online CSR disclosure level. Thus, H2 can be accepted. This finding is consistent with 

previous studies of Branco y Rodrigues (2008a) and Kiliç (2016). Among CSR 

dimensions the statistically significant difference between analysed groups can be 

observed only in CI indicating that being listed increases online CSR disclosure level 

in CI dimension. Our general findings support legitimacy theory which states that 

companies listed have higher levels of CSR disclosure than not listed. Publicly owned 

companies are more visible than privately owned ones. Moreover they are expected to 

disclose more information connected with their CSR activities (Hinson et al., 2010). 

 

Further, banks were divided into two groups, having foreign majority shareholder (13 

banks) and not having foreign majority shareholder (7 banks). The banks were assigned 

as “1” if they have foreign majority shareholder and “0” otherwise. According to the 

results having foreign majority shareholder does not have significant impact on online 

CSR disclosure level, therefore H3 must be rejected. This finding is not consistent with 

previous studies of Haniffa y Cooke, 2005; Huafang y Jianguo, 2007. This result as 

well as previous one, are not aligned with the legitimacy theory. The theory suggests 

that organizations that operate in international surrounding and have the international 

presence disclose more CSR information compared with local organizations.  

 

In addition, in terms of internationalization, the sample was grouped into two 

categories, namely banks that provide one (7 banks) or more than one (13 banks) 

translation of their websites. Similarly, as in previous category the banks with more 

than one translation codded as “1” and “0” otherwise. The results are statistically 

insignificant suggesting that online CSR disclosure level between banks providing one 

or more translations does not differ. Therefore, H4 must be rejected. This finding is in 

contrast to Kiliç (2016) and is in line with findings of Dyduch y Krasodomska (2017). 

 

Overall results indicate that the level of reporting CSR information via internet is not 

very high with a mean of 47.8%. Sample banks reported about community involvement 

and human resources and products and customers more extensively than about 

environment. In majority of banks this latter area was not disclosed or disclosed very 

narrowly. This situation might be explained by banks’ limited activity in environmental 

area. This finding is consistent with previous studies of Sobhani et al. (2011).  
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Table 6. Univariate analysis 
 TA  BRANCH  CLIENTS  EMPL  H_LISTING  FMS  TRANSLATION  

 
< 

Mean 
> 

Mean 
KW 

(Chi2) 
< 200 

> 
200 

KW 
(Chi2) 

< 1 mln 
> 1 
mln 

KW 
(Chi2) 

< 
5000 

> 
5000 

KW 
(Chi2) 

Non-listed 
Listed on 

WSE 
KW 

(Chi2) 
Foreign 

Non-
foreign 

KW 
(Chi2) 

< 1 > 1 
KW 

(Chi2) 

CSRI 0,356 0,659 5.571** 0.364 0.571 2.323 0.338 0.617 4.037** 0.341 0.589 2.940* 0.300 0.573 3.948** 0.493 0.469 0.000 0.300 0.573 3.198* 

ENV 0,250 0,475 2.000 0.311 0.364 0.215 0.250 0.430 1.610 0.278 0.391 0.539 0.171 0.431 3.290* 0.286 0.369 0.197 0.229 0.400 1.767 

HR 0,385 0,703 4.734** 0.319 0.670 5.627** 0.338 0.688 5.936** 0.333 0.659 5.096** 0.357 0.596 2.422 0.536 0.500 0.014 0.250 0.654 6.321** 
PC 0,361 0,708 5.157** 0.370 0.606 2.749* 0.367 0.633 3.114* 0.389 0.591 1.927 0.333 0.590 2.460 0.500 0.500 0.006 0.310 0.603 3.422* 

CI 0,517 0,900 5.583** 0.533 0.782 2.016 0.480 0.860 4.163** 0.422 0.873 6.571** 0.429 0.800 4.230** 0.829 0.585 1.057 0.514 0.754 0.489 

** Coefficient significant at the 0.05 level; * coefficient significant at the 0.10 level 

 

 

 



 

 

 

7. Conclusions 
 

For at least last decade, CSR reporting has gained prominence and has become one of 

the main communication tools. Companies utilize CSR reporting to disseminate 

information about their sustainable and socially responsible operations among 

stakeholders. Basing on the sample of 20 Polish commercial banks, this research 

investigates first, the extent to which banks report online their corporate social 

responsibility (CSR) practices and second, the impact of size, being listed, ownership 

structure, and the internationalization of banks on the level of their online CSR 

reporting. 

 

The study revealed several interesting findings. First, almost all banks disclosed on 

website at least one item of CSR information. Banks focused most on reporting about 

community involvement and limited information about their activities in terms of 

environment. Moreover, only half of banks sees the need to inform stakeholders about 

product and customers and human resources dimensions. These results allowed us to 

conclude that there is a room for improvements in banks’ environmental activities as 

well as product and customers and human resources practices and reporting on these 

areas. 

 

Overall, the findings indicate that the size and being listed are important factors 

affecting the level of online CSR reporting. Larger and listed banks report statistically 

more information in general than other banks. This finding is consistent with the view 

that highly visible banks (larger and listed) are under more pressure from various groups 

of stakeholders to disclose more about their CSR activities compared to less visible 

banks.   

 

The study has several implications for CSR reporting literature. Following the results, 

it can be state that banks in Poland do not benefit fully of the online CSR reporting. 

Nowadays website has become one of the most important communication tool and the 

fastest way to disseminate crucial CSR information to stakeholders. By this, banks can 

legitimize their operations in public eyes and sustain numerous groups of stakeholders 

informed about undertaken CSR activities.  

 

There are several reasons why banks should use websites as a CSR disclosure medium. 

Firstly, websites are not limited to specific place or period. As Williams y Ho Wern Pei 

(1999) state stakeholders can access to information on website no matter location or 

time. Secondly, through the internet companies can distribute CSR information faster 

and cheaper than via traditional media (Wanderley et al., 2008). Thirdly, internet can 

be perceived as a form of agora (public open space) for all banks operating in emerging 

countries willing to interact with their stakeholders and to report about undertaken CSR 

activities in a structured way (Hinson et al., 2010). 

 

According to Wu y Shen (2013) banking industry compared to other industries use more 

society resources and therefore is required to provide feedback to the society about 

undertaken CSR practices. Our findings support this view revealing that banks do report 

most about community involvement activities and human resources although 

environment is the least reported dimension. Despite this fact banking industry indeed 

plays a crucial role in the development of environmental sustainability. Nowadays 

banks are becoming technologically advanced since they provide online and mobile 
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applications for their clients. Banks finance many investments in industries that pollute 

the environment. In addition, banks consume great amount of paper, energy and also 

generate wastes (Branco y Rodrigues, 2006). Therefore, banks’ managers should 

include environmental issues in banks strategy as they become inherent dimension 

within the process of decision making. This approach could have the effect on providing 

banks’ products and services that are not harmful to environment, taking into account 

environmental dimension in banks’ lending and investment policies, supporting 

activities that are environmental oriented, and increasing the environmental awareness 

of their clients and employees. 

 

The main implication for policy-regulators is that regulatory bodies should undertake 

actions to increase banks conciseness about their social and environmental impact. 

Legislation being a form of advocacy of various groups of stakeholders, should insisted 

on banking sector to improve CSR awareness and reporting. 
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Abstract: Banks disseminate significant amounts of information which is then 

publicly available for the use of all categories of stakeholders. One aspect of this 

disclosure debate focuses on the issue of risk reporting, whereas operational risk holds 

a special place. Research on operational risk is still hindered by the lack of data and, 

is generally, very scarce. The authors posit that this regulatory openness results in legal 

texts that are highly influenced by the culture of the country where the central bank 

which issues guidelines on ORM resides. The analysed corpus comprises of 

approximately 25,000 words and consists in the guidelines on operational risk 

management published in English by the central banks of the three powerful Asian 

countries: China, India, and Japan. The study’s objective was to identify which items 

related to the operational risk management and disclosure are given more attention by 

the set of guidelines drafted by the central banks in various countries. Results indicate 

that central banks consider operational risk factors as the topic that needs the most 

explanations, while matters related to suitability of customers, external documentation, 

or business continuity management and disaster recovery plan are dealt with in the 

guidelines with more scarcity.  

 

Keywords: Operational risks, banks, Basel Committee, China, India, Japan. 

 

1. Introduction  
 

Operational risk is a measure of a bank’s internal efficiency (Wahlström, 2006), thus 

disclosure of operational risk can be useful both for managers and for 

creditors/investors. Generally, there are multiple benefits for banks when disclosing 

useful and relevant information (Linsley and Shrives, 2005). First of all, a high level of 

disclosure will assist the providers of funds in judging the bank’s financial condition 

and risk profile, so that they will be less likely to include a risk premium within the cost 

of capital. Additionally, the need to disclose more risk information stimulates banks in 

improving their risk management practices, as they will want their comparison to 

competitor banking institutions to be in their favour in this respect. Increased risk 

disclosure is also beneficial to bank supervisors, which can perform a more effective 

monitoring, since they have more knowledge needed to anticipate potential problems 

and can thus take action earlier. 

 

Operational risk disclosure holds a special and important place in the transparency 

debates within the banking industry. Most operational losses attract the attention of the 

public, although financial losses may be relatively small. Sometimes, the reputational 

impact (such as the loss of customers or executive employees) is much more significant 
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than the direct effect from the loss itself (Sturm, 2013). In no other sector are the 

interdependencies and the potential consequences of the individual corporate collapses 

as far-reaching and unforeseeable as in the banking sector (Țurlea et al., 2010). 

Additionally, operational risk is pervasive, complex and dynamic. Unlike market and 

credit risk, which tend to be in specific areas of business, operational risk is inherent in 

all business processes. The multifaceted nature of operational losses makes it difficult 

to define operational risk and in some cases it is hard to draw the line between 

operational risk and other types of risk (Sturm, 2013). The Basel II Capital Accord 

defines operational risk as ‘the risk of loss resulting from inadequate or failed internal 

processes, people and systems or from external events. This definition includes legal 

risk, but excludes strategic and reputational risk’. Compared to credit and market risk, 

this definition explicitly takes into account external as well as internal events. 

Therefore, the definition of operational risk could be seen as broader and more complex 

by comparison with other type of risks (Wahlström, 2006). Nevertheless, the abstract 

nature of this definition makes it advantageous, because it captures as many events as 

possible, but at the same time, makes it imprecise, thus having the potential of creating 

problems in the practice. 

 

Given their complex and pervasive nature, as well as their potential reputational impact, 

operational risks have recently attracted increased attention from academics, 

professionals, and regulators. However, since the history of operational risk is still 

young when compared to the ones of credit and market risk, data availability on 

operational risk is limited. Consequently, research on operational risk is still hindered 

by the lack of data and, generally, very scarce. The remainder of the paper is structured 

as follows: first, a thorough literature review is carried out by the authors; second, the 

study’s objective and the research design are presented; last but not least, the 

researchers interpret the results and offer the conclusions of the study.  

 

2. Literature review 
 

The Romanian literature on operational risks, in general, and on operational risk 

disclosure in the banking sector, in particular, is rather scarce. Some are theoretical 

papers, for example those of Anghelache et al. (2016) and Stanciu (2010). Anghelache 

et al. (2016) offer a mere definition of operational risks, describe the steps for 

quantifying operational risk and give an overview on qualitative approaches for 

operational risk measurement such as setting up a sound system of internal control. 

Similarly, Stanciu (2010) explores the approaches and the changes needed in risk 

management, in general and in operational risk management, in particular. The author 

discusses in detail the operational risk management process; the operational risk 

definition and content; the operational risk regulatory framework; and the solutions for 

operational risk management.  

 

Another category of studies (e.g. Dănescu and Muntean, 2008; Socol et al., 2006) are 

focused on the procedural aspects of operational risk management. Dănescu and 

Muntean (2008) provide solutions for assisting the organization in an effective risk 

management and control over operational risks, taking into consideration some 

particularities of the Romanian banking system. More precisely, the authors offer a 

practical procedural guidance on how Risk Based Internal Audit (RBIA) could be 

developed for supporting organizations in operational risk management. On the 

contrary, Socol et al. (2006) focus strictly on the process of managing operational risks 
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and offers concrete guidance regarding the procedures that could be implemented by 

banks in operational risk identification, valuation, monitoring, and management. 

 

The Romanian academic literature on operational risks also includes empirical papers. 

Dima (2009) assumes that operational risk is mainly driven by transactions and by 

means of regression analysis, proves that the probability of operational losses increases 

as the volume and complexity of transactions increase. Based on a database of monthly 

operational errors of a Romanian major bank, the author correlates the number of 

transactions within a month at branch level with the quality of transactions expressed 

on a 1 to 4 scale, ranked according to the number of operational errors. Indeed, the 

regression analysis confirms that the increase in the number of transactions increases 

the number of errors. A different empirical approach, namely a case-study approach, is 

taken by Matiș (2007), who focuses on the process of operational risk management in 

a selected commercial bank from Romania, namely Banca Comercială Romană (BCR). 

The author describes in detail each of the steps that are part of the process of operational 

risk management at that particular bank: risk identification, risk assessment, risk 

monitoring, and risk management.  

 

There is only one study that deals with the particular topic dealt with by the present 

research, namely operational risk disclosures in Romanian banks – the empirical study 

by Herghiligiu (2013). The researcher scrutinizes the quantity and quality of operational 

risk disclosure by Romanian banks’ annual financial reports. The sample consists of all 

commercial banks active in Romania at the moment of the research undertaking. As 

framework for the analysis of disclosed information, Herghiligiu (2013) uses the model 

created by Haija and Hayek (2012), which includes the following three variables: 

definition issues, hierarchical issues and regulatory issues. The study’s main findings 

are that: (1) both the extent and the content of the banks’ disclosure on operational risk 

are limited, which emphasize the lack of interest in disclosing such information; (2) to 

a large extent, Romanian commercial banks do not meet the requirements of National 

Bank of Romania on operational risk disclosure (for instance, 51.21% of the banks in 

the sample do not give any information on operational risk); and (3) credit institutions 

in Romania do not have a similar manner of disclosing information on operational risk 

within their annual reports, which makes it difficult to find and collect data on their 

disclosures. 

 

The literature available at international level is also limited compared to the high 

significance of the research area. Rao and Ghosh (2008) conduct a survey to examine 

the operational risk definition; the driving forces and limitations; stages of 

development; documentation, reporting and indicators as well as the data, 

quantification and monitoring for operational risk management among the Indian 

banks. Their findings indicate that most of the Indian banks are still in the preparatory 

stage of operational risk management and lack competitiveness. Janakiramani (2008) 

explores the significant impediments in the implementation of the operational risk 

management framework for banks in India, where these impediments are considered to 

be: the insufficient internal data collection, the difficulties in collection of external loss 

data, and the modelling complexities.  

 

Tandon and Mehra (2017) explore the range of operational risk management practices 

followed by Indian banks, and compare these with the banks worldwide. Hossain 

(2008) evaluates the disclosure levels of 38 Indian banks using a disclosure index 
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consisting in both mandatory and voluntary risk disclosures contained in the annual 

reports. The findings indicate that the Indian banks are very compliant regarding the 

mandatory risk disclosures but far behind in terms of voluntary risk disclosures. 

Further, the researcher reveals that size, profitability, board composition, and market 

discipline variables are significant, whereas age, complexity of business and asset-in-

place variables are insignificant in explaining the level of overall risk disclosures in 

Indian banks. 

 

3. Research design  
 

Most researchers investigating operational risks have applied an index to assess the 

extent of disclosure of financial institutions (e.g. Abu El Haija & Al Hayek 2012, 

Barakat & Khaled 2013). Other researchers have created event studies (e.g. Barakat et 

al. 2014, Benaroch et al. 2012). Another research method is content analysis performed 

upon operational risk reports (Oliveira et al. 2011). Few studies take a mathematical 

modeling approach (Ebnöther et al. 2003). Even fewer researchers apply a survey 

methodology (Janakiraman 2008, Mehra 2011). Many other papers include only the 

position of their authors regarding the debates generated around the topic of operational 

risk management and disclosure (Galloppo & Rogora 2011, Power 2005). To the best 

of our knowledge, no similar study as the present one was carried out in the field of risk 

reporting by financial institutions until the present date.  

 

The study’s objective was to identify which items related to the operational risk 

management and disclosure are given more attention by the set of guidelines drafted by 

the central banks in various countries. The sample consists in the guidelines published 

in English by the national banks of China, India and Japan. The authors had an inductive 

methodological approach, according to which they read the text of the guidelines, 

identified the main topics approached by them and only after that counted the words 

and sentences used for each of these topics. In developing the index of topics, authors 

have used an initial skeleton drafted based on the recommendations of the Basel 

Committee related to operational risk management and disclosure in the banking 

system. This skeleton was continuously adjusted while reading and analyzing the three 

sets of guidelines. Table 1 offers an overview of the analyzed corpus.  

 

Table 1. Sample description 

Country Number of words Percentage in the total 
Rank (text length) 

from high to low 

China 2,031 8% 3 

India 8,821 35% 2 

Japan 14,124 57% 1 

Total words 24,976 100%  
(Source: Own design) 

 

4. Results  
 

Table 2 depicts the main results on the study, as well as the summarized index of items 

developed by the authors and used as an instrument for data collection. On one hand, 

the item that received the maximum attention is represented by operational risk factors 

(318 words). Within group of items 1 “organizational set-up for operational risk 

management”, the most discussed sub-item was “an operational risk management 
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function” (77 words). Within group of items 2 “operational risk management process”, 

the maximum number of words (112) is directed towards operational risk assessment / 

measurement. Within group of items 3 “operational risk factors”, the topic of highest 

interest seems to be IT capability and security and change of IT systems, facilities and 

equipments (with 175 words).  

 

Table 2. Summary of research results 

No.  ITEM / sub-item CHINA INDIA JAPAN  

S
en

te
n
ce

s 

W
o

rd
s 

S
en

te
n
ce

s 

W
o

rd
s 

S
en

te
n
ce

s 

W
o

rd
s 

(1-6) Organizational set-up for 

operational risk management  

36 981 129 3138 26 1231 

7 Operational risk culture 0 0 5 131 0 0 

8 Operational risk management 

strategy 

0 0 1 106 0 0 

9 Operational risk management 

policies 

2 101 5 366 6 280 

10 Definition of operational risk 4 104 24 507 1 63 

(11-14) Operational risk management 

process (11-14) 

8 258 102 2313 53 1815 

15 Operational risk 

control/mitigation - general 

3 87 22 504 3 115 

(16-27) Operational risk factors (16-

27) 

6 199 25 695 287 10168 

28 Internal controls for 

operational risk management  

13 238 33 841 5 200 

29 Business continuity 

management and disaster 

recovery plan 

1 63 7 220 8 367 

        

 TOTAL 73 2,031 353 8,821 386 14,124 

(Source: Own design) 

 

On the other hand, the item that received the least attention is represented by Business 

continuity management and disaster recovery plan (16 words only). Within group of 

items 1 “organizational set-up for operational risk management”, the least discussed 

sub-item was other operational risk related functions (8 words). Within group of items 

2 “operational risk management process”, the minimum number of words (12) is 

directed towards operational risk monitoring. Within group of items 3 “operational risk 

factors”, suitability of customers and external documentation were the topics that were 

not touched at all by any of the three countries in the sample.  

 

5. Conclusions 
 

Operational risk has been acknowledged as a major source of material failures in 

financial firms. Some recent examples are the trading errors and excessive risk-taking 

that led to a $6.2 billion trading fiasco for JPMorgan Chase in 2012, Bernard Madoff’s 

$50 billion Ponzi scheme in 2008, a $7.2 billion trading loss at Société Générale in 

2008, as well as the losses from the September 11, 2001 terrorist attacks (Galloppo & 

Rogora, 2011). Related to ORM, the Basel Committee promotes a banking supervision 
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policy based on the idea of ‘enforced self-regulation’. Thus, the central banks of each 

country regulate ORM according to the specificities of their national banking industry, 

subject to regulatory oversight. The authors posit that this regulatory openness results 

in legal texts that are highly influenced by the culture of the country where the central 

bank which issues guidelines on ORM resides. The analysed corpus comprises of 

approximately 25,000 words and consists in the guidelines on operational risk 

management published in English by the central banks of the three powerful Asian 

countries: China, India, and Japan. Results indicate that central banks consider 

operational risk factors as the topic that needs the most explanations, while matters 

related to suitability of customers, external documentation, or business continuity 

management and disaster recovery plan are dealt with in the guidelines with more 

scarcity.  
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Abstract: The objective of the present research is to determine to what extent 

stakeholder salience influences how different stakeholder categories are represented in 

the sustainability reports of entities from energy sector. The sample encompasses six 

energy entities that are comprised within Dow Jones Sustainability Europe Index 

(DJSI) constituent's list on September 19, 2016. The results are highlighting that 

stakeholders who hold power have a high score of salience, being followed by those 

who possess legitimacy and then by those who possess urgency. The obtained results in 

the present study suggest the need to continue to focus on the normative theory of the 

stakeholders.  

 

Keywords: Stakeholders; sustainability reporting; stakeholder salience; stakeholder 

claims; power. 

 

1. Introduction  
 

Reporting of environmental and social information represents often a challenge for 

entities to cope with. The requirements on this line come from different sources and 

cannot be ignored even though they are often complex and it is not easy for managers 

to decide which issues should respond with priority, given that the entity's resources are 

limited. As a result, managers have to permanently assess how they respond to different 

categories of stakeholders, taking into account the attributes they possess. It should be 

noted, however, that “management may view one stakeholder as inconsequential or 

minor one day; but find that same group demanding their full attention the next day” 

(Stephens et al., 2011) 

 

In order to identify stakeholder relevance some researchers (Mitchell et al., 1997) 

proposed stakeholder salience theory. Stakeholder salience is the degree to which 

stakeholders are visible, vocal and important to an entity, and is determined by three 

attributes of stakeholders: power, legitimacy, and urgency. The stakeholder salience 

framework has become, over the past two decades, a tool often used to identify, asses 

and prioritize stakeholders and has demonstrated considerable theoretical and 

managerial implications.  

 

The objective of this paper is to determine to what extent stakeholder salience 

influences how different stakeholder categories are represented in the sustainability 

reports of entities from energy sector. In this respect an interpretative content-based 

analysis of the social and environmental information disclosed by entities is used. The 

results highlight that there is a link between the stakeholder salience, on the one hand, 
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and the number and type of attributes held by each category of stakeholders, on the 

other hand. Stakeholders who hold power have a high score of salience, being followed 

by those who possess legitimacy and by those who possess urgency.  

 

Our article is structured as follows: first, several definitions of stakeholders, the salience 

framework and the research that applied it empirically are provided. Second, we 

described our case study, data collection, analysis techniques and our findings. We then 

concluded with a discussion of limitations and suggestions for future research. 

 

2. Literature review  
 

The organizational performance of an entity can be analyzed and assessed, to a certain 

extent, on how managers interact with its stakeholders (Wood, 1991 and Clarkson, 

1995). The academic research has reserved a special place for stakeholders, even 

though this concept becomes vague when it is broken by the American cultural context 

(Damak-Ayadi et al., 2005). Thus, according to Freeman (1984), the stakeholder is “any 

group or individual who can affect or is affected by the achievement of the 

organization's objectives”. Donaldson and Preston (Donaldson and Preston, 1995) 

consider that stakeholders are “persons or groups with legitimate interests in procedural 

and/or substantive aspects of corporate activity”. Similarly, Clarkson (1995) speaks of 

groups or individuals holding “ownership, rights or interests” in an organization. The 

definition proposed by Bryson (1995) is, however, the most comprehensive one: "a 

stakeholder is defined as any person, group, or organization that can place a claim on 

an organization's position, resources or output or is affected by that output." 

 

Starting from the existing definitions, stakeholders have been classified in a variety of 

ways in their attempt to achieve their prioritization (Nutt & Backoff, 1992). Thus, 

Caroll (1989) distinguishes between primary stakeholders, who have a direct and 

contractual relationship with the entity, and secondary stakeholders who, although not 

having contractual relations with the entity, may be affected by its actions. Kaler (2002) 

classifies stakeholders in claimants, influencers or a combination of both categories, 

and Buysse and Verbeke (2003) distinguish between internal primary stakeholders 

(employees, shareholders and financial institutions) and external primary stakeholders 

(customers and suppliers). 

 

Freeman (1984) believes that managers should identify all stakeholder groups, should 

determine the importance of each group and the extent to which their requirements are 

currently met by the entity and, based on the results obtained, should modify the entity's 

policies in order to take into account requirements remained unsatisfied.  

 

In practice, not all entity-stakeholders’ relationships are considered equally important 

to managers. This is explained by the complexity of stakeholder relations and the 

dynamic nature of the entity (Pelle, 1997). In addition, the managers' interest in 

stakeholders’ requirements is significantly influenced by the financial performance of 

the entity (Buysse, 2003). That being said, Mitchell et al. (1997) argued that a theory 

of stakeholder salience "must explain to whom and to what managers actually pay 

attention". They have identified three attributes of stakeholder salience: the power that 

a stakeholder group is perceived to have, the legitimacy that it is considered to have 

and the perceived urgency for its requirements. 
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Power is defined as the ability of stakeholders to influence the organization’s decisions 

and the distribution of value (Lépineux, 2003). The use of power as an element of the 

stakeholder salience is also supported by the neo-institutional theory that coercive 

pressure strongly influences managers’ decisions (Pedersen, 2011). Legitimacy is the 

generalized perception that a group's actions are appropriate in the context of the social 

system (Morsing et al., 2006). Legitimacy is often connected with power, because 

normally a manager will not pay attention to a strong actor that he does not considered 

to be legitimated. The third attribute is the urgency and represents the extent to which 

a group of stakeholders believe that its claims are time sensitive or critical (Mitchel et 

al., 1997). 

 

The level of salience varies according to the number of attributes that stakeholders have 

(Gao et al., 2006). Generally speaking, it is considered that the level is low when the 

stakeholders have only one attribute, moderated when they have two attributes, 

respectively high when they have all three attributes. And, obviously, managers pay the 

greatest attention to the stakeholder groups that have the highest level of salience 

(Dooley and Lerner, 1994), however, they prioritize their requirements. In this respect, 

stakeholders are ranked in the following categories: definitive, dominant, dependent, 

dangerous, dormant, discretionary, demanding, and non-stakeholders (Mitchell et al., 

1997). The features of these categories are comprised within Table 1. 

 

Table 1. Stakeholder types according to the salience attributes possessed 

Stakeholder 

types 

Characteristics 

Dormant 
They have power to impose their desires, but they do not have 

legitimacy and urgency. 

Discretionary 

They have legitimacy, but they do not have power in order to 

influence the organization, and their requirements are not perceived 

as urgency. 

Demanding 
They have urgency requirements, but they do not have power and 

legitimacy.  

Dominant They have power and legitimacy, that have an impact on entity. 

Dangerous 
They have power and urgency, but they do not have legitimacy. 

They are perceived as dangerous, because they can make pressure. 

Dependent They have urgency and legitimacy, but they do not have power. 

Definitive They have power, legitimacy and urgency. 

Non-

stakeholders 
They do not have power, neither legitimacy, nor urgency. 

(Source: Authors, based on previous research) 

 

Many authors later used the conceptual framework created by Mitchell et al. (1997). 

Thus, Agle et al. (1999) demonstrated empirically that there is a positive relationship 

between the number of attributes held by a stakeholder group and stakeholder salience. 

Ryan and Schneider (2003) investigated, based on archive information, salience for six 

categories of institutional investors and recommended that managers be queried about 

their perception of power, legitimacy and urgency. Magness (2008) studied the 

reactions of shareholders and managers in the context of two environmental accidents 

in the mining industry, and pointed out that the stakeholder status is determined by the 

decision-maker. Parent and Deephouse (2007) highlighted the importance of urgency, 

stating that, in principle, stakeholders that have the urgency of being the most important 
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attribute are groups of activists, but they concluded that power and legitimacy are more 

important attributes for the salience stakeholder.  

 

Mitchell et al. (1997) suggested that the stakeholders’ attributes are variable and that 

the peculiarities of managers moderate the relationship between these attributes and 

salience. Rowley (1997) pointed out that the influence of the stakeholders is not only 

determined by their attributes, but also by how different groups interact and form a 

network. He demonstrated that entities that are the focus of several stakeholder groups 

are willing to show higher social performance if those groups coordinate their efforts. 

Winn and Keller (2001) consider that stakeholder salience is not just about the number 

of attributes held, but about the degree to which a stakeholder possesses those attributes. 

Introducing different degrees for the three attributes leads to a more differentiated 

stakeholder salience image. In addition, this concept is flexible in the sense that, over 

time, some attributes are lost, others are acquired, and there is the possibility of 

migrating from one category of stakeholders to another. 

 

3. Methodological aspects: Sample selection, results and discussions 
 

3.1. Sample selection 

 

The objective of this study is to determine to what extent stakeholder salience 

influences how different stakeholder categories are represented in the sustainability 

reports of entities from energy sector. 

 

The sample encompasses the entities from energy sector, the Dow Jones Sustainability 

Europe Index (DJSI) constituent's list on September 19, 2016. It was verified that these 

entities have available sustainability reports for 2016 and, in addition, the reports would 

be drawn up in accordance with GRI (2013). The final sample comprises 6 entities from 

5 countries and is presented in Table 2. Weber and Marley (Weber and Marley, 2012) 

demonstrated that nationality is not a differentiation factor for stakeholder salience. 

Therefore, assuming the inclusion in the sample of entities from just five countries will 

have a major impact on the results obtained. 

 

Table 2. Company selection 

No. Company Country 

1 Galp Energia SGPS SA Portugal 

2 NesteOyl Finland 

3 Repsol SA Spain 

4 SBM Offshore NV Netherlands 

5 Technip SA France 

6 Total SA France 
(Source: Authors, based on DJSI constituents’ list) 

 

Most of the research studies on sustainability have focused on the content analysis of 

social and environmental information disclosed by entities (Milne and Adler, 1999; 

Guthrie and Abeysekera, 2006). Content analysis is a technique of understanding and 

analyzing the content of a text. “The content refers to words, meanings, pictures, 

symbols, ideas, themes or any messages that can be communicated” (Cho, 2009). The 

idea behind this technique is to encode qualitative and quantitative information into 
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predefined categories in order to discover patterns in the presentation and reporting of 

information (Guthrie and Abeysekera, 2006). 

 

3.2. Content analysis of sustainability reports 

 

Similar to many previous research, our study is limited to documentary evidence and 

aims to identify "the pattern and content of communication" (Beck et al., 2010). For 

content analysis of sustainability reports, we considered the methodology developed by 

Krippendorff (Michelon, 2011), because he identified four units of analysis: sampling 

units, context units, recording units and enumeration units. Adapted to our study, 

sampling units are the 2016 sustainability reports. Context units are the narrative 

sections of the sustainability reports. In order to avoid subjectivity and ambiguity in 

interpretation, the president's message, forewords, assurance reports, appendices, 

images and graphs presented in the reports were excluded from the analysis. Recording 

units are the different categories of stakeholders represented in the sustainability 

reports. Based on the literature and the GRI guide (2013) and after a reading of the 

reports published by the entities included in the sample, several categories of 

stakeholders were identified: employees, customers, suppliers, shareholders, 

community, natural environment and non-governmental organizations. Finally, 

enumeration units are represented by phrases. The use of phrases as enumeration units 

helps seeking shared meanings (Rowley, 1997) and permits the comparability with 

other similar studies (Winn et al., 2001). 

 

The interpretation of texts from the sustainability reports was conducted in relation to 

the attributes of stakeholder salience (Mitchell et al., 1997), while taking into account 

the requirements of the GRI (2013) on the relevant social and environmental elements 

for each category of stakeholders. 

 

3.3. Results and discussion 

 

Based on the GRI guidelines (2013), the potential requirements for the different 

stakeholder categories were identified and, after analyzing all the statements in the 

report that were of interest, the extent to which these requirements were met was 

assessed as percentage. The results of the content analysis in terms of stakeholder 

requirements are found in Table 4 and these are interpreted in correlation with the 

expected disclosure level for each stakeholder category. 

The tables’ design layout may be accessed in the Design tab of Word, then click on 

Borders. ‘No border’ has to be clicked first to ensure the table does not have any border; 

then, you may apply the top and bottom bordering as per the above. 

 

Table 3. Stakeholder salience for year 2016 

Stakeholders group 
Stakeholder salience 

mapping 

Stakeholder 

salience (%) 

Employees 
Dominant: 2 entities 35% - 43% 

Definitive: 4 entities 65% - 77% 

Customers 
Dominant: 3 entities 38% - 48% 

Definitive: 3 entities 59% - 72% 

Suppliers 
Dominant: 1 entity 52% 

Discretionary: 5 entities 25% - 35% 

Shareholders Dominant: 4 entities 49% - 54% 
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Discretionary: 1 entity 45% 

Definitive: 1 entity 68% 

Community Definitive: 6 entities  39% - 72% 

Natural environment 
Dependent: 5 entities  40% - 70% 

Definitive: 1 entity 60% 

Non-governmental organizations Discretionary: 6 entities 25% - 42% 
(Source: Authors, based on research) 

 

In most entities, employees are perceived as definitive stakeholders. The interpretative 

analysis of the information in the sustainability reports highlighted that employees have 

utilitarian power and legitimacy. Power is closely related to the skills they possess and 

the legitimacy of power. It is noted that some entities have high percentages for 

employee salience (77%), while other entities only reach 35% of the employee-related 

issues. 

 

For half of the entities, customers are considered final stakeholders and for the rest of 

them dominant stakeholders. It can be noticed that while in the case of some entities 

the customer group is very well served (72%), in others the score is only 38%. Different 

attitude may be associated with the fact that there are differences from one country to 

another in terms of competition in the energy field. In other words, we can see that the 

power of customers influences a high level of attention given to them in the case of 

some entities and the relatively low level of attention given by other entities. 

 

As far as suppliers are concerned, their scores are very small, as only a small part of the 

subjects of interest to them are present in the sustainability reports. For five entities, 

suppliers were classified as discretionary. This means that they do not have power and 

urgent claims, but their interest in social and environmental information is legitimate. 

 

Shareholders are classified in different types as there are differences between the 

entities in the sample as regards ownership of shares. Thus, some entities are mainly 

owned by institutional investors, by large foreign companies or by the state, and for 

others the shareholdings are free float. Under these circumstances, in 4 entities, 

shareholders are dominant stakeholders, in one entity they are definitive shareholder 

and in other discretionary stakeholders. However, there is no major difference in the 

degree to which shareholders' claims are represented in the reports. This is still a proof 

that power is a determining factor of the salience stakeholder, the absence of urgency 

and legitimacy, not having too much influence on the salience of entities' shareholders. 

 

The community is the only category of stakeholders characterized by all entities as a 

definitive stakeholder. Although the score for this group varies from 39% to 72%, the 

analysis of the reports highlights that they include consistent sections devoted to 

activities for local communities, especially educational programs, sporting events, 

sponsorships and social services. It should be noted, however, that GRI topics on which 

we have identified as relevant, refer rather to the link between the primary operations 

of entities and their effects on the well-being of the community. 

 

Natural environment is a dependent stakeholder for 5 entities, being perceived as having 

urgency and legitimacy but not power. However, scores for the natural environment are 

high, which means that entities perceive its importance in the current context. 
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For all six entities in the sample, non-governmental organizations are discretionary 

stakeholders, because they are considered to be legitimate parties, based on the 

justifiable nature of their expectations and their willingness to cooperate with the 

entities. The important aspect of the discretionary stakeholders is that, in the absence 

of power and urgency, there is no pressure on managers to engage in active relationships 

with such groups, even if managers choose to do so. It is noted that the score for non-

governmental organizations ranges between 25% and 42%. 

 

The analysis shows that there is a link between the stakeholder's salience, on the one 

hand, and the type and value of stakeholder attributes, on the other hand. Thus, many 

of the definitive and dominant stakeholders' requirements are met through corporate 

sustainability reporting. On average, stakeholders that possess power have the highest 

scores on salience. They are followed by those who have urgency and legitimacy. In 

addition, many of the requirements of the definitive and dominant stakeholders are 

satisfied through corporate sustainability reporting. The results are similar to those 

obtained by Parent and Deephouse (2007), which demonstrated that the more attributes 

stakeholders, the salience is higher. 

 

4. Conclusions  
 

In the context in which environmental reporting is a major challenge for accounting 

practice and research, our study investigates to what extent stakeholder salience 

influences how different stakeholder categories are represented in the sustainability 

reports. In order to achieve this, we proceeded to content analysis accompanied by an 

interpretive analysis for a sample of entities from energy sector. First of all, we set up 

a general list of stakeholders mainly based on the requirements of GRI guidelines. We 

then analyzed the sustainability reports of the entities in the sample to determine the 

stakeholder attributes in agreement with the conceptual framework of Mitchell et al. 

(1997). We determined the stakeholders’ typology and the level of salience by assessing 

the degree to which managers prioritize stakeholders’ requirements when formulating 

corporate sustainability reports. In this study, we did not intend to judge corporate 

sustainability reporting for sample entities, nor to describe how they managed the 

divergent interests of stakeholders, but only to understand the variables that determine 

stakeholder salience. 

 

The obtained results allow us to conclude that stakeholder salience theory can be used 

to determine which stakeholders’ requirements are likely to be met through corporate 

sustainability reporting. Power, legitimacy and urgency appear as valuable hints for 

stakeholder salience. Thus, power is considered a highly relevant attribute for the 

managers of the entities in our sample. Then is legitimacy, which is considered a key 

factor in determining whether an individual or a group is recognized as a stakeholder 

by the entity, and on the last place is the urgency. Given that all entities in the sample 

have applied GRI, we believe that the differences in stakeholder salience and 

sustainability reports are related to the managers’ perceptions of the entities rather than 

to the external reporting guidelines applied. 

 

We consider that the extent to which these results can be generalized is low given the 

small number of entities included in the sample and the relatively subjective nature of 

the assessments made in accordance with the chosen research method. There is much 

scope for further research in this area. Thus, the current study could be extended by 
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resorting to a larger sample and by conducting a multiple financial exercise analysis. 

Alternative research methods could also be used, such as conducting interviews with 

different stakeholder categories to test how they perceive organizational activities. 
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Abstract:  
Idea: To examine the potentially controversial role of sustainability reporting in the 

tobacco industry and to see how the selected company reacted to the new EU Directive 

2014/95/EU on non-financial reporting.   

Data: Descriptive narrative sections from annual reports in years 2011 – 2013 prior to 

the approval of the regulation and, in years 2014 – 2016, after the Approval and 

Sustainability report from 2016. The directive should have come into force by the end 

of 2016. 

Tools: Content analysis using a specific coding system based on approaches from the 

CSR system comprising seven main categories.   

What’s new? Key findings: (1) The company was actively preparing for sustainability 

reporting even before the new regulation came into force. (2) The parent company was 

concerned about the impact of its activities on stakeholders including the local 

community. (3) Financial donations became less popular through the years. (4) The 

company states that it cares about the health of its customers, the working environment, 

and the labor conditions of its suppliers. 

So what? Even though the company operates as part of a controversial industry, it is 

trying to convince stakeholders using its reporting style that it is socially and 

environmentally responsible.  

Contribution: We see two effects here: (1) companies in transitional economies copy 

the behaviour of their parents from western countries (2) the parent company has a 

strong influence on reporting and helps create a positive impression of itself with 

various CSR inspired approaches. One campaign titles itself as “The best employer of 

the region”. Despite concerted efforts, there is still a question over genuine credibility. 

 

Keywords: Sustainability report; CSR; content analysis, tobacco industry, local 

community. 

 

1. Introduction  

 

The EU Directive on disclosure of non-financial information and diversity information 

(2014/95/EU) was published at the end of 2014. The European Member States were 

given two years to transpose the EU Directive into national legislation. From reporting 

year 2017, the legal requirements for transparency on non-financial information in 

management reports of large public interest entities came into force. 
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This paper examines the potentially controversial role played by sustainability reporting 

in the tobacco industry. In 1993, as a part of the so-called “large privatization” in the 

Czech Republic, the state-owned tobacco company, Tabak Kutna Hora, was sold to the 

international company, Philip Morris (PMI), an American multinational producer of 

tobacco and cigarettes, founded in 1900.Its products are, currently, sold in over 180 

countries outside the United States. The most recognized, and best-selling, product of 

the company is the well-known Marlboro brand. The company is listed on the NYSE 

and Euronext, and is also traded as a component of the S&P 100 and S&P 500.The 

Czech company, in its current form, was established in 1993 and, historically, 

wastheone of important employers in the Central Bohemian region of Kutna Hora. 

About 6% of the population of the town of Kutna Hora work in the tobacco company, 

although there are also other middle-sized companies in vicinity – machinery, coin-

minting, and chemical works.  

 

As a part of the international company, the Czech tobacco company has been listed on 

the Prague Stock Exchange since its inception in 1993. The company’s reporting is 

prepared according to the rules of its owner and it has a long history. Annual reports 

have been audited by renowned auditors from the ‘Big Four’ and PMI, itself, is listed 

on international stock exchanges worldwide.  

 

In this paper we deal with corporate legitimacy as demonstrated in the annual reports 

of the company comparing two periodsprior to the adoption of EU Directive 

2014/95/EU and the Sustainability report issued by PMI by the end of 2016. We 

consequently compare them, in order to demonstrate how the EU Directive on non-

financial reporting impacted the company’s CSR activities after its adoption. We strive 

to identify the specific features dealing with corporate legitimacy in the narratives of 

annual reports and sustainability report.  

 

Organizational legitimacy was characterized by Suchman (1995), who identifies three 

primary forms of legitimacy: (1) pragmatic, based on audience self-interest; (2) moral, 

based on normative approval: and (3) cognitive, based on comprehensibility and taken-

for-grantedness. Legitimacy is closely linked with Social Responsibility. This was 

defined much earlier, by Bowman (1953) and, subsequently, by Carroll (1977, 1991 

and 1998), as having four elements: the economic, legal, ethical and philanthropic 

responsibilities (to be a good citizen). 

 

To further understand the issue of legitimacy in the tobacco industry, we will provide 

an overview of stakeholders in concern and how they are impacted. Generally, the main 

stakeholders are company employees, company customers and the environment. 

Controversial industries need to implement CSR in their reporting in the form of a 

sustainability report or in the form of a dedicated section incorporated into their annual 

report. According to EU Directive 2014/95/EU, companies have to disclose relevant 

information on policies, risks, and results in regard to environmental, social, and 

employee-related matters as well as human rights, anti-corruption, bribery, and the 

diversity of the boards of directors.  

This paper is structured as follows: Part one was the introduction. Part two summarizes 

previous literature and the characteristics of the used methodology in the field from 

three perspectives – CSR in the tobacco industry, literature on issues of non-financial 

reporting and literature on the used method - content analysis. Part three provides 
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empirical analysis and findings. Part four contains the discussion and part five presents 

the conclusions, reservations, and implications for further studies.  

 

2. Previous literature and used methodology 
 

2.1. Literature on CSR in the tobacco industry  

 

This issue was discussed by many authors from different perspectives. Among others, 

e.g. Moerman & Van Der Laan (2005), examine the process of social reporting, in 

publicly available documents, in British American Tobacco through a legitimacy 

perspective. The authors imply that such reporting can be used as a proactive 

management strategy. A study by Palazzo & Richter (2005) concentrated on the notion 

whether tobacco companies can position themselves as good corporate citizens. The 

authors revealed that that, in the tobacco industry, the approach to CSR must be much 

thinner and it has to be conceptualized with a focus on transactional integrity across the 

tobacco supply chain.  

 

A further study by Cain, Jo & Pan (2012) revealed a positive relation between CSR 

engagement and firm value, stating that the top management of US firms in 

controversial industries considers social responsibility as important even though their 

products are harmful to human beings. Hirschhorn (2004) examined the practices of the 

world’s two largest tobacco producers from the company’s own perspective examining 

its own behaviour and reflected on whether marketing tobacco is antithetical to social 

responsibility. 

 

Authors Jo & Na (2012) claimed that CSR in tobacco companies brings many 

controversies which impact their credibility. Therefore, companies try make up for this 

feature and improve their name in different ways like working for the local community 

or providing funding for various activities, which can, sometimes, be considered as a 

window dressing activity. 

 

2.2. Literature on non-financial reporting  

 

Non-financial reporting represents the result of companies’ thoughts about what CSR 

is, its importance, and about how it can be shared with stakeholders (Perrini, 2006). The 

shift in thinking of professional investors to greater detail for nonfinancial and 

governance information has been confirmed by many researchers (Cohen et al., 2015; 

Khan et al., 2016; Chen L. et al.; 2016 and others). Ex ante analysis of the envisaged 

reaction of Polish and Romanian companies to introduction of this EU Directive was 

performed by Dumitru, Dyduch, Gușe and Krasodomska (2017). This study has 

provided an analysis of special conditions in two transitional economies. 

 

Issues of reporting, including those related to competition aspects are provided by 

MacGregor Pelikánová (2017). The link to legitimacy was previously analysed by 

Beelitz and Merkl-Davies (2012), looking at the nuclear energy sector. A study of 

reporting in several groups of controversial industries in companies listed on the DAX 

30, in Germany, was performed by Kilian and Hennigs (2014), who used a 

combination of content analysis and econometric methods. 

 

2.3. Literature on the used methodology  
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The basic idea of our methodology is to use content analysis, adopting the approach of 

Kilian and Hennigs (2014). With regards to coding, similar decision rules were applied. 

The analysis was divided into seven main categories, encompassing activities related 

to CSR, as well as the company’s philosophy and motives. However, the format of the 

analysis differs as we concentrate only on one company and use the case study 

methodology. Therefore, we go deeper into the features of the company and do not 

perform statistical analysis using econometric data. We have divided our sample of 

investigation into two periods – the years 2011, 2012 and 2013 – i.e. the periodbefore 

the EU directive on non-financial reporting was published and, subsequently, the years 

2014, 2015 and 2016 – after it was published. Furthermore, we also provide content 

analysis of the Sustainability Report from 2016.  

The EU directive was supposed to come into force in 2017, but we assume that 

corporations envisaging the implementations of such a norm started their preparations 

for the new requirements earlier than in 2017 and this effort should be reflected in their 

reporting prior to 2017. An additional argument for more timely preparation, in our 

particular case, was that the parent company, Philip Morris, started its preparation in 

2011. Furthermore, the parent company, Philip Morris, is a well-known American 

industrial company operating in a sensitive sector with over 120 years of history. Thus, 

it can be assumed, that the legitimacy aspects of CSR reporting would be stressed even 

more. 

Similar approaches to content analysis have been taken by several other researchers. 

One such study aims to examine the reporting practices of Romanian companies for 

corporate governance disclosures (Gîrbină, Albu, and Albu, 2011). The subjects of the 

research were 26 entities listed on the Bucharest Stock Exchange (BSE), and the 

analyzed information was taken from their annual reports, official websites, and BSE’s 

website. First of all, the findings reveal that the requirements for Corporate Governance 

disclosure are inconsistent, resulting in companies avoiding disclosing certain 

information. Due to this inconsistency, there are also variations in the levels of 

disclosure of the analyzed companies. Another finding, consistent with the results of 

other studies, is that managers are not as willing to disclose voluntary information as 

compared to mandatory information. Moreover, the disclosed information comes rather 

at low levels andis scarcely compliant with the requirements. Managers are also less 

inclined to share information about CSR auditing than about other CG aspects. While 

most of the companies stated they had a policy and performed specific actions regarding 

CSR, the descriptions provided given were not so sufficient. 

Another study in the field with the use of content analysis sets out to evaluate the 

perspectives of environmental accounting, in Romania, by performing a content 

analysis of various reports (annual, financial, environmental, etc.) of 50 BSE-listed 

companies. The results of the research reveal an environmental management system as 

the most frequent category of information disclosed. The majority of the analyzed 

companies, (80%), also provided information on environmental and sustainable 

development policies. Monitoring environmental elements and information on 

pollution were each discussed by 50% of the companies. Overall, environmental 

reporting, in Romania, is at a rather low level, which could be explained by it being a 

voluntary initiative. However, since joining the EU, environmental issues are being 

increasingly considered by managers, and even taken as an essential part of the 

company’s strategy (Diaconeasa and Mărgărit Stănescu, 2012). 
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To observe how the post-privatization behaviour of companies, and the increasing need 

for legitimacy, are translated into corporate annual reports, a study was conducted on 

Petrom, a privatized Romanian oil company. The company was operating in an 

environment of global insecurity, a changing political system, and an increasing fight 

against corruption. These, and the issue of privatization, have led to a severe need for 

the company to legitimate itself. Three consecutive annual reports in the post-

privatization period were analyzed, and a bigger focus on moral legitimacy was found. 

Issues related to the environment, the community, and employees’ health and safety 

were discussed more, although, pragmatic and cognitive legitimacy still prevailed. The 

findings also reveal that, in an attempt to enhance its image, the company enhanced its 

community involvement. Thus, this study provides an interesting insight by analyzing 

the legitimacy theory in the context of an unstable environment (Ioan and Sandu, 2009). 

 

3. Empirical analysis and findings 

 
The results of our content analysis examining the sustainability reporting and its 

legitimacy are summarized in Table 1, for the first period of examination, and in Table 

2, for the second period. Additionally, Table 3 illustrates the findings from the 

company’s stand-alone Sustainability Report, published in 2016. 

Table 1. Codings from the first period: Philip Morris, Annual Reports 2011–2013 

Main 

category 

First 

subcategory 

Coding example No of 

codings 

Rank 

Stated 

philosophy 

towards 

CSR 

Environmental 

responsibility 

(2011- 2; 2012- 

0; 2013- 2) 

4 codings 

“At PMI, we focus our environmental 

sustainability efforts in three key areas, as 

shown below, and have set measurable 

goals for each that will help us reduce our 

impact on the world around us.” (2013, p. 

7) 

4  

Social 

responsibility 

(2011- 2; 2012- 

1; 2013- 2) 

5 codings 

“We support programs that help make a 

difference in communities where our 

employees live and work, as well as in 

farming communities where we source 

tobacco.” (2012, p. 17) - (“Contributions”: 

2011 – p. 13; 2012 – p. 17; 2013 – p. 7) 

5  

 

CSR 

motives 

Performance-

driven (2011- 

1) 

1 coding 

“Reducing our impact on the environment 

in a sustainable manner and protecting our 

workforce are not only the right things to 

do, but may also contribute positively to our 

future business performance.” (2011, p. 5) 

1  

Stakeholder-

driven 

N/A   

Value-driven 

1 coding 

“Contributing to the community is part of 

our culture.” (2011, p. 13) 
1  

CSR-related 

internal 

activities 

Organizational 

activities 

(2011-1; 2012-

1; 2013-1) 

3 codings 

“To this end, in 2011, we initiated the 

rollout of our Agricultural Labor Practices 

code to improve conditions for workers on 

farms where tobacco is purchased for PMI 

products.” (2011,  p. 4) 

3  

Products & 

production 

“One of the top priorities of our research 

efforts is the development of a portfolio of 

innovative Next Generation Products 

9 4 
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Main 

category 

First 

subcategory 

Coding example No of 

codings 

Rank 

(2011-1; 2012 -

1; 2013- 1) 

3 codings 

(NGPs) that have the potential to reduce the 

risk of smoking-related diseases in 

comparison to conventional cigarettes.” 

(2011, p. 6) 

Activities in 

HR 

management 

(2011-3;2012- 

2; 2013- 4) 

9 codings 

“This includes setting additional principles 

and standards for working conditions on 

tobacco farms, tailored training programs 

and regular external assessments to monitor 

the progress we, our suppliers, and farmers 

make.” (2012, p. 35) 

9 4 

CSR-related 

activities 

towards 

suppliers 

Guidelines 

(2011- 2; 2012-

1; 2013- 0) 

3 codings 

“Implementation of our GAP guidelines is 

compulsory for all our tobacco suppliers 

and includes labor policies preventing child 

labor or forced labor.” (2011, p. 4) 

3  

Others N/A   

CSR-related 

activities 

towards 

society 

CSR-related 

reports 
N/A   

Neighbourhood 

projects 

(2011-6; 2012-

6; 2013-3) 

15 codings 

“The integrated efforts of our contributions, 

sustainable tobacco production programs 

and labour initiatives serve to improve the 

livelihoods of communities around the 

world.”(2013, p. 7) 

15 3 

Corporate 

donations, 

sponsoring 

and  

 

charitable 

activities 

Education & 

research 

(2011-3; 2012-

3; 2013-0) 

6 codings 

Programs range from building and 

renovating schools to scholarships and 

training for teachers.” (2012, p. 17) 

6  

Sports & culture N/A   

Social issues 

(2011-9; 2012-

10; 2013-2) 

21 codings 

“Domestic violence has a significant impact 

on families and communities around the 

world and has been one of our main giving 

areas for several decades.” (2012, p. 17) 

21 2 

Environmental 

issues (2011- 2; 

2012- 2; 2013- 

1) 

5 codings 

“These include a variety of innovative 

programs to protect and enhance natural 

resources, such as reforesting the land, 

providing clean water and ensuring food 

security for families.” (2012, p. 17) 

5  

CSR-related 

co-

operations 

Total no of 

codings 

With other 

companies 
N/A   

With non-

profit 

organizations 

(2011- 9; 2012- 

9; 2013- 4)  

22 codings 

“We continue to work with the American 

Chamber Foundation Philippines Inc. and 

local non-governmental organizations, such 

as the Philippine Red Cross, to help restore 

livelihoods and rebuild the affected areas.” 

(2013, p. 7) 

22 1 

Total no. of codings 98  

(Source: Own findings organized according to Kilian and Hennigs (2014)) 

 

According to our findings, in the first period thegreatest attention was devoted to CSR-

related co-operations in terms of work with non-profit organizations (22 codings). 

Subsequently, the attention was devoted tocorporate donations, sponsoring and 

“charitable activities” in terms of Social issues (21 codings). And, thirdly, the CSR-
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related activities towards society, in particular Neighbourhood projects (15 codings). 

The company is concerned with projecting a positive picture to its stakeholders with 

regard to external and internal working environments. CSR-related internal activities, 

products & production and HR management are on the fourth place. 

 
Table 2. Codings from the second period of investigation: Annual Reports 2014 – 

2016 

Main 

category 

First 

subcategory 

Coding example No of 

codings 

Rank 

Stated 

philosophy 

towards 

CSR 

Environmental 

responsibility 

(2014-1;2015 

-1; 2016-1) 

3 codings 

“We will continue to manage our 

environmental performance 

responsibly and reduce the impact 

that we have on the environment.” 

(2014, p. 7) 

3  

Social 

responsibility 

(2014-2; 2015 

-0; 2016- 0) 

2 codings 

“PMI is committed to addressing 

critical societal issues around the 

world.” (2014, p. 7) 

2  

CSR 

motives 

Performance-

driven 
N/A   

Stakeholder-

driven 
N/A   

Value-driven N/A   

CSR-

related 

internal 

activities 

Organizational 

activities 

(2014- 2; 2015- 

1; 2016- 1) 

4 codings 

“We also continued the 

implementation of our Agricultural 

Labour Practices Program to 

eliminate child labour and other 

labour and human rights abuses in 

our tobacco-growing supply chain.” 

(2015, p. 5) 

4 2 

Products & 

production 

(2014-2; 2015- 

1; 2016-1) 

4 codings 

“Reduced-Risk Products (RRPs) is 

the term the company uses to refer to 

products with the potential to reduce 

individual risk and population harm in 

comparison to smoking cigarettes.” 

(2015, p. 1) 

4 2 

Activities in 

HR 

management 

(2014-1; 2015- 

1; 2016-1) 

3 codings 

While we still have more to do, our 

ambition to improve gender diversity 

is yielding positive results, with the 

percentage of women hired and 

promoted by PMI increasing in 

2016.” (2016, p. 3) 

3 3 

CSR-

related 

activities 

towards 

suppliers 

Guidelines N/A   

Others N/A   

CSR-

related 

activities 

towards 

society 

CSR-related 

reports (2016-

2) 

2 codings 

“Last year, we published our first 

communication on progress to the 

United Nations Global Compact, 

reporting comprehensively on our                  

sustainability practices across 

2  
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Main 

category 

First 

subcategory 

Coding example No of 

codings 

Rank 

human rights, labour rights, 

environment and anti-corruption.” 

(2016, p. 3) 

Neighbourhood  

Projects (2014- 

3) 

 

3 codings 

“PMI is committed to addressing 

critical societal issues around the 

world. Our programs primarily 

focus on access to education, 

providing economic opportunity, 

empowering women and disaster 

relief.” (2014, p. 7) 

3  

Corporate 

donations, 

sponsoring 

and 

charitable 

activities 

Education & 

research 

(2014- 3) 

 

3 codings 

“PMI partnered with Nocetum 

Social Cooperative in Milan to 

provide the training and skills that 

help empower immigrant women in 

vulnerable situations to become 

self-sufficient.” (2014, p. 7) 

  

Sports & 

culture 

N/A   

Social issues 

(2014- 3) 

 

3 codings 

“We have an almost 60-year history 

of supporting communities where 

we do business, and our 

commitment has never been 

stronger than it is today. In 2014, we 

gave a total of approximately $31 

million to more than 210 non-profit 

organizations around the world.” 

(2014, p. 7) 

3 3 

Environmental 

issues (2014- 2) 

2 codings 

Disaster relief, clean water (2014, p. 

7) 
5  

CSR-

related co-

operations 

Total no of 

codings 

With other 

companies 
N/A   

With non-profit 

organizations 

(2014-6; 2015 

-3; 2016- 2) 

 

11 codings 

“In 2009, our Colombian 

subsidiaries entered into an 

Investment and Cooperation 

Agreement with the national and 

regional governments of Colombia 

to promote investment in, and 

cooperation on, anti-contraband and 

anti-counterfeit efforts.” (2016, p. 

40) 

11 1 

Total no. of codings 40  

(Source: Own findings organized according to Kilian and Hennigs (2014)) 

Surprisingly, there are less codings in the second period than in the first one (40 in total 

in contrast to 98 in the precious period) even though one might expect a higher level of 

codings because of the approaching legal enforcement of the EU directive 2014/95/EU 

on non-financial reporting. The emphasis in reporting also changed: the more 

concentratedissuesare now in regard to corporate donations, sponsoring and charitable 

activities – in terms of cooperation with non-profit related organizations (11 codings). 

CSR-related internal activities, in terms of organizational activities and products & 
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production activities are in second place (4 codings each). Third place is jointly 

occupied by social issues and education & research in terms ofcorporate donations, 

sponsoring and charitable and CSR-related activities towards society in terms of 

support of neighborhood projects (3 codings each). As we can see the importance of 

issues is changing  

Furthermore, as of 2016, Philip Morris prepares and publishes a standalone 

Sustainability Report covering many more aspects, which would be worth deeper 

investigation. On a general level, it covers issues such as approach to sustainability, 

ambition for a smoke-free future and acting with integrity. In regard to structure, the 

report deals with (1) Own approach to sustainability in the introduction (10 pages); (2) 

Need for business transformation (20 pages), and (3) Strengthening sustainability 

fundamentals (67 pages). Additional information is provided on Cautionary Statements, 

Business Transformation Metrics – Independent Assurance Report (69 pages). Content 

analysis is provided in Table 3. 

 

Table 3. Codings from the Sustainability Report, 2016 

Main 

category 

First subcategory Coding example No of 

codings 

Rank 

Stated 

philosophy 

towards CSR 

Environmental 

responsibility 

 4 codings 

“We seek to embed the UNGC 

Principles into our day-to-day 

work and to continuously 

improve our understanding, 

management and performance 

regarding our environmental 

and social impacts.”     (p. 5) 

4  

Social responsibility 

3 codings 

“We take our role seriously and 

are working with our business 

partners to proactively identify, 

manage and reduce risks, create 

mutual value and have a 

positive impact on the wider 

com-munities from which we 

source.” (p. 47) 

3  

CSR motives 

Performance-driven 

3 codings 

“We believe that doing business 

with integrity and preventing 

unlawful and unethical 

behaviour is essential to our 

long-term success” (p. 30) 

3  

Stakeholder-driven 

2 codings 

“We continuously strive to 

ensure that our policies 

highlight and foster respect of 

human rights of all rights-

holders, including consumers, 

employees, workers in our 

supply chain and our 

downstream value chain, and 

the communities in which we 

operate.”(p. 38) 

2  

Value-driven 

4 codings 

“Our Compliance Program and 

our culture of ethical business 

conduct provide a strong 

foundation for our 

4  
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Main 

category 

First subcategory Coding example No of 

codings 

Rank 

commitments as we transform 

our business” (p. 30) 

CSR-related 

internal 

activities 

Organizational activities 

14 codings 

“Our Chief Compliance Officer 

oversees the application of our 

Compliance Program, and 

adherence to our Principles and 

Practices is monitored by our 

Internal Controls function along 

with our independent Corporate 

Audit department, which 

reports directly to the Audit 

Committee of the Board of 

Directors.” (p. 31) 

14 2 

Products & production 

6 codings 

“Our continued recognition of 

the health impacts of our 

products and the prioritization 

and investment in reducing or 

eliminating those impacts 

through innovation and 

development of products that 

can substantially reduce 

individual risk and population 

harm when compared to 

cigarettes.” (p. 5) 

6  

Activities in HR 

management 

17 codings 

“Our priority is to be a top 

employer and to attract, 

support, and retain people from 

every part of the globe – 

regardless of race, ethnicity, 

age, gender, …” (p. 40) 

17 1 

CSR-related 

activities 

towards 

suppliers 

Guidelines 

12 codings 

“They complement our existing 

programs in our agricultural 

supply chain (our Good 

Agricultural Practices (GAP) 

and Agricultural Labour 

Practices (ALP) programs and 

set process and performance 

requirements for all suppliers 

doing business with PMI.” (p. 

47) 

12 3 

Others N/A   

CSR-related 

activities 

towards 

society 

CSR-related reports 

1 coding 

“The results of these CU 

assessments are disclosed 

publicly in a detailed report, 

which also includes the action 

plans of our affiliates and 

suppliers to address identified 

issues.” (p. 51) 

1  

Neighbourhoodprojects 

7 codings 

“…the existing community 

program offering after-school 

activities was expanded to 

reach three cities and six 

7  
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Main 

category 

First subcategory Coding example No of 

codings 

Rank 

villages in the Aegean region.” 

(p. 52)  

Corporate 

donations, 

sponsoring 

and charitable 

activities 

Education & research 

6 codings 

“Other programs aimed at 

eliminating child labour include 

high school scholarships in 

tobacco-growing communities” 

(p. 54) 

6  

Sports & culture N/A   

Social issues 

2 codings 

“The PMI IMPACT Expert 

Council selected 32 projects for 

funding in the initiative’s first 

round, which focused on 

tackling illegal trade and related 

crimes in the European Union.” 

(p. 34) 

2  

Environmental issues 

1 coding 

“… we will also increase the use 

of sustainable curing fuel 

sources by developing 

reforestation programs.” (p. 60) 

1  

CSR- related 

co-

operations 

With other companies 

1 coding 

“In 2016, PMI signed a joint 

Declaration of Intent to Prevent 

the Maritime Transportation of 

Counterfeit Goods together 

with eight other global brand 

owners and five of the world’s 

largest shipping companies – 

the first of its kind.” (p. 35) 

1  

With non-profit 

organizations 

9 codings   

“In 2016, PMI engaged the 

Danish Institute for Human 

Rights (DIHR) to conduct a 

high-level, company-wide 

human rights risk mapping and 

gap analysis.” (p. 39) 

9  

Total no. of codings 92  

(Source: Own findings organized according to Kilian and Hennigs (2014)) 

There are 92 codings in total in the sustainability report. The most frequent were the 

codings on HRactivities (17 codings), the second pace is devoted to organizational 

activities (14 codings), and the third most important was guidelines – activities related 

to suppliers (12 coding). SincePMI cares the most about its employeesthe company has 

also earned the title of the best employer in the region. This shift on CSR activities is 

most visible from the extent of the relevant chapter in the Sustainability report. 

The Sustainability report from 2016 demonstrates a CSR approach which is not very 

consistent with the codings from the 2014-2016 annual reports. There is a clear change 

of strategy in corporate donations and charitable activities, which has decreased from 

2014 to 2016.  

Moreover, there is visible a steep increase in internal organization activities following 

the introduction of the EU directive, jumping from 4 codings in the 2014-2016 annual 

reports, to 14 codings in the 2016 sustainability report. This indicates that there is a 
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stronger emphasis on moral legitimacy, by establishing control bodies to be in charge 

of the process outcomes.  

Education and research has also doubled in the number of codings. This is likely 

relating to a product-development focus of pragmatic legitimacy, also reflecting 

innovations in the market and the increasing size of the segment concerned with health-

related effects of smoking.  

 

4. Discussion 
 

The two periods are distinct because of the different stress on reported corporate 

responsibility. One of the more significant changes in the annual reports started in 2015, 

when the section called “Contributions” was removed. This was the section most 

dedicated to the company’s CSR-related activities. It is, subsequently, the primary 

reason the second half of the annual reports have fewer codings.  

 

The shortage of codings in the 2015 and 2016 annual reports is compensated by codings 

in the 2016 Sustainability Report. Since the report is solely focused on sustainability, 

issues of environmental responsibility and the health of PMI customers, it comes as no 

surprise that it contains a large number of codings in all categories. Out of the seven 

categories, CSR-related internal activities were mentioned the most, specifically, 

activities in HR management, and organizational activities. The next section receiving 

the most codings is guidelines, in the category of CSR-related activities towards 

suppliers. 

 

During the performance of the content analysis, we sensed a need for an additional 

category. The company’s reports mentioned specific actions undertaken with the aim 

of reducing environmental impact, reducing water use, etc. Such codings go beyond the 

“stated philosophy towards CSR”, yet do not fit into the “corporate donations, 

sponsoring, and charitables” category. 

 

Based on its Sustainability report from 2016, Philip Morris International utilizes a 

combination of all forms of legitimacy as identified by Suchman: pragmatic, moral, and 

cognitive. Cognitive legitimacy stands for measures that are dictated to be necessary 

and inevitable by the society (Suchman, 1995). The fields of CSR in which tobacco 

industries worldwide have been the most involved in, in the past years, include human 

rights, labour practices, and the environment (Hirschhorn, 2004), which will be 

demonstrated to be strongly in line with the CSR practices adopted by PMI. 

 

The line between cognitive and moral legitimacy, which can be defined as doing the 

proper thing, in general, gets easily blurred (Suchman, 1995). Often what is dictated as 

inevitable by the society is, at the same time, perceived to be moral. Therefore, the 

moral aspects of legitimacy, in the case of PMI, include human rights, labour practices 

(e.g. slave labour is considered to be both immoral and condemned by the society), and 

environmental protection. Moreover, moral legitimacy also includes the output measure 

that ensures the proper carrying out of required actions, e.g. the presence of a 

compliance department, or a quota on the minimum of women in management roles 

(Sustainability report 2016).  
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Pragmatic legitimacy takes on a very interesting form in the controversial industry of 

tobacco production. Suchman defines this legitimacy as a means of helping the 

stakeholders to see the organization as legitimate, because they benefit from what the 

company offers (Suchman 1995). In this case, PMI is building its pragmatic legitimacy 

by investing in new product development, in particular, into sophisticated electronic 

cigarettes (e.g. IQOS), which providethe smoker, who wants to quit, with a healthier 

alternative to regular cigarettes. The investment into these heating devices is especially 

significant in countries with a large population of regular smokers, like Italy or 

Romania, where the investment is twice the size compared to the United States 

(Sustainability report 2016). 

 

5. Conclusion and implications 
 

This study is the first to look into issues of legitimacy and CSR in a controversial 

segment in the economy of the Czech Republic. The analysis of the published annual 

reports of Philip Morris and the PMI Sustainability report shows features that, by 

strivingfor pragmatic legitimacy, attempt to convince stakeholders that the behaviour 

of the company is in line with current levels of common social norms and usual 

behavioural patterns. 

This is evident when examining both the 2014-2016 annual report and the 2016 

Sustainability report, which indicate that PMI fulfils the three types of CSR legitimacy: 

cognitive, pragmatic, and moral. When comparing the period prior to the EU 

Directive’s establishment in 2016, there have been some changes in the CSR approach, 

with a deeper focus on internal organization activities after the introduction of the EU 

Directive, accompanied by an increase in internal organization activities, as well as a 

product-development focus on pragmatic legitimacy, which reflects innovations in the 

market and the increasing size of the segment concerned with the health-related effects 

of smoking.  

Our study contributes to the research stream of analysis of non-financial reporting in 

Central and Eastern Europe, namely, in a controversial industry. The biggest limitation 

of our study comes principally from the used method. Case study methodology 

concentrates, principally, on one company. It is, therefore, difficult to make any 

generalization.  

The analysis of the published annual reports of Philip Morris and the PMI Sustainability 

report show features of a company striving for pragmatic legitimacy that attempts to 

convince stakeholders that the behaviour of the company is in line with current levels 

of common social norms and usual behavioural patterns.  

The biggest limitation of our study comes, principally, from the used method. It is 

obvious that narrative statements possessa wealth of informational content, but their 

analysis is very much affected by the subjective opinion of the researcher in terms of 

data codings and identification of examined features, thus, potentially skewing the 

results and interpretation can be very biased.  

There are many avenues for future studies in this area – it would be worthwhile to 

concentrate on a deeper exploration of nonfinancial reporting – not necessarily only in 

a controversial industry. As to further studies in controversial industries, a different 

methodology could be applied in a similar context. 
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A map of EU28 countries in terms of corporate income tax 

competitiveness. How is Romania positioned? 
 

Andrei Ionuț Hușmana,1 and Petre Brezeanua  
 

a The Bucharest University of Economic Studies, Romania 

 

Abstract: In the context where the taxation at EU level is a subject of very high 

interest and lately the discussions of European decision-makers increasingly focus on 

harmonization at the level of the Union regarding the taxation, whether it is direct or 

indirect, Member States are forced to find various solutions for a fierce fiscal 

competition. In this respect, through our research we aim to identify a fiscal index from 

the perspective of fiscal competitiveness resulting from the analysis of several variables 

related to the corporate income tax at the level of EU28 states. Such variables refer to 

three main categories: tax rates, tax incentives and other related facilities and 

administration and deadlines for the taxpayers. In order to achieve this, we analyzed 

the corporate income tax provisions in the EU28 countries and based on the identified 

index we further defined 4 categories of countries, depending on their level of fiscal 

competitiveness. Further, the results obtained were highlighted by building a map of 

tax competitiveness at EU28 level. In order to collect the necessary information, we 

have used the reports issued by Big Four companies related to the year 2017. The 

results show broadly a distribution of fiscal competitiveness in the sense of its 

increasing from the Western European to the East, highlighting the increased need for 

Eastern European countries to attract investors through more relaxed corporate tax 

systems. Also, a result of the research, we found that Romania is positioned in the third 

category of EU28 countries with increased competitiveness.   

 

Keywords: EU28, taxation, tax competitiveness, corporate income tax, Romania. 

 

1. Introduction 
 

Taxes are part of the society regardless of the different economic, cultural or political 

environments from country to country. Since the corporate income tax (“CIT”) is an 

important part of the budget revenues of each country, the way it is perceived is a reason 

for endless public discussions.  

 

It goes without saying that investors take the investment decision according to the 

economic or political environment of a country, but the country’s fiscal competitiveness 

is decisive. Cross-country competitiveness is decisively affected by the tax burden 

recorded in each case and consequently affects the economy of the common markets of 

the EU. 

 

Despite the fact that in discussion are Member States, this does not require a default 

system of taxation for these countries. On the contrary, each Member State have the 
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choice of building its own tax system. However, several EU tax regulations/guidelines 

should be followed by the EU countries, but the fiscal competitiveness is allowed. 

 

According to Šimović (2007), the tax system in the EU reflects the level of separation 

between economic integration reinforced by the existence of the single market and the 

creation of a stronger policy union.  

 

Therefore, we can observe that no policy/regulation has been issued in order to ensure 

the homogeneity in terms of taxation at the level of EU28 and there does not seem to 

be a reliable measure in the near future through which this will happen (Liapis et al., 

2012). As a consequence, such anarchy in terms of fiscal policy clogs the EU 

integration. Invariably, taxation is the main instrument for EU countries (and not only) 

to manage the budgetary instability by using different elements of taxation as tools of 

fiscal and budgetary policies, but taken into consideration their competitiveness in 

terms of taxation. 

 

As Barrios et al. (2009) showed, as an economic-political tool, the taxation of 

corporates has a significant influence on the location of companies and furthermore, 

this tool directly affects the local and foreign investments.  

 

Given the above, we were motivated to perform certain analysis on the competitiveness 

level of EU28 countries, having the main objective to identify and design an index of 

such competitiveness based on several CIT elements and other related elements. 

Further, the index designed allows us to identify four categories of countries in terms 

of their fiscal competitiveness. In order to achieve this goal, we collected the necessary 

information on corporate taxation matters for the EU28 countries using certain tax 

guides issued by the Big Four consultancy companies for the year 2017. Last but not 

least, we designed a map of EU28 countries based on the competitiveness index 

showing the distribution of such competitiveness categories and what is the position of 

Romania within such map. Moreover, we have highlighted this index in the context of 

percentages of corporate taxes on GDP registered by the EU28 countries. 

 

Another motivation in developing the fiscal competitiveness index and highlighted in a 

EU28 map is represented by the fact that until now (as a far as our research identified) 

no another index and/or map of CIT competitiveness was designed by the researchers. 

We observed that similar studies were performed by the researchers, but using another 

kind of variables/elements and another tools to classify the countries in terms of their 

taxation characteristics, as we presented in the following section (literature review). 

Therefore, our study has an important contribution to the existent literature due to the 

different approach on such subject and, in the same time, our study could represent a 

base for future researches.  

 

The paper is structured as follows. The first section presents and discusses the literature 

background on classification of countries based on their fiscal characteristics and the 

related results. The second section is represented by a description of the research 

methodology used in order to achieve the objectives of the paper. The main section is 

represented by the results and interpretation of the competitiveness index together with 

the map of competitiveness and the highlights of the index in relation with the level of 

corporate taxes (“%CIT on GDP”) registered by the EU28 countries in 2016 (last data 
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available). After that, we presented the position of Romania within such map. The last 

section contains the conclusions and further discussion of this paper. 

 

2. Literature review 
 

The topic of taxation, or more precisely the tax burden is a predilection for researchers, 

but studies on possible classifications by various elements of taxation do not offer a 

very diversified range in compiling an index, most studies being based on clustering. 

Furthermore, EU taxation studies are also subjects of great interest in specialized 

literature.  

 

Several studies (Peeters, 2010, 2011; Munin, 2011) analyze and demonstrate the major 

impact of Member States’ tax systems on transnational competitiveness, which in turn 

has effects on the current economy of the EU. Furthermore, homogeneity at EU level 

is diversified by the differences between Member States’ tax systems (Navez, 2012). 

 

As we already mentioned, the CIT is a tool used by the state authorities to control fiscal 

and budgetary policy (Barrios et al., 2009). Furthermore, various authors (Karagoz, 

2013; Vasiliauskaite and Stankevicius, 2015) argue that in this context the unusual 

aspect is not represented by the methods of expanding earnings abroad to optimize 

corporate tax liability and finding countries with favorable tax treatments, but rather the 

criteria for monitoring the level of general taxation. Many quantitative but also 

qualitative elements co-operate to manage the tax burden of companies and their impact 

is directly reflected through tax structure or indirectly through taxpayer choices and 

behavior (Kubatova and Řihova, 2009). 

 

In order to establish a classification of the EU28 countries, Andrejovska and Hudakova 

(2016) used in their study concepts such as Ward linkage and median linkage and k-

means clustering and fuzzy cluster analysis. For such classification, the authors used 

the following indicators: government budget balance, public debt, tax burden, 

economic performance and effective tax rate. Based on this indicators, the authors 

identified five clusters of countries. The results of the analyses show differences 

between EU28 countries in terms of ratios of development as well as in terms of 

economic policies of the particular countries. Further, the author identified gaps and 

imbalances in determining the CIT, which can be described as a phenomenon of tax 

competition within integration groups. These differences are explained by the authors 

through the country’s macroeconomic situation, tax policies and different tax laws. 

They also stated that there are two blocks of corporate tax convergence levels – between 

the old and the new Member States.  

 

Šimková (2015) performed a study aiming to define clusters of EU27 countries with 

similar tax changes and/or tax burden. Therefore, the author used the econometric 

method named hierarchical clustering and the data for the period 1995-2012. The 

findings of this study showed that in general the last EU acceding countries form a 

group of countries that are trying to attract investors through favorable tax rates and 

low tax burden. The framing in certain clusters can be explained by similarities  

such as historical development, geographic and demographic characteristics. For 

exemplification purposes, the author identified that the Nordic countries (Denmark, 

Sweden and Finland) registered the highest tax burden, while the lowest taxes are 
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registered in Romania, Latvia and Lithuania; in other train of thoughts, Bulgaria, 

Cyprus and Hungary were identified as the most volatile countries. 

 

Velichkov and Stefanova (2017) which analyzed similar differences between EU 

countries’ tax systems performed a similar cluster analysis to that of Šimková (2015). 

As a general rule, the groups resulted based on the cluster analysis comprise countries 

with similar traditions, history, degrees of economic development and countries that are 

close in terms of geographic location. The authors see the degree of economic 

developments as a prerequisite for having similar tax systems. However, despite that 

harmonization at the EU level may be possible in certain fields, the authors’ opinion is 

that it cannot be expected a high convergence as regards the percentage of tax revenue 

on GDP, the types of taxes established as a consequence of the objectives of budgetary 

and fiscal policies.    

 

Liapis et al. (2012) grouped the fiscal regimes of the EU countries into three categories. 

As mentioned in other studies, differences and imbalances between EU countries as a 

result of different structures of tax systems have also been identified.  Another aspect 

identified by Liapis et al. (2012) is represented by the fact that these gaps represent a 

serious regional problem especially of European Monetary Union countries that are 

already governed by a common monetary policy. Tax revenues, GDP and public debts 

registered in the period 2000-2009 reflected a high degree of anarchy among the EU 

countries.   

 

Delgado and Presno (2017) investigated the tax convergence at the level of EU15 

countries based on tax data for the period 1975-2011. Therefore, by focusing on the tax 

burden, they tested the convergence club hypothesis and found sigma convergence in 

all cases, but to different degrees. Also, they identified several clusters in each category 

of convergence clubs.  

 

In other train of thoughts, with relevance for this paper, certain studies were performed 

in terms of transfer pricing competitiveness. Therefore, by building an index of transfer 

pricing strictness at the level of 47 European countries, Neacșu and Feleagă (2017) 

found that the strictness of the transfer pricing regulations decreases from the West 

European countries to those from the East. Furthermore, the countries were mainly 

grouped in categories that reflects a medium level of strictness. As regards Romania, 

the country felt under the category where the regulations are not very strict, but not so 

flexible.  

 

By building an index of transfer pricing strictness at the European countries level based 

on the transfer pricing regulations and the law enforcement mechanism, Marques and 

Pinho (2016) stated that “tightening the transfer pricing framework is capable of 

dissuading multinational companies from shifting profits from higher- to lower-tax 

countries”. Under the period analyzed (2001-2009), the authors found that the index 

computed increased over the period analyzed (2001-2009), reflecting the concern of the 

tax authorities on the related party transactions.  

 

Having in mind several related studies, it is self-evident that, despite the various attempt 

at the level of EU to reach a gradual convergence of the national policies (including the 

fiscal ones), the differences between EU countries in terms of competitiveness (not only 

fiscal, but economical) are expected to persist in the future either close or distant. With 
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a stronger focus on recent debates, the idea of tax harmonization at the EU level appears 

to be impossible. It is clear that this idea would reach a certain level of applicability if 

there is a stronger general economic convergence between Member States.  

 

As a consequence, the fiscal competitiveness at the level of EU countries will further 

represent a subject of great interest for both researchers and practitioners.  

 

3. Research methodology  
 

The main objective of this paper is to obtain an index of competitiveness from the CIT 

perspective (the “index” or the “competitiveness index”) at the EU28 level and to check 

the position of Romania within this group. Therefore, we compared the characteristics 

of each CIT system involved and we compiled such an index that differentiates these 

countries through their fiscal competitiveness.  

 

In order to achieve such objectives, certain phases of study were followed, as presented 

below.  

 

 Phase 1 

 

As a first step of the analysis, we identified the elements that could be used for 

measuring the competitiveness of CIT systems across EU28 countries. Such 

identification was made based on the literature reviewed and the information available 

on the Big Four companies tax guides. The elements taken into account for developing 

the index are presented in section 3.1 below. 

 

 Phase 2 

 

As mentioned on the previous phase, our sample was represented by the EU28 

countries. As such, in the next phase, we gathered the necessary information regarding 

the characteristics of each element selected at previous phase for each country from the 

sample.  

 

As regards the data sources used for gathering the necessary information, we used 

certain tax guides/reports issued by the Big Four companies for the year 2017 as 

follows: 

 

- Worldwide Corporate Tax Guide 2017 issued by Ernst & Young; 

- Worldwide Tax Summaries – Corporate taxes 2017/18 issued by PwC; 

- Worldwide Transfer Pricing Reference Guide 2016/17 issued by Ernst & 

Young. 

 

Our analysis was performed based on these tax guides/reports that contain last available 

information (available started with the year 2017). 

 

The reports/tax guides of Big Four companies’ choice were made based on the fact that 

these contain essential information regarding the CIT characteristics of each country 

and, on the other hand, such information are collected from tax specialists from each 

country analyzed. Therefore, taken into account the proficiency of this reports, we 

assume that the information provided is representative for each EU28 country. 
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 Phase 3  

 

Based on the elements selected and the methodology described in the section 3.1, we 

designed a fiscal competitiveness index. The index computation is presented in the 

section 3.2 below. Afterwards, the values of the index were used to distinguish between 

4 categories of competitiveness (by using interquartile range of the values), as each 

country was included in a certain category.  

 

 Phase 4 

 

After the previous phase, based on the categories obtained, we design a map show the 

distribution of EU28 countries in terms of CIT competitiveness. As a side note, we 

also tried to find a dominant category exists.  

 

In designing such a map, we used the tool available on the website https://mapchart.net/. 

 

 Phase 5 

 

In this phase, we correlated the values of the index with the percentage of corporates 

taxes revenue on GDP in EU28 countries registered in the year 2016 (last year 

available) based on Eurostat data. Even if the index was computed based on information 

applicable for the year 2017 and the Eurostat data is available only for the year 2016, 

the analysis performed is still reliable due to the fact that no major changes in terms of 

CIT were performed during the period 2016-2017. 

 

 Phase 6 

 

Last but not least, in the end, we identified the position of Romania within this group 

and within the map designed. 

 

3.1 Elements taken into account in building the competitiveness index 

 

Before going into details regarding the elements included in the index, table 1 below 

presents the EU28 countries and the related year of joining the EU. 

 

Table 1. EU28 countries as of 31 December 2017 

Country name 

Year of joining the 

EU Country name 

Year of joining the 

EU 

Austria 1995 Italy 1958 

Belgium 1958 Latvia 2004 

Bulgaria 2007 Lithuania 2004 

Croatia 2013 Luxembourg 1958 

Cyprus 2004 Malta 2004 

Czech Republic 2004 Netherlands 1958 

Denmark 1973 Poland 2004 

Estonia 2004 Portugal 1986 

Finland 1995 Romania 2007 

France 1958 Slovak Republic 2004 

Germany 1958 Slovenia 2004 
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Country name 

Year of joining the 

EU Country name 

Year of joining the 

EU 

Greece 1981 Spain 1986 

Hungary 2004 Sweden 1995 

Ireland 1973 United Kingdom 1973 
(Source: Authors’ processing based on EU (2018), EU member countries in brief) 

 

After acknowledging the structure of EU28 countries, table 2 below presents the 

elements included and their indicators used in order to compute the index subject to this 

paper.  

 

Table 2. Elements included in the index 

Category Elements Indicator 

Category I - tax rates 

Standard corporate tax rate e1 adjusted by c1 below = e1
1 

Additional tax rates and/or 

minimum tax payable c1 

Category II - tax 

incentives and other 

facilities 

Special tax regime and/or 

reduced tax rates e2 

Privileges for start-ups e3 

Tax incentives (including 

R&D incentive) e4 

Relief for losses e5 

Interest expenses / Debt-to-

equity rules / thin 

capitalization rules e6 

Category III - 

administration and 

deadlines 

Administration - Deadline 

for submitting the CIT 

return e7 

Group of companies e8 

Statute of limitation e9 

Transfer pricing strictness 

index e10 
(Source: Authors’ processing) 

 

Further, table 3 below present the elements included and the related scoring 

methodology. 

 

Table 3. Elements included in the index and the related scoring methodology 

Indicator Scoring methodology 

e1 adjusted by 

c1 below = e1
1 

After designing an interquartile range based on the CIT rates 

registered at the level of EU28, we give the related score for each 

country from 1 to 5 points. The processes can be found in the 

Appendices of this paper. 

Moreover, the indicator was adjusted based on the c1 provisions 

mentioned next. 

c1 

The e1 was adjusted based on the c1 indicator as follows. If there 

were additional tax rates or additional/minimum CIT payable 

provided for a country, we adjusted the previous indicator by 

dropping it with 10%. If both situations were registered, the 

previous indicator was dropped with 20%. 
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Indicator Scoring methodology 

e2 

According to the importance and the variety regarding the special 

tax regime and/or reduced tax rates, we give the related score from 

1 to 5 points as these two aspects increased. 

e3 

As at the previous indicator, we have taken into consideration the 

importance and variety of the privileges for start-ups, having the 

same scoring methodology. 

e4 

As regards the tax incentives (including R&D incentive) indicator, 

we have taken into account the importance, the number and the 

variety of the tax incentives provided by each country, having the 

same scoring methodology.  

e5 

We gave the scores based on the number of years available for the 

losses recovery. We gave 5 points for the countries that do not have 

a limitation of years and decrease with the lowest number of years 

(as can be seen in the Appendices of this paper). 

e6 

Regarding the interest expenses deductibility, in principal EU28 

countries have similar rules and we started from 3 points and 

increasing to 4 or 5 for situations where the deductibility was easily 

allowed. 

e7 

For establishing the related scoring for the Administration - 

Deadline for submitting the CIT return, we taken into account the 

interquartile range of the period between the end of the fiscal year 

and the deadline for submitting the CIT return. The scoring 

methodology may be consulted in the appendices of this paper. 

e8 

For this indicator we observed that, as a general rule no tax 

consolidation is allowed for group of companies, with certain 

exception. Therefore, we started from 3 points (where no group of 

companies was allowed) to 4 and 5 where certain consolidations 

were allowed. 

e9 

For establishing the related scoring for the statute of limitation, we 

taken into account the interquartile range of the period of this 

limitation registered in each country. The scoring methodology 

may be consulted in the appendices of this paper. 

e10 

We have used the index obtained by Neacșu and Feleagă and we 

adapted to the scoring methodology used in this paper. More details 

can be found in the Appendices of this paper. 
(Source: Authors’ processing) 

 

3.2 Index development 

 

Based on the following formula, we develop the fiscal competitiveness index in order 

to further design the EU28 map of competitiveness: 

 

CITCI = e1
1 x pia + {[(e2 + e3 + e4 + e5 + e6) / 5]} x pib + {[(e7 + e8 + e9 + e10) / 4)]} x 

pic 

where: 

CITCI = the index of fiscal competitiveness; 

ei = the score given for the related element included in the computation according to 

table 2 and table 3 above; 
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pi = percentage of importance for each category of elements include in the computation 

according to table 4 below. 

 

The results of this formula for each country reflect the competitiveness of that country. 

Therefore, the higher the value is, the higher the country’s fiscal competitiveness is.  

 

The percentage of importance 

 

In order to reflect in a better way the importance of the elements included, we performed 

a split in terms of percentages of importance between these three categories. Therefore, 

table 4 below presents this split.   

 

Table 4. The percentage of importance of categories on the index 

Category I - 

tax rates 

Category II - tax incentives 

and other facilities 

Category III - administration 

and deadlines 

40% pia 40% pib 20% pic 
Source: Authors’ processing 

 

We strongly believe that the elements from category I and II should be considered as 

the most important ones in order to measure a fiscal competitiveness of a country. Our 

assumption is based also on the fact that these elements are directly reflected in the 

amount of CIT paid by a company.  

 

We took into consideration the percentage of only 20% for the third category of 

elements due to the fact that these elements are more related to the bureaucratic side of 

taxation and are not directly reflected in the CIT paid by a company. 

 

Thus, the final formula obtained is the following: CITCI = e1
1 x 40% + {[(e2 + e3 + e4 

+ e5 + e6) / 5]} x 40% + {[(e7 + e8 + e9 + e10) / 4)]} x 20%. 

 

3.3 Categories of countries according to the index obtained 
 

In our research, the next step is representing by the designing of the categories of 

countries based on the values of the competitiveness index. Therefore, by using the 

quartiles of the values obtained, we defined these 4 categories having the index range 

presented in table 5 below. 

 

Table 5. Categories of countries according to the index range obtained 

Category 
Index range 

From To 

Category 1 1.93 2.2949 

Category 2 2.2950 2.5599 

Category 3 2.5600 2.9999 

Category 4 3 3.88 
(Source: Authors’ processing) 

 

Category 1 represents the least competitive category of countries, while category 4 

represents the highest fiscal competitive category. 

 

3.4 Research methodology of other analysis 
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After developing and debating the results of the index, we will perform a correlation 

analysis between the level of the index and the percentage of corporates taxes on GPD 

registered by the EU28 countries in the year 2016. In order to perform such analysis, 

we used the statistical data provided by Eurostat and the methodology stated by 

European Commission (2017). 

 

All the processes mentioned above were performed by using Microsoft Office Excel. 

 

4. Fiscal competitiveness index – results and interpretations 
 

All the processes and computations regarding the fiscal competitiveness index are 

presented in the Appendix 1.  

 

4.1 Categories of countries based on the values of fiscal competitiveness index 

 

Thus, the results of the abovementioned processes let us to frame each country in a 

category as mentioned at point 3.3. By using the quartile values of the index levels for 

each country, we concluded the table 6 below: 

 

Table 6. Categories of fiscal competitiveness per countries 

Category 1 Category 2 Category 3 Category 4 

Austria Belgium Croatia Bulgaria 

Estonia Denmark Czech Republic Cyprus 

Finland Greece Luxembourg Germany 

France Netherlands Malta Hungary 

Italy Portugal Poland Ireland 

Slovak Republic Spain Romania Latvia 

  Sweden Slovenia Lithuania 

    United Kingdom   
(Source: Authors’ processing) 

 

As it can be observed, the categories obtained are quite equilibrated due to the 

interquartile values used.  

 

We can observe that the Nordic countries are group in category 1 and 2, showing that 

the tax burden in these countries is quite high and they are not competitive from a CIT 

perspective.  

 

The first two categories are mainly composed of Western countries with developd 

economies, with a few exceptions such as Slovak Republic or even Greece.  

 

The situation of Greece is somewhat surprising given the economic difficulties faced 

by this country during the last period, one can expect a better fiscal competitiveness. 

However, this may reflect the fact that the Greek authorities have used the CIT tool for 

managing the budget imbalances. 

 

Within the leading categories, we can recognize countries that are already known as tax 

heavens such as Cyprus and Malta or even Ireland. However, the categories 3 and 4 are 

formed by a mix of countries, mainly from the East European side, but we can also 
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identify Germany in the category 4; the position of the least that may be considered as 

surprisingly due to its developed economy.  

 

4.2 EU28 map of CIT competitiveness 

 

Figure 1 below presents the EU28 countries map showing the distribution across the 

European territory of fiscal competitiveness index obtained based on the methodology 

chosen.  

 

Figure 1. EU28 map of CIT competitiveness 

 
(Source: Authors’ processing based on the tool available online at https://mapchart.net/) 

 

The main observation that can be made from the figure above is that, as a general rule, 

the level of fiscal competitiveness increases from the West European countries to those 

from the East. 

 

However, as mentioned at point 4.1, there are certain exceptions as Ireland (known for 

its relaxed tax system) and United Kingdom, a country that is currently negotiating its 

exit from the EU.  

 

As regards the differences between fiscal competitiveness in terms of geographic 

location, we can observe the huge differences between the Nordic countries Finland 

and Sweden (with low degree of fiscal competitiveness and the Northern Eastern 

countries Latvia and Lithuania. Such differences may be explained by the fact that these 

latter countries still have the necessity to attract investors (through more relaxed tax 

systems) in order to develop their economy. 

 

4.3 Fiscal competitiveness index and the %CIT on GDP 

 

https://mapchart.net/
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As already mentioned, we also performed a correlation analysis between %CIT on 

GDP. Therefore, figure 2 below presents this correlation.  

 

Figure 2. Correlations between %CIT on GDP and fiscal competitiveness 

 
(Source: Authors’ processing) 

 

By analyzing the figure 2 above, we can distinguish between 3 or even 4 (if we split the 

countries from the right bottom of the figure) main clusters.  

 

Most countries are grouped within the cluster to the left of the figure, showing the trend 

in CIT use and fiscal competitiveness at EU28 level.  

 

In the cluster from the middle of figure are grouped Bulgaria, Latvia, Poland, Romania, 

Slovenia and, surprisingly, Germany. This cluster includes countries that have medium-

to-high fiscal competitiveness but which still record levels of %CIT on GDP relatively 

low compared to the first cluster identified. These differences can be explained either 

by the lack of efficiency of CIT collection to the state budgets, a high level of tax 

evasion or, in a relatively positive way, these can be explained by the fact that these 

countries do not necessarily use the CIT tool for the need for state budget revenues, 

despite the good fiscal competitiveness registered.  

 

The third cluster includes somewhat negative exceptions such as Hungary, Ireland and 

Lithuania, countries with high fiscal competitiveness but an unusual level of %CIT on 

GDP. At the same time, this third cluster also includes countries known for their relaxed 

tax systems: Cyprus, Malta and Luxembourg, which at medium-to-high levels of fiscal 

competitiveness record unusually levels of %CIT on GDP. Further, these facts may be 

translated in an efficiency of the CIT systems. 

 

4.4 How is Romania positioned on the map?  

 

As we have seen above, Romania has fallen into the third category of fiscal 

competitiveness. This is mainly due to the low tax rate of 16%. In comparison, the 

average tax rate at EU28 level is 21% and only 6 of the 28 countries analyzed have a 
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lower tax rate. Another aspect that contributes to placing Romania in this category is 

represented by the good score obtained within the second category of elements included 

in the index. 

 

However, as we have seen in the previous section, Romania is part of a cluster of 

countries that, despite the good level of fiscal competitiveness, has to lose in terms of 

tax revenues collection. 

 

Considering all the above, we consider that the fiscal competitiveness of Romania in 

terms of CIT is very attractive but, in order to be more efficient on tax revenues 

collection, the Romanian authorities should devote their resources and policies to 

finding solutions to increase the level of tax revenues collection and not to impose new 

tax changes.  

 

6. Conclusions 

 
The results show broadly a distribution of fiscal competitiveness in the sense of its 

increasing from the Western European countries to the East ones, highlighting the 

increased need for Eastern European countries to attract investors through more relaxed 

corporate tax systems.  

 

Unusual situations have been identified in the case of Greece, which had a relatively 

low level of competitiveness, or in the case of Germany, which recorded the reverse. 

Such a difference is also explained by the importance of the tax rates in the index 

computed and due to the high tax rate registered by Greece and the low tax rate in case 

of Germany. 

 

Also, a result of the research, we found that Romania is positioned in the third category 

of EU28 countries with increased competitiveness. In the case of Romania, despite the 

good level of fiscal competitiveness registered, the country has to lose in terms of tax 

revenues collection. 

 

This study may also have some limitations, as few elements may be subjectively 

interpreted or because other elements may be considered when computing such an 

index. However, we have focused on available items.  

 

In order to ensure comparability between the results of this paper and those obtained by 

other authors, we noted certain differences. For example, unlike the results obtained by 

Šimková (2015), in our case not all Northern countries fall into the category of countries 

the least attractive from a tax point of view, due to the fact that in our analysis we used 

several elements of CIT and that these Nordic countries have certain tax incentives that 

increase their competitiveness 

 

For countries with the highest fiscal competitiveness, we find Latvia and Lithuania, and 

Romania, even if the latter is in the second category. Romania's positioning compared 

to the study by Šimková (2015) can be explained by the fact that Romania's fiscal 

facilities are not at the same level as those of the first category countries. 
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Unlike other studies, this paper includes complex analyzes to delimit the level of tax 

competitiveness between EU28 countries and has taken into account the essential 

elements that define the competitiveness in terms of CIT. 

 

Given the situation presented above, a future study direction could be represented by 

the extending of this index through the additional elements included or by a similar 

analysis at the level of personal income tax.  

 

The analyzes performed are consistent with the economic realities of the time and so 

we have strong arguments by which we can state that this work is of real interest to the 

literature.  
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Appendix 1. Scoring for category I 
 

Country 

Standard 

corporate 

tax rate 

No. of 

points 

Preliminary 

scoring 

Additional 

tax rates 

and/or 

minimum 

tax payable 

Final 

scoring of 

Category 

I 

Austria 25% 1 0.4 1 0.36 

Belgium 33% 1 0.4 2 0.32 

Bulgaria 10% 4 1.6 0 1.6 

Croatia 18% 3 1.2 0 1.2 

Cyprus 12.50% 4 1.6 0 1.6 

Czech Republic 19% 3 1.2 0 1.2 

Denmark 22% 2 0.8 0 0.8 

Estonia 20% 2 0.8 0 0.8 

Finland 20% 2 0.8 0 0.8 

France 33.33% 1 0.4 1 0.36 

Germany 15% 4 1.6 1 1.44 

Greece 29% 1 0.4 0 0.4 

Hungary 9% 5 2 0 2 

Ireland 12.50% 4 1.6 0 1.6 

Italy 24% 1 0.4 2 0.32 

Latvia 15% 4 1.6 0 1.6 

Lithuania 15% 4 1.6 0 1.6 

Luxembourg 19% 3 1.2 2 0.96 

Malta 35% 1 0.4 0 0.4 

Netherlands 25% 1 0.4 0 0.4 

Poland 19% 3 1.2 0 1.2 

Portugal 21% 2 0.8 1 0.72 

Romania 16% 3 1.2 0 1.2 

Slovak Republic 21% 2 0.8 1 0.72 

Slovenia 19% 3 1.2 0 1.2 

Spain 25% 1 0.4 0 0.4 

Sweden 22% 2 0.8 0 0.8 

United Kingdom 20% 2 0.8 1 0.72 
 

Range Points 

Minimum 9% 5 

Q1 16% 4 

Median 20% 3 

Q3 24% 2 

Maximum 35% 1 
  



 

660 

 

Appendix 2. Scoring for category II 
 

Speci

al tax 

regi

me 

and/o

r 

redu

ced 

tax 

rates 

Privile

ges for 

start-

ups 

Tax 

incenti

ves 

(includ

ing 

R&D 

incenti

ve) 

Reli

ef 

for 

loss

es 

Relief for losses - Limitation 

period 

Interest 

expenses 

- Debt-

to-equity 

rules/Thi

n 

capitaliz

ation 

rules 

Final 

scori

ng of 

categ

ory II 

1 4 2 4 

without the time limit, but with 

the limit of value 3 1.12 

3 4 2 5 without limit 3 1.36 

2 2 2 2 5 years 3 0.88 

3 1 3 2 5 years 3 0.96 

2 1 4 2 5 years 4 1.04 

2 1 2 2 5 years 3 0.8 

2 1 1 5 without limit 3 0.96 

1 1 2 2 

5 years, with an exception of 10 

years 5 0.88 

1 1 1 3 10 years 3 0.72 

3 1 2 4 

without the time limit, but with 

the limit of value 3 1.04 

1 1 2 4 

without the time limit, but with 

the limit of value 3 0.88 

2 2 2 2 5 years 3 0.88 

4 2 5 2 5 years 3 1.28 

2 5 3 1 3 years 4 1.2 

2 2 3 4 

without the time limit, but with 

the limit of value 3 1.12 

1 1 4 4 

without the time limit, but with 

the limit of value 3 1.04 

3 4 3 5 without limit 4 1.52 

3 1 2 5 without limit 5 1.28 

3 4 4 5 without limit 5 1.68 

4 2 4 3 9 years 4 1.36 

3 3 3 2 5 years 3 1.12 

3 2 3 3 12 years, with limit of value 3 1.12 

3 3 3 3 7 years 3 1.2 

2 1 5 1 4 years 3 0.96 

3 1 2 4 

without the time limit, but with 

the limit of value 4 1.12 

2 4 2 4 

without the time limit, but with 

the limit of value 3 1.2 

1 1 1 5 without limit 4 0.96 

2 1 2 5 without limit 3 1.04 
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Appendix 3. Scoring for category III 
 

Administrati

on - Deadline 

for 

submitting 

the CIT 

return 

Administration - 

period 

Group of 

compani

es 

(group 

taxation) 

Statute 

of 

limitatio

n 

Statute 

of 

limitatio

n 

(years) 

Transf

er 

pricing 

index 

Final 

scoring 

for 

categor

y III 

3 4 months 5 3 5 3 0.7 

4 6 months 3 4 3 4 0.75 

1 3 months 3 3 5 4 0.55 

2 4 months 3 1 6 2 0.4 

5 15 months 4 1 6 5 0.75 

1 3 months 3 4 3 5 0.65 

4 6 months 4 3 4.5 2 0.65 

1 

10 days 

(exceptions) 3 4 3 4 0.6 

2 4 months 3 4 3 5 0.7 

1 3 months 5 4 3 3 0.65 

4 5 months  5 4 4 4 0.85 

4 6 months 3 3 5 3 0.65 

3 5 months   3 3 5 3 0.6 

5 9 months 5 4 4 3 0.85 

5 9 months 5 3 5 1 0.7 

1 20 days 3 4 3 4 0.6 

4 6 months 4 3 5 4 0.75 

3 5 months 5 3 5 4 0.75 

5 9 months 5 1 6 5 0.8 

3 5 months 5 3 5 4 0.75 

1 3 months 4 3 5 4 0.6 

3 5 months 5 3 5 2 0.65 

1 3 months 3 3 5 4 0.55 

1 3 months 3 3 5 3 0.5 

1 3 months 3 3 5 2 0.45 

4 6 months 5 4 4 1 0.7 

5 7 months 4 1 6 4 0.7 

5 12 months 4 5 1 2 0.8 

 

Minimum 3.00 1 

Q1 3.00 3.75 

Median 5.00 5.00 

Q3 6.00 5.00 

Maximum 15.00 6 
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Appendix 4. Final scoring 

 

Country Final scoring 

Austria 2.18 

Belgium 2.43 

Bulgaria 3.03 

Croatia 2.56 

Cyprus 3.39 

Czech Republic 2.65 

Denmark 2.41 

Estonia 2.28 

Finland 2.22 

France 2.05 

Germany 3.17 

Greece 1.93 

Hungary 3.88 

Ireland 3.65 

Italy 2.14 

Latvia 3.24 

Lithuania 3.87 

Luxembourg 2.99 

Malta 2.88 

Netherlands 2.51 

Poland 2.92 

Portugal 2.49 

Romania 2.95 

Slovak Republic 2.18 

Slovenia 2.77 

Spain 2.3 

Sweden 2.46 

United Kingdom 2.56 

 

Minimum 1.93 

Q1 2.295 

Median 2.56 

Q3 3 

Maximum 3.88 
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Appendix 5 Transfer pricing index and CIT index scoring 

 

Country 
Index obtained by Neacșu and Feleagă 

(2017) 

Score for CIT 

index 

Austria 2.17 3 

Belgium 1.5 4 

Bulgaria 2.01 4 

Croatia 3.34 2 

Cyprus*  n/a 5 

Czech Republic 1.17 5 

Denmark 3.67 2 

Estonia 2.67 4 

Finland 1.17 5 

France 3 3 

Germany 1.5 4 

Greece 3.17 3 

Hungary 3 3 

Ireland 3 3 

Italy 4 1 

Latvia 1.84 4 

Lithuania 1.34 4 

Luxembourg 2.5 4 

Malta*  n/a 5 

Netherlands 2.17 4 

Poland 2.67 4 

Portugal 3.67 2 

Romania 2.33 4 

Slovak Republic 2.84 3 

Slovenia 3.34 2 

Spain 4 1 

Sweden 1.84 4 

United Kingdom 3.33 2 
*tax heavens – 5 points 

 

Minimum 1.17 

Q1 1.8825 

Median 2.67 

Q3 3.29 

Maximum 4 
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Appendix 6 %CIT on GDP in 2016 for EU28 countries 

 

 

Country %CIT on GDP 

Austria 2.4 

Belgium 3.4 

Bulgaria 2.2 

Croatia 2.2 

Cyprus 5.8 

Czech Republic 3.5 

Denmark 2.7 

Estonia 1.8 

Finland 2.2 

France 2.6 

Germany* 2.4 

Greece 2.5 

Hungary* 1.7 

Ireland 2.7 

Italy 2.1 

Latvia 1.7 

Lithuania 1.6 

Luxembourg 4.6 

Malta 6.5 

Netherlands 3.3 

Poland* 1.8 

Portugal 3.1 

Romania 2.2 

Slovakia 3.5 

Slovenia 1.6 

Spain* 2.4 

Sweden 2.9 

United Kingdom 2.8 

*no data available for 2016, we used the data from European Commission (2017) 
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Abstract: The purpose of this paper is to analyze the link between fiscal and tax 

burden, fiscal relationship between current policy, budgetary expenditure and revenue, 

the total direct tax revenues. In the first part of the paper I presented general concepts 

related to fiscal policy, the approach to fiscal policy from one country to another tax 

competition in the EU strategies and the impact of fiscal policy on the economy in 

general, the connection between taxation as income budgeting and spending. The 

second part highlights the link between fiscal policies and tax burden, theoretical 

aspects related to the tax affordability according to Laffer curve, were analyzed in 

comparison revenues and expenditures in EU and Romania, we analyzed the share of 

direct taxes in total revenues. We built an econometric model based on a simple linear 

regression, the fiscal pressure as dependent variable and independent variable as 

spending. In the last part, there are the conclusions for this work. 

 

Keywords: Fiscal policy, fiscal pressure, direct taxation. 
 

1. Introduction 

 

The differences of fiscal policies from one country to another determine manifestation 

of international tax competition, or in other words, an environment tax strategy, in 

wider terms the lack of cooperation between states, in which each side sets the tax 

system based on fees charged and the need to cover expenses in order to avoid 

imbalances. In other words, tax competition in the EU is a fact, but the EU wants more 

discipline and cooperation among member states and more benefits, giving up as little 

as possible of their sovereign rights in the field of taxation. However, although the tax 

context is coordinated by the EU institutions, each tax jurisdiction sets its tax policies 

in relation to the levels of taxation applied by other countries and their needs. 

 

Two of the most urgent demands of European citizens, both individuals and companies 

are economic stability and social justice. It cannot be achieved sustainable economic 

prosperity while social and market imbalances persist. Also, these imbalances cannot 

be eliminated without an economic environment that supports jobs, economic growth 

and investment policies. 

 

Taxation plays an essential role in achieving these objectives. Fiscal policy has been 

proven to have a major influence on hiring decisions, investment levels and the 

willingness of entrepreneurs to expand. Moreover, the taxation can contribute to 

addressing inequities in society, not only by funding expenditures decisive for social 

mobility, such as education, but also by reducing inequalities came on the market 

through a progressive taxation system, for example, social protection. Therefore, in 
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District 1, Bucharest, Romania, code 010961; tel. (+4 021 3191900). 
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Europe, tax systems must be designed to deliver on the dual objectives of equity and 

growth. Both are equally important and their success depends on their intrinsic 

connection. If one lags behind a negative influence on the other, prevent the overall 

success of reforms. Tax systems are required to be stable also to gain trust from 

taxpayers. This creates confidence that their money will be well used and trust that 

everyone pays their fair share. 

 

Design and reforming tax systems should take place at two levels: national and 

European. Nationally, there is no single approach. Each Member State must find the 

best approach to cover its own needs, challenges and priorities. However, there are 

some general principles that apply in each Member State could consider reforming its 

tax system to make it fairer and more growth-friendly. 

 

Taxation must be both effective and correct. It should provide income to allow 

redistribution and social welfare and public goods provision, but should also support, 

employment, innovation and investments. To achieve this, tax systems therefore must 

be designed to meet the dual objectives of equity and growth. Reforms are needed both 

at national and European level. Although there are variations between Member States 

in many areas of reform appeared to be moving in the right direction. However, there 

is still room to improve both balance and efficiency of tax systems in the EU. 

 

The efficiency of a tax system is influenced both by structure and its implementation. 

An effective system is one that provides jobs, investment, innovation and avoid tax 

induced distortions. An effective system insures income without creating high costs for 

taxpayers or tax administration. Tax reforms can increase efficiency, helping to create 

an environment to support investment and innovation, including for starter companies, 

dynamic, promoting innovation and creating jobs. A coherent and coordinated approach 

to corporate taxation is important to reduce legal uncertainty and distortions of 

competition which companies face today. 

 

In EU is ongoing an action to enhance the accuracy and efficiency of the corporate tax 

measures such as the Action Plan for a system of taxation on profit fair and effective 

EU and relaunch Common consolidated corporate tax base system (CCCTB) - a 

business-friendly system that should deliver simplicity and security needed to attract 

investors and encourage cross-border trade. 

 

At national level, Member States could do more to stimulate investment through tax 

policy reforms. Designing smarter tax systems which facilitates innovation, 

entrepreneurship and access to finance would add to the development of business 

environment suitable for investment in the EU. This includes 1) encouraging alternative 

sources of funding 2) designing tax incentives better for entrepreneurship and 3) 

reduction compliance costs for entrepreneurs, in particular by: a) simplify and reduce 

the tax burden especially for entrepreneurs or for small businesses b) expand the range 

of electronic services and make them available, c) raising awareness, information and 

training of taxpayers to help them comply with tax rules through various channels. 

 

Taxation can enhance stimulation of labor, helps to combat long-term unemployment 

and ensure better redistribution of income. High levels of long-term unemployment and 

youth unemployment remains a legacy of the crisis. The measures taken by some 

Member States to reduce the tax burden on labor and focus on reducing taxes for low- 
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and middle-income people is a positive trend. However, the possibility of transferring 

the tax burden to less harmful growth sources have not been fully explored in all 

Member States. 

 

The fairness of tax systems fights against tax fraud, evasion and is essential to ensure 

fair distribution, and to provide tax revenues for public investment, education, health 

or welfare. Tackling tax fraud can create room to cut taxes for honest taxpayers. At EU 

level, a lot of progress has been made in the fight against tax fraud, increase 

transparency of fiscal decisions and inform tax to ensure joint action to combat abuse 

against most common fiscal evasion schemes most common and European Commission 

Action Plan against VAT evasion. 

 

The cross-border tax evasion, avoidance and integration of Member States' economies 

requires a coordinated approach, not only through European initiatives, but also by 

coordination of national policies. Regardless of the progress made so far, it remains 

important to continue efforts against those who cheat the system. Member States should 

combat fraud and tax evasion, using a coordinated approach across multiple channels. 

A multichannel approach means using IT applications and also in prevention, to make 

modern and computerized tax authorities to prevent and combat evasion, fraud and 

avoidance; better communication and educational measures to promote a culture of 

transparency and tax compliance. 

 

Taxation also plays a role in reducing inequalities and promoting social justice. The 

crisis has shown that our tax systems can be powerful tools to reduce income 

inequalities in the market, especially in some Member States. In the current market 

growing inequality of income tax, it remains important to consider the social impact of 

tax systems in order to achieve the right balance between efficiency and equity. 

 

A well-designed tax system is effective and fair. It is able to raise revenues to finance 

public expenditure, support economic growth, competitiveness and job creation, and 

also allows the desired social redistribution. The "best" structure implies compromises 

and prioritization of needs depending on the circumstances specific to the Member 

States. 

 

The difference between the tax policies from one country to another determine 

manifestation of tax competition internationally, or in other words, a tax context 

strategically within broader lack of cooperation between states in which each side sets 

parameters tax system depending on the fees charged by others. 

 

2. Fiscal policies 
 

Fiscal policy is the use of government spending and taxation one of the tools for 

collecting revenues, their level influencing the economy. If the government decides on 

the goods and services they buy, this influences taxes they collect, all being found in 

that state tax policy. The primary economic impact of any changes in the state budget 

is felt by certain groups, a tax cut for families with children, for example, increase 

disposable income.  

 

Fiscal policy is said to be tight when income is greater than expenses (for example, the 

state budget surplus) and loss or expansionary when expenses are greater than income 
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(e.g. the budget is in deficit). Often, the focus is not on the deficit, but the deficit change. 

Thus, a reduction in the deficit from $ 200 billion to $ 100 billion is said to be tight 

fiscal policy, even if the budget is still in deficit.  

 

 
Figure 1. Revenues and expenditures evolution in the EU – 2007 - 2016;  

(Source: Own representation, using Eurostat data) 

 

The immediate effect of fiscal policy is to change the demand for goods and services. 

A fiscal expansion, for example, increases demand through one of two channels. First, 

if the government increases its purchases but keeps constant taxes directly increase 

demand. Second, if the government cut taxes or increase transfer payments, increase 

households' disposable income, and they will spend more on consumption. This 

increase in consumption will in turn increase aggregate demand. Fiscal policy also 

changes the structure of aggregate demand. When the government runs a deficit, cover 

part of its expenses by issuing bonds. Holding other things constant, an increase in 

taxation will raise interest rates and “banish” some private investment.  

 

In an open economy, fiscal policy also affects the exchange rate and trade balance. If 

an increase in taxation, raising interest rates because government borrowing attract 

foreign capital.  

 

Fiscal policy is an important tool for managing the economy because of its ability to 

affect the total value of output produced, which is GDP. The first step of a fiscal 

expansion is to increase consumption of goods and services. This higher demand leads 

to increases both in production as well as prices. If the economy is in recession, with 

spare capacity and unemployment, the increase in demand will result in most of the 

output of products without changing the price. If the economy is at full employment, 

by contrast, a fiscal expansion will have a greater effect on prices and less impact on 

total production. This ability of fiscal policy to affect output by affecting aggregate 

demand is a potential tool for economic stabilization. In a recession, the government 

can run an expansionary fiscal policy, thereby helping to restore production to its 

normal level and to put the unemployed back to work. During a boom, when inflation 

is seen as a bigger problem than unemployment, the government can run a budget 

surplus, helping to slow down the economy.  

 

38.0

39.0

40.0

41.0

42.0

43.0

44.0

45.0

46.0

47.0

48.0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Revenues and expeditures evolution in EU

Average expediture Average revenues



 

669 

 

Economic and financial crisis that began in 2008 affected all EU countries. In 2009, the 

peak year of the crisis, the EU-27 GDP contracted by 4.2%. However, the depth of the 

crisis differed significantly between Member States - GDP performance in 2009 ranged 

from -18.0% in Latvia, which suffered the deepest decline in the world, to + 1.7% in 

Poland. Budgets have been affected more on spending than on the revenue side. Impact 

of the crisis on public finances was strongest on expenditure than on the revenue side. 

On average 2008 - 2009, contracting revenues contributed only about half a point to 

worsening public deficit.  

 

Unlike monetary policy, fiscal policy in euro area countries remains a national 

competence. Because it is important that the countries taking part in monetary union 

must pursue fiscal discipline and Growth Pact agreed in the Treaty of Maastricht has 

provided a framework for European government for public finances, accompanied by 

tax rules binding. This framework is one of the cornerstones of Economic and Monetary 

Union, and it is vital that Member States comply with the rules for the union to work 

well. This is not an easy thing to choose tax rules across the Union, especially when 

there are such differences between economies, priorities and needs of the public 

between Member States. But also not impossible. Fiscal rules must meet certain criteria 

to be applied in all countries. They must be transparent, so everyone should be able to 

apply, must be flexible to accommodate every economic level and not least they must 

be effective and to determine the best results combination with other policies together.  

 

Two fiscal rules mentioned principal in the Treaty of Maastricht which must be 

observed by all Member States in the European Union are general government deficit, 

which should have a maximum of 3% of GDP and public debt to a maximum level 60% 

of the GDP. It is very important to follow the rules, to get to have a stable economic 

situation, which is favorable to withstand various financial shocks. 

 

3. Fiscal pressure 
 

Fiscal pressure expresses the intensity collected revenues from natural or legal persons 

through taxation. Another term that can be used to express the tax burden is the level 

of taxation. Fiscal pressure can be interpreted:  

 

1) In terms of tax burden taxpayers expresses the level in which taxpayer bear the tax 

burden established by law. The size of the tax burden in this case shows that the 

percentage of income that is taxable matter will be withdrawn for general needs of 

society. Increasing the tax burden coefficient indicates a relative increase in levies to 

the state budget and, respectively, a relative reduction in the disposable income of the 

taxpayer.  

 

2) From the perspective of state tax collector, the size of the tax burden shows what 

part of the national income created by economic agents (individuals and businesses) 

can be considered as budget revenue by way of taxation. For the state, increasing the 

burden signifies an improvement of the financing of public expenditure, while a 

decrease in the tax burden affects the budget deficit.  

 

To determine the tax burden, the state conducts fiscal policy objectives, which defines 

the main directions of economic and social influence. The effects of tax burden: 

 Economic impacts; 
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 Social effects. 

 

 

Economic effects occur in the aggregate demand changes in society and the individual. 

At the aggregate level, increasing the burden leads to reduced global demand by taking 

a greater share of nominal income to the state. Overall demand for goods for private 

consumption is to some extent offset by increased consumption of public goods. 

Conversely, lowering the tax burden is due to nominal income increasing the share left 

to the operators, which increases demand for private goods. These effects are taken into 

account when preparing the fiscal policy, namely: economic recovery will reduce the 

tax burden and to curb inflationary phenomena will increase the tax burden. It should 

be borne in mind that the tax burden in terms of handling the needs of financing the 

budget deficit has restrictions described Laffer curve, namely: there is an optimal level 

of tax burden, the budget incomes are maximized. Increasing the tax burden over this 

threshold has the effect of lower revenues as a result of discouraging taxpayers.  

 

Economic effects occur not only globally but also in the composition of aggregate 

demand. Thus, depending on the type of tax, higher income is typically taxed more 

heavily than smaller ones. On the other hand, low-income taxpayers receive more 

budgetary resources than those with high incomes, which has the effect of changing 

consumer behavior, accumulation and investment in society. 

 

The social effects are manifested by decreased purchasing power at the real income 

level. However, this effect is contradictory since those with lower incomes are 

compensated through social protection policy, provided through the state budget.  

 

As a result of the excessive tax burden can be considered the phenomenon of “tax 

resistance” which is manifested by the following risks:  

 Abstinence tax of avoiding the fulfillment of certain operations in order to avoid 

taxes on them. It is a passive resistance by a person actively seeking to limit or 

reduce the activity of not attaining a certain level of taxation or the consumer 

does not consume products that are taxed more taxes (import, excise). 

 The risk of tax evasion and fraud. In this sense becomes particularly dangerous 

scale two processes: the shadow economy and international evasion (relocation 

of production of certain companies to countries with more favorable tax 

legislation);  

 The risk of inflation through taxation because tax increases tend to reflect on 

the process of determining prices and wages and higher inflation  

 Risk of reducing international competitiveness of domestic products or decrease 

investment capacity and modernization. 

 

Measurement currently many countries the tax burden, the tax burden calculation using 

net tax burden calculation method which allows image providing tax accounting 

purposes. Rate tax burden characterizes our revenue share trader is withdrawn in the 

budget rather than being left to their reinvestment in the economy. This indicator can 

double sense: • Pressure narrow tax - is presented as the ratio between the amount of 

taxes collected to GDP; Tax pressure broadly - is the ratio between the amount of taxes 

and social contributions to GDP. Using this indicator in a global assessment of taxation 

is reasonable, however, represents only one side of this phenomenon. The second side 

of the phenomenon is indicative of satisfaction of public needs by spending. Analysis 



 

671 

 

approach only rate tax burden would create the impression that if a high rate of tax 

burden the economy is weaker and vice versa. The tax practice is using different ways 

of calculating the tax burden, including: 

I. General fiscal pressure 

FP =
∑ Ij(SF)n

j=1

GDP
x100% 

 

II. Strict fiscal pressure 

FP =
∑ Ijn

j=1

GDP
x100% 

where,  

FP                = Fiscal pressure 

∑ Ij(SF)n
j=1      = Total taxes including social funds 

∑ Ijn
j=1             = Total taxes without social funds 

 

Considerations on the concepts of taxation and tax burden terms “tax”, “tax system” 

and “taxes” appeared in a certain stage of social development to meet the needs of 

economic objectives, financial and social state. It was economic, not only to impose 

any regulations on the establishment and collection of charges, but also a feature of 

state policy in respect of taxes and tax burden expression of different categories of 

taxpayers. In fact, in everyday language, but also in the textbook, especially when it 

comes to fiscal tightening, it is identified with the tax burden, which means the tax. In 

more recent work concept tax is even overlapped with the duties. 

 

Taxation is represented by definition, as said M. Laure, the inhabitants of a country 

levies imposed by a public authority, which provides protection and services. 

Obviously, there is a definition of taxes. Some authors, from defining taxes as a form 

of income tax bite or wealth individuals and businesses from the state to cover public 

expenditure, they see the tax as a “link between State and natural or legal persons”. 

Trying a systemic approach relational taxation, some authors define the tax system as 

“all fees established by the state that gives an overwhelming part of budget revenues 

each tax with specific input and a regulator in the economy” or a “set of concepts, 

principles, methods, processes on a variety of elements (quotations, subscription tax, 

tax issues) that relations obvious arising from design, regulation, settlement and 

collection of taxes and are managed under the tax laws in order to achieve system 

objectives”. 

 

Society cannot exist without charge, to be established by the Constitution and, on the 

other hand, demonstrated by historical reality. Fiscal pressure is generally given by the 

contributions calculated by dividing total value of compulsory levies (taxes, fees, social 

security contributions) in a certain period, usually a year, the size of gross domestic 

product achieved during the same period of 265 days. 

 

Threshold tax beared by taxpayers was raised continuously by academics and practice 

seems to exceed every time. The idea that “a large tax kills tax” was sustained by many 

economists. Thus, in 1952, Waline and Laferriere said “high taxes cause, if not possible, 

a reduction in tax matter or by limiting consumption that are not essential or by 

concealment or evasion”. The specific issue of tax burden generated a series of tests of 

American academics, and others to rethink the optimal tax problem. Thus, in 1974, 
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Arthur Laffer transposed graphic idea expressed by Adam Smith in 1776, according to 

which too high tax rates destroy the tax base. Laffer believes that there is a threshold of 

maximum tax burden that any increase generating capacity reduction of tax as a tax 

burden too high will discourage taxpayers to invest, to save, to produce and create jobs. 

Arthur Laffer shown a relationship between the tax rate and the income taxes the form 

of a graph called the “Laffer Curve” and is illustrated in Figure 1. 

 

 
Figure 2: Laffer curve 

(Source: http://www.investinganswers.com) 

 

According to Laffer curve, the compulsory levies is an increasing function of tax burden 

rate, but only up to a maximum threshold, noted by T *, corresponding to the maximum 

of the curve, then it becomes a decreasing function of the rate, up to cancellation if the 

rate should reach virtually to the level of 100%. The relationship was theoretical 

argument to demonstrate the possibility of lowering marginal tax rates, which have 

reached very high levels during the implementation of Keynesian economic policy and 

development of the welfare state. 

 

A significant reduction in direct taxes and their progressive attenuation are desirable 

because people with high incomes are those who invest and save more. Lowering taxes 

should be accompanied by cuts in public spending in order to generate the resources 

required to relaunch production. 

 

Fiscal pressures from EU Member States and Romania to make a thorough analysis of 

the tax burden in the EU Member States must move in a series of comments on 

disparities inflationary European countries, coherence of their budget policy, being able 

to make considerations on the relationship between tax reduction, economic growth and 

stability pact, with all its constraints. 

 

Fiscal policy plays an important role in economic cycles and therefore countries with 

modest GDP growth rate in a given period of time should try to reduce the tax burden. 

A classification of countries who require a reduction in tax cannot be deducted from 

OECD for European countries in 2004-2008, but comparing difference in individual 

income in countries considered. In the last two years the trend in the European Union 

was to reduce taxes, especially on corporate income. The reason is competition among 

countries to attract foreign investments, which bring with them new jobs and prosperity. 
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Table 1. General expenditures as % of GDP  

(Source: Eurostat data) 

 

All states are trying to create a competitive business environment, as demonstrated by 

reducing total taxes on corporate income, whose average dropped from 47,3% in 2009 

to 43.4% in 2016. In EU countries the average tax burden resumed upward trend in 

2007, reaching a record level in 2009, after a decline in the short term between 2013 

and 2016. between 2007 and 2009, the tax burden rose in all EU countries. Essentially, 

the Stability Pact, which requires a reduction of structural budget deficits, only the 

Norway and Sweden and are able to guarantee the necessary economic stimulus. 

 

In Romania the tax burden is neither statistics nor fiscal pursued by the Ministry of 

Finance. Some experts considered in the calculation of tax charges tax burden on the 

state budget. In Romania the tax burden issue has become topical since 1989 with the 

first signs that the Romanian economy will become a market economy, the 

modernization of the tax system was necessary in detail, continuous modernization after 

18 years of transition. 

 

An analysis of the tax burden in our country after joining the EU should consider some 

features, such as:  

 Insufficient development of the economy so that it can hardly cope with 

European competition. 

 The difference between individual incomes in Romania and the Community. 

 Promoting a fiscal policy whose sole objective is to collect revenues. 

 The presence of numerous income from the underground economy and tax 

which would fill the gaps in the budget and which are covered only by 

increasing tax burden. 

 

According to many experts, the main cause of rising tax burden is still increasing public 

spending, whose evolution is subject to “regular” economic, social, political. 

 

GEO/TIME 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Average

Belgium 48.2 50.3 54.2 53.3 54.5 55.9 55.8 55.2 53.8 53.2 53.4

Bulgaria 37.7 37.1 39.4 36.2 33.8 34.5 37.6 42.1 40.7 35.0 37.4

Czech Republic 40.4 40.6 44.2 43.5 43.0 44.5 42.6 42.2 41.7 39.4 42.2

Denmark 49.6 50.4 56.5 56.7 56.4 58.0 55.8 55.2 54.8 53.6 54.7

Germany 42.8 43.6 47.6 47.3 44.7 44.3 44.7 44.3 43.9 44.2 44.7

Estonia 34.1 39.7 46.1 40.5 37.4 39.3 38.5 38.4 40.2 40.6 39.5

Ireland 35.9 41.8 47.0 65.1 46.3 41.9 40.2 37.5 28.8 27.1 41.2

Greece 47.1 50.8 54.1 52.5 54.1 55.4 62.2 50.2 53.8 49.8 53.0

Spain 39.0 41.2 45.8 45.6 45.8 48.1 45.6 44.8 43.8 42.2 44.2

France 52.2 53.0 56.8 56.4 56.0 56.8 57.0 57.1 56.7 56.4 55.8

Croatia 45.5 45.4 48.3 48.0 48.5 47.8 47.7 48.0 47.6 47.1 47.4

Italy 46.8 47.8 51.2 49.9 49.4 50.8 51.1 50.9 50.2 49.4 49.8

Cyprus 37.6 38.4 42.1 42.0 42.3 41.9 41.9 48.6 40.5 38.6 41.4

Latvia 34.0 37.6 44.2 45.5 40.5 38.0 37.7 38.2 38.4 37.3 39.1

Lithuania 35.3 38.1 44.9 42.3 42.5 36.1 35.5 34.6 34.9 34.2 37.8

Luxembourg 37.8 39.7 45.1 44.1 42.4 44.1 43.3 41.8 41.5 42.1 42.2

Hungary 49.8 48.6 50.4 49.2 49.4 48.5 49.3 49.5 50.2 46.7 49.2

Malta 41.1 42.6 41.9 41.1 41.2 42.8 42.0 41.4 41.2 38.1 41.3

Netherlands 42.5 43.6 48.2 48.2 47.0 47.1 46.3 46.2 44.9 43.4 45.7

Austria 49.2 49.9 54.1 52.8 50.9 51.2 51.6 52.3 51.0 50.7 51.4

Poland 43.2 44.3 45.0 45.8 43.9 42.9 42.6 42.3 41.6 41.2 43.3

Portugal 44.5 45.3 50.2 51.8 50.0 48.5 49.9 51.8 48.2 45.0 48.5

Romania 38.2 38.8 40.9 39.9 39.3 37.2 35.4 34.9 35.7 34.0 37.4

Slovenia 42.2 43.9 48.2 49.3 50.0 48.5 59.5 49.6 47.7 45.1 48.4

Slovakia 36.3 36.9 44.1 42.1 40.8 40.6 41.4 42.0 45.2 41.5 41.1

Finland 46.8 48.3 54.8 54.8 54.4 56.2 57.5 58.1 57.1 56.0 54.4

Sweden 49.3 50.1 52.7 50.8 50.3 51.4 52.0 51.1 49.6 49.4 50.7

United Kingdom 41.0 44.6 47.5 47.8 46.2 46.0 44.2 43.2 42.4 41.6 44.5

Iceland 41.0 55.3 48.4 49.3 45.7 45.4 43.9 45.3 42.9 45.6 46.3

Norway 41.4 40.2 46.1 44.9 43.8 42.9 44.0 45.8 48.8 50.8 44.9

Switzerland 30.7 31.3 33.2 33.0 32.9 33.2 34.2 33.8 34.0 34.3 33.1

Total general government expenditure as Percentage of gross domestic product (GDP)
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Figure 3: Average revenues vs. expeditures (% GDP)  
(Source: Own representation, using Eurostat data) 

 

At the macroeconomic level, consolidated income tax present during a 1990-2007 

average share of GDP of around 30% tax and non-consolidated revenues show an 

average of 3%. The total tax burden is supported by direct taxes, which together with 

the three major groups of compulsory contributions and local taxes have a share in total 

budget revenues of 57.7% in 2007 and also by indirect taxes are 42.3 %. In direct taxes, 

social security contributions accounted for approximately 37.18% of direct taxes 

followed by income from taxes on income and wages, with 17.66% and indirect tax 

VAT provided 54.18% of total indirect taxes, the rest being customs duties and other 

indirect taxes. If it would not take into account for the calculation of direct 

contributions, but only income tax and wages, which in 2007 would be only 19% of 

total revenue, well below the EU average. And microeconomic tax burden affecting 

fiscal policy, strategy and decision. At the level of business taxation is an important 

influencing management decisions and strategic development. A fair approach to fiscal 

pressures imply microeconomic level to achieve development, financing and 

production functions of companies. 

 

The large number of tax and high tax rates discourage investor interest in performing 

activities that generate profit and investment. Given the economic situation of Romania, 

a low tax it is beneficial, as this could result in capital from high tax countries. Through 

a small fee we will try to stimulate economic growth, demand for goods and services 

and the most important activity, investment. A high tax in a weak economy like that of 

Romania, may have medium and long only negative consequences, affecting demand 

for commodities, declining interest in saving and investment, which prevents economic 

dynamism. Even if the percentage of fiscal pressure in Romania is close to and even 

lower than in other European countries, in fact, an effective fiscal pressure that pushes 

each taxpayer is much higher because of low incomes and in such a situation, it is 

obvious that the temptation to bypass the legal framework for reporting all income 

determined correctly in terms of taxation is growing. 
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In 2008, according to estimates by the Council for SMEs, the actual number of taxes 

and special tax amounted to 540, one third of them can be removed as they are not 

justified, while the number presented by the Ministry of Finance in August 2008 115. 

a coherent system of taxes with a positive outcome both for the state and taxpayers 

should be developed both qualitatively and quantitatively. Besides the large number of 

taxes owed by physical entities and legal entities from Romania, they are forced to 

spend also a lot of time to pay them with a relatively high frequency (usually monthly) 

and quite inadequate conditions (queues formed because of the small number of 

counters, rudimentary technique for now). However, study the same World Bank has 

shown how much time spent taxpayers in Romania, on average, payments to the state, 

a level considered moderate compared with the European average and very small, if we 

refer to counterparts such as Bulgaria or Czech Republic. 

 

The most important taxes paid by individuals are value added tax (VAT), excise duties 

(tobacco, alcohol, fuel, coffee), income tax, contributions to social budgets on 

properties (real estate, automotive), and various other payments for services. In 

Romania, during 1990-2008, pressed tax burden, especially on individuals, both by 

high labor taxation, by increasing indirect tax revenues, thus leading to a significant 

reduction in the degree of tax compliance for this category of taxpayers. Analysis of 

practices and trends in fiscal policy internationally allows us to draw some conclusions 

and views on complex issues of tax burden:  

 Through an analysis of the level and structure of taxation we found that its level 

varies in relation to the tasks of State especially on social protection plan.  

 After tax reforms developed European countries in the 90s of last century, it 

began a process of reducing marginal tax rates in most countries, finding that 

their values high distorts economic activity and encourages tax evasion, even 

gaining concepts taxes as economic and social tools to their neutrality.  

 After the accession of new countries to the EU, there will be an alignment of 

the level of taxation and redistribution of values in countries with lower taxes.  

 Romanian fiscal system reached maturity as other tax systems in the EU, but 

will make a number of changes needed to harmonize with EU legislation to 

remove some of its shortcomings.  

 Fiscal pressure and degree of tax in Romania is only apparently one low, in fact, 

because GDP reduced to an uneven distribution of taxation and the large number 

of taxes, for much of taxpayers, tax is very oppressive.  

 We need a fairer redistribution of taxation through better tax collection and 

lower their level to support investment and stimulate economic development in 

order to increase per capita income and general welfare should reassess the level 

and forms of social protection in Romania and taxing labor, since conducting a 

comprehensive social protection has a negative impact on economic 

development.  

 Fiscal reforms in Romania should not stop at the achievement made so far, 

following a takeover of the national tax system regarding a new structure of its 

quality and quantity. 

 

We wanted to see the correlation between budget revenues and tax burden in the 

European Union, so we've created an econometric model, developed in Eviews 

software application based on a simple linear regression the following formula: 

 

P = a + c * PD, where: 
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P – total average of tax and social contributions revenues as a % of the GDP, 

PD – budget expenditures, and  

c - constant. 

 

Regarding time, we chose 10 years, from 2007 to 2016 in order to see if two variables 

are correlated in a range that includes an expansive economic situation, a crisis and a 

period of recovery. 

 

The data used is percentage of budgetary revenues in GDP and tax pressure dependent 

variable and expenditure, as well as a share of GDP as the independent variable. We 

can see the analysis that there is a direct linear, which means that we have budget 

expenditures that affect the tax burden. 

 

 
Figure 4: Results obtained by simple linear regression  

(Source: Own representation, using Eurostat data and Eviews) 

 

It can be seen that the estimation of R-squared and also adjusted R-square values are 

high, 68% and 65%, which means that there is a correlation between the two indicators 

Financial model shows that the tax pressure is dependent budget expenditure. Also, the 

Durbin Watson test confirms this, with a value of 0.83. The value of the sample (F-

statistic) obtained is very low, less than 1%, so the coefficients are null (if we consider 

a level significant tested at less than 1%) without reference to the constant coefficient, 

which confirms a given that fiscal revenues and debt there is a direct linear. 

 

Tax expenditures are reductions in public revenues through preferential tax treatment 

of certain groups of taxpayers or activities. EU Member States use fiscal spending 

ample, with a wide variety of purposes, including the creation of jobs, innovation, 

education, entrepreneurship, home ownership and income redistribution. While tax 

expenditures can be justified by economic or social objectives relevant, they are not 

necessarily the most cost effective tool and may in some cases lead to severe economic 

distortions. Such preferential treatment could be provided alternatively by government 

spending or provided through direct regulation. In a context of public finances, it is 

important to better understand the economic and budgetary impact of tax expenditures. 
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Tax expenditures allow certain groups of taxpayers to reduce tax burden and therefore 

could be considered as revenue losses attributable to provisions derogating tax. 

 

 Regular reporting on tax expenditures is a key issue to improve transparency of tax 

systems and has recently made some progress in this area. By mid-2013 around two 

thirds of the Member States carry out such reporting. However, different reporting 

practices make a significant performance cost estimates of revenue between countries 

of concern and prevent comparison between countries. The information provided is 

often fragmented and not fully transparent. Since 2014, budget Directive requires 

Member States to publish information on the impact of tax expenditures on revenues 

for all government subsectors. Member States apply various tax expenditures in 

personal and corporate income tax and VAT. Comparisons between countries are 

difficult in practice because of different approaches that definition, classification as a 

reference. Moreover, there is limited data available, in order to compare the use of tax 

expenditures in the Member States of the European Union. However, available data 

show that the budgetary cost of tax expenditures amount to a negligible percentage of 

GDP in many Member States, tax expenditures relating to personal income tax which 

is generally the currency. This is not surprising given that tax expenditures are widely 

used by governments as an instrument of income redistribution and to encourage 

investment, employment and growth. 

 

Caution should be exercised when deciding whether to apply increased fiscal spending, 

because they may increase the complexity and instability of the tax system may risk 

overloading the tax authorities and could lead to loss of welfare. At the same time, they 

are often controlled and less control by the national parliament, although recent 

progress has been made in many Member States in terms of transparency. 

 

Tax expenditures are widely used to promote public policies. Governments use special 

arrangements favorable / pejorative (tax expenditures) to influence the allocation of 

resources in one direction or to achieve specific social objectives, such as fighting 

poverty and reducing income inequality. While officially, generally defined as a 

reduction of tax revenues from national account, they are often economically equivalent 

to a public spending. This could be considered functionally as “hidden subsidies” 

because they are designed to affect specific taxpayers benefiting from a reduced tax 

liability. Recently, the trend towards greater transparency in fiscal policy and increasing 

use of cost-benefit analysis of tax expenditures led to an increased interest in tax 

expenditures worldwide. 

 

IMF (Internationl Monetary Fund), OECD (Organization Cooprare and Economic 

Development) and other international bodies underlines the need for different countries 

to review tax expenditures in their budgeting. As an element of comparison, the relative 

size of fiscal expenditures in direct taxation is generally higher than the VAT tax 

expenditures. The total size of VAT tax expenditure is influenced by the level and 

frequency reduced rates and exemptions and the reference rate. While expenditures 

reported in VAT could be relatively high in some countries (2% or 3% of GDP), it 

generates generally a loss of income lower than the reported tax expenditures in PIT. 
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Figure 5: Fiscal pressure - Total taxes structure as % of GDP 

(Source: Own representation, using Eurostat data) 

 

European economies now have a pronounced weakness in business investment. 

Investments are expected to continue to rise gradually over the years 2016 and 2017 

but remains below levels Store. Low investment means lower growth, also inhibits 

productivity growth and entails poor job prospects and long-term growth. Stimulating 

investment is thus one of the top political priorities of the European Commission. 

 

To avoid discouraging investment, taxes should be simple, stable and neutral towards 

different forms of investment and / or financing; tax administration must be efficient. 

Many factors influence the investment decisions of companies. Taxation is such a factor 

as it increases the cost of capital of companies and create high compliance costs when 

tax systems are complex and unpredictable. Taxation is therefore an important element 

of a business environment that works well. Efficient management and tax efficiency, 

legal certainty, stability, predictability and simplicity of fiscal rules matter for the 

decisions of investors. The distortions in the tax system may affect access to finance 

and to discourage capital investment. A well-designed tax system could contribute to 

improved living standards by providing incentives for smart and healthy investment. 

 

4. Conclusions 
 

Analysis carried out this work has shown that fiscal policies can contribute to the 

significant development of government strategies, that is a correlation between tax 

policy and tax burden, there is competition in the EU states in terms of the level of 

taxation.  

 

To avoid discouraging investment, taxes should be simple, stable and neutral towards 

different forms of investment and/or financing; tax administration must be efficient. 

Many factors influence the investment decisions of companies. Taxation is such a factor 

as it increases the cost of capital of companies and create high compliance costs when 

tax systems are complex and unpredictable. Taxation is therefore an important element 

of a business environment that works well.  
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Through fiscal policies are set tax rates and number of taxes at a level to be competitive 

at the EU Member States and Budget Expenditures also cover so as not creating 

imbalances in the economy.  

 

In the last chapter we developed an econometric model, we used data derived from 

Eurostat for a period of 10 years, the period from 2007 to 2016 and found that is a 

correlation between total budget revenues and tax burden, resulting once again that the 

tax burden is closely linked to a state's tax policies. 
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Abstract: Corruption is a major issue all around the world, being a widely spread 

phenomenon in all the countries. The few cases in which corruption has been 

eradicated leads to the conclusion that this scourge is a persistent one, very difficult to 

remove once in place. Global economy has to deal with an increasing level of 

corruption, and bribes amount to circa 1.5 trillions of dollars every year or around 5% 

of the global GDP, according to the International Monetary Fund. During this project, 

an econometric research has been completed, concerning the factors that generate 

corruption and the correlation between them. We have been analyzing the influence of 

the following independent variables: involvement and responsibility, political stability 

and the absence of violence/terrorism, the governance effectiveness, the quality of 

regulations, the rule of law and the control of corruption on the dependent variable 

“Corruption Perception Index” (CPI) in 176 countries. To determine to which extent 

the independent variables contribute to modifying the dependent variable, we have 

elaborated a simple linear regression model and have determined if this can be 

considered as valid, if there is or not a linear connection between CPI and the six 

independent variables.  

 

Keywords: Corruption, global indicators of governance, corruption perception 

index, quality of regulations, control of corruption. 

 

1. Introduction 
 

Using the most common and simple definition, corruption represents the abusive use of 

power in order to satisfy some personal or group interests. As an antisocial act, 

corruption is widely spread in society, being extremely detrimental to development, 

because it favors the interests of individuals, especially in the economy, affecting the 

collective interest through: appropriation, misappropriation and use of public resources 

for personal interest, occupation of public functions by using preferential relationships, 

concluding transactions by circumventing moral and legal norms (Colas, 2003).  

 

Corruption happens on the national and international level, both in the public and 

private sector, as well as in between these two. Corruption is a “complex and 

multifaceted phenomenon, with multiple causes and effects, because it has various 

forms and functions in different contexts” (Andvig and Fjeldstad, 2001).  

 

Literature traditionally distinguishes between various types of corruption: bribes, 

including “commissions”, gratuities, commercial arrangements, tips, gifts or payments 

with no legal documents, made in order to obtain advantages or the urgent processing 

                                                 
1 Corresponding author: The Bucharest University of Economic Studies; Accounting Doctoral School, 

Council for Doctoral Studies (CSUD), 11 Tache Ionescu, floor 1, room 8102; Bucharest, Romania, email: 
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of some documents and/or rapid decision making, embezzlement and misappropriation, 

fraud, extortion, blackmail, protection fees, evasion, donations, favoritism, nepotism 

(Poole-Robb and Bailey, 2002). In the public sector, there is a distinction made between 

political corruption (Moody-Stuart, 1997) and bureaucratic corruption (Andvig and 

Fjeldstad, 2001). An interesting distinction has also been made between economical 

corruption, which implies the cash or merchandise exchange, and social corruption, 

which includes clientele preferences, nepotism, ethnicity and other favoritisms (Andvig 

and Fjeldstad, 2001).  

 

Corruption is a complex phenomenon, which almost never can be attributed to a single 

cause. Thus, the fight against corruption cannot be based on a strategy excessively 

directed to a single area, as for example increasing the salaries in the public sector, 

increasing fines or only creating an anti-corruption institution (Tanzi, 1998). 

 

Corruption can be found at various levels: the is corruption in the small favors in 

between a small number of people (the small corruption), there is the corruption that 

affects the high level government official (the great corruption), as well as corruption 

that is present in the day to day social life (systemic corruption), including the 

corruption which allows the existence of organized crime networks. 

 

Systemic or endemic corruption is the one based primarily on the weak points of an 

organization or system (Anti-Corruption Resource Centre, 2011). This system can be 

opposite to some officials or agents who act corruptively as individuals within the 

system. Factors, which encourage the systemic corruption, are: internal conflicts, 

discretionary powers, monopole powers, and the lack of transparency, low salaries and 

a culture of impunity (Alcazar and Andrade, 2001).  

 

Specific corruption acts are taking a bribe, blackmail and embezzlement, in a system 

where “corruption becomes the rule, more than an exception” (Heinzpeter, 2009). In 

“Corruption and the secret of law: a legal anthropological perspective” (Nuijten and 

Anders, 2007) the authors make a distinction between systemic centralized and 

decentralized corruption, according to the level of state or government where corruption 

takes place. In some countries, as the post-soviet ones, both types of corruption can be 

found, the small and the systemic corruption (Legvold, 2009).  

 

Although the narrowing of definition covered areas could induce the risk of ignoring 

certain parts of the problem, the majority of authors understand corruption as being the 

abusive use of public resources in order to obtain personal advantages or any type of 

private power, or any political advantages that can result from a public servant’s 

behavior which is non-ethical and unlawful (Khan, 1996). 

 

Hunter and Shah (2000) developed, according to the following table, a useful 

framework for distributing priorities according to corruption incidence and governance 

quality, underlining that effectiveness of anti-corruption policies is specific to every 

country, some policies can be effective in the countries with law quality of governance, 

while others can be more appropriate where the governance quality is high.   

 

Table 1. Effectiveness of anti-corruption governance quality based programs 
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Incidence of 

corruption 

Governance 

quality 

Priorities of anti-corruption efforts (based on 

Corruption Drivers) 

High Poor Establishing rule of law, consolidating institutions 

of participation and responsibility; limiting the 

governmental intervention to focus on base aspects 

of the mandate 

Medium Medium Decentralizing and reforming economical 

policies; results and valuation oriented 

management; introducing stimulants to supply 

competitive public services 

Low Good Explicit anti-corruption programs, as anti-

corruption agencies;  

Strengthening the financial management, 

increasing public servant conscience; NO BRIBE, 

controlling corruption on the higher social levels 

etc 
(Source: Hunther and Shah (2000:12)) 

 

With a global bribe level estimated at circa 80 billion dollars a year, (Ferrell et al., 

2002), corruption and non-ethical behavior are very actual terms. For example, in the 

corporate environment, objectives are not only about productivity and profitability, but 

also, equally about ethics and obeying the legal and moral standards. Taking into 

account the success of some corporations where ethics and corruption prevention are 

concerned, some observers suggest that practices and elements of corporate culture 

could be seen as inspiration sources in fighting corruption (Altman, 1998), although 

these are shadowed by big cases of fraud as Enron (2001), the telecommunication 

company WorldCom (2002), Tyco (2002)- Swiss security systems company based in 

New Jersey, HealthSouth Corporation (2003) – one of the US main suppliers of medical 

services, American International Group (AIG)-2005-multinational insurance company, 

Lehman Brothers (2008), Satyam (2009) – IT and accounting company. 

 

As Adam Lindgreen mentions in „Corruption and Unethical Behavior: Report on a set 

of Danish guidelines” (2004), throughout the years, „The Economist” reflected the 

importance and spread of corruption, and the high number of cases, which indicates the 

fact that not every company observes ethical and moral standards. For example, the 

looting of 14 million USD after the privatization of the main bank (BCM) of 

Mozambique (The Economist, November 23rd, 2002); the disappearance, between 1998 

and 2002, of 4,3 billion dollars from the state funds of Angola, the sum being equal to 

one tenth of the country’s GDP (The Economist, October 26th, 2002). For the whole 

African continent, the level of corruption is estimated at about 150 billion dollars a year 

(The Economist, September 21st, 2002). 

 

In the paper “Causes and Effects of Corruption: What Has Past Decad’'s Empirical 

Research Taught Us? a Survey” (Dimant and Tosato, 2017) authors identify as causes 

of corruption: monopolies of markets, as well as political monopolies; low level of 

democracy, low level of civil participation and low political transparency; high level of 

bureaucracy and inefficient administrative structures; low freedom of the press; low 

economical freedom; high ethnical separation and high level of favoritism within the 

group; gender inequality; low level of integration to the global economy; government 

over sizing; low level of governmental decentralization; big natural resources; poverty; 
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political instability; weak property laws; contamination from corrupt neighboring 

countries; low level of education; limited access to the Internet.  

 

Robert Klitgaard (Klitgaard, 1998) claims that corruption appears when the gain from 

corruption is higher than the penalty multiplied by the risk of being caught and 

criminally investigated. 

 

The corrupt percentage > Penalty × Probability of being caught and criminally 

investigated  

 

There are long term goals in the fight against corruption, and these include 

combinations of internal and international actions, inspired by the success of other 

states, as the following: reducing the dependency of citizens on the state; considering 

the reducing of employees in the state system, on public payroll, and reducing the state 

controlled resources, respectively; constructing mechanisms of free competition. Also, 

the international community should maintain a strong external pressure, in order to 

cause a higher responsibility and transparency (Mungiu-Pippidi, 2006). Elliot (1997) in 

his paper “Corruption as an International Policy Problem: Overview and 

Recommendations” finds a reversed relationship between the size of the budget and 

corruption, stating that privatization in some countries (e.g. Russia) led to the growth 

of corruption and exploitation (Elliott KA. ,1997).  

 

Studies and polls conducted in order to measure the degree of corruption bring an 

increase of corruption awareness and create the necessary premises to fight this scourge. 

Thus, instruments to evaluate the fight against corruption are created, as well as the 

specific methods to use for that purpose.  

 

„TRACE International” NGO classifies corruption risks (Global Business Bribery Risk 

Index), as being an alternative of Corruption Perception Index done by Transparency 

International (Global Business Bribery Risk Index, TRACE International, Inc.). The 

study conducted in 2006 by TRACE International shows that, although the legislative 

framework and the measures taken to fight corruption are on the rise in many countries, 

the global situation grows worse. About 60% of the countries have a higher bribery risk 

compared to the study conducted in 2014, while only 32% have a low bribery risk. 

 

According to Transparency International (2017), corruption affects all the states of the 

world. It varies from a country to the other, in both nature and intensity, according to 

each region’s specific. Corruption as a phenomenon is influenced by a large number of 

factors, the most relevant of these being the six global indicators of governance which 

succeed in supplying comparable data on governance for a large number of countries 

and which constitute a stimulant for certain countries to implement reforms in order to 

improve the governance quality, as a means to fight this scourge. 

 

2. Research methods  
 

The present study aims to establish the forms corruption can take, from the perspective 

of global governance indicators and to analyze the influence of these factors upon the 

Corruption Perception index (CPI).  
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Corruption is largely perceived as being connected to state activities, to the way it 

functions and reaches its purpose. Thus, are considered to be extremely important 

factors as: freedom of association, freedom of the press, political stability, the extent 

people can participate in the election of government, the freedom of speech, the efficacy 

of government measures, the quality of public services and the degree of independence 

from political pressure, the trust in the judicial system, in the public security system, in 

the warrantee of constitutional rights and the trust in the way corruption control is 

ensured. To this end, data pertaining to 2016 has been collected, regarding the level of 

corruption in 176 states, from all continents and CPI compared to the six global 

governance indicators has been analyzed:  

 Voice and Accountability reflects the perception of the extent to which citizens 

can participate in electing the government, as well as the freedom of speech, the 

freedom of association or the freedom of the press.   

 Political Stability and Absence of Violence/Terrorism measures perceptions 

concerning the probability that a government could be overthrown by violent or 

unconstitutional means (including acts of terrorism). 

 Government Effectiveness reflects perception of the public services quality and 

the degree of independence from political pressure, as well as the quality of 

public policies elaboration and implementation or the governments’ credibility 

regarding its engagement to implement these policies.      

 Regulatory Quality reflects the perception on the governments’ capacity to 

formulate and implement viable policies and solid regulations which allow and 

promote private sectors’ development. 

 Rule of Law regards the perception of the extent to which state agents trust and 

respect social norms, especially when it comes to the quality of contract 

executions, property laws, police and courts, as well as the probability of crime 

and violence.    

 Control of Corruption reflects the perception of the extent to which public 

power is exercised for personal gain (aiming at both the small and great 

corruption), as well as the “capture” of the state by the elites and private interests 

(Kaufmann et al., 2010). 

 

The study also aims to establish, at the level of 2016, the influence that the six global 

governance indicators have on the level of corruption perception in the 176 countries 

included in the Annex no. 1.  

 

3. The analysis of the research 
 

The study has been completed using the method of simple and multiple regression, 

analyzing, on the level of 2016, the influence the six independent variables: Voice and 

Accountability (x1), Political Stability and Absence of Violence/Terrorism (x2), 

Government Effectiveness (x3), Regulatory Quality (x4), Rule of Law(x5), Control of 

Corruption (x6) have on the dependent variable Corruption Perception Index (y) in 176 

countries. The following table realizes a descriptive analysis of the six variables, based 

on the data of the 176 countries. 

 

For this, the validity of the coefficients’ magnitude will be tested according to the two 

working hypotheses: 

H0 :  βi = 0  (statistically not  significant)                    (1) 

H1 :  βi ≠ 0  (statistically significant)                           (2) 
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where: i=1,2 and β – slope of the regression line. 

 

The significance threshold is 5%, and to exclude the possibility of running a false 

regression, the value of the R2 coefficient is compared to the Durbin Watson statistic. 

The next table presents a descriptive analysis of the six variables, based on the data 

from the 176 countries, done using Descriptive Statistics in Excel. 

 

Table 2. Descriptive analysis 

(Source: Done by the authors, according to their own calculations) 

 

From table 2 results that Regulatory Quality is the factor that most influences corruption 

perception. Control of Corruption represents only 46.81 % from the Corruption 

Perception Index, which demonstrates the inefficacy of this battle in all the states of the 

world.  

 

Political Stability and Absence of Violence/Terrorism proved to be the less influential 

factor, with only 44.68%. Standard Error of Average is between 2.07 – 2.2194 

minimum (the lowest value of the variable is zero for all parameters, except Control of 

Corruption, who’s value is 0.4807). Maximum represents the highest value of the 

variable in the absolute value of 100 found in all independent variables, except the 

independent variable (x2) Political Stability and Absence of Violence/Terrorism. Count 

represents the number of countries included in this study, 176. 

 

The approximation of the model of the link between the variables is the most frequently 

used method constituting the graphical representation of the value strings using the 

correlogram. The correlogram represents the connection of the Corruption Perception 

Index to each independent variable.  
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Charts – Connections between variables: 

(Source: Charts done by the authors according to their own calculations) 

 

By analyzing the six charts, it is noted that in Chart no. 6 - CPI/Control of Corruption 

there is the strongest linear connection, resulting the strong impact this indicator of 

global governance has on the Corruption Perception Index, on a global level.  

 

For the relevance of the research we also used the Regression (Anova) analysis 

instrument in Excel, which, combined with the other instrument, can create a clear 

image of global corruption perception.  

 

Table 3. Correlation coefficients for the six independent variables 

(Source: Done by the authors according to their own calculations) 

 



 

688 

 

By analyzing table 3, frame 1, it is noted that Multiple R, the multiple coefficient of 

correlation, has the value 0.973347832, over 0, meaning that between the fix variable 

Y and the independent variables X1…X6 there is a direct connection.  

 

RSquare (R2) / this coefficient represents the rapport between the frequency variance 

CPI Y, through the six independent variables, and has a value comprised in the 0-1 

interval, more precisely 0.947406003 (94%). The closest this value gets to 1, the 

strongest the connection of the six independent variables is. Standard Error, the statistic 

term, which measures the precision of the research, in our case, has a value of 

4.535933276. 

 

In table 2 - frame 2 the coefficient SignificanceF is noted, this representing a critical 

unilateral probability and being interpreted according to the threshold coefficient α = 

0.05. In our case, this coefficient has a value of 2.7586E-105, which leads to the 

conclusion that variables X1... X6 have a great influence on variable Y. 

 

Two versions are taken into account: 

 SignificanceF > α, in which case we canot reject the hypothesis, sufficient 

reasons to reject the null H0 being present, if this H0 statistically represents the 

regression model, this one is not valid; 

 SignificanceF < α the null hypothesis is being rejected, the H1 hypothesis 

remaining acceptable.  

 

Statistically, the result is significant, and the regression model is valid. 

 

In our analysis α = 0.05 and SignificanceF is 2.7586E-105, results that SignificanceF < 

α, the H0 hypothesis gets rejected and H1 accepted, statistically, the model is valid. The 

conclusion is that x1, x2, x3, x4, x5, x6 significantly influence the y variable.   

 

In frame 3, Lower 95% and Upper 95% parameters are the inferior and superior limit 

to which the researched parameter can be reliable. 

 

In order to conduct a more laborious research of this phenomenon, we used Eviews 

program and the information comprised in table no. 4 - Ranking of world states 

according to their Control of Corruption indicator. Research thus conducted 

strengthened previous studies realized by Regression in Excel, proving this time also 

that the decisive element in increasing or decreasing the perception of corruption as a 

phenomenon is the Control of Corruption done by the authorized institutions from the 

states under scrutiny, as results from Chart 7, lower down, Control of Corruption versus 

CPI. 

 

Chart 7. Distribution of CPI on Control of Corruption 2016 
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Table 4. Ranking of world states according to the indicator Control of corruption 
#Country 

Control of Corruption Rank by country 

1 

New 

Zealand 

100.0

0 45 

Saint 

Lucia 70.67 89 

Colombi

a 44.23 

13

3 

Banglades

h 21.15 

2 Finland 99.52 46 

Dominic

a 70.19 90 

Solomon 

Islands 43.75 

13

4 

Kazakhsta

n 20.67 

3 Denmark 99.04 47 Grenada 69.71 91 Peru 43.27 

13

5 

Sierra 

Leone 20.19 

4 Sweden 98.56 48 Spain 68.75 92 

Indonesi

a 42.79 

13

6 Ukraine 19.71 

5 Norway 98.08 49 

Czech 

Republic 67.79 93 Zambia 42.31 

13

7 Pakistan 19.23 

6 

Luxembo

urg 97.60 50 Latvia 67.31 94 Vietnam 41.83 

13

8 Russia 18.75 

7 Singapore 97.12 51 

Korea 

(South) 66.83 95 Albania 41.35 

13

9 

Mozambi

que 18.27 

8 

Switzerla

nd 96.15 52 Oman 66.35 96 Thailand 40.87 

14

0 

Azerbaija

n 17.79 

9 Iceland 95.67 53 Namibia 65.87 97 Kosovo 40.38 

14

1 Nicaragua 17.31 

1

0 Canada 95.19 54 

Mauritiu

s 65.38 98 Ethiopia 39.90 

14

2 Kenya 16.83 

1

1 

Netherlan

ds 94.71 55 Jordan 64.42 99 Brazil 38.46 

14

3 

Madagasc

ar 16.35 

1

2 

United 

Kingdom 94.23 56 Slovakia 63.46 

10

0 

Bosnia 

and 

Herzego

vina 37.02 

14

4 

Papua 

New 

Guinea 15.87 

1

3 Germany 93.75 57 

Saudi 

Arabia 62.98 

10

1 Benin 36.54 

14

5 Laos 15.38 

1

4 Australia 93.27 58 Croatia 62.50 

10

2 Panama 36.06 

14

6 Guinea 14.90 

1

5 Ireland 92.79 59 Malaysia 61.54 

10

3 

Mongoli

a 35.58 

14

7 Moldova 14.42 

1

6 Belgium 92.31 60 Hungary 61.06 

10

4 Tanzania 35.10 

14

8 Lebanon 13.94 

1

7 

Hong 

Kong 91.83 61 Cuba 60.58 

10

5 

Timor-

Leste 34.62 

14

9 Nigeria 13.46 

1

8 Austria 91.35 62 

South 

Africa 60.10 

10

6 

Philippin

es 34.13 

15

0 Uganda 12.98 

1

9 Japan 90.87 63 Italy 59.62 

10

7 

Côte 

d’Ivoire 33.65 

15

1 Tajikistan 12.50 

2

0 France 90.38 64 Romania 58.17 

10

8 

El 

Salvador 33.17 

15

2 

Kyrgyzsta

n 12.02 

2

1 

The 

United 89.90 65 Lesotho 57.69 

10

9 Armenia 32.69 

15

3 Eritrea 11.54 
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#Country 

Control of Corruption Rank by country 

States of 

America 

2

2 Uruguay 89.42 66 Senegal 57.21 

11

0 Egypt 32.21 

15

4 Cameroon 11.06 

2

3 

United 

Arab 

Emirates 88.46 67 Greece 56.73 

11

1 Comoros 31.73 

15

5 Burundi 10.58 

2

4 Barbados 87.98 68 Bahrain 56.25 

11

2 Niger 31.25 

15

6 

Uzbekista

n 10.10 

2

5 Estonia 84.62 69 

Sao 

Tome 

and 

Principe 55.29 

11

3 

Myanma

r 30.77 

15

7 

Republic 

of Congo 9.62 

2

6 Bhutan 83.17 70 

Montene

gro 54.33 

11

4 Djibouti 30.29 

15

8 

Central 

African 

Republic 9.13 

2

7 Bahamas 82.69 71 Tunisia 53.85 

11

5 Mali 29.81 

15

9 Zimbabwe 8.65 

2

8 Chile 82.21 72 

Burkina 

Faso 53.37 

11

6 Ecuador 29.33 

16

0 Cambodia 8.17 

2

9 Israel 81.73 73 Morocco 52.88 

11

7 Maldives 28.85 

16

1 

The 

Democrati

c 

Republic 

of Congo 7.69 

3

0 Portugal 80.77 74 Jamaica 51.92 

11

8 Togo 28.37 

16

2 Haiti 7.21 

3

1 Botswana 80.29 75 Bulgaria 51.44 

11

9 

Hondura

s 27.88 

16

3 Venezuela 6.73 

3

2 Qatar 79.81 76 Ghana 50.96 

12

0 Algeria 27.40 

16

4 Iraq 6.25 

3

3 

Cape 

Verde 79.33 77 Turkey 50.48 

12

1 Bolivia 26.92 

16

5 Angola 5.77 

3

4 Taiwan 78.85 78 Kuwait 50.00 

12

2 Liberia 26.44 

16

6 

Korea 

(North) 5.29 

3

5 Cyprus 77.88 79 China 49.04 

12

3 Iran 25.96 

16

7 Chad 4.81 

3

6 Slovenia 77.40 80 

Trinidad 

and 

Tobago 48.56 

12

4 

Guatema

la 25.48 

16

8 

Turkmeni

stan 4.33 

3

7 Poland 76.44 81 

Sri 

Lanka 48.08 

12

5 Paraguay 25.00 

16

9 

Guinea-

Bissau 3.85 

3

8 Malta 75.96 82 Belarus 47.60 

12

6 Gabon 24.52 

17

0 

Afghanist

an 3.37 

3

9 

Costa 

Rica 75.48 83 India 47.12 

12

7 Malawi 24.04 

17

1 Libya 2.88 

4

0 Rwanda 74.52 84 

The FYR 

of 

Macedon

ia 46.63 

12

8 Nepal 23.56 

17

2 Syria 2.40 

4

1 

Saint 

Vincent 

and The 

Grenadin

es 74.04 85 

Argentin

a 46.15 

12

9 Mexico 23.08 

17

3 

South 

Sudan 1.92 

4

2 Georgia 73.56 86 Serbia 45.67 

13

0 

Dominic

an 

Republic 22.60 

17

4 Sudan 1.44 

4

3 Lithuania 73.08 87 Guyana 45.19 

13

1 Gambia 22.12 

17

5 Yemen 0.96 

4

4 Brunei 72.60 88 

Surinam

e 44.71 

13

2 

Mauritan

ia 21.63 

17

6 Somalia 0.48 
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World map from the perspective of Control of Corruption governance indicator, drawn 

according to Table no. 4 - Ranking of world states according to their Control of 

Corruption indicator is reflected in the Picture no. 1, below. This representation 

confirms that in 2016 the Scandinavian countries, known to have constructed distinct 

instruments of good governance, perform the best. Great Britain and Canada, which 

have good track records, as well as Benelux and the German states -Austria, Prussia 

and Bavaria. Similarly, in the second group we find the USA, Ireland, Australia, New 

Zeeland, fragments of the British Empire, which added to the British law customs their 

own experiences and democratic evolution (Wallis et al., 2006).  

 

Picture 1. Control of Corruption 

 
(Source: World Bank interactive data access tool, The Worldwide Governance Indicators, 

available at: www.govindicators.org) 

 

In countries like Somalia, Sudan, Yemen and Syria, where political stability is 

precarious, almost inexistent and where no institutions to fight corruption exist or, if 

they exist, are themselves deeply corrupted, the level of corruption perception reaches 

maximal value, close to 0, these countries being labeled as extremely corrupt. Going on 

the regression line, countries where political stability is high and democracy really 

functions, corruption is low. For instance, in Denmark, Finland and Control of 

Corruption has values close to the maximum, corruption being at a minimal level, and 

in New Zeeland the value of the indicator is maximal, of 100%, the Corruption 

Perception Index having the best score in the world.   
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Singapore is a success example, corruption here being reduced to levels which rival 

those in the Scandinavian countries, although this phenomenon has its roots in the 

countries` whole historical and colonial past.  The scores of 2016, CPI 84, Quality of 

Regulations 100 and Control of Corruption 97.12, are the consequence of the reform 

started in the `70s, when Singapore reorganized The Corruption Practices Investigation 

Bureau (CPIB), conferring it considerable powers to reduce endemic corruption. CPIB 

based its work on corruption discouragement strategies, by giving considerable fines 

(100.000 dollars) and convictions of up to five years in prison. Singapore is a special 

case, because, although the country has a semi-authoritarian regime (also reflected in 

the score of only 36.95 of the indicator Voice and Accountability), through the fight 

against corruption a climate favorable to foreign investments has been created. In spite 

of centralization of power, CPIB proves that the government’s engagement to fight 

corruption is essential to a significant reform.  

 

Messages have been sent, primarily to the citizens, that corruption is not tolerated and 

then foreign investors have been ensured that their businesses are safe. Although the 

high level of foreign investments can’t be attributed only to the CPIB, we must note 

that this has a very significant contribution and is part of the global image of this rapid 

economical growth, while warranting stability and a secure environment, good for 

developing investments/businesses. (Heilbrunn, 2004). 

 

Another good example for the fight against corruption through state institutions is 

China, which, although registers modest scores for the global indicators of governance 

(6.90 for Voice and Accountability; 27.14 for Political Stability and Absence of 

Violence/Terrorism; 67.79 for Government Effectiveness; 44.23 for Regulatory 

Quality; 46.15 for Rule of Law; 49.04 for Control of Corruption), has unprecedented 

economical results. To accomplish that, 10.000 public servants got harsh sanctions. 

Thus, China, produced in two years more concrete than USA did in the entire 20th 

century, the roads built sum up 4.000.000 de km, they built 300.000 bridges, some of 

them being longer than 1 km. Also, a 62 km long bridge is currently being built from 

Hong Kong to Macao, in order to create a connection between the two cities, across the 

ocean. Another significant project being financed with money that otherwise would 

have been lost to corruption is the construction of 100 airports, giant 150 km long 

viaducts and over 28 km long tunnels.   Just to illustrate the matter, the trains connecting 

Huan-Chon-Ju to Hui-Ian go over 150 bridges and 236 tunnels, by going at a 250-

km/hour speed. All this has been possible since 2000, the year when China started a 

fierce fight against corruption.  

 

Romania can’t boast with any such results, since the Romanian authorized institutions 

did not achieve, even by far, the results of their Chinese counterparts, only reaching, in 

ten years, an insignificant growth of 1.1 (from 3.7 to 4.8). 

 

4. Conclusions 
 

As demonstrated in the present study (from Table no. 1), the most important factor that 

influences corruption perception is Regulatory Quality, and this confirms the theories 

which state that the control mechanisms, although important, both in prevention and in 

detection of corruption cases, are insufficient and can’t be efficient in the absence of a 

strong regulatory framework. So, as it results also from the Report of The European 

Commission to the Council and Parliament, “in many EU Member States, domestic 
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controls across the country (especially at the local level) are insufficient and 

uncoordinated. These controls need to be strengthened and correlated with robust 

prevention policies to achieve tangible and sustainable results against European 

corruption” (European Commission, Bruxelles, 2014). 

 

Thus, as is mentioned in the Anticorruption report of the Commission, the procedural 

deficiencies can obstruct investigation of corruption cases, as well as excessive or 

unclear dispositions about the waiver of immunity, prescription periods, combined to 

long proceedings or rigid norms referring to the access of bank records terms – 

obstacles in the way of financial investigations and cross border cooperation – can 

hinder the closing of complex cases.  

 

Studies and polls conducted in order to measure the corruption perception degree 

increase the corruption awareness level and the premises to fight against this scourge. 

Also, this way instruments, as well as methods are created to better valuate anti-

corruption fight effectiveness.   

 

The study conducted, in 2016, by TRACE International, Inc concluded that, although 

the legislative framework and the measures taken to fight corruption are on the rise in 

most countries, the global situation gets worse. Around 60% of the countries have an 

elevated bribery risk compared to the study of 2014, while only 32% have a low bribery 

risk.  

 

Also, the research conducted revealed that the fight against corruption (Control of 

Corruption) accounts for only 46.81% of the Corruption Perception index, the 

inefficiency of this fight on a global level being demonstrated, since there are still 

countries which place a considerable pressure on the institutions responsible of 

ensuring the legislation is respected and on the prosecution or anti-corruption agencies, 

considered to be the only ones responsible for the fight against corruption. But although 

the activity of these institutions is important, the deeply rooted corruption can’t be 

eradicated without having a global approach, which would aim the legal framework, in 

order to consolidate prevention measures, in correlation with control mechanisms.  

 

Universal models and success recipes which to ensure the success of anti-corruptions 

efforts can’t be established. A mechanism, which could work well in countries 

pertaining to the former British Empire, for instance, democratic Australia, a country 

with traditional independent justice system, could not bring the same results in countries 

of the former Soviet Union, as well as policies recommended for developing countries 

could not be right for post-conflict countries.  

 

Under these conditions, although the global indicators of governance can’t be used to 

evaluate success or failure of some policies, they managed to maintain a high interest 

for the governance topic and to constitute a stimulant for certain countries to implement 

reforms in order to improve governance quality. 

 

Thus, internationally, organizations as United Nations (UN), European Council (E.C.), 

and the European Union, respectively, have adopted, in the last three years, important 

documents in the area of prevention and fight against corruption. United Nations 

Convention Against Corruption (UNCAC) is ratified by over 170 countries, which 

engaged themselves to respect a series of good governance rules. Also, integrity, 
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responsibility, good management of public affairs and of public goods are promoted, 

putting an end to moral relativism in governance. UNCAC and the International 

Covenant on Civil and Political Rights and all related treaties and conventions show 

that the world now has universal good governance laws, that sovereign countries 

adopted of their own free will and which should be applied (Mungiu-Pippidi, 2015).   
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1 New Zealand 90 97.04 99.05 97.12 99.04 98.08 100.00 60 Cuba 47 6.40 66.19 50.00 6.73 35.10 60.58 119 Togo 32 32.02 38.57 12.98 22.60 27.88 28.37

2 Denmark 90 98.03 74.76 99.04 92.31 97.60 99.04 61 Italy 47 79.31 58.10 71.63 75.00 61.06 59.62 120 Dominican Republic31 52.22 57.14 43.75 53.37 44.71 22.60

3 Finland 89 99.01 80.95 96.63 96.63 99.04 99.52 62 Saudi Arabia 46 3.94 28.57 63.46 55.77 67.79 62.98 121 Ecuador 31 37.93 42.86 38.46 12.98 26.92 29.33

4 Sweden 88 99.51 82.38 94.71 97.12 100.00 98.56 63 Sao Tome and Principe46 60.59 54.29 25.96 21.15 27.40 55.29 122 Malawi 31 48.28 45.24 22.60 19.71 38.46 24.04

5 Switzerland 86 97.54 95.71 99.52 98.08 98.56 96.15 64 Suriname 45 61.08 56.19 40.38 27.88 49.52 44.71 123 Honduras 30 33.50 33.81 23.08 30.77 12.02 27.88

6 Norway 85 100.00 91.43 98.56 92.79 99.52 98.08 65 Montenegro 45 49.26 50.95 57.69 62.50 53.37 54.33 124 Mexico 30 43.84 20.00 59.62 64.42 33.17 23.08

7 Singapore 84 36.95 99.52 100.00 100.00 96.15 97.12 66 Oman 45 20.20 71.90 61.54 72.60 65.38 66.35 125 Paraguay 30 45.32 53.33 21.63 42.31 28.85 25.00

8 Netherlands 83 98.52 77.62 96.15 98.56 97.12 94.71 67 Senegal 45 57.64 36.67 36.54 49.04 47.12 57.21 126 Laos 30 4.43 62.38 39.42 24.52 24.04 15.38

9 Canada 82 96.06 93.33 95.19 94.23 96.63 95.19 68 South Africa 45 67.98 42.38 64.90 62.02 58.17 60.10 127 Azerbaijan 30 7.39 17.62 49.04 43.75 31.73 17.79

10 Germany 81 94.58 70.95 94.23 96.15 91.35 93.75 69 Greece 44 68.97 41.90 62.50 59.13 59.13 56.73 128 Moldova 30 45.81 36.19 29.81 50.48 32.21 14.42

11 Luxembourg 81 96.55 97.62 93.27 93.75 93.75 97.60 70 Bahrain 43 8.374 18.10 65.87 72.12 66.35 56.25 129 Djibouti 30 12.81 23.81 16.83 25.48 17.31 30.29

12 United Kingdom81 90.64 59.05 92.79 95.19 91.83 94.23 71 Ghana 43 67.49 40.00 46.15 45.67 54.81 50.96 130 Sierra Leone 30 42.36 40.48 10.10 16.83 21.63 20.19

13 Australia 79 94.09 81.90 92.31 97.60 95.19 93.27 72 Solomon Islands42 62.56 62.86 15.38 15.38 40.38 43.75 131 Nepal 29 38.92 19.05 19.71 23.56 19.71 23.56

14 Iceland 78 95.07 96.19 90.38 86.54 89.90 95.67 73 Serbia 42 53.20 48.10 55.77 54.81 50.00 45.67 132 Kazakhstan 29 13.30 47.62 51.44 51.92 34.62 20.67

15 Hong Kong 77 54.68 74.29 98.08 99.52 93.27 91.83 74 Burkina Faso 42 48.77 15.24 34.62 37.98 34.13 53.37 133 Russia 29 15.27 16.67 44.23 37.02 21.15 18.75

16 Belgium 77 95.57 61.43 86.54 88.46 88.94 92.31 75 Turkey 41 29.56 5.71 54.81 61.06 48.56 50.48 134 Ukraine 29 47.29 6.19 31.73 36.06 23.56 19.71

17 Austria 75 93.10 72.86 91.83 91.35 95.67 91.35 76 Kuwait 41 28.08 41.429 46.63 52.88 56.73 50.00 135 Iran 29 11.33 20.48 45.67 9.13 25.96 25.96

18 The United States of America74 84.24 58.57 91.35 91.83 92.31 89.90 77 Tunisia 41 56.65 13.333 45.19 33.17 55.77 53.85 136 Guatemala 28 34.98 26.19 30.29 47.12 14.90 25.48

19 Ireland 73 93.60 76.67 88.46 94.71 90.38 92.79 78 Bulgaria 41 59.61 47.143 65.38 73.56 53.85 51.44 137 Myanmar 28 24.14 23.33 16.35 18.75 16.83 30.77

20 Japan 72 77.83 86.19 95.67 90.38 88.46 90.87 79 Brazil 40 61.58 30.00 47.60 46.63 51.92 38.46 138 Papua New Guinea28 52.71 29.05 23.56 29.81 24.52 15.87

21 Uruguay 71 86.70 90.48 73.08 69.23 73.56 89.42 80 China 40 6.90 27.14 67.79 44.23 46.15 49.04 139 Kyrgyzstan 28 32.51 22.86 17.79 40.38 12.98 12.02

22 Estonia 70 88.67 68.57 82.69 93.27 86.54 84.62 81 India 40 58.62 14.29 57.21 41.35 52.40 47.12 140 Lebanon 28 31.53 8.10 35.58 40.87 18.75 13.94

23 France 69 82.27 44.29 89.90 83.17 89.42 90.38 82 Belarus 40 10.34 50.48 36.06 16.35 22.12 47.60 141 Nigeria 28 35.96 6.67 12.50 18.27 13.94 13.46

24 Bahamas 66 74.88 78.10 74.04 63.46 60.10 82.69 83 Jamaica 39 70.44 54.76 68.75 59.62 45.19 51.92 142 Guinea 27 26.11 30.95 14.90 19.23 8.65 14.90

25 Chile 66 76.85 63.81 79.33 89.90 84.62 82.21 84 Albania 39 51.72 55.238 52.4 60.58 39.42 41.35 143 Mauritania 27 24.63 20.95 21.15 24.04 23.08 21.63

26 United Arab Emirates66 19.21 60.95 90.87 80.29 79.81 88.46 85 Bosnia and Herzegovina39 40.89 32.857 37.98 48.56 43.75 37.02 144 Mozambique 27 33.99 12.38 18.75 25.00 15.87 18.27

27 Bhutan 65 44.83 82.86 70.19 26.92 68.27 83.17 86 Lesotho 39 47.78 37.143 20.19 38.46 47.60 57.69 145 Nicaragua 26 30.05 39.52 24.04 32.21 30.29 17.31

28 Israel 64 71.92 18.57 88.94 87.50 81.25 81.73 87 Panama 38 65.02 60.48 61.06 66.35 56.25 36.06 146 Bangladesh 26 31.03 10.48 25.48 22.12 30.77 21.15

29 Poland 62 72.41 63.33 73.56 79.81 74.52 76.44 88 Mongolia 38 60.10 73.33 50.48 52.40 46.63 35.58 147 Cameroon 26 21.67 14.76 22.12 23.08 15.38 11.06

30 Portugal 62 86.21 88.10 85.58 76.44 85.10 80.77 89 Zambia 38 35.47 52.86 27.40 32.69 43.27 42.31 148 Gambia 26 13.79 27.62 19.23 31.73 25.00 22.12

31 Barbados 61 84.73 81.43 81.73 68.75 76.92 87.98 90 Colombia 37 49.75 13.81 54.33 67.31 41.35 44.23 149 Kenya 26 41.87 9.52 41.35 41.83 32.69 16.83

32 Taiwan 61 79.80 79.05 89.42 87.02 85.58 78.85 91 Indonesia 37 50.25 33.33 53.37 50.00 38.94 42.79 150 Madagascar 26 37.44 31.43 10.58 25.96 25.48 16.35

33 Qatar 61 15.76 76.19 74.52 74.04 79.33 79.81 92 The FYR of Macedonia37 38.42 32.381 56.25 68.27 41.83 46.63 151 Tajikistan 25 4.93 19.52 14.42 12.02 10.58 12.50

34 Slovenia 61 77.34 83.81 83.65 73.08 82.69 77.40 93 Morocco 37 29.06 35.714 50.96 45.19 49.04 52.88 152 Uganda 25 27.09 21.43 32.21 46.15 45.67 12.98

35 Saint Lucia 60 83.25 75.24 53.85 64.90 69.23 70.67 94 Liberia 37 43.35 25.714 8.173 15.87 17.79 26.44 153 Comoros 24 39.41 46.67 5.29 12.50 11.54 31.73

36 Saint Vincent and The Grenadines60 80.30 87.62 62.02 63.94 64.90 74.04 95 Argentina 36 65.52 53.81 60.58 33.65 39.90 46.15 154 Turkmenistan 22 0.49 34.76 11.54 1.92 5.29 4.33

37 Botswana 60 59.11 90.00 70.67 70.19 70.67 80.29 96 El Salvador 36 55.17 44.76 42.79 57.21 26.44 33.17 155 Zimbabwe 22 19.70 24.29 11.06 3.37 8.17 8.65

38 Dominica 59 75.86 90.95 55.29 61.54 72.12 70.19 97 Maldives 36 25.62 60.00 40.87 34.62 36.06 28.85 156 Cambodia 21 17.73 52.38 24.52 34.13 12.50 8.17

39 Cape Verde 59 78.33 77.14 56.73 42.79 63.46 79.33 98 Sri Lanka 36 42.86 49.52 44.71 51.44 54.33 48.08 157 Uzbekistan 21 2.46 34.29 30.77 4.33 11.06 10.10

40 Lithuania 59 76.35 71.43 82.21 84.62 81.73 73.08 99 Kosovo 36 41.38 38.10 37.50 47.60 37.98 40.38 158 The Democratic Republic of Congo21 10.84 4.29 5.77 7.69 4.33 7.69

41 Costa Rica 58 85.22 70.48 66.83 67.79 67.31 75.48 100 Benin 36 63.05 48.571 33.17 30.29 29.33 36.54 159 Haiti 20 26.60 22.38 0.96 8.17 16.35 7.21

42 Brunei 58 23.15 93.81 81.25 71.15 73.08 72.60 101 Peru 35 55.67 40.952 48.56 69.71 33.65 43.27 160 Burundi 20 7.88 5.24 7.69 20.67 7.69 10.58

43 Spain 58 81.28 61.90 83.17 81.73 80.77 68.75 102 Trinidad and Tobago35 66.01 56.667 62.98 56.73 48.08 48.56 161 Central African Republic20 18.72 7.14 2.88 5.77 1.92 9.13

44 Georgia 57 53.69 35.24 71.15 81.25 63.94 73.56 103 Philippines 35 50.74 10.00 51.92 53.85 36.54 34.13 162 Chad 20 12.32 10.95 6.25 9.62 7.21 4.81

45 Latvia 57 74.38 59.52 78.85 83.65 80.29 67.31 104 Thailand 35 20.69 15.71 66.35 60.10 55.29 40.87 163 Republic of Congo20 17.24 25.24 12.02 10.58 14.42 9.62

46 Grenada 56 73.40 87.62 47.12 56.25 71.63 69.71 105 Timor-Leste 35 54.19 43.33 13.94 13.94 10.10 34.62 164 Angola 18 16.75 31.90 13.46 13.46 13.46 5.77

47 Cyprus 55 82.76 65.71 78.37 82.69 75.48 77.88 106 Gabon 35 22.66 43.81 20.67 21.63 31.25 24.52 165 Eritrea 18 0.99 17.14 3.37 1.44 5.77 11.54

48 Czech Republic55 80.79 83.33 79.81 80.77 84.13 67.79 107 Niger 35 34.48 11.90 31.25 26.44 29.81 31.25 166 Venezuela 17 18.23 12.86 8.65 2.40 0.48 6.73

49 Malta 55 88.18 89.52 77.40 85.10 82.21 75.96 108 Guyana 34 56.16 46.19 41.83 36.54 42.31 45.19 167 Iraq 17 22.17 3.33 9.13 11.06 2.40 6.25

50 Mauritius 54 73.89 88.57 77.88 82.21 77.40 65.38 109 Algeria 34 23.65 11.429 35.1 10.1 19.23 27.40 168 Guinea-Bissau 16 27.59 28.10 4.33 8.65 6.25 3.85

51 Rwanda 54 14.78 45.71 58.17 57.69 57.69 74.52 110 Egypt 34 14.29 9.0476 27.88 17.79 35.58 32.21 169 Afghanistan 15 21.18 0.95 9.62 7.21 3.85 3.37

52 Korea (South) 53 67.00 51.90 80.77 84.13 86.06 66.83 111 Côte d’Ivoire 34 36.45 16.19 26.92 39.90 28.37 33.65 170 Libya 14 11.82 3.81 1.44 0.48 1.44 2.88

53 Namibia 52 66.50 70.00 60.10 49.52 64.42 65.87 112 Ethiopia 34 8.87 7.62 28.37 11.54 37.02 39.90 171 Yemen 14 5.91 0.48 2.40 5.29 4.81 0.96

54 Slovakia 51 75.37 66.67 76.44 78.85 75.00 63.46 113 Bolivia 33 46.80 37.62 32.69 17.31 9.62 26.92 172 Sudan 14 3.45 2.38 7.21 4.81 9.13 1.44

55 Malaysia 49 33.00 50.00 75.96 75.48 71.15 61.54 114 Vietnam 33 9.85 51.43 52.88 35.10 57.21 41.83 173 Syria 13 1.48 0.00 1.92 3.85 0.96 2.40

56 Croatia 49 64.53 68.10 69.71 65.87 65.87 62.50 115 Armenia 33 30.54 24.76 49.52 62.98 50.48 32.69 174 Korea (North) 12 0.00 21.90 3.85 0.00 3.37 5.29

57 Jordan 48 25.12 26.67 58.65 54.33 62.02 64.42 116 Pakistan 32 28.57 1.4286 28.85 27.4 20.19 19.23 175 South Sudan 11 5.42 1.90 0.00 2.88 2.88 1.92

58 Hungary 48 57.14 69.05 69.23 71.63 70.19 61.06 117 Mali 32 39.9 8.5714 15.87 28.37 22.60 29.81 176 Somalia 10 2.96 2.86 0.48 0.96 0.00 0.48

59 Romania 48 63.55 55.71 48.08 70.67 61.54 58.17 118 Tanzania 32 40.39 30.476 34.13 35.58 37.50 35.10
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Application of the principal components analysis on 

Romanian capital market  
 

Ștefan Daniel Armeanu a and Camelia Cătălina Joldeș a, 1 

 
a The Bucharest University of Economic Studies, Romania 

 

Abstract: In this article we intend to employ a statistical reduction method, to show 

that we managed to select the shares listed on the Bucharest Stock Exchange more 

easily and efficiently. From the multitude of financial indicators that characterize the 

evolution of a company, we have decided to use five indicators in the principal 

component analyses (PCA), such as total assets, total debts, operational profit, stock 

market capitalization and operational cash flow. Based on the results of the PCA and 

the dendrogram plot, we were able to perform a classification of the selected shares, 

which can be used later in building portfolios and also in the financial analysis of them. 

 

Keywords: Principal component analysis, cumulative variance, stock selection, 

diversification, stock portfolio. 

 

1. Introduction  
 

The theory of portfolio management describes the resulting risk and return of a 

combination of individual assets. The main objective of the theory is to identify asset 

combinations that are efficient (the highest expected rate of return on an investment for 

a specific level of risk). 

 

Building an investment portfolio of shares must follow certain steps such as selection 

criteria set by the investor, depending on his risk appetite and expected portfolio returns. 
Due to the high number of existing variables, it is difficult to perform statistical analysis 

of data, but the principal component analysis (PCA) will help us in choosing the best 

performing actions on the Romanian market. 

 

2. Literature review 
 

Armeanu and Lache (2008) used the PCA technique to determine the financial strength 

of the insurance companies that operated on the Romanian market in 2006. They 

selected eight relevant variables for the analysis such as: gross written premium, net 

mathematical reserves, gross claims paid, net premium reserves, net claim reserves, net 

income, share capital and gross written premium ceded in reinsurance. 

 

Armeanu and Negru (2011) applied the analysis of principal components, factorial 

analysis, cluster analysis and discriminating analysis to calculate the financial strength 

of 20 companies on the German, Polish and Romanian stock markets. They showed the 

importance of these methods: relevant classifications of companies that are listed on 

the stock market. 

 

                                                 
1 Corresponding author: The Bucharest University of Economic Studies; 6 Piața Romană, 1st district, 

Bucharest, 010374 Romania, tel. (+0749792560); email address: joldes.catalina@yahoo.com. 
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Armeanu and Burcă (2012) applied the principal components analysis to determine the 

financial strength of the insurance companies that operated on the Romanian market in 

2010. They have selected a number of variables which are highly relevant for the 

insurance market: gross written premiums, gross claims paid, net premium reserves, net 

mathematical reserves, net income, share capital, gross written premiums ceded in 

reinsurance, other net reserves and total assets. Data analysis showed a significant 

decrease in non-life insurance segment due to economic recession, while the life 

insurance segment was characterized by a real boost. 

 

Şerban and Dedu (2010) presented in their study the conceptual and methodological 

fundamentals of the optimization of a portfolio of shares from the Bucharest Stock 

Exchange, going through three successive stages: asset selection, risk estimation and 

solution of the optimization problem. In order to select assets in the portfolio, the 

principal component analysis was used to build the initial portfolio. The approach 

proposed by the authors has an important advantage, as it guarantees the diversity of 

the portfolio, and has the potential to improve the performance of the portfolio because 

it starts with an initial composite portfolio of a wide range of minimum risk assets. 

 

Șerban et al. (2011) proposed to solve the problem of a portfolio optimization: assets 

selection and risk estimation. The selection of assets was realized by applying principal 

components analysis in order to reduce the number of characteristics of the assets to be 

taken into account. In addition, they highlighted that the methodology based on 

clustering techniques can be a useful tool for understanding the structure and the 

hierarchy in the financial data. 

 

Brida and Risso (2010) described a method to analyze the structure and dynamics of 

the top 30 North American companies. The method approached by the authors consists 

of combining two analytical techniques: STSA (Symbolic Time Series Analysis) and 

cluster analysis. From the analysis of time series data, a hierarchical organization of 

selected companies was obtained. The authors managed to detect different groups of 

companies that correspond to their common production activities or strong 

interrelations between them. The classification obtained by Brida and Risso can be used 

to study relationships between different industries and build financial portfolios. 

 

Ştefănescu et al. (2011) proposed a hierarchical classification algorithm based on 

ultrametric distance. They used an application in Microsoft Visual Studio and used it 

to classify shares from the Bucharest Stock Exchange (BSE) in order to find the 

similarities and differences between the actions and build a diversified portfolio. The 

authors have demonstrated that the portfolio obtained is representative of the BSE 

shares and also studied its evolution at different times. To demonstrate the performance 

of the proposed algorithm, they compared the results obtained with the evolution of the 

BET, BET-C and BET-XT index. 

 

Hargreaves and Mani (2015) applied the principal component analysis for a sample of 

50 shares to select the most performing assets. The analysis of the principal components 

is a statistical technique that reduces a large number of data, to a few factors. Once the 

factors are established, they are displayed in a perceptual map that gives a clear picture 

of the performing actions that should be selected for the portfolio. The analysis 

demonstrates that the most cost-effective shares can be determined, taking into account 
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return on investments, return on equity, BVPS (book value per share), value per share 

and earnings per share. 

 

Fulga and Dedu (2012) developed an algorithm to solve the problem of portfolio 

optimization. The asset categories used to build the optimal portfolio were identified 

by principal component analysis and hierarchical clustering. The data were taken from 

the Bucharest Stock Exchange website for a number of 48 financial assets and a total 

of seven financial indices were used in the analysis. Applying this algorithm offers an 

important advantage because it guarantees the diversity of the portfolio, consequently, 

the optimization process will be improved.  

 

Şerban et al. (2011) determined the most performing assets by applying a multitude of 

selection criteria. In the analysis were used 60 shares listed on the Bucharest Stock 

Exchange of which two were selected for which the efficient border was built, the 

portfolio consisting of the two risky assets and a risk-free asset. 

 

Fulga et al. (2013) developed an algorithm that takes into account the prior selection of 

the financial assets and the allocation phase, collecting information for 40 assets traded 

on the Bucharest Stock Exchange. The procedure approached by the authors allowed 

them to build a diversified portfolio and improve the optimization algorithm. 

 

3. Data and methodology 

 

The starting point of our research was the selection of the shares listed on the Bucharest 

Stock Exchange. The collection of data for the financial indicators for the selected 

companies was made for the period 2015 and the data source was Thomson Reuters 

Datastream. A first criterion in the selection of shares was liquidity, so we analyzed the 

composition of the most important stock market index BET-XT. The field of activity 

of these companies was another criterion, which is why we wanted to diversify as much 

as possible and we chose actions from the following areas of activity: the banking 

sector, the energy sector, the food sector, the pharmaceutical sector, the trade, 

machinery, IT and the insurance sector. 

 

Due to the high number of existing variables, it is difficult to perform statistical analysis 

of data, but principal component analysis (PCA) will help us in choosing the best 

performing shares. Through PCA we will reduce the original space to a smaller one. 

The main objective of this analysis is to identify the most important factors indicating 

the most profitable shares. Through the PCA, we will show the usefulness of this 

statistical method at the data selection stage. 

 

For the analysis, we took into account a number of five financial indicators, 

representative of the selected companies such as total assets (AT), total debt (DT), 

operating profit (EBIT), cash flow (CF) and stock market capitalization (CB). 

 

4. Results and interpretation 

 

The selected companies are part of the composition of the Romanian stock exchange 

index (BET-XT, except for Antibiotice Iași). The choice of the companies included in 

the stock indices is a first criterion for the selection of titles that will ultimately make 

up our portfolio. 
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Table 6. Descriptive statistics of indicators 

Variables  Mean Std. dev 

AT 10,493,757 16,060,905 

DT 381,824 778,544 

EBIT 315,955 828,023 

CB 4,292,617 5,306,231 

CF 860,776 1,535,135 
 

(Source: Own calculations) 

 

Table 7. Matrix of correlation of the five indicators 

Variables AT DT EBIT CB CF 

AT 1 0.955 0.419 0.764 0.632 

DT 0.955 1 0.288 0.677 0.652 

EBIT 0.419 0.288 1 0.086 -0.150 

CB 0.764 0.677 0.086 1 0.920 

CF 0.632 0.652 -0.150 0.920 1 
 

(Source: Own calculations) 

 

Table 2 above shows the average and standard deviation. The first indicator records 

high values for each indicator, meaning that there is a high amount of information in 

the initial space. The higher the standard deviation, the more the companies are very 

different from each other. The high levels of standard deviation can be explained by 

strong correlations between the original variables. 

 

We can observe the presence of a strong correlation between the analyzed variables 

(total assets and total debts, stock market capitalization and total assets, cash flow and 

total debt, etc.), which means the presence of useless information. Therefore, using 

PCA we will reduce the size of the original space and remove the redundant 

information. 

 

Prior to the PCA implementation, the database must meet certain conditions that can be 

verified by adequacy tests such as Kaiser-Meyer-Olkin and Bartlett's Test of Sphericity. 

For the first test is expected a value greater than 0.5 to be able to assert that the sample 

is appropriate for the PCA. The Bartlett test is another indicator of the intensity of the 

relationship between the variables. The null hypothesis is that the correlation matrix is 

an identity matrix. An identity matrix is a matrix in which all the elements on the main 

diagonal are 1 and the rest of the elements are 0. To be able to reject the null hypothesis, 

it is necessary to obtain a probability of less than 0.05. 

 

After applying the test of adequacy above, we obtain a KMO test value above 0.5 which 

means that the sample size is adequate and the probability value obtained from the 

sphericity test is less than 0.05. 

 

According to the results of PCA, the eigenvalues of the correlation matrix are shown 

below. Only values greater than 1 are of interest because they have an information 

packet richer than the initial variables. The first two components explain 91.295% of 

the total variance. 

 

 



 

702 

 

Table 8. Eigenvalues of the correlation matrix 

Components C1 C2 C3 C4 C5 

Eigenvalues 3.349 1.216 0.361 0.073 0.001 

Variance (%) 66.972 24.323 7.216 1.468 0.021 

Cumulated (%) 66.972 91.295 98.511 99.979 100 
 

(Source: Own calculations) 

 

In the figure below you can see the eigenvalues of the correlation matrix and the 

cumulative variance. Of the five values, only the first two values are greater than 1, the 

remainder having an appropriate value of 0. 

 

Graph 1. The eigenvalues of the correlation matrix 

 
(Source: Own calculations) 

 

From the above we have two principal components, being the only eigenvalues that 

have recorded over-unit values (3.349 and 1.216). The two components explain 91% of 

the total variance of the initial space, which means that the reduction of the five 

components to two, records an informational loss of about 9%. It is important to note 

that the first principal component explains 66.972% of the original space information 

so it can be used in the classification of the selected companies. 

 

The factor matrix for the two principal components is found in the table below. The 

matrix elements are the correlation coefficients between the original variables and the 

main components. 

 

Table 9. Factor matrix variables 

Indicator  C1 C2 

AT 0.944 0.251 

DT 0.915 0.157 

EBIT 0.260 0.922 

CB 0.913 -0.244 

CF 0.849 -0.468 
(Source: Own calculations) 

 

The first principal component is strongly positively correlated with the total assets, total 

liabilities, cash flow and stock market capitalization, and the second principal 

component is strongly positively correlated with the operating profit. The first 

component will provide us with information about the size of the companies studied, 
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how they are financed, their ability to generate profit from exploitation and market 

value of the companies. The other principal component will provide us with information 

about their profitability. In the figure below are graphically represented the 

relationships between the original variables the principal components. 

 

Graph 2. The correlations between the original variables and the principal 

components 

 
(Source: Own calculations) 

 

The communality of the five indicators are calculated as the sum of the squares of the 

elements on the factor matrix lines and the specificities represent the decrease between 

1 and the communalities. 

 

Table 10. Communality and specificity of the indices 

Indicator  Communality Specificity 

AT 0.954 0.046 

DT 0.861 0.139 

EBIT 0.917 0.083 

CB 0.893 0.107 

CF 0.940 0.060 
(Source: Own calculations) 

 

The common factors exert a significant influence on the variables analyzed. For total 

assets, cash flow, stock market capitalization and operating profit, the communality is 

over 90%, this means that common factors are determined and the influence of specific 

factors is unrepresentative, representing less than 10% of the indicator variance. The 

variables mentioned before are strongly influenced by economic growth and by the 

evolution of the capital market, rather than the company-specific factors. The total debt 

is more strongly affected by the specific factors (more than 13% of the variance of 

indicators), because these indicators are more influenced by the company's specificity. 

 

Below we present the coordinates of the observations in the main space, as well as their 

graphical representation. 
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Table 11. Coordinates of observations in the new zone 

Issuer C1 C2 

FONDUL PROPRIETATEA 0.146 -1.178 

BANCA TRANSILVANIA 2.881 2.936 

SNGN ROMGAZ 0.983 0.493 

OMV PETROM SA  4.542 -2.055 

ANTIBIOTICESA -1.252 -0.107 

ALBALACT SA  -1.243 -0.102 

CONPET SA  -1.232 -0.080 

SIF BANAT-CRISANA SA -1.180 -0.049 

SIF TRANSILVANIA SA -1.251 -0.045 

SIF MUNTENIA SA -1.213 -0.047 

SIF OLTENIA SA -1.097 -0.051 

SOCIETATEA ENERGE -0.084 0.287 
Source: Own calculations 

 

Graph 3. Graphical representation of items in the main zone 

 
Source: Own calculations 

 

The first main component is positively correlated with the total active, total debts, cash 

flow and operating profit, which means that the companies with the highest scores on 

this component are the most performing in terms of these indicators. The second 

component is strongly positively correlated with stock market capitalization, so the 

firms that recorded high scores have a high market value. 

 

The following figure shows the company hierarchy on clusters. Using this chart, a new 

classification of the analyzed companies can be made, which will ease our selection 

process. 
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Graph 4. Dendrogram

 
Source: Own calculations 

 

5. Conclusions  
 

According to the scores recorded by the two principal components, Banca Transilvania 

is distinguished from the other companies analyzed, with the highest values obtained, 

which means that it excels in terms of profitability and market value (it is one of the 

more traded companies on the BVB, in the banking field, being at the same time one of 

the largest banks in Romania). 

 

Another company with excellent results is SNG Romagaz, a company active in the 

energy field. Fondul Proprietatea and OMV Petrom obtained negative scores for the 

second main component, as they recorded negative earnings from operating activity. It 

is important to note the fact that Banca Transilvania, Fondul Proprietatea and SNG 

Romgaz are ranked among the most liquid companies traded on the BSE. The latter 

category consists of smaller companies with positive and low level of operational 

leverage (Antibiotice SA, Albalact SA, Conpet SA, SIF Banat-Crişana SA, SIF 

Transilvania SA, SIF Muntenia SA, SIF Oltenia SA and Energe Society) findings and 

future research should be briefly presented.  

 

From dendrogram we have three company classifications. A first class consists of 

Fondul Proprietatea, SNGN Romgaz, Antibiotice SA, Albalact SA, Conpet SA, SIF 

Banat-Crişana SA, SIF Transilvania SA, SIF Muntenia SA, SIF Oltenia SA, Energe 

Company. The second category consists only of Banca Transilvania, and the latter 

category of OMV Petrom SA. 

 

In this paper we showed that using a statistical method of size reduction – principal 

component analysis, we managed to classify the shares according with the selected 

financial indicators, which allowed us to make a general picture of financial health on 

companies. 

 

In the future we intend to study other size reduction techniques such as discriminant 

analysis or factor analysis and how they can improve the selection of the best 
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performing shares traded on the Bucharest Stock Exchange as well as on other 

international stock exchanges. 
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