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Abstract 

The company’s solvency and liquidity are two indicators of managing the financial stability, indicators whose 

management is reflected in a decisive manner on the company results. These are two basic requirements in achieving 

the financial stability of the company. If liquidity reflects the company's ability to meet short-term obligations, solvency 

reflects company's ability to meet the medium and long term maturities. 

One of the most important premises which determine the effective development of a company refers to the 

action of providing liquidity and solvency. These are the key indicators of financial stability management. Ensuring the 

solvency is the priority objective of a company that wants to maintain a financial autonomy and the flexibility of 

management resulting from the balance between revenues and cash flow payments. Liquidity represents the indicator 

that reflects the quality of the company's financial balance on short-term and measures the ability of the company to 

meet short-term obligations through rapid transformation of current assets into cash. 

The purpose of the research includes studying and analyzing the liquidity and solvency of the company whose 

scope should be reflected in achieving the optimal coefficients of the two indicators. 

Liquidity and solvency analysis is done by the system of rates that actually reflect those indicators that highlight 

whether a company has availability to meet short-term maturities or if the size of debt and financial costs allows the 

company to meet the medium and long term maturities. 
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1. Introduction 
 

The value of a company is always positively reflected by the profit and the patrimony of the company, and 

negatively by the risks that arise during the development of the economic and financial activity. Maximizing the value 

of a company always pursues issues such as: increasing company’s profits and quality, maintaining the liquidity and 

solvency, reducing and avoiding risks (economic, financial and bankruptcy) that can affect the proper development of 

the company’s activity. Also, the economic and financial balance provides the optimal deployment of the overall 

activity of the company; it also includes the financial balance that assumes the existence of the solvency, the liquidity 

and the ability to pay the concordance between payments and receipts, between cash and obligations relating to 

outstanding commitments. 

The national and foreign economic literature shows a diversity of views on the definition of liquidity: 1 

 famous Romanian authors consider that „financial liquidity is a state of financial equilibrium expressing the 

ability to cover short term payments, by timing during the financial year the cash inflows and outflows” (I. Bătrâncea - 

coord, Analiza financiară a entităţii economice, 2007:210). 

 American authors consider that liquidity is „ the company’s capacity to honor short-term payment obligations, 

with a short maturity period”. (P. Halpern şi alţii, 1998:102). 

 according to IFRS, „liquidity refers to the availability of cash in the near future after taking into account the 

financial obligations for this period” (IFRS 2007, The general framework for the preparation and presentation of 

financial statements, par. 16). 
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 in an interpretation of IFRS conducted by American authors, the financial liquidity is „an indication of the 

entity's ability to repay short-term debt, measured by assessing the components of current assets and current liabilities”. 

(H.V.Greuning, 2005- 27). 

 in our opinion, the financial liquidity represents the ability of current assets to transform into liquidities to 

meet immediate debt due. 

The concept of solvency comes from the Latin „solvere” which means to pay and shows the capacity of the 

company to pay all its monetary obligations - immediate and distant - to third parties. A company is solvent when the 

sum of fixed, financial and current assets is at least equal to the total liabilities or obligations.7 

Maintaining the solvency of a company involves ensuring an effective activity which results in a benefit 

(profit). It is an expression of the quality of the financial activity conducted in a given period of management in relation 

to the provision and use of funds; otherwise the financial losses bring about the company's insolvency. 

The liquidity and the financial flexibility allow the disclosure of information in the financial statements in such 

a way that users can assess the entity's ability to meet financial commitments and to invest in business opportunities. 

In terms of financial balance, the liquidity shows the ability of the company to cover short-term liabilities with 

current assets. IFRS rules state that the financial liquidity is an indication of the company’s ability to repay short-term 

liabilities, measured by assessing components of current assets and current liabilities. Indicators that express liquidity 

have a qualitative content because they capture aspects of synthesis of the cash flows and the economic activity. Their 

quality makes them able to characterize the financial situation of an economic operator or its financial stability while 

signaling the risk of non-payment of current liabilities or short-term debts. As the leverage is more pronounced, the 

economic operator is under pressure to procure liquidity at short notice, so it is generally preferred that they 

predominantly rely on their own resources. On the other hand, it is important for the economic operator to choose a 

rational structure of assets so that it can be prevented the lack of liquidity risk.14 

 
2. Theoretical approach of the indicators that reflect company's ability to meet short-term 
obligations and medium and long term maturities 
2.1. Liquidity analysis 

 

A liquidity crisis involves tracking seriously the liquidity of a company. To this end it is important to monitor 

and continuously analyze the liquidity indicators, calculated as ratios. Due to the structure of current assets, which are 

used to calculate liquidity ratios, the ratios analysis must be gradually analyzed, and for this purpose we can calculate 

the following indicators: the overall liquidity, the current or intermediate liquidity, the immediate or at sight liquidity. 

The company’s liquidity is a form of the financial balance and is perceived by the literature in various ways: 2 

a) very broadly, as the ability of assets to be converted in cash at one moment in time; 

b) broadly, as the capacity that a company has to cover, through patrimonial elements of working capital assets, 

the short-term obligations as liabilities (patrimonial liquidity); 

c) narrowly, as the company’s capacity to meet from cash and other liquid investments, within 10-20 days, the 

duties payable. 

The patrimonial liquidity characterizes the ability of a company to meet the deadline, from the available funds, 

for short-term maturing obligations. This is achieved by comparing current assets (less than one year) with short-term 

debt (less than one year). The asset liquidity of a company should not be confused with liquidity of assets, the latter 

referring to the condition of available assets to be transformed quickly in cash.4 

Liquidity analysis is performed using liquidity ratios, the logic of the analysis being the drastic test of the 

ability to pay short-term debt from current assets elements with increasingly degrees of liquidity, on three levels: 

current liquidity ratio, quick liquidity ratio, immediate liquidity ratio. A number of factors act on a company’s liquidity, 

in general they are: the sphere of activity, the maturity and size of the company, the seasonality of the business, the 

economic situation, the structure of current assets and the rotation speed of current assets.14 

The calculation and analysis of liquidity are based on data from the financial statements and their meaning 

results in a system of rates that characterizes the financial condition of an economic operator, namely the financial 

stability. Liquidity rates are obtained using the ratio between cash and liquid assets on one hand and short-term 

borrowings and current liabilities on the other hand. When this value is greater than 1 then the short-term obligations 

are fully covered. 

Due to the fact that current assets contain three elements (stocks, receivables and cash including short term 

investments) three patrimonial liquidity ratios can be built: 

The general liquidity (Lg) represents the ratio of current assets and short term liabilities. Current assets 
include, usually: petty cash and cash in bank accounts, securities with high liquidity level, receivables from customers; 

stocks. In calculating this rate the following assets elements will not be considered: 10 

 the value of raw materials  and materials without possibility of recovery; 

 the value of finished products without orders; 
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 the value of the work performed and invoiced products and services, of litigious nature, without definite 

possibilities of collection; 

 litigious debtors hard to cash. 

If current liabilities grow faster than current assets, the general liquidity decreases, which may be the signal of 

problems. We have the following situations: 

a) 1Lg , there is a guarantee with no problem for the current obligations, the literature considers as normal the 

ratio 2/1, respectively Lg = 2; 

b) 1Lg , it means that current assets do not provide the necessary liquidity to pay the short-term liabilities; 

basically the company is in a critical financial situation. 

Current assets include properties and values that participate in a single economic circuit, being held on a short 

period of time by the company; current liabilities include accounts payable (up to 1 year), i.e. debts to suppliers, short-

term bank loans, rates on medium and long term loans outstanding during the period under review, taxes payable, other 

payable expenses such as staff costs. Only under certain conditions this situation can be redressed, namely: 

 conversion of debt maturities; 

 maintaining a degree of liquidity of current assets to exceed liabilities chargeability; 

 acceleration of the rotation speed of current assets namely inventories etc. 

The current or intermediary liquidity (Lc) is also seen as the acid test ratio.  

The immediate or at sight liquidity (Li) reflects the company's ability to pay its debts payable immediately 

on cash and cash equivalents (including securities). 

The economic theory considers that a level of this rate between 0.2 and 0.3 reflects a good management of the 

company financially. Given the Romanian economy, where debt securities (bills of exchange and promissory notes) do 

not have a full extension as in countries with a functioning market economy, this ratio is useful and its normal level is 

considered to be between 0.2 and 0.3. 

Severe lack of liquidity can have the following major effects on the company: decreased profitability, restricted 

business opportunities, loss of capital, insolvency and bankruptcy, loss of profitable opportunities, etc. 

 
2.2. Solvency analysis 

 
Solvency represents the company's capacity to pay long-term financial liabilities; it refers to a longer horizon 

of activity. Long-term solvency analysis seeks to determine in each financial year whether or not the organization is 

subject to bankruptcy risk. 

The factors influencing the solvency status are more varied and complex than those specified in the case of the 

liquidity state. This category includes, in addition to the factors mentioned that influence the liquidity condition, the 

following: the rotation speed of the fixed assets, the monetary policy of the lenders, the economic and political 

stability.14 

The following ratios can be built: 12 
the general or global solvency ratio (RSG) expresses to what extent the total debt are covered by the total 

assets of the company in case of bankruptcy. 

the economic solvency ratio (RSP) expresses the degree to which the capital covers long-term liabilities (long-

term loans - loans and long and medium term shareholders and the shareholders contribution - capital). 

the financial solvency ratio (RSF) - shows the degree to which total financial liabilities are covered by total 

asset. 

the debt service coverage ratio (GASD) shows the extent to which the company covers medium and long 

term loans, including interest accrued, from the net profit and depreciation; it is determined by the relationship: 

the interest coverage ratio (RADob) expresses the proportion in which the profit covers the amount of 

interest and preferred dividends. 

Solvency acts on a larger area than liquidity because its computation includes assets regardless of the liquidity 

and debts regardless of chargeability. 

Obviously, in extreme conditions, the company’s management can make decisions to cover a short-term debt by 

selling an asset, but such measures reflect difficulties in ensuring the ability to pay current liabilities being 

counterproductive in relation to future business. This aspect may appear in reverse as a company can benefit from 

liquidity, but it can confront also with a lack of the creditworthiness; in this case, it is not excluded the achievement of 

solvency by exploiting a stock or a claim to extinguish a medium or long-term debt. Such measures may have adverse 

effects in terms of resuming the production cycle.14 
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3. The analysis methodology of liquidity and solvency 
3.1. Liquidity ratios 

 

Due to the fact that current assets contain three elements (stocks, receivables and cash including short term 

investments) three patrimonial liquidity ratios can be built: 

The general liquidity (Lg): 
Current assets

Short-term liabilities
Lg

                                                                                                                                    (1) 

The current or intermediary liquidity (Lc): 
Current assets tocks

Short-term liabilities




S
Lc

                                                                                                                                (2) 

It is considered to be a good rate even though, ideally, it is believed that the coefficient value should be equal to 

1 which would mean that the working capital fully covers the stocks. In other words to any of them the short term debts 

does not compete. 

The immediate or at sight liquidity (Li): 
 including short-term investments

Outstanding debt immediately


Cash
Lv                                                                                                     (3) 

To accurately assess this rate it must be taken into account the company's activity, the correlation between 

payment terms of obligations and of collecting claims and the rotation speed of capital. A high value of this ratio 

reflects a high liquidity, but that may be due to a less efficient use of available resources. Also, a high level of this rate 

is not a guarantee of solvency, if the other elements of current assets have a low degree of liquidity.3 

 
3.2. Solvency ratio 

 
The following ratios can be built: 12 
the general or global solvency ratio (RSG): 

Total asset

Total liabilities including interest related
SGR

                                                                                                  (4) 

The global solvency rate shows the safety that short term and long term creditors have and also the margin 

lending of the company. The cautious size of the rate is considered to be 3-4 because in case the company is liquidated, 

the liquidation value of assets is less than the carrying amount. In this case, the solvency risk appears for those who 

financed the company. 

the economic solvency ratio (RSP): 

oans and long and medium term



SP

Capital
R

Capital L                                                                                                 (5) 

It is considered that the normal level for this ratio is 0,4 - 0,6, the minimum limit being 0,3. 

the financial solvency ratio (RSF): 
Total asset

Financial debts
SFR

                                                                                                                                             (6) 

It is considered an acceptable level of this rate a value greater than 2, below this level there is a risk of default. 

the debt service coverage ratio (GASD): 
 




DF

Pn A Div
GA

Rc Dc                                                                                                                                             (7) 

where: Pn – net profit; A - depreciation; Div - dividends; Rc – loan repayment rate; Dc – interest due for credit.  

It is considered that the minimum acceptable for the rate is near 1, solvency being better as the level of this 

indicator is higher. 

the interest coverage ratio (RADob): 
Current profit 

referred dividends



DobRA

Interest P                                                                                                                (8) 

This indicator must be greater than 2, taking into account the interpretation of the indicator and the current 

profit variability over time. 
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4. Case study regarding the liquidity and solvency analysis 
 
From those presented above it results that liquidity and solvency are two basic indicators which reflect a first 

shape of the financial equilibrium of a company, this thing being done by permanently ensuring the payment capacity 

of the company on short and long term. The liquidity reflects the company’s capacity of facing short term obligations, 

and the solvency reflects the company’s capacity of facing medium and long term due dates. 

In order to highlight the two indicators we shall present a short case study which reflects the liquidity and 

solvency from the ratios system. 

General liquidity: Current assets  

Current liabilities 
Lg  

                                                                                                                                 Table no.1 

No. 
crt. 

Indicators Period 
P P+1 

1. Current assets (lei) 34.401.743 70.535.532 

2. Current liabilities or Short term debts (lei) 

 

49.808.066 73.193.840 

3. General liquidity 0,69 0,96 

4. Minimum acceptable value 1 1 

5. Maximum acceptable value 2 2 

 

Among the two years the value of the indicator is under the minimum value, which signifies a situation that is 

not exactly favorable for a company. From here it results that the company is in danger not to cover fully the current 

liabilities by using the current assets. In other words, the company is in incapacity of payment on short term. In the year 

P+1 it is noticed a slight improvement due to the fast growth of the level of current assets in comparison with the level 

of current liabilities. 

Low liquidity: Current assets- Stocks  

Current liabilities 
Lr  

                                                                                                                                Table no.2 

No. 
crt. 

Indicators Period 
P P+1 

1. Current assets- Stocks (lei) 20.728.047 56.558.285 

2. Current liabilities or short term debts (lei) 49.808.066 73.193.840 

3. Low liquidity 0,41 0,77 

4. Minimum acceptable value 0,6 0,6 

5. Maximum acceptable value 1,0 1,0 

 
In the second year the low liquidity is found in normal limits and reflects a good payment capacity. This level is 

a certain one stating the fact that the company is capable of covering satisfactory the current liabilities by using the 

claims and cash. 

Current liquidity: Short term financial investments  

Current liabilities 
Lc  

                                                                                                                          Table no.3 

Nr. 
crt. 

Indicators Period 
P P+1 

1. Short term financial investments (lei) 57.063 0 

2. Cash in hand (lei) 3.111.341 31.959.744 

3. Current liabilities (lei) 49.808.066 73.193.840 

4. Current liquidity 0,06 0,44 

5. Minimum acceptable value 0,4 0,4 

6. Maximum acceptable value 0,6 0,6 

 

In the year P+1 the value of the indicator is in normal limits, and in comparison with the previous year has 

increased due to the fast growth, as rhythm, of cash in hand in comparison with current liabilities. This fact is due to the 

weak financial stability on short term. In the first year the company has an unsatisfactory level of liquidity, which 

means that the company is not capable to cover satisfactory the current liabilities by using the cash in hand. From this 

point of view the situation is appreciated as unfavorable. 
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Immediate liquidity: Cash in hand  

Current liabilities 
Li  

                                                                                                                   Table no.4 

Nr. 
crt. 

Indicators Period 
P P+1 

1. Cash in hand (lei) 3.111.341 31.959.744 

2. Current liabilities (lei) 49.808.066 73.193.840 

3. Immediate liquidity 0,06 0,44 

4. Minimum acceptable value 0,2 0,2 

5. Maximum acceptable value 0,3 0,3 

 
In the year P+1 the value of the indicator is in normal limits, and in comparison with the previous year has 

increased due to the fast growth, as rhythm, of cash in hand in comparison with current liabilities. This fact is due to the 

weak financial stability on short term. In the first year the company has an unsatisfactory level of liquidity, which 

means that the company is not capable to cover satisfactory the current liabilities by using the cash in hand. From this 

point of view the situation is appreciated as unfavorable. 

Net worth solvency: Total assets  

Total liabilities 
Sp  

                                                                                                                            Table no.5 

Nr. 
crt. 

Indicators Period 
P P+1 

1. Total assets (lei) 94.469.437 141.895.061 

2. Total liabilities (lei) 51.715.172 95.804.713 

3. Net worth solvency 1,83 1,48 

4. Minimum acceptable value 1,66 1,66 

 
In the last year the level of the solvency index is under the normal limit, and in comparison with the last year it 

is reduced. The tendency of the indicator has been of decrease, and if this situation continues the company could go 

into bankruptcy. 

Gross debt repayment capacity:  Gross operating surplus  

Total liabilities 
CBRD  

                                                                                                                       Table no.6 

Nr. 
crt. 

Indicators Period 
P P+1 

1. Gross operating surplus (lei) 5.661.715 4.671 

2. Total liabilities (lei) 51.715.172 95.804.713 

3. Gross debt repayment capacity 0,1 0,00004 

4. Minimum acceptable value 0,5 0,5 

 

The level of the indicator in the year P+1 is under the minimum limit, recording a low value also in the previous 

year. This situation reflects the company’s incapacity repaying the debts. 

 
4. Conclusions 

Liquidity and solvency remain two indicators of maximum importance, which put their print seriously on the 

financial stability of the company. 

The liquidity rates are also known in the specialty literature under the name of treasury rates and are determined 

by comparing the overall liquidity with the payments in time. 

If solvency measures the company's ability to honor payment obligations on time, liquidity shows the ability of 

the company to convert assets elements in cash. 

The link between liquidity and solvency is determined by the financial and patrimonial structure. Given the 

strict definitions of liquidity and solvency, a company even if it has solvency it may face temporary lack of liquidity. A 

number of factors can influence the company's liquidity, including: the sphere of activity, the maturity and size of the 

company, the seasonality of the business, the economic situation, the structure of current assets, the rotation speed of 

current assets. To conclude, the lack of liquidity may cause problems such as: 

 difficulties in obtaining loans; 

 late payments and interest due on loans; 

 sale of assets in order to settle the present obligation; 

 affect the relation with business partners due to failure to contracts; 
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 loss of business opportunities. 

Also it must be taken into consideration the fact that a high general liquidity rate does not necessarily mean that 

the activity is performed efficiently, because the size of this rate is influenced by the level of stocks. Surpassing the 

optimum level of the rate of low liquidity can reflect an inefficient use of either the claims or of the cash in hand. A 

high value of the immediate liquidity does not represent a guaranty that the company can pay its short term debt if the 

other elements of the currents assets have a reduced degree of liquidity. 

To ensure the financial stability and the liquidity maintenance of a company, it is required a reasonable 

correlation between the time of payment of the obligations and the receivables, as well as taking some managerial, 

technical, economic and financial appropriate actions, that ensure a normal circuit of capital. In this respect, very 

helpful in tracking the business liquidity it proves to be the cash budget that includes the forecasted cash inflows and 

outflows over a certain period of time. Usually, companies operate with a daily cash budget for one month in advance 

and with a monthly cash budget for periods of six to 12 months in advance.9 
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