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Abstract 
 

Obviously, any research topic can be approached in a multitude of aspects. Among these, for 
the issue of provisions in the accounting of public institutions in Romania, we selected perceptual, 
normative and applied aspects. The aim is to identify opportunities to improve the quality of 
accounting information by focusing on risk analysis, making estimates, exercising professional 
judgment, with an emphasis on prospecting, confrontation with practical reality. 
Among the questions we are trying to find an answer to, we identified the following: does the 
creative side of the accounting of provisions affect public institutions as well?; what do national 
and international normative patterns imply for the accounting recognition of provisions?; Is the 
accounting profession prepared for the new challenges focused on identifying and monitoring 
risks, estimates and forecasts? In order to answer these questions, we resorted to the analysis of 
the specialized literature regarding the perception on provisions, of the national and international 
regulatory framework and the practical reality of public institutions in Romania. 
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1. Introduction 
 

The depth finds refuge in simple things. Any seemingly trivial subject can generate complex 
investigations. The proposed subject fits in this direction, without claiming to approach the 
exhaustive side of its exploration. 

The controversies, positions on the subject of provisions could even begin with the perception 
on knowledge (which consists of “information, descriptions or skills acquired through experience 
or education” being related to the “awareness of human beings”), its delimitation from the 
accumulation of knowledge (involving “complex cognitive processes: perception, communication, 
association and reasoning” (https://ro.wikipedia.org/). 

Evidently (and) this type of approach is affected about subiectivness because everyone 
„perceives reality through the lenses of their own distorted values and” (Goleman, 
http://stagiipractica.roger-univ.ro/).  

The objective proposed is the extension of the exploiting area of possibilities to improve the 
quality of accounting information through a better capitalization of the data regarding provisions 
 
2. Theoretical background. The panoptic image of provisions. Conceptualization and 
positioning in the accounting area 

 
If in the realm of profit-generating entities the subject of provisions as a tool of creative 

accounting or a form of accounting engineering it is treated quite a lot by the specialized literature, 
it is not the same case regarding the segment of public institutions. 

”The offer of accounting information is influenced by economic, political, social, and legal 
factors, by the conflicts of interest between different parties, as well as by the way of 
conceptualization and normalization of accounting.” (Berheci, 2009), but also by the progress of 
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the information tehnologies which contribute to the optimization of the consumed time with data 
processing and allocating time to elaborate analysis or support services for decision making.   

At the same time, it is the effect of spreading the call for professional reasoning in accounting, 
the concern to identify the causes that negatively influence the communication process and ways to 
avoid malfunctions in their provision, requiring an approach by analyzing the users’ reactions. 

Briefly and taking into account general coordinates, the issue of provisions is addressed in the 
literature, especially with reference to the entities carrying out economic activities generating 
profits, but which we consider valid for public institutions, some of the perceptions being the 
following: 

- provisions represent one of the tools for operating instruments used by creative accounting 
(mostly in the specialized literature), on which there are different approaches, for example from 
being considered a financial engineering not necessarily with negative connotations on the entity  
(Ionescu, 2006;  Munteanu V. et al, 2011; Moisescu, 2016; Voinea, 2013; Mihăilă et al, 2015), an 
instrument in innovating accounting which contains alternative accounting as a result of using 
alternative accounting treatment (Bunget et al,  2012), a form of legal and moral fraud  (Groşanu A, 
2013) of truncating/modelling the benefits using  gaps and regulatory flexibility etc. Creative 
accounting is generated by a serie of factors and is transposed by a serie of practices (Bogdan et al 
2006; Mihăilă et al, 2015; Dingă, 2008);  

Creativity is actually “intelligence when having fun” (Einstein) and can be limited by imposing 
perfection. In other words, we have a choice between being creative in a competitive society by 
trying to overcome the fear of failure or striving to be as close to perfection as possible. This is also 
a matter of what one’s option is (https://www.iqool.ro/puterea-creativitatii/). 

Concerning this idea, we meet the opinion that “accounting options have been around for a long 
time and do not constitute creative accounting, the subjectivity inherent in valuation is inevitable 
and has always existed, only a few financial mechanisms generate true creative accounting” and 
“which are related to accounting imagination used to translate legal, economic and financial 
innovations for which there are no standardized accounting solutions at the time of their launch, as 
well as the fact that the arrangements arising from this financial engineering are initiated according 
to their impact on the balance sheet and the result (Munteanu et al , 2011)  

Creative accounting is similar to accounting engineering (Ionescu, ???), accounting engineering 
is only one component, the negative one, fraudulent of creative accounting (Bunget et al, 2012) 
which has the role of mislead, intentionally”, being activated “when you want to publish erroneous 
information.” We consider that there is a noticeable difference between the two characteristics, in 
the sense that the intention to mislead does not necessarily mean that the information is erroneous. 
The other component is the innovative accounting in which the alternative accounting resulting 
from the use of alternative accounting treatments is found). 

Another stage of creative accounting refers to two successive components, namely legality and 
moral fraud (which respects the letter of the law but not the spirit of the law, followed by real 
fraud, for which “the step is small and invisible” from the previous form (Groșanu, 2013) 

- provisions require the use of estimates and forecasts, they are supported by the principle of 
prudence and that of connecting expenses to income in accounting (not recognized in national 
legislation, but respected in practice) (IAS 37; Borfoaia, 2009; Suer, 2014), representing in the 
same time the effect ofexercising professional reasoning (Herbei et al, 2015; Mărculescu et al, 
2012,) and a management instrument (Brijesh, 2014; Costuleanu et al, 2013; Popa, 2012; Zuca et al 
2012 etc.) with arguments and counterarguments (Moisescu, 2016). 

Through provisions, managers have the opportunity to model accounting figures, to choose the 
most convenient accounting policies and treatments, which do not necessarily translate into a true 
and fair view. 

- provisions constitute the effect of the existence of niches in the accounting rules, of the 
accounting options and of the freedom to assess the risks, expenses or losses whose object is 
determined with precision, but whose realization and size are uncertain, thus creating the 
possibility of their overestimation or underestimation. 

- provisions are associated with a series of risks, losses and uncertainties, as well as some 
implications of reporting in accounting, (Dicu et al, 2016). Risk describes the variability of the 
results that were obtained; 
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- at public institutions, according to national regulations, provisions may pe constituted for: 
litigation, fines, penalities, compensation, damages and other uncertain debts, guarantees granted to 
customers, litigations from salary rights won in court, guarantees which will be enforced by 
guaranteed loans (capital rates due by the following year, estimated to be paid by the guarantor),  
others (OMPF 1917/2005, updated). To these, by reporting to IPSAS 19, we add restructuring 
provisions, environmental provisions (provisions for decommissioning, dismantling, depollution or 
site restoration). 

 
3. Research methodology 
 

Our research is in line with the current trend of accounting theory and practice concerns, one of 
the arguments being that the “management’s focus on risk estimation and reporting has led to a 
renewed focus and concern for contingent debt and provision reporting” (Schiff et al, 2012 ). 

The hypothesis of the research, which derive from the objective mentioned above, are the 
following: 

- It is necessary to create a conceptual and typological provision for public institutions; 
- The true image demands the need to establish provisions in the accounting of public 

institutions; 
- Accounting recognition of provisions contributes to improving the quality of financial 

reporting of public institutions: 
- The dissemination of information on provisions may influence the users of accounting 

information in the context in which the principles of governance are becoming more present in the 
area of public institutions. 

The concrete ways of the fundamental, descriptive approach of the subject were the following: 
reviewing the specialized literature on provisions, studying the national and international 
legislation, analysis and critical evaluation of the financial-accounting documents (respectively the 
data concerning provisions in audit balances and accounting reporting documents). 

 
4. Findings 
 

Professionalism, reasoning, conventionality in searching the reality in accounting  
Although we are in the era of computers, of advanced technological rigor, where data are taken 

over and processed with the utmost accuracy, still “the accuracy of economic and financial data 
remains dependent on the reporting framework and techniques for manipulating results” Popescu, 
2006). 

Some components of the structures specific to accounting require estimates or forecasts, and 
their value is influenced by the optimism or pessimism of the one who exercises professional 
reasoning in accounting. Through the estimates, opinions are expressed and value quantifications 
are made more or less plausible depending on the time span considered, in conditions of 
uncertainty. 

The provisions are on the one hand the result of the “best” estimates of future debts but also a 
means to exploit, not necessarily in a negative sense, but on the contrary, the optional character of 
their constitution offered by the normative framework: “according to 1917/2005, point 3.2. Public 
institutions may constitute provisions. Under a value of appearance, they cannot surpass the 
necessary amounts to estinguish the current obligation when the balance sheet was realised. 

Also, as I mentioned before, they are required by the precautionary principle. Prudence refers to 
the impossibility of recognizing asset increases or debt reductions (Dicu et al, 2015). It presupposes 
“a reasonable assessment of the facts, in order to avoid the risk of transferring the uncertainties of 
the current period in the future. The reasonable character of the assessment obviously affects the 
objectivity characteristic of the accounting information, and the facts/events can target both the past 
and the future with incidents on the present through the annual financial statements.  

The creation of provisions has an obvious effect on the patrimonial result, in the sense of its 
diminution in the financial year in which it is created and of the increase when it is resumed at 
income. How accurate is the assessment of the probable debt when we make provisions? What 
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about its enforceability? How is the decision objectively justified which is the subject of that 
provision. 

Schematically and by reference to the provisions of the normative framework, the accounting 
recognition of the provisions presupposes the fulfillment of the conditions mentioned in the scheme 
below: 
 

Scheme no. 1 Conditions to recognize provisions 
 
  

 
 
 
 
provisions 

The existence of a current 
obligation generated by a previous 
event; 

• legal (from a contract or a legislation) 
• implicit (previous practices, written 
policies, specific declarations which indicate 
assuming and honoring certain 
responsabilities 

Probability to exit the necessary resourcesto honor the obligation  
Possibility to realize a believable estimation of the obligation 

 
Source: Author’s contribution 

 
 „Accounting instrumentring of provisions is a phenomenon involving the use of the 

imagination of professionals in this field, sometimes risking to go beyond the limits of legality,      
(Ciocan Claudia-Cătălina, True and Fair View: Incentive or Inhibitor for Creative Accounting?, 
Ovidius” University Annals, Economic Sciences Series Volume XVII, Issue 1 /2017, pp. 451-455).  

Some provisions may have a negative impact negativ on the image of the entity (in the sense 
that users of accounting information can identify the losses to be faced by the institution), others, a 
positive one (indication of transparency, risk-taking, objectivity). 

What is certain is that regardless of the effects, they must be brought to the users’ knowledge in 
order to maintain their credibility by providing information that meets all qualitative characteristics 
(relevance, exact representation, comparability, intelligibility, verifiability, opportunity), but also 
for reasons related to the professional deontology of each producer and provider of financial-
accounting information and not only. Establishment and reporting should also take into account the 
changes that have taken place at the normative level in the sense that the finely integrated reporting 
(which contains through the non-financial statement also aspects related to the  environment, social 
and connected to the employees, as well as on respecting human rights, fighting against corruption 
and bribing (https://eur-lex.europa.eu/legal-content/RO), is gaining more and more ground in 
Romania as well, and through the accounting instrumentation of provisions, this orientation must 
be taken into account.  

What is the reality in the accounting practice of some public institutions in Romania?  
At the level of the school units, provisions were set up for litigations from salary rights won in 

court (GEO 71/2009; GO 17/2012), differentiated by terms of exigibility (under 1 year, 
respectively over 1 year). Obviously, they have repercussions, through centralized accounting, on 
the financial statements of senior loan officers, administrative-territorial units, including for the 
2018-2019 school year, respectively county school inspectorates, for salary rights that will be 
earned in court after September 1st 2019, as a result of the modification of the way to finance the 
salary rights, in the sense of their support from the state budget (law 201/2018, point 6, which 
amends article 104, paragraph (2) of the national education law no. 1/2011) . 

Although OMFP 416/2013 stipulates that the amounts related to outstanding payments and 
litiggations with due or uncertain value to be recorded in the accounts as provisions, we did not 
find such situations in the accounting practice of the analyzed public institutions… nor other 
categories of provisions constituted by the 57 public institutions under study. 

Beyond the categories of provisions expressly mentioned by the national regulatory framework, 
it is possible to set up at the level of public institutions to be identified as possible at least with the 
following: provisions for restructuring (including for the benefit over the termination of the 
employment contract, according to IPSAS 19), for reshaping the social pyramid, for the benefits of 
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the employees on untaken rest leave (for example, retirement allowances may be granted 
established or not on the basis of actuality calculations depending on the policy of the institution, 
payments for untaken rest leave), provisions for the environment. 

Provisions for restructuring may be established as a result of the existence of a program planned 
and controlled by management and which significantly modifies either the scope of the activity 
performed by the entity (giving up to an segment of activity or  a service, moving up an activity), 
or the manner in which it carries out the activity (changes in the management structure, 
reorganizations that have a significant impact on the nature and purpose of the activities of the 
entities (IPSAS 19, pct. 18, 81). The restructuring decision must be communicated to those affected 
by this measure before the reporting date. 

Provisions for reshaping the social pyramid refer to the costs of dismissal, recruitment and 
training of staff so that a strongly unbalanced age pyramid (the base being represented by older 
staff and the top by young staff) to turn into a distributed curve according to a normal law. 

Environmental provisions can be set up, for example, when there are draft regulations requiring 
the removal of a contamination, the existence of a previous conduct to honor the published 
environmental policies. 

The possibility of reimbursing expenses necessary to settle a provision is not regulated at a 
national level  

Depending on the structure of the recognized provisions, the directions of interest and the 
preoccupations of the public institutions can be appreciated for:  

- relations with third parties in terms of legal incidents generated by litigation, the quality of 
goods delivered, work performed, services provided (litigation, guarantees granted, contracts with a 
fee); 

- environmental protection, as a form of assuming responsibility towards future generations 
(decommissioning of tangible assets, site restoration) although “identification and data collection in 
respect of environmental obligations can be dificult”; 

- human capital (termination of employment, pensions and other similar benefits) 
The presentation of information on provisions through the financial statements is an indication 

of the risks assumed, the uncertainties that hover over the activity, as well as the possible losses of 
the entity, but also the recognition that they exist, being also a means of covering/diminishing 
through income. of the estimated losses when they actually occur. 

The theory sounds good, we say, but even at the European level it is appreciated that PSAS 19 
Provisions, contingent liabilities and contingent assets’ might prove to be difficult to apply in 
practice and "new information flows may need to be defined and processes implemented to identify 
existing and potential obligations, collect data and measure government obligations. This should be 
part of a good year-end closure process" (https://circabc.europa.eu/sd/).      

 
5. Conclusions  
 

The provisions are attached to the idea of modeling the accounting result of the entities, a reason 
for which, in this context, we wonder how important the provision policy is for the public 
institutions and what would be the reason for resorting to such an approach? What are the reasons 
for using such a tool? 

Including for public institutions we identify at least the following reasons: the refusal to admit 
failure, the freedom of the accounting profession, the exercise of professional reasoning, etc. 

In our opinion, good faith and professionalism are needed in the realization of the finished 
product of accounting - financial information under the auspices of the true image. 

 We find that there are also categories of provisions that are oriented towards sustainable 
development, such as restructuring, for the reshaping of the social pyramid, related to human 
resources, environmental protection, etc. 

Also, the professional reasoning and the changes that information technology produces in the 
field of the accounting profession attract its moral obligation to investigate in a professional 
manner niches that were once blocked by the workload and obtaining financial reports. Creativity, 
intelligence must not be obstructed, as long as it does not contravene any norm. On the contrary, 
the valences of freedom offered by the exercise of professional reasoning must be promoted, the 
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orientation towards progress, the exploitation of the facilities offered by knowledge and modernism 
in order to be the best in your field of competence.  

By approaching the reality regarding provisions in the accounting of public institutions, we 
consider validated the previously formulated research hypotheses, respectively that it is necessary 
to create a conceptual and typological framework on provisions for public institutions correlated 
with the particularities of their object of activity, provisions must be recognized in the  public 
services accounting in Romania, because it contributes to improving the quality of financial 
reporting. 

A different mentality, a different way of seeing the profession ... professional may influence the 
users of accounting information disclosed by public institutions and can contribute to improving 
their management. 

Any entity must achieve a good management risk, respectively to “identify vulnerabilities and 
threats and to elaborate minimizing measures of their impact on information resources” 

How should a professional act in relation to the sizing and accounting recognition of 
provisions? To indulge in a more comfortable reality (not necessarily without the burden of the 
workload due to the redundancy of various documents) or to try to identify and implement new 
approaches to accounting information that would be a measure of the response to the multiple 
challenges ahead. the profession, today, perhaps more than ever. 

This last positioning is desirable, however, unfortunately the connivance of the provisions with 
the professional reasoning remains for the time being a desideratum that still has to cover an 
considerable distance until it becomes reality. 
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