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Abstract

The aim of this paper is to analyze the effectheffiscal-budgetary policy on one of the most
important enterprise indicators: the cash flows. Tifermation regarding the enterprise cash flows is
important in the financial decision making procdsscause maintaining the equilibrium of these cash
flows is a condition for enterprise survival and d@pment. For this reason, this paper analyze, from
theoretic and practical point of view, the way in whithe Government decisions in the fiscal-
budgetary field, regarding the tax rate and subssdievel, the fiscal facilities etc., affect théeeprise
variables, in this case, its cash flows. Also, iis fraper we’ll notice the positive and negative affe
of an expansive fiscal-budgetary policy on the gmise cash flows.
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1. Introduction

Traditionally, the analysis of the economic behaviwas divided in two great fields:
macroeconomics and microeconomics. Each of thid finalyzes specific domains, without
taking into consideration the interrelations betwélgem. In the last decades, some econo-
mists recognized the necessity of analyze the tsffet its interaction. This analysis is
necessary to have a complete view about the ecenbefiaviour and to face the problem
can appear.

In this paper, we'll establish the relation betwes® of the most important financial
instruments of the Government, which is the fidmadigetary policy, and a variable less
known at macroeconomic level, the enterprise cémhlist In the second paragraph of the
paper we present the cash flow concept, its’ imedghion and the relation with the fiscal-
budgetary policy; continuing, in the third and fluparagraph we study the impact of fis-
cal-budgetary policy on the enterprise cash inflamsl outflows. Finally, we present the
conclusions of our study.
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2. The enterprise cash flows and the relation witthe fiscal-budgetary policy

In the Romanian financial-accounting practice, weaoginter several notions that be-
long to the notion of cash, such as “the net tmgéisdliquidities”, “liquid assets” or
“currency”. However, in order to define the entésprcash flows, the Anglo-Saxon notion
of “cash flow” is used. The cash flow is the vadat(the flow) of net treasurANT) from
the beginning until the end of the financial ye@néfrei 2004, 70), aiming at ensuring the
balance between the receipts and payments frobahi@ning until the end of the financial
year.

Currently, there are two theoretical currents feplaining the cash flow: the French
and the Anglo-Saxon. In the French meaning, thl @asv is explained through the differ-
ence between the variation of the working capitdC) and the variation of the necessary
working capital ANWC):

ACF = AWC — ANWC 1)

In the Anglo-Saxon connotation, the cash flow is $um of cash flows resulted from
operating (CF), investing (Ck,) and financing activities (GF):

CF = CFyp + CFyy + Chyp (2)

A summary of these cash flows, taking into accalinthese components (operational
cash flows (x), investment cash flows (y) and fitiag cash flows (z)), in which we distin-
guished the fiscal variable, is presented in tharé below:
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Fig. 1. The enterprise cash flows
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The fiscal-budgetary policy influences on the gmtise through the decisions taken in
the field of budget incomes and expenditures, ajnah stimulating the producers in the
sense of increasing the production and this crgdtie premises of the appearance of new
jobs.

Therefore, in the field of budgetary expenditutd® Government can directly inter-
vene by giving subventions (subsidies) to the corigsa An indirect effect would be
produced by increasing the public expendituressisting in increasing the consume capac-
ity of families. In the field of budgetary incomesmilar effects can be attained. Thus, by
reducing the corporate income tax, the companiestimulated to increase their volume of
activity, while the reduction of the personal inamtax would suppose a bigger available in-
come for families, which would correspond to a tgedemand.

As a result, an expansive fiscal-budgetary poliguld have as outcome stimulating
the entrepreneurs to develop and increase theivitgctHowever, an expansive fiscal-
budgetary policy has both beneficial and negatffeces for the enterprise.

As we can notice from the figure below, the expam&iudgetary policy determines the
consume increase, which for the enterprise medmgger volume of sales and receipts, fa-
vouring the cash inflows. However, the effects alepend on the manner of financing this
policy. Appealing to loans leads to the increas¢hefinterest rate, and the companies that
are financed appealing to credits will pay a higbest, which supposes bigger payments,
increasing the cash outflows, reducing the positiveact.

l—» Budgetary Interest rate
deficit (+) > (+)
Government
expenditures
(+) v
Cash flows
(+/-)
Expansive fiscal- — Subsidies I
budgetary policy (+) -
— Profits
(+)
L |
Taxes Consumption Turnover
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Source [Méndez Picaza007, 109]
Fig. 2. The effects of an expansive fiscal-budgetapolicy

Among the aspects that can negatively affect therprise cash flows, we can mention

the following:

* The increase of public expenditures or the redactib taxes determines the in-
crease of prices as a result of the demand incr@&se favours the enterprise in a
first stage because it will obtain greater inconied will positively influence the
enterprise cash flows. Nevertheless, while the lfambecome adapted to the new
situation, this effect will disappear. The familiesuld request salary increments,
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which would increase the costs for firms, or cosldbstitute the respectively goods
with cheaper ones.

e The budgetary deficit, which results because ofekgansive policy, must be fi-
nanced. If, for the beginning they appeal to loamgh the effects mentioned
above, the variant of tax increase must later kentédnto account. This will attract
a negative effect on the enterprise sales and ¢itiglon the liquidities.

e The increase of the interest rate determines tbedse of financial costs for the
firm and constitutes a break for the investmentsictvcould inhibit the activity of
firms and would negatively affect the cash flows.

In order to emphasize these aspects, our studyowilis on a separate analysis of these
influences on the receipts and payments at the aoyievel.

3. The impact of the fiscal-budgetary policy on theeceipt flows/cash inflows

At the enterprise level, the receipts include: shies with immediate payment; the re-
ceipts from the credit sales from the previousqakrthe securities sales; the sales of assets;
obtaining a loan or the sale of a new share issuleyentions; receipts from leases, interests,
dividends and other incomes.

a) The sales operations and suppligslong to the sphere of VAT application. Al-
though VAT has incidence on the consumers, thaleeiation of VAT flows, respectively
the difference between the VAT collected on sate$ @eductible VAT on the buyers pro-
duces effects on the enterprise liquidities.

In the situation that the receipt of invoices froostomers and the afferent VAT takes
place after exerting the right of deduction and phgment of the due sum to the budget,
VAT afferent to the sold merchandise and non-casteghtively influences the liquidity
and the balance state of the selling enterprisk fltaws. On the other hand, when the pay-
ment of invoices to the suppliers occurs after taxgrthe right of deduction by the buying
company, VAT has a positive influence on its ligties. In both situations the intensity of
effects depends on the value percentage of thelleod invoices in the total value of the
issued invoices and respectively the value pergentd the unpaid invoices in the total
value of the bought goods and services, withinldmal interval of time established for
drawing up the VAT reimbursement.

b) On the other hand, the VAT discourages the resothé commercial credite-
cause of the influence on the liquidities. The VAfferent to the advances paid to the
suppliers for the merchandise which is about tpdid, becomes deductible to the payers of
advance payments, only since the moment of drawmthe invoice to the suppliers. As a
result, the VAT together with the sums paid as adea diminishes the enterprise liquid-
ities. The VAT afferent to the advance paymentseinem from the customers in the
merchandise account which are about to be delivie@dase the total sum of the VAT col-
lected at the moment when the advance paymenté$ved. If the draw-up of the invoice to
the beneficiaries of advances intervenes after idiawp the TVA settlement, the negative
influence of the VAT flow afferent to the advanaegeived is overlapping the partially
positive influence of the sums (diminished with MAT value) received as advance pay-
ments. Thus, the final effect on the enterprisaidiffy depends on the set of operations
carried out.

When the deductible VAT is bigger than the colldci¥AT, then for the deduced
VAT, the firm has a book debt right on the publigdget. The increase of the time interval
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mentioned by the fiscal legislation, in which thetexprise can recover its right of book
debt, negatively influences the enterprise ligigdisince for the public budget it constitutes
a temporary financing that is not carrying interésir counter-attacking the unfavourable
effects on the enterprise cash flows, it is neggdsaadministrate the VAT flows.

c) Another flow of receipts is represented by #ubventionghat the enterprise can
receive from the Government. The subventions remtethe most used form and the most
important financial help that the Government gitee¢he enterprises found in difficulty, en-
suring their functionality under the conditions ttliaeir activity is inefficient. Thus, if the
enterprise is found in such a situation, it caticgaduch a financial help, benefiting from the
fact that it is unilaterally given and without cdenservice, but conditioned and has a spe-
cial affectation.

d) The decision to appeal teew creditsfor completing the necessary of financial re-
sources is influenced by the rate of interest, Wisapposes supplementary costs for the
enterprise, but in this context we must not fotgettaxation, given the fact that the interest
is a deductible expense from the fiscal point efaifact which determines the decrease of
the effective borrowed capital cost. As a reshi, taxation decreases the cost for the bene-

ficiary firm, and increases the ROE (return on gquiThus, taking into account a tax rate of
16%, 1 RON interest paid will diminish the taxabdsult with 1IRON and the tax with 0.16
RON, determining a fiscal economy.

The cost of debt after taxation can be express#ueifollowing manner:

Ke= Ri(1-1)

©)

Where: K= the cost of debt after taxation; Rinterest rate; t = corporate income tax.

In order to illustrate this aspect, we will takeeasmple an enterprise about which we
know the data from Table 1. This enterprise mushbberse the interest afferent to the pre-
viously contracted credits, and these paymentpaitton a quarterly basis as follows:

Table no. 1 — Situation regarding the incomes dradexpenditures at S.C. ,Primo” S.A.

Indicator Cumulate values | Cumulate values | Cumulate values | Cumulate values
31.03 30.06 30.09 31.12
Total incomes 300.000.00 500.000.000 700.000/000 00.080.000
Interests incomes 1.000.000 3.000.400 4.000,/000 00300
Interest expendi 40.000.000 94.000.000 124.000.0p0 184.000.p00
tures
31.03 30.06 30.09 31.12
Debt level (com- 1,5 3,1 1,8 3,2
pared to January,
lst)
Interest expendi 40.000.000 54.000.000 30.000.000 60.000.000
tures (quarterly)

This enterprise does not present interest expahs¢sre reported to be deduced for
the study year, and the rate of corporate incomestd6% (according to the actual legisla-

tion).

Before analyzing the impact of these expenses thighinterest, we must mention a
few aspects from the Fiscal Code, regarding themegf deducing the expenses with the
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interest, as follows: in the case of loans receivenh other institutions than the credit insti-
tutions, the deductibility is influenced by the t&bvel. Thus, if the debt level is higher than
3, the expenses with the interest are non-dedectilding reported for deduction in the fol-
lowing periods.

Table no 2 — Situation regarding the calculatioririérest expenditures at S.C. ,Primo” S.A.

Indicator Cumulate Cumulate Cumulate val- Cumulate

values values ues values
31.03 30.06 30.09 31.12

Interest expenditures 40.000.000 94.000.000 124000 184.000.00(

Deductible interest expendj- 40.000.000 - 124.000.000 -

tures

Interest expenditures deducti- - 94.000.000 - 184.000.000

bles in the next periods

Interest expenditures deducti- - - 94.000.000, -

bles, from the previous

periods

Fiscal savings 6.400.000 - 19.840.00D -

The cost of debt (taking intp  33.600.000 94.000.000 104.160.0p0 184.000.p00

account the corporate income

tax ratej

The reduction of debt cost de- 16% - 16% -

termined by the corporate

income tax’

Starting from this example, we ascertain that uriderinfluence of taxation occurs a
percent reduction of the borrowed capital cost egith the level of corporate income tax
rate if the debt level is smaller than 3, thesee@sps are not deductible, but are postponed
for deduction in the following period.

Even if in the moment of carrying out the paymaeniftinterests, the positive effect of
this fiscal facility is not observed, but becomeslity in the moment that the enterprise
honours the obligations of paying the corporat®ine tax. Thus, in the case of a firm that
appealed to credits, the corporate income taxdsiaed, the fiscal economy being equal
with the interests to whom the corporate incomerdds is applied.

e) On the other hand, the enterprise has as solutibatiracting some supplementary
financing resources, at a zero cost. Tebts from operating activitie®sult from the con-
tractual relations of the enterprise with the thpdrties (which ensure the supply of
materials, labour force and services) or with tlv&nment (towards which the enterprise
has the obligation, through law, to pay the taxed duties). In the time interval that takes
place since the entry and receipt of materialsjices, labour force or appearance of debts
to the state and until the moment of the effectimgment of this debt, the company benefits
from a capital source, provided by these thirdipaireely.

Taking into account the advantageous charactehiefdapital source, the company
could profit through the decision to increase, fritva point of view of volume, these debts
and postponing the effective payment term. Sineeetigagement of these debts is regulated
through contracts or through tax laws, in the mantieat the company applies such a deci-
sion, it will be penalized for exceeding the fadlidue payment.

We must also mention theettlements regarding the shareholdefs$ the enterprise
level, we can apply the decision as dividends oteetie shareholders to be paid with a cer-
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tain delay, under the conditions that the finansialation at the respective moment requires
it and there are no harmful effects regarding tbenfidence in the real performances of the
enterprise.

We must mention that some firms from Romania haeetwed the system of financ-
ing the operating activities because of the nompay (or at least of delaying the moment
of payment) of debts of the public budget. The Eatibn of such a decision by the enter-
prise was supported, to a certain extent by the d&sn Government, which allowed the
functioning of this system, through the absencenefsures such as blocking the bank ac-
counts and by accepting the re-lagging or eveneailing these debts [OUG 40, 2002].
Although the companies found in this situation pagost for this financing resource, repre-
sented by the delay penalizations, still the deniso appeal to this financing source can be
more attractive than the one of contracting loamshe banking market or issue shares, un-
der the conditions in which the penalties paid sraller than the interest afferent to the
bank credits, the manager being tempted in the mbmken he takes a decision to opt for
the cheapest resource.

Afterwards, given the process initiated by the Mini of Finance of forced execution
of the firms with debts to the public budget [OU&, 2005], the firms appealed to another
source of financing in order to honour these obiayes, such as the banks credits for the
payment of unpaid budget obligations. The charaties of this type of credit are empha-
sized through few aspects as follows [BCR, 2008]:

e The credit is only given in lei;

< Destination: only for paying the obligations to tensolidated budget;

e The crediting period : maximum 5 years, without rgudee period;

e« Maximum volume: the sum of unpaid obligations te ttonsolidated budget, de-
termined based on the fiscal certificate, if frame tcash flow statement it results
that there is the capacity of reimbursement ofctieglit and afferent interests;

« Falling due payment: monthly, on a quarterly bagighout exceeding the maxi-
mum crediting period and according to the reimbuesat capacity resulted from
the expected cash flow;

e Conditions : the applicants must not be in banlaytr in course of carrying out
the forced execution procedure;

e Guarantees accepted by the bank: real estate geesameal movable securities
(bank deposit, deposit certificates, deposit dediés with discount, shares, trans-
fer of debts, equipments, installations etc.) aapnal guarantees.

We encountered the same type of credit in othekdas well, named “budget credit”

[BC Carpatica, 2008].

Besides the attractive interest offered in thistgb credit, another advantage consists
in the fact that the company can transfer the cdlsésinterest paid to the bank being de-
ductible, while the interest paid to the state,delays in paying the debts to the state, is not
deductible.

The dimensioning of receipts flows/cash inflows Wbliave no relevance if they were
not compared with the payments flows/cash outflows.
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4. The impact of the fiscal-budgetary policy on thgpayment flows/cash outflows

At the enterprise level, the payments include:ghgment of open and credit purchas-
ing from the previous period; the payment of saekrand social security expenses; the
payment of operating expenses, administration afelexpenses; the payment of duties and
taxes to the public budget; the assets acquisitibilespayment of interests and rates due in
the previous credits; the payment of dividend$&oghareholders.

a) The execution of the decision to matke payment of salaries and afferent social
expensess influenced by taxation, through the level of tate. The bigger it is, it can de-
termine the enterprise to register smaller saldrigheir employee’s labour cards, so that
the quantum of those taxes and contributions isnaall as possible. Given the fact that
these expenses are considered cumbersome for thygaag, the current fiscal policy aims
at cutting down the social security contributiowhich at the enterprise level means the di-
minishing the expenses of this nature, remainingers¢ financial resources at the
enterprise’s disposal, with a positive effect anciash flows.

b) The intensity of effects produced by tfiecal obligationson the enterprise cash
flows is emphasized by the sensitivity of the td&dinse, the regime of deductions and fis-
cal discounts, the rate level, the date of findneidgibility of taxes, the fiscal costs of fees
and penalties applied by the control organs andnstability of fiscal legislation. The fiscal
flow need to be analyzed because of the great pirge and the influence they had in the
total of financial flows, in order to reflect theanmer of appearance of effects on the cash
flows.

Therefore, the duties and taxes have fix paymemgeand often monthly, and their
extent is determined according to the incomes,ewsgely the enterprise profit. In these
conditions, besides the rest of the cash flowsfigwal obligations influence the short term
balance of the cash budget.

The fiscal flow, maybe the most important one, espnted by the payment of tber-
porate income tainfluences the enterprise cash flows through @xalile basis, the tax rate
and the financial exigibility. When through thecfi$ legislation it is awarded the right of
deducing some fiscal provisions (for research sfdiprice increases, creating some
branches etc) the influence is double. It firstegp in the moment of the provision consti-
tution and afterwards in the moment of reintegrati@he dimension of the provision
constituted, of the unused part and the financaddrce of the enterprise in the moment of
reintegration constitute factors that influence divaension of the effect on the cash flows.
Also, the accelerate fiscal depreciation and thcitleesults through the temporary fiscal
economies produce positive effects on the cashsflave existence and increase of time
deviation between the moment of the achievemenieofefits and the tax payment has a
positive effect.

Since the technique for determining the taxabldifpgcomplex and generates perma-
nent or temporary differences between the accograid the fiscal profit, which, besides
the corporate income tax rate, influences the nefitpand implicitly the cash budget as
well.

The permanent differences appear especially becaluske fiscally non-deducible
provisions, of the sums used for constituting aréasing the legal reserve fund, but also
the non-deducible fiscal expenses. The tempordfgrdnces are generated by the fiscal re-
gime of covering the fiscal losses from the presigwears and any other incomes and
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expenses which are included in the taxable basiaglan year, in a different manner com-
pared to the one in which they were registeretiénaiccounting books.

The positive effects on the cash flows appear esr@equence of temporary econo-
mies of tax, mainly generated by the tax facilitiggen, by the fiscal deduction regime and
by reporting the tax losses from the previous years

c) The corporate income tax generates special effactthe enterprise decision as
well to allot available financial resources in viefvprocuring the tangible assets (reflected
as payment flow) given the possibility of the eptese to buy or rent them.

The decision to buy the tangible assets generatgsgnts that are not fiscally de-
ductible. In exchange, the fixed assets being ablde paid off, during the normal
depreciation period, the depreciation expensedadeicible, which positively affects the
enterprise cash flows. On the other hand, the ects lease a fix asset through a leasing
contract confers the company which received ioitsition (the lessee) the right to deduce
the interest and depreciation of the good whidhésobject of the contract in the case of the
financial leasing, respectively the lease in theecaf operational leasing. In the case of fi-
nancial leasing, from the fiscal point of view,glmeans that the user is treated as owner. In
the case of operational leasing the lessor/finahasrthis quality. Since the lease is financed
because of the operating incomes, while the buyisgplly supposes recurring to a more
varied range of resources, the effects producedafation in the case of buyers are more
complex and are produced for a bigger period oétim

The payments to the consolidated budget includeonbt the corporate income tax,
but also the local taxes and duties as well. Theicentage, as extent, although not as big,
put their mark on the dimension of payments thatdbmpany must make, diminishing the
balance of cash. While the local authorities degigdang some facilities, eventually exemp-
tions, from their payment, in view of achieving sofacal development objectives, the local
taxes and duties positively influence the cash low

Also, the fiscal policy influences the cash flowst only through the tax rates and fis-
cal facilities, but also through the payment teraisthese obligations. They generate
payments to be made at the term established bypayments which are concretized in cash
outflows which affect the final balance of the célsws.

In the situation that any sum, which representsobligation to the Government
budget, local budgets or social insurance budgetpt paid at the established term, the tax-
payer is obliged to pay delay penalties for theqoecomprised between the legal payment
term and the date where the due payment is made.

d) Another payment flow refers to paying timerestsafferent to the previously con-
tracted credits for which we have already mentiotiedinferences of the fiscal policy on
these decisions of spending the financial resources

e) The flow represented by the payment of dividends tuthe shareholders, respec-
tively its dimension is indirectly influenced byetldividend tax rate, which has an impact on
the shareholder’s decision to receive the dividemdsch he is entitled to, or to leave them
at the enterprise’s disposal, of course with thpehof obtaining greater future dividends.
Thus, if in the moment when the decision to payddinds to the shareholders becomes op-
erational, the dividend tax rate is high, for thergholders this means diminishing the
profitability of the capital held in shares, whican determine them to leave the dividends at
the enterprise’s disposal. This decision is coimzdtin reducing the volume of payments
that the company must honour, which has a positingact on the enterprise cash flows. On
the other hand, the shareholders manifest thefegmece for this option, because, since if
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they accept the dividends, they must address thkebage companies and pay brokerage
costs for acquiring the desired shares.

5. Conclusions

All these receipts and payments flows daily modifg level of banking accounts of
the enterprise. Thus, the enterprise treasurer beugreoccupied not only with dimension-
ing the receipts and payments, looked at separdtetyalso comparing the receipts with the
payments, covering the cash flow balance, throlmgintgerm credits (in the case of deficit)
or to place the cash excess (in case of surplus) .

Therefore, the cost of credits generates supplenemayments which increase the
necessary which must be financed, and the ligesliilacements bring incomes which in-
crease the receipts. That is why, when determitiiadinal cash flows balance, we will also
take into account these last influences.

This thing is important since, through the manrfeadministering the cash flows, the
financial activity can influence the entire actyitf the enterprise and the information that
the cash flows offer are important for taking theahcial decisions. As we noticed during
this study, the fiscal-budgetary policy can haveantant influences on the enterprise cash
flows. Given the fact that the increase of publipenses or the decrease of taxes generates
its variations, we must notice the fact that, tRpamsive fiscal-budgetary policy can have,
on the one hand positive effects, and on the dthed, negative effects on the enterprise
cash flows.

On the one hand, the increase of public expenditareghe reduction of taxes creates
the premises of the consumer increase; as a rdsignterprise will produce more, in order
to respond to a greater demand, which will be ctdlé in a bigger volume of sales and re-
ceipts that positively affect the enterprise caklw$. However, at the same time, the
modality of financing of the budget deficit, whicksults from the applied policy, must also
be taken into account. If they opt for public loathey will increase the credit as a result of
the interest rate growth, leading to higher ligtiédi, which will reduce the positive results.
Financing the increased public expenditures thrahghincrease of taxes would inhibit the
desire of entrepreneurs to invest. On the othed hére negative effects on the cash flows
must not be ignored, such as for example the highlaries requested by the employees not
to reduce their purchasing power as a result ¢détioh, which would trigger higher liquid-
ities outflows.

In this context, in which the expansive fiscal-bet#gy policy is generating inflation,
as future directions of research we will analyze ¢ffects that an expansionist monetary or
restrictive policy would have on the enterprisehcligws, given the fact that in practice, the
action of the financial factors of fiscal-budgetagture and of the monetary factor are inter-
related and mutually conditioned.
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Notes
Yinterests x tax rate
Zinterests — fiscal savings
3 fiscal savings/interests expenditures



