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ABSTRACT  

Any business activity, regardless of whether it is a manufacturing, construction, commercial or 

service nature, requires financial commitment. One of the major challenges facing companies today is 

the difficulty in choosing the source of financing for the business. The choice of financing sources 

should primarily depend on the situation of company. In the case where an undertaking has limitations 

in financing activities in order to preserve liquidity, often uses external sources of financing. The most 

common form of external financing is a loan that is not always readily available to business entities, 

not because of high interest rates on loans but due the large financial restrictions applied by financial 

institutions. Enterprise finance management is a decision-making process subordinated to the 

achievement of a primary objective that is based on the use of various types of instruments, criteria, or 

rules to guide the processes of the enterprise. Money and fund come from a variety of sources, and 

different things may result in the achievement of the company's goals. The same money and fund can 

be used differently, while achieving better or worse economic results, making the proper management 

of its finances, including the appropriate choice of sources of funding as a  key condition for the 

economic success of an enterprise is. 
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1.  INTRODUCTION 
 

As part of its operating activities, financial decisions are made regarding the 

management of current assets and operating liabilities, which not only determine the cash 
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flow rate and the company's demand for working capital, but primarily the operating liabilities 

that are important to the company's external source of short-term financing. The principal 

purpose of financial decisions undertaken by an enterprise is to provide sources of finance 

appropriate to the needs of its operational and investment activities so that it is possible to 

maintain the company's financial fluency both in the short and the long term. Financial 

fluency is the ability of an enterprise to timely pay its obligations, more exactly - the ability to 

cover all kinds of expenses related to its business. Financial fluency plays an important role in 

assessing the financial condition of an enterprise, especially in terms of financial security, 

allowing its operation to continue [2]. 

 

 

2.  FINANCING OF BUSINESS ACTIVITIES 

 

Polish companies in the time of crisis had great problems in raising capital for further 

development. As a result of the search for new, alternative forms of financing for their 

business, businesses had to rely on themselves and their profitability in the course of their 

business. Thus, in crisis conditions, the best solution for companies was self-financing. 

Equity, long-term and short-term liabilities are the main sources of financing. Their choice 

and structure depend on the business situation, ie on the profitability or shortcomings 

achieved. Another source of financing is working capital, financial accumulation and added 

production [5]. Financing is the activity of acquiring and disbursing cash for specific 

purposes, including investing. The assets shown in the balance sheet are the sources of 

funding from which assets are financed [10]. Equity is essential to the functioning and 

development of businesses, and is the most stable foundation for its financing. Equity capital 

provides financial independence, allows companies to decide their own fate. Without 

sufficient capital, companies have difficulty accessing foreign capital [5]. 

It should also be noted that equity determines the ability to maintain the financial 

balance and economic expansion of the country. Insufficient size of equity causes them to 

replace by foreign capital. Without adequate size of equity, it is difficult to ensure sustainable 

economic development in the long run [6].  

Acquiring sources of funding is associated with the cost of this funding. An important 

criterion for making financial decisions is to minimize such costs. Financial costs, such as 

interest rates, have a direct impact on the profitability of your business. In addition to funding 

costs, the choice of funding sources is also determined by the availability of funding, both in 

the enterprise itself and in its surroundings.  

The selection of sources of financing is also influenced by the period for which they are 

to be used in the enterprise. Equity is obtained for an indefinite period of time  and is treated 

as a stable, long-term source of financing. Liabilities of the enterprise are contracted for a 

definite period of time - for a short period, up to one year or long, over one year. The term 

structure of liabilities, ie the period for which individual sources of financing are obtained, are 

determined to a large extent by the age structure of the company's assets - dividing them into 

fixed and current assets [2]. 
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3.  EXTERNAL FUNDING SOURCES 
 

External sources of funding come from funds generated by other entities such as banks, 

capital market investors or business providers. External sources are all forms of increasing the 

company's liabilities, apart from the increase in equity as a result of the retention of profit [2]. 

External sources of business financing are shown in Figure 1. 
 

 

 

 

 

 

 

External funding sources 

Leasing Donations Merchant credit Bank loans 
The issue of debt 

instruments 

 

Figure 1. External funding sources 
Source: own elaboration based on A. Duliniec, Finansowanie firm ... op. cit, p.31. 

 

 

Financing of the company's current operations and investment projects are possible 

through the issuance of debt instruments - direct debt or by taking a bank loan - indirect debt. 

Direct debt is most often defined as a contract with certain conditions, made only on the basis 

of publicly available information. The structure of corporate creditors funded by direct debt 

are dispersed, without the effective control of the use of entrusted funds. Indirect debt is, in 

turn, a contract with certain conditions, based on publicly available information and 

information resulting from individual monitoring by the creditor. Direct debt is often referred 

to as public debt, and indirect debt is an indirect private debt [11]. Private debt, occurring 

usually in the form of bank credit, is characterized by a shorter maturity period, often not 

exceeding 10 years. In case of direct financing in the form of issue of corporate debentures, 

there are practically no restrictions on the maximum redemption date [8]. Concentrated 

investment control in the event of indirect debt is carried out by a specialized financial 

institution which is also the principal creditor. The issue of direct debt addressed to a 

dispersed group of investors results in the control of the use of funds remotely, often without 

the use of a specialized financial institution.  

The characteristic of indirect financing is the effect of information monopoly, resulting 

from the access of the financing institution to confidential enterprise information. The effect 

of the information monopoly can be used by intermediaries to achieve an above-average 

margin on loans granted. One of the main differences between direct and indirect financing is 

the impact of external regulations on the shape and the course of the relationship between the 

“fund-giver” and the “fund-taker”. In the case of indirect financing, the contractual 

relationship is largely governed by the terms of the contract and the internal rules of the 

financing bank. In the case of direct financing, the legislator assumes the need to regulate the 

subject matter more broadly in order to protect the issuer and bondholders.  
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The developed regulatory regime for corporate bond issuance and trading also results 

from the fact that these instruments can ultimately be publicly traded [11].    

Another important external source of financing for companies operating outside the 

financial market is the commitment to suppliers, employees, treasury chambers, etc., arising 

from the operating activities of the enterprise. These short-term operating liabilities are the 

result of the company deferring payments on supplies and services, salaries, taxes, duties and 

insurance. Entities to which the undertaking has a commitment do not transfer own financial 

surplus to the company but only agree to postpone the payment, for example, for the products, 

materials or services provided. They have to finance themselves their debts. Commitments to 

suppliers are often described as merchant credits received by the company. The company's 

current liabilities also include advances paid by customers for future deliveries. An important 

characteristic of these short-term operating liabilities is that they do not reflect interest on 

these liabilities until they are regulated in a timely manner, which distinguishes them from the 

loans and borrowings taken by the company in the financial market from which the interest is 

paid. This does not mean, however, that this kind of financing, mostly by the suppliers is free. 

The cost of this type of financing is indirectly included in the value of deliveries with deferred 

payment. In the case of immediate payment for delivery, the recipient usually receives a cash 

discount. The loss of this discount on deferred payment represents the cost of merchant credit 

[2].  

For many enterprises, especially small and medium ones, important sources of financing 

are also aid funds, eg grants from European Union funds, intended to finance modernization 

investments or to increase Property fixed assets of enterprises. This is a specific funding 

source. Grants, that is, financial contributions from European Union funds do not directly 

increase the capital of the beneficiaries, nor cause the liabilities of the undertakings which 

receive them. Grants of this type are recognized as deferred income and then gradually 

increase other operating income of enterprises in subsequent periods in proportion to the 

depreciation write-offs from fixed assets refinanced from the funds [3,9].  

On the other hand, a specific form of external financing is a lease through which an 

enterprise does not have access to cash but uses the means of property being leased. A lease 

agreement is a term contract and during the lease term the lessee uses the subject of the lease 

in exchange for the fees and leasing fees transferred to the lessor. Conclusion of leasing 

agreements, especially financial leasing, where the leased fixed assets are classified as assets 

of the enterprise which are used, causes the lessee to lease medium or long term lease 

obligations to the lessor, ie the financing entity. Obtaining sources of financing companies are 

guided not only by their availability and by the cost of financing, but also by their own 

preferences, as indicated by both economic practice and theoretical considerations [2]. 

 

 

4.  FOREIGN SHORT-TERM FINANCING VERSUS LONG-TERM  

 

Choosing a debt structure is not just a decision about the origin of foreign financing, but 

also the choice of maturity of the financing. Long-term financing is defined as any debt 

instrument whose maturity exceeds one year. Short-term sources are those that must be repaid 

within one year. This division, however, is only theoretical, since in practice the term of long-

term financing is defined as instruments with a maturity of more than 10 years. Shaping the 

term structure of external financing sources consists in analyzing the availability of particular 
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sources of finance and their impact on the value of an enterprise. When analyzing the 

company's willingness to use a specific source of financing, it is necessary to analyze how 

short- and long-term financing instruments can support the fulfillment of the owner's 

objective [4].  

By analyzing short- and long-term financing instruments from the point of view of the 

effective cost of capital, it should be noted that a classic look at this problem, highlighting the 

higher cost of long-term financing due to risk premiums, seems to be a significant 

simplification. It should be borne in mind that short-term instruments also generate costs that 

affect the total cost-effective capital of a foreign capital [11]. 

 

 

5.  SOURCES OF FUNDING AND SOURCES OF CAPITAL 
 

Not all sources of funding mentioned above are sources of capital for the enterprise. The 

company's capital consists of: accumulated equity and foreign capital to which all the 

financial liabilities incurred by the firm in the financial market are included [2].  

The equity includes the funds put at the disposal of the enterprise by its owners. The 

capital contributor becomes the co-owner or owner of the business and influences the 

decision-making. The importance of equity is twofold: it fulfills the business function - it 

serves the financing of the business and provides a guarantee of claims to creditors - a 

guarantee function. Equity can not be withdrawn until the company is liquidated, which does 

not mean that its owner can not change during its operation.  

Equity principals do not, in principle, receive interest but have the right to participate in 

profits. Foreign capital is understood as the amount of financial resources put at the disposal 

of a company for a limited time by its creditors. Should be returned within a certain time 

limit.  

It only fulfills the business function of the company, it is an extension of the financing 

base and therefore allows for the expansion of the business. Foreign capital contributors in the 

form of loans or borrowings are entitled to remuneration in the form of gratuities and, in 

certain situations, may also gain control and decision-making powers in the enterprise. 

Foreign capital is also the amount of current liabilities until the lapse of the payment date, the 

company does not bear the costs of making this capital available. In the event of bankruptcy 

or liquidation, the creditor is in a privileged position with respect to the contributors, their 

claims are first and foremost governed [1]. 

 

 

6.  VALUE OF LOANS TAKEN BY ENTREPRENEURS IN 2014-2016 

 

In a situation where cash or other liquid assets at the disposal of the companies are not 

able to cover the payments due, the entity may incur financial liability. A wide range of banks 

offers loans to finance current business needs. These are usually short-term loans intended to 

cover transitional working capital needs, ie related to the financing of inventories [7]. Table 1 

shows the value of loans provided by banks to the non-financial sector and general 

government in 2014-2016. 
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Table 1. Loans granted to the non-financial sector and general government in 

banks in 2014-2016 

Source: own elaboration based on http://stat.gov.pl/obszary-tematyczne/podmioty-gospodarcze-wyniki-

finansowe/przedsiebiorstwa-finansowe/ 

 

 

The value of loans granted by banks to the non-financial sector and the general 

government sector as at 31 December 2016 amounted to 1 105.6 billion zlotys, which 

represented an increase of 5.1% compared to the year before. Loans to the non-financial 

sector accounted for 91.1% of this amount and amounted to PLN 1,007.4 billion - an increase 

of 5.3% over 2005, including corporate loans - PLN 344.8 billion, an increase of 5.8 %, And 

for households - PLN 656.1 billion PLN, ie an increase of 5.1%. Corporate loans were 56.1% 

taken by small and medium enterprises. Loans to the non-financial sector amounted to 956.5 

billion PLN  in 2015, representing an increase of 7.2% by 2014, including corporate loans of 

325.96 billion PLN, an increase of 8.3% over 2014 Analyzing the years 2014-2016, we see a 

clear upward trend in bank lending to the non-financial and government sectors. 

The value of loans granted by banks to the non-financial sector and the general 

government sector increased by over 6.5% in comparison to the previous year. Mainly this 

increase was achieved through increased interest in bank loans by businesses. Bank loans are 

the most common form of external financing for businesses. 

The years 2015-2016, like the years 2014-2015, continue to show an increase in the 

value of bank loans taken. The value-added non-financial sector is growing faster than the 

general government sector. It should be noted, however, that in 2015-2016 there was a slower 

growth rate compared to the years 2015-2016. 

The simplest and most convenient form of bank financing for an enterprise is an 

overdraft, the use of which involves the creation of a debit balance on the borrower's current 

account to a predetermined amount of the contract, while at the same time any influence on 

the account reduces the debt. The level of the allocated limit is usually referred to the average 

Wyszczególnienie 

31.XII.2014 31.XII.2015 31.XII.2016 

In PLN million 
31.XII.2014 

=100 

In PLN 

million 

31.XII.2015 

=100 

Total 985 517 1 051 893 106,7 1 105 640 105,1 

Non-financial sector 892 463 956 549 107,2 1 007 434 105,3 

Enterprises 300 886 325 960 108,3 344 846 105,8 

Big companies 125 288 141 482 112,9 151 288 106,9 

small and medium companies 175 598 184 478 105,1 193 558 104,9 

household 585 933 624 560 106,6 656 128 105,1 

Government sector 93 054 95 344 102,5 98 206 103,0 
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monthly sales revenue of a given enterprise or to the amount of business receipts declared by 

the company on the current account [12]. 

 

Chart 1. Loans to the non-financial sector in 2014-2015. 

 

 
Source: own elaboration based on http://stat.gov.pl/obszary-tematyczne/podmioty-gospodarcze-wyniki-

finansowe/przedsiebiorstwa-finansowe/ 

 

 

Chart 2. Loans to the non-financial sector in 2015-2016. 

 

 
Source: own elaboration based on http://stat.gov.pl/obszary-tematyczne/podmioty-gospodarcze-wyniki-

finansowe/przedsiebiorstwa-finansowe/ 
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The main advantage of an overdraft facility is its simplicity, low cost of use compared 

to other financial instruments and flexibility. This is a convenient way to use a loan to cover 

the temporary shortfall of cash, which means that there is no need to keep a reserve for this 

purpose [7]. 

A company with a good financial position maintains financial liquidity that provides 

solvency, profitability. In turn, an enterprise that has lost its liquidity is unprofitable. 

Instantaneous liquidity loss is a short-term inability of an entity to pay even the most 

demanding short-term liabilities or short-term incapacity to cover operating and financial 

expenses from current period revenues and from accumulated funds in previous periods. In 

order not to allow a temporary liquidation of an enterprise that is unable to meet its 

obligations on a timely basis, business entities often use external sources of financing. The 

most important sources of external financing include: bank credit, share issue, merchant loan 

or leasing. It should be borne in mind, however, that when choosing the most favorable form 

of financing an enterprise's business, it should take into account not only their availability but 

also the cost of financing. 
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