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In the accounts of Romania, the principle of true and fair view and the prudence principle
are in a relationship of mutual conditioning. True and fair view has its origins in Anglo-
Saxon accounting, the British, and English translation of the expression is "true and fair
view". In the context of Romania's national, a first reference to the concept of true and fair
view a we identify in the root Accounting Law No 82/1991 which lays down that objective
accounting- ensuring accurate image, clear, and complete heritage of the financial situation
and the results. Prudence is to be found in sincerity (in the direction of the present in the
financial statements facts which might influence the recipient information) and should
serve the concept of true and fair view.
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1. Introduction

The objective of this working paper is to highlight the two accounting principles: the true and
fair view and the prudence. We have chosen to study the principle of prudence because it is considered
to be the basic pillar of the accounts (especially in countries where it meets an important legal role), its
application protects entity, but also third parties against subjective assessments and the many risks
and uncertainties that may arise in the future.

Developing a set of rules as a general guide forming the general conceptual framework on
their accounts has been necessary persons who keep accounts and /or receiving financial statements to
be interpreted correctly, uniform and evenly. These rules can be defined as “conventions, rules and
procedures necessary to define accepted accounting practice at a given moment".

The principle’s role is one fundamental within the accounting device taken as a whole, they
guide the current and future work, give it a character of stability and balance, consistency,
comparability and consistency of normative and practical arrangements in the field of accounting
provided that the approach and the application of the accounting principles to be made in equal
measure with discernment, good faith, objectivity and flexibility.

2. The principle of the true and fair view in Romanian accounting

The principle of true and fair view mentions the fact that the annual financial statements shall
be prepared so as to provide a true and fair image of the assets, liabilities, financial position and
financial results of the entity, in accordance with the provisions set out in the OUG 1802/2014.

In our country, the accounting Law No. 82/1991 republished, make a direct reference to this
concept. Thus, the article 10 specifies: "official documents of the economic and financial situation are
the annual financial statements, which must give a true and fair view of the financial position, financial
performance, cash flows and other information relating to the work done ".

Thus, in order to give a true and fair view, financial statements must provide information that
would be:

a) Relevant for decision-making by users;
b) Credible, namely: to be faithful to the events and transactions; to be consistent with the
economic reality of the phenomena, and not merely with their legal form; neutral, it means

free of influences; to be prudent; to be complete under their significant aspects. (Thomas C,,

2001)

In accordance with IAS 1, general purpose accounts must give a true and fair view of the
results and the financial position of a company at the end of the financial year, providing useful
information to a broad category of users. Depending on the nature and size of events that occur
between the balance sheet date and the date on which the signed financial statements, these
transactions may also be included in the financial statements or in notes to financial statements. Users
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will be interested to have access to these information because the decisions which take about the
society that are affected by these.

Correspondence must be ensured between the nature of an item and its description in words,
but also between the item and its supplies. For example, if the financial statements shall be presented
to the item «construction», without be an asset corresponding to this description, the representation is
not true and fair; on the other hand, if there is such a active heritage, but the financial statements as a
«construction» missing, representation true and fair is not, again, done.

There is no true and fair representation than in the case in which the amount of financial
statements is registered with the numerical expression of 1million, and the value of cash from the
cashier is different.

Following the French model with French regulations and usages, the Romanian accounting
explained the true and fair view through the action of the principle of conformity with afferent rules
and principle of sincerity.

Principle of sincerity is the basic rule of accounting that binds to respect standards and legal
regulations in force, sincerely and with good faith, to the listener through a faithful picture, clear and
full of heritage, the financial situation and the obtained results .Presentation of true and fair view
image of heritage is the fundamental objective of the accounting information system. (Covlea M., 2006)

Principle of regularity is accounting’s rule according to which data and information
concerning the situation of the assets, financial situation, and the financial result obtained, comply
with the rules and regulations for collecting information, registration, generalization, systematization,
reflection and their reporting, in accordance with the standards, rules and legal procedures.

In the continental accounting, the true and fair view of the heritage is reflected by the principle
of sincerity and regularity in the following relation (Needles, Belverd E. Jr.; Anderson, Harry R
Caldwell, James, c., 2001):

True and fair view = Sincerity + Regularity

3. True and fair view-creative accounting pro or contra?

The notion of true and fair view is British in origin, and one of the definitions of Lee who
belongs, in 1982, stated: "Today, the true and fair view has become a term of art. It involves the
submission of accounts drawn up in accordance with generally accepted accounting principles, using
the figures as accurate as possible, achieve more reasonable estimates and arranging them so that they
can provide you with all the limits of current accounting practices, the most objective possible, free
from errors, distortions, manipulations or significant omissions. In other words, should be taken into
consideration both the letter and spirit of the law. "

This definition makes reference to the following aspects:

1) References to "estimates as reasonable” and” the limits of current accounting practices”
implies a certain tolerance for some unavoidable inaccuracies. In other words, "it is preferable to
approximate than to accurately wrong". This reflection, what belongs to ].M. Keynes, may explain the
replacement of the requirement of "true and correct view" with the "true and fair view". The change
was made on the recommendation of the Institute Chartered Accountants in England and Wales
because "correct” was a word excessively accurately to reflect the practices of accounting and auditing.
True and fair view can be considered as an incentive for the use of creative accounting techniques. The
fact that accounting information must be neutral is already covered.

2) Lee talks about "the image the most objective possible” and about neutrality. Neutrality
requires that the financial statements, the presentation and selection of information, not to influence
takings decisions and judgments leading to a predetermined result. Looked at from this angle, the true
and fair view acts against creative accounting.

3) References to the "omissions" and the "letter and spirit of the law" have led some to believe
that the requirement of "true and fair view" is much more rigorous than previous formulas. "True”
means letter of the law, and "fair" (loyal), its spirit. The following story highlights the two words: The
captain of a vessel was worried that his second drinks very much. Someday, he wrote in the logbook:
"Second in command was drunk today." The information was at the same time true and loyal. The next
day, his second, seeing what his captain had written, added: "Yesterday the captain was sober". The
information was true, but not fair . If the captain was sober, this would not have been worth comment.
Looking from this angle, true image is an instrument against the use of creative accounting.
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4) Lee talks about "accounts prepared in accordance with generally accepted accounting
principles”. "Where a court would have to decide whether a company's financial statements give a true
and fair view or not, it would be difficult to identify criteria for assessing other than compliance with
generally accepted accounting principles”. In this case, the true and fair view could be an incentive for

the use of creative accounting techniques.(Amat o., j. Blake, Oliveras E,1982)

4. Prudence in Romanian accounting

Precautionary principle refers specifically to the following aspects:

Include only the profits from the date of the balance sheet;

Inclusion of all debts incurred in the fiscal year or previous years, even if such liabilities

become possible or known between the date of the balance sheet and the date of its

completion;
e You have to keep in mind all depreciation (value adjustments), regardless of whether the
outcome of the exercise is financial profit or loss.

In accounting activity, prudence principle has an important role , because its application
protects the enterprise especially against the subjective judgments of the others .Prudence does not
allow:

o Overvaluation of assets and incomes;
o Underestimation of liabilities and expenses.(Price Water House Coopers, 2011)

When lower values appear as probabilities for the future, they will be recorded, while
increasing the value will be recorded only when they become certain and definitive. Example: A claim
on a client worth 1,000 lei, will be recorded in the balance sheet value of 500 lej, if the customer is in
financial difficulties and the probability to collect the claim against it is only 50%.

In the case of liabilities, the accounting standards do not mention specific rules. Example:
buying land, acquisition cost is 20 million lei. The inventory utility value is 10 million lei. Thus, the
account 212 "Fixed assets" increases the flow rate with the value of 20 million lei, while the account
404 "Suppliers of non-current assets" increases on credit by the same amount. The following is created
"The provision for depreciation of tangible assets" account for 291, is credited with 10 million lei,
while the account 6813 "Operating expenses on provisions for fixed asset impairment” increases the
flow rate by the same amount. The sale of the asset, the provision must be canceled, being without
object: account 291 "Provisions for depreciation of tangible assets" shall charge the amount of 10
million lei, while account 7813 "Provisions for the depreciation of assets "are credited with the same
amount.

Businesses that fall within the scope of OUG 1802/2014 are required to account for the
accounting principles and concepts mentioned in the Order.

5. True and fair view vs. Prudence- an unresolved conflict
The authors of the "Treaty of financial accounting” claim that, in our country, prudence seems
to be the best known. Because prudence requires accounting of minuses and prohibit the taking into
account of take-in value, it can be found in the state of conflict with the true and fair view.
Prudence is also mentioned in the international standard IAS 1 of IASB. IASB considers that
"Many operations inevitably behave like uncertainties. It is therefore necessary to take account of
them, making the safety advice in the preparation of the financial statements. At the same time,
prudence does not justify the creation of latent reserves or occult .
In the case of assets:
e  When book value is greater than the input value, the difference is called value, which is not
recorded;
e  When the book value is less than the input value, the difference is called a minus value, subject
to the following tests: in the case of goods subject to wear physical and/or moral, for which a
definite minus, it will cover the depreciation system; for other goods, where the value minus
does not have a definitive character, it will cover the depreciation provisions.
In the case of liabilities:
e Increase in value of an external liabilities (debt), considered to be irreversible, is a
complement of debt, accounted for as such.
e The emergence of a debt whose size and maturity are uncertain of which leads to the
formation of provisions for liabilities and charges.
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e Deficiencies of external liabilities, which have become an irreversible, are subject to
accounting, while cons are indefinite are not taken into consideration, for reasons of caution.
(Feleaga 1, Feleaga N., 2009)

6. Conclusions

In conclusion, the financial statements of the enterprise must give a true and fair view, clear
and complete (article 23 of the implementing regulation of the law No. 82/1991, the law on
accounting).

Financial statements may become neutral and will not have the quality of being credible, if
prudence does not allow the assets or income, undercutting the formation of provisions, debts or
expenses overvaluing suited.

As Lee says, the true and fair view became a truly art. It involves the submission of accounts
prepared in accordance with generally accepted accounting principles, using the figures as accurate as
possible, achieve more reasonable estimates and arranging them so that they can provide you with all
the limits of current accounting practices, the most objective possible, free from errors, distortions,
manipulations or significant omissions. In other words be taken into consideration both the letter and
spirit of the law.
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