
LUCRĂRI ŞTIINŢIFICE, SERIA I, VOL. XI (3) 

THE SELF-FINANCING – AN INMPORTANT INSTRUMENT 
FOR A COMPANY’S CAPITAL ADMINISTRATION 
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 Funding needs of businesses are varied, from long-term needs and a 
high, as is the case of material fixed assets to the lack of short duration, 
whose level varies frequently during the year depending on the internal 
and external factors, the case of circulating assets. Finance, meaning 
financial coverage of these needs is, of course, taking into account the 
permanent or temporary necessities. Long-term financing needs of 
businesses involve funds, whether permanent or for periods of time, 
operation can be done in different forms, depending on the conditions of 
the enterprise and financial market. Ways of long-term financing are 
closely linked with the ways of investment, forming together with them the 
financial undertaking, and management in the long term. 
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Self-financing is one of the most widely financing principles and 
assumes that the company provides its own development forces, using as 
sources of financing part of the profits obtained in the expired and 
amortization fund, covering the needs of replacing fixed assets and 
increased economic activity. Place meant that it self-dealing among other 
ways of funding stems from the fact that it creates benefits for both 
shareholders and the company as a legal person. Shareholders advantage 
whereas capitalizând part of the increasing value of the stock exchange, 
increase the shares held by them, therefore, increase their wealth. In 
addition, reinvested profit is exempted from paying tax or apply for 
substantial tax reductions, which creates greater opportunities for 
reinvested. The  company, as a legal person, is favored whereas there is no 
need to call the shareholders or the financial market to obtain funds it needs 
for development. Politics of self-financing is of a synthesis ways of 
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production, trade and financial guiding its work. Sources of self-financing 
flow resulting from economic and financial performance, but are grouped 
according to the possibilities of sharing benefits, depreciation and debt 
policy. Forecasts of domestic financing plays the main role in the financial 
policy of the company. 

Although the self-financing  is a healthy and desirable policy, is not 
appropriate to exaggerate in this direction for the company to be broken by 
the financial market and a greater mobility of capital. And covering the 
needs of economic growth from internal sources, can easily escape the cost 
of capital compared with the cost of borrowing capital, creating the 
misleading appearance that the first would be quite free. Economic and 
financial reality shows, however, that regardless of origin, the cost of capital 
equals in many cases, the cost of capital, being even higher than the 
borrower. It can not talk about one of the best general policy of self-
financing. Worldwide, the decade until the 6th century, a sound financial 
structure is characterized by a low level of indebtedness, with a special 
emphasis on self-financing and other own resources, and the financial - 
economic autonomy of enterprises. In the decade of the 8th, a good financial 
structure is characterized by a "normal" of indebtedness, that is not 
excessive compared with equity, but with a special emphasis on the positive 
effect of indebtedness. In the'80s, a sound financial structure is 
characterized by a progressive decrease indebtedness, increased financial 
autonomy and increased profitability on that basis. 
 

Factors Affecting Self-Financing 
 

The decision to self-financing  and it’s level are often influenced by 
external factors such as taxation, various constraints on access to financial 
markets and various legal constraints. Under the aspect of taxation can talk 
about the relationship of the type: high taxation - high self-financing and 
vice versa, meaning that a opressive policy of tax incitement to carry out the 
capitalization of part of a profit as high as possible, finding in this 
destination more lighter tax. In contrast, other regulations such as those 
relating to the tax base by reducing expenditure (depreciation loan 
repayments, interest payments) can influence to increase the distribution of 
dividends rather than increasing the resources of self-financing. In another 
vein, investors (shareholders) that are heavily taxed on income from 



LUCRĂRI ŞTIINŢIFICE, SERIA I, VOL. XI (3) 

dividends will vote in a General Shareholders Assembly to distribute a 
lower dividend, profits are reinvested in favor, so to maximize the value and 
heritage of each shareholder.  

Constraints on access to financial markets. If companies in unlisted 
companies, procure the necessary funds growth can not be achieved through 
recourse to the capital market remains, therefore, the alternative credit bank, 
or self-financing or growth of capital by foreign equity. Increases capital by 
new consideration of cash or in kind are operations that take time, are 
difficult and costly operation, which make the comparison, self appear 
preferable. 

Various legal constraints. Profits of joint stock companies has two 
main destinations: the dividends and distributions reinvested. Decision of 
the General Shareholders Assembly to distribute dividends to reduce the 
amount for self, but get other notable results: satisfying the demands of 
shareholders, their loyalty to society sustainable manifested in owning the 
shares, without intention to sell the market, leading to increased rate them, 
so the market value of the company itself. Conversely, the decision of the 
General Shareholders Assembly of shareholders to reinvest profits increased 
resources for self, but may cause dissatisfaction of a part of shareholders, 
which will tend to sell shares held, what the game of supply and demand, 
may lower rate shares and therefore the equity market capitalization of the 
company. Distribution of dividends regularly and  in substantial amount, is, 
of course, a positive sign on the development prospects of a company, but a 
desire for autonomy by a self –financing influence more pronounced. In 
some countries, laws require a minimal self-financing, which restricts the 
size of dividends. The same notes, but with a generalized character, policy 
banks lending to economic agents only to the extent that the present 
capacity of indebtedness, that have equity in a certain amount. 
 

Cost of Reinvested Benefits 
 

Any self-financing policy should be analized on the profitability that 
reinvested profits shows. If the profitability of new projects covered by self-
financing is equal to profitability ad shareholders, the policy of self-
financing is neutral for the enterprise. Only when investments profitability 
covered by self-financing is greater than the remuneration requested by 
shareholders, has a positive effect to the enterprise, meaning that its 
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financial value increases. Thus, self-financing helps to increase the financial 
means, but does not allow for increased profits reinvested unless the rate of 
return for new projects to pay the claims of shareholders increase. 

In principle, self-financing cost is equal to the cost of own funds in 
that foreign shareholders expect the same yield from reinvested profits, and 
the cash contributions made by them with the opportunity for capital 
growth. In other words, the self-financing appears as foreign funds own, an 
expensive means of financing. That the company has obtained free amounts 
of self-financing, that the remuneration paid to shareholders (negative 
financial flows) does not mean that the amounts involved are free. 

On a perfect market, where all the information are available, the 
amounts of profit recorded in the reserve funds (self-financing) or 
distributed as dividends to make political funding to be neutral: 
indebtedness, self-financing, distribution of profits  have no consequence of 
terms of shareholder wealth. To determine the real cost of the reinvested 
profits of the company and return profits reinvested by shareholders should 
take account of tax incidence, meaming that the company is taxed on 
reinvested profit, and on the other hand, shareholders are taxed on income 
derived from dividends. Therefore, in the case of dividends, shareholders 
will bear the tax on income from dividends so that they have a lower net 
income for the use, for example, for purchase of new shares. If the company 
does not distribute dividends or distributed in a lower way, it can reinvest 
the profits or a part thereof, forming a basis for future revenue increased. It 
is necessary, however, the net efficiency to shareholders to remain the same, 
whether distributing dividends or profits are reinvested. In other words, the 
situation should be the same in terms of shareholder assets. 
 

Components of Self-Financing 
 

Maintaining self-financing fulfiles necessary resources for 
reconstruction of capital engaged on a permanent basis in the company's 
activity (as for the renewal of production and operational risk). This part of 
the self-financing is formed mainly of amortization and provisions.  

Net self-financing (growth) is that part of the gross of the self-
financing is formed own sources of the above requirements demanded the 
restoration of capital invested, with the effect of an increase in assets. Net 
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self-financing mainly consist of net profits allocated for development, i.e. 
profit remains to distribute dividends. 

 
 

Self-Financing Capacity 
 
Sources for self-financing are formed within the enterprise are, 

therefore, domestic sources. Basically, these sources come from surplus 
money created out of economic and financial operations, i.e. from the 
difference between financial flows positive and negative, and between 
receipts and payments. Gross operating surplus consists of the positive 
results of the economic and depreciation fund created. Moreover, gross 
operating surplus can be calculated in two ways: either as the difference 
between total revenue of economic activity - and the total financial costs 
incurred, taking into account depreciation that, although expenditure is 
included in cost, doesn’t generate flows out, either as the sum of different 
elements, such as salaries, taxes, interest paid, depreciation fund annual 
dividends benefits undistributed. Capacity of self-financing is a monetary 
surplus which is obtained as a result of all transactions of receipts and 
payments business in a period of time, given the scope and tax. Ability to 
determinate self-financing capacity should be taken into account both 
economic and financial variables. Economic variables based on forecasts of 
sales (price x quantity) and forecasts on costs (raw materials, fuel, salaries, 
etc..) While the financial variables in the lending policy, promoted by the 
company, which generate financial charges, depreciation policy costs can be 
charged differently for some years and the policy of sharing the profits 
which sizes dividends distributed to shareholders of shares in profits or 
increase the reserve fund. The capacity of self-financing is a big economic 
expression, reflecting the strength of financial companies, security and 
guarantee its independence. Businesses with good capacity for self-
financing diminishing its financial risk, being able to surmonteze weights 
during periods of economic crisis, when access to credit is difficult because 
of high interest. However, the capacity of self is an indicator of financial 
liquidity and solvency, which raises the quality of the company, increases 
the confidence of business partners, creating better conditions to negotiate 
economic contracts. We also add that a good capacity of self-express and 
good debt capacity and ability to better guarantee bank loans to which the 
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call. Irrefutable positive aspects of self-financing do not exclude, however, 
some drawbacks of this method of financing, in the sense that the self is an 
obstacle to the mobility of capital and related sources that comprise a 
relatively high cost. 

Correlations Between Self-Financing, 
Loan, Amortization and Profit Distribution 

 
The internal financing (self-financing) is not necessarily the 

willingness of shareholders, but also some internal and external conditions: 
tax and other legal regulations, policies taken by banks from lending to the 
economic, the cost of credit and of course , the degree of profitability that is 
obtained and intentions of the growth. Company obligations arising from 
their debt policy is translated into regular interest payments, which together 
with the annual repayment, generates the financial charges.     The financial 
structure is obliged, the annual costs are higher, reducing the benefit and, 
therefore, opportunities for self-financing. 

In financial aspect the link between self-financing and indebtedness 
is more complex. Self-financing is almost always a prerequisite for 
obtaining a loan, it is, meanwhile a security and a means of repayment. To 
approve the appropriation requested, banks require businesses limits of 
indebtedness. In long-term and medium credit, it is required that the debt 
does not exceed a certain multiple of the capacity of self-financing (Term 
Debt / Self-Financing Capacity <= 4). 

As the ability of self-financing increases, increase the possibility to 
call loans too. Businesses that use credit expect to obtain positive effects of 
indebtedness, so as not to allow not only payments of principal and interest, 
but to remain a profit that could be used possibly to fund new projects, thus 
increasing the possibilities of self-financing. Such a perspective is realistic if 
the economic rate of return is higher than the interest rate. In this regard, the 
loan appears as a anticipated self-financing. 

The costs of amortization of fixed assets increase costs, reduce 
benefits and, therefore, and the tax due the state. Given that the costs of 
amortization does not generate negative financial flows shows that the 
amortization fund obtained by the recovery of these costs can be reinvested 
and used for, along with saving tax decrease as a result of the tax base, 
increase the degree of self-financing.  
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In fact, amortization is a neutral influence on the self-financing: 
increasing amortization costs, is diminishing profits and vice versa, so you 
can not count on a different amount of resources of self-financing than  that 
generated by operation. Instead, the amortization policy may allow the self-
financing modulating flows, ascending or descending, depending on 
business purposes. Application of various methods of amortization and the 
possibility of interruption or slowing the rate of amortization creates the 
possibility of forming annual a amortization fund  more or less. If growth 
fund amortization, decrease the flows representing negative income tax, and 
therefore increase the flow of self-financing. 

For example, the method of  regressive amortization leads to 
decrease from one year to another the expenses of amortization, as such, in 
the early years of self-financing flows will be higher - both based on the 
volume of amortization fund, the economy and tax profit - while the end of 
the operation of a fixed asset flows of self-financing will be lower as a result 
of decreasing the annual amortization fund, and the growth in payments to 
tax. 

Between the self-financing and the sharing of profits policy there is a 
close connection. Provision of higher dividends or less direct influence on 
the size of reserve fund and, therefore, the self-financing. Provision of 
higher dividends to shareholders has the  positive effect keeping their 
confidence and devotion to society, but the diminishing possibilities of self-
financing. 

The benefit of a company stock, distributed in the form of dividends 
or that the reserve fund (the possibility of self-financing) is owned by 
shareholders. Therefore, the policy against the distribution of profits is 
ultimately a policy of liquidity: if it generates a reserve fund, increases 
liquidity and thus the possibilities of self-financing, distribution of 
dividends leading to greater liquidity and thus reducing the possibilities of 
self-financing.  

In terms of distribution of profits as dividends, it  shapes two 
currents: shareholders prefer dividends increased for immediate 
consumption and basically are in disagreement with the policy of the 
company as a means of self-financing to an economic growth, shareholders 
prefer dividends placement in new shares of the company, in the hope of 
future profits consistently, without losing, the possibility of obtaining 
immediate cash, the companies could sell shares they hold.. 
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In terms of non-distribution of dividends within a year or another, 
may appear in the mass dissatisfaction and shareholders who can materialize 
the tendency of companies to sell shares. If the sale gains scale or becomes 
general, the consequence is decreasing the rate of shares on the exchange. 
This situation creates two unpleasant aspects:  

a) the inability for the company to carry out capital increases by 
issuing new shares because of the low exchange rate. How the issue price of 
shares must be between the nominal value and the day  exchange course, a  
lower course would generate a lower issue price, which would be unseemly 
for society. The course is lower, the more shares must be made to achieve 
the figure proposed to increase capital, but the increased number of shares 
attract higher remuneration in the form of future dividends. Therefore, if we 
recognize that the low level of course is a consequence of the policy of self, 
one can say that it is raising capital more expensive. 

b) the lower rate of shares, led by the policy of self-financing and 
dividends, draws attention to foreign investors, which,  by massive buying 
at the stock exchange in the best period, can take control of the company. 
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