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Abstract
The financing plan is a predictive financial situation that allows the study and analysis of the effects of
medium and long term projects on the treasury situation. The preparation of the financing plan is preceded by a
procedure for selecting a cost-effective investment project from several possible projects.
Understanding the concept of a financing plan is the first issue to be addressed. Then it is analyzed its
structure outlining the main categories of resources and uses that need to be highlighted for the preparation of the
financing plan; the steps necessary for its development are described, the research ending with the presentation of a
case study on the preparation of a financing plan for a company. The research results can be used by any investor to
analyze the impact of the investments he wishes to make on the company’s treasury and to decide on the sources of
their funding.
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1. Introduction
The financing plan is a financial management tool that quantifies medium to long-term
development programs. It is also a negotiating tool with the financial partners to obtain the
necessary resources 5.
Estimates of the need for investment funds are made before the start of the investment.
However, in order to increase the accuracy of the forecasts, it is also necessary to revise the plan
initially developed during the work with a more accurate assessment of the efforts, sometimes
adding other expenditure that was not initially foreseen (including a margin for inflation).
The first step in preparing the financing plan is to estimate the costs involved. Activity
description sheets shall be drawn up specifying the resources needed to complete an activity and
the time period during which the activity is to be carried out. These sheets represent an important
help in estimating spending. Activity-based budgeting should be developed by teams of
professionals who are well aware of the characteristics of those activities. Estimating the need for
investment funds is a difficult activity especially in case of high inflation. After approving the
financing plan by the project management it must also be approved by investors and funding
bodies. This is the stage where revisions can be made to it according to the terms and conditions of
the financial package, the involvement and perception of financial bodies.
The research starts from the following question: can the financing plan accurately anticipate
the effect of medium and long-term investment projects on the treasury situation? I used both the
theoretical research on concepts, theories and regulations existing so far, as well as the empirical
research by presenting a case study highlighting the problems that a financing plan might entail.
2. Structure of the financing plan
For the preparation of the financing plan it is necessary to identify all the investments that
will be made and all the expenses related to the activity to be carried out, in other words it is
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necessary to make an inventory of the “needs” but also of the capital needed to finance these
expenses, meaning an inventory of “resources”.
There is no required model of the financing plan, each enterprise being able to build its own
model according to its own interests. As the financing plan describes how resources of the
enterprise will enable it to meet its needs, it must have at least two components:
 Needs or uses – showing what the enterprise needs to finance: investment needs and
operating expenses (stocks, customers, treasury needs);
 Resources – showing the means of the needs financing: self-financing, loans etc.
The main categories of resources and uses that must be highlighted for the preparation of
the financing plan are presented below.
A. Resources include:
1. The self-financing capacity. The SFC is an indicator that allows an assessment of the
company’s results and its ability to generate internal financing resources from its own activity.
Various methods can be used to predict the operating self-financing capacity. A calculation
algorithm is the following 3:
Expected Turnover x Variable Cost Margin Rate =
= Variable Cost Margin
- Fixed Expenses (without depreciation)
= Operating Result before Tax
- Income Tax
= Operating Result after Tax
+ Depreciation
= Expected SFC

(1)

Another method of determining SFC is the subtractive (or differences) method according to
which:
SFC = Total Monetary Income - Total Monetary Expenses

(2)

SFC can also be calculated by the additive method starting from the gross operating result
7:
SFC = GOR +
+ Other operating income (excluding income from the sale of assets
and other capital operations, income from investment grants)
- Other operating expenses (excluding expenditure on
ceded assets and capital operations)
(3)
+ Financial Income
- Financial Expenses (excluding adjustments in value of financial
assets and financial investments held as current assets)
- Profit Tax
As it is obtained from the activity of the enterprise, self-financing appears as the only
guarantee for autonomy and financial stability. It is true that, other than self-financing, there are
other stable sources such as medium and long-term loans or capital growth. However the
insufficiency of self-financing leads to a decrease in the possibilities for external financing. Selffinancing is the inevitable beginning of any financing plan. Fund providers will not accept to bring
resources into the enterprise unless the amount of self-financing is reassuring for them 8.
If the enterprise produces insufficient results and self-financing, it may discourage the
capital contribution of new shareholders and even discourage existing shareholders. On the other
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hand, if self-financing is not sufficient and capital increases are being used to rebuild the
enterprise’s financing capacity, this may be the cause of total or partial loss of control over the
enterprise to existing shareholders forced to use external resources.
2. The increase in financial liabilities is made up of debt securities and other financial debt
(except for current loans).
3. The increase in equity, represented by the value of contributions in cash or in kind to the
share capital. Capital injections are included in the financing plan at the issue price (face value and
issue premium), meaning the value of their exposure to the treasury. Domestic money transfers
with no financial impact from one equity account to another are not taken into account (for
example: the incorporation of reserves and the conversion of bonds into shares).
4. The resources obtained from the sale of fixed assets (intangible, tangible, financial) are
transferred to the financing plan at their selling price.
5. European funds can represent a source of funding for investment projects.
6. Investment funds. The state budget can allocate funds for investment providing resources
only for areas that cannot cope with the market and competition etc.
B. Uses include:
1. Fixed assets acquisitions (tangible, intangible and financial). Purchases made under the
lease must be added here;
2. Increase of the need for working capital. The need for working capital is the necessary
treasury to finance the gap between cash inflows and outflows related to operating activity. It is that
part of cyclical assets that is not covered by resources of the same nature (cyclical) and that must be
financed from the enterprise’s sustainable resources 7.
Necessary working capital =
= Financing needs generated by cyclical operations - Resources generated by cyclical operations.

(4)

Necessary working capital =
= Stocks
+ Operating Expenses
+ Expenditures recorded in advance
- Suppliers
- Tax and social debts
- Income recorded in advance

(5)

or:

In order to predict the need for working capital it is usually assumed that it is proportionate
to the turnover because there is a close link between NWC and T (the level of sales requires stock
ownership, credit-to-customer, obtaining credit-provider). In fact an indicator quite used in the
NWC analysis is the NFR rate:
R = (NWC/T) x 360
(6)
3. Reimbursement of financial debts (excluding current credits);
4. Dividends distributed during the year (dividends relating to the previous financial year);
5. Reduction of equity (which leads to a decrease in the treasury).
3. Construction of the financing plan
In practice, financial forecasts may include two financing plans:
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 an initial financing plan to assess the situation at the start of the work;
 a financing plan for budget years.
These two financing plans can be presented together, as shown in Table no. 1 5:
Table no. 1. Financing plan
Year

Initial

st

Treasury on January 1
Resources
:
Uses
:
Resources - Uses
Treasury at Dec 31st
(Initial treasury + Resources - Uses)
Source: Ducreau & Boutry, 2010

X

N

N+1

N+2

X

X

X

X

X

X

3.1. The initial financing plan
The initial financing plan aims at identifying the financial needs to start the activity, and the
resources from which these needs will be funded.
► Initial needs to be funded
The initial needs to be funded consist of the necessary investment to start up the activity and
the initial need for working capital.
Investments are considered at the no-fee purchase price. Here I mention: purchases of
machinery, equipment, means of transport, furniture etc.; land and building purchases, their
renovation costs; license, patents, trademarks, copyrights purchases etc.
Necessary working capital. The initial financing plan mainly consists of cash outflows
corresponding to purchases (other than investments) required to start the business, such as: costs
related to the creation of the company; supplying the necessary initial stocks (materials and
accessories) to start the business.
► Initial financial resources
Initial financial resources are made up of all the means at the enterprise’s disposal at the
beginning of the activity in order to cover its needs. Here are found: social capital injection (in cash
or in kind); deposits in bank accounts; subscribed loans; received subsidies.
3.2. Financing plan for budget years
It aims to check whether the financial resources can cover the needs of the enterprise during
the budget years. The initial financing plan adds events related to the following periods, including:
new investments made; new capital injections; new loans; distribution of dividends; new subsidies;
variation in the need for working capital; self-financing capacity or insufficient self-financing etc.
The elaboration of the financing plan requires much iteration to ensure its consistency. The
use of spreadsheets facilitates the construction of this document. Elaboration of the financing plan
is usually done by two stages 5:
1. Starting from the initial treasury, a first outline of the financing plan is drawn up, based
on the projected activities and the investment projects envisaged. The need for financial support is
determined and the necessary external financial amounts are assessed. The plan obtained after this
first stage may be unbalanced, the available resources may not fully cover the financial needs.
2. In the second stage, various resources are included in the financing plan to ensure
financial equilibrium. It is about finding the additional resources needed to finance needs. It should

„ACADEMICA BRÂNCUŞI” PUBLISHER, ISSN 2344 – 3685/ISSN-L 1844 - 7007

121

Annals of the „Constantin Brâncuşi” University of Târgu Jiu, Economy Series, Issue 6/2017

be borne in mind that these new resources will have an impact on uses (credit repayments, payment
of costs related to these future loans, dividends, etc.) and will reduce future self-financing capacity.
4. Study on the preparation of the financing plan
Anton S.A. makes an investment of 500.000 lei at the beginning of the year N+1. The
calculations, which covered a six-year period, predicted an annual operating self-financing capacity
SFC of 200.000 lei.
An old machine is replaced by the new investment. The old machine will be sold at the
beginning of N+1 at the price of 19.000 lei.
The expected increase in the need for working capital NWC will be 300.000 lei (for the
simplification of the calculation we assume that this increase will be made at the beginning of the
year N+1).
The company intends to distribute annual dividends due to this new investment worth
32.000 lei over the six years.
The company’s treasury presents on January 1st, N+1 an overdraft of 8.000 lei.
The company wishes to prepare a financing plan covering the next six years.
On the basis of the information obtained, a first outline is made (Table no. 2).
Table no. 2 Interim financing plan
Years
Initial treasury
Resources
Operating SFC
Fixed assets sale
Total resources
Uses
Fixed assets purchase
Dividends
Increase NWC
Total uses

Beginning
of N+1
-8.000

19.000
19.000

N+1

N+2

N+3

N+4

N+5

N+6

-789.000

-621.000

-453.000

-285.000

-117.000

51.000

200.000

200.000

200.000

200.000

200.000

200.000

200.000

200.000

200.000

200.000

200.000

200.000

32.000

32.000

32.000

32.000

32.000

32.000

32.000

32.000

32.000

32.000

32.000

32.000

500.000
300.000
800.000

Resources – Uses
-781.000 168.000
168.000
168.000
168.000
168.000
168.000
Final treasury (Initial
-789.000 -621.000
-453.000 -285.000 -117.000
51.000
219.000
treasury + Resources - Uses)
Source: processing after Ducreau & Boutry, 2010,
http://ressources.aunege.fr/nuxeo/site/esupversions/45783543-1303-4e10-a805-5ae24df95a49/res/l2_9.pdf

This financing plan is unbalanced at the beginning of the period under review, the company
having to find new sources of funding.
In this respect, the company borrows 600.000 lei at the beginning of the N+1 year. The
interest rate is 10%, the credit being repaid in equal amounts, the first instalment being refunded at
the end of N+1. The company also plans a capital increase of 200.000 lei at the beginning of the
N+1 year. Additional dividends to new shareholders are estimated at 5.000 lei per year and are paid
to them from the N+2 year.
For the preparation of a new financing plan, it is necessary to calculate the effects of the
new measures on the performance of the enterprise. The incidence of the loan on the treasury is
calculated, by drawing up the repayment chart:
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Table no. 3. Loan reimbursement chart
Indicators
Loan to be
reimbursed
Credit rate
Interest
Annuity

N+1
600.000

N+2
500.000

N+3
400.000

N+4
300.000

N+5
200.000

N+6
100.000

100.000
60.000
160.000

100.000
50.000
150.000

100.000
40.000
140.000

100.000
30.000
130.000

100.000
20.000
120.000

100.000
10.000
110.000

The SFC must consider the financial costs and economic savings of the 16% tax on profit
determined by these costs.
Table no. 4. Revised SFC calculation
Indicators
Previous SFC
Financial
expense
Tax savings
Revised SFC

N+1
200.000
-60.000

N+2
200.000
-50.000

N+3
200.000
-40.000

N+4
200.000
-30.000

N+5
200.000
-20.000

N+6
200.000
-10.000

9.600
149.600

8.000
158.000

6.400
166.400

4.800
174.800

3.200
183.200

1.600
191.600

After rebalancing, the financing plan is presented as in Table no. 5.
Table no. 5. Financing plan
Years
Initial treasury
Resources
Operating SFC
Fixed assets sales
Increase in capital
Increase of financial debts
Total resources
Uses
Fixed assets acquisitions
Dividends
Loan reimbursement
Increase of NWC
Total uses

Beginning
of N+1
-8.000

19.000
200.000
600.000
819.000

N+1

N+2

N+3

N+4

N+5

N+6

11.000

28.600

49.600

79.000

116.800

163.000

149.600

158.000

166.400

174.800

183.200

191.600

149.600

158.000

166.400

174.800

183.200

191.600

32.000
100.000

37.000
100.000

37.000
100.000

37.000
100.000

37.000
100.000

37.000
100.000

132.000

137.000

137.000

137.000

137.000

137.000

500.000

300.000
800.000

Resources – Uses
19.000
17.600
21.000
29.400
37.800
46.200
54.600
Final treasury
11.000
28.600
49.600
79.000 116.800 163.000 217.600
Source: processing after Ducreau & Boutry, 2010,
http://ressources.aunege.fr/nuxeo/site/esupversions/45783543-1303-4e10-a805-5ae24df95a49/res/l2_9.pdf

5. Conclusion
There is no required model of the financing plan, each enterprise being able to build its own
model according to its own interests. Estimating the need for investment funds is a difficult task,
especially in high inflation. An underestimation of it may cause the execution rate to be reduced or
stopped due to the depletion of funds. Undervaluation of the need for funds is the most frequent
cause of delay in the execution of investment works. A multiannual execution time and import
dependence can complicate fund forecasts. In an attempt to avoid unforeseen circumstances, there
is sometimes a tendency to overestimate the need for funds.
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In order to estimate the need for investment funds, the financing plan remains the main
financial management instrument through which medium to long-term development programs are
quantified.
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