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ABSTRACT 

The phrase external funding needs refers to a companys financial demands that must come from outside sources 

since they cannot be supplied by internal resources. The topic of external financing requirements is examined in 

this abstract, with an emphasis on its definition, variables affecting it, and strategies for acquiring external funds. 

It looks at how crucial it is to correctly analyse and manage external financial requirements in order to support 

company expansion and operations. The conclusion emphasises the need of sound financial planning and strategic 

decision-making in obtaining external financing. The summary also underlines the keywords related to the 

requirement for external funding. 
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I. INTRODUCTION 

The company has various options for influencing its external finance requirements. Earnings might be kept by the 

company. The business is able to control the quantity of working capital it has available as well as its investment 

in physical and intangible assets. The company cash management can make greater use of its current liquidity. 

Additionally, financial institutions may affect their capital requirements by controlling their risk exposure if they 

are subject to minimum capital requirements due to that exposure under a regulatory framework applying the Basel 

II framework or otherwise [1]–[3].  The external finance premium as external finance premium will decrease as the 

firm’s requirement for external financing decreases. Reduced external financing requirements may also lower the 

firm’s debt, lower the risk of defaulting on its credit obligations, raise the firms credit rating, and lower the cost of 

borrowing money. An additional mechanism is created under the Basel II framework, which is applicable to 

financial companies and banks in the EU, to allow the decrease of capital requirements to affect borrowing costs. 

The company could already be lean. Second, the company can be uninformed and unprepared financially. Third, 

the transaction costs can be substantial even if the company was aware of the prospective benefits. Some of the 

transactions that aid in capital release are pricy and intricate. Fourth, capital may be too cheap to be worth saving 

for: interest rates might be low the business might have a controlling shareholder who only wants to get very little 

profit distributions and a state-owned companys equity capital might be subsidized. The firms financing 

requirements may often be most affected by how capital is managed for investments in physical and intangible 

assets, thus that topic will be covered first. The management of working capital, the handling of cash, and the 

unique situation of financial institutions will be addressed after such inquiries. 

Retained Earnings 

The primary source of funding is internal financing.the basic guideline of a limited liability corporation is that this 

kind of financing is up to the board’s decision. The business decisions made by the company determine whether it 

turns a profit. The government has no authority to dictate how much money a business should earn or how it should 

generate money. Choosing how much value to allocate between the firm and its stakeholders and between 

stakeholders in general is one of the boards primary responsibilities at the strategic level. The board has various 

options for preventing the transfer of assets to shareholders. For instance, the Second Company Law Directives 
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restrictions on payments to shareholders are in force, and the board must approve any decisions on the payment of 

dividends or share repurchases. Depending on the applicable legislation and the business structure, there may be 

exceptions to the general norm of board discretion. For instance, the general assembly or a qualified minority might 

demand that minimum earnings be distributed this regulation may be seen as important to defend no controlling 

minority shareholders against controlling owners or to safeguard shareholders as a whole. Additionally, the general 

assembly can be granted a limited authority to provide the board with enforceable directives [4]–[6]. 

Management of Capital Invested in Assets  

By selecting a less capital-intensive business strategy, the company may lower its financing requirements. Using 

conventional financial practices, such as leasing or sale and lease-back deals, the company may lessen its other 

external finance requirements. The company may also use sale and repurchase agreements repos to temporarily 

release cash or decrease its requirement for additional external finance by borrowing the assets it needs. 

Refinancing is a technique that private equity companies have mastered to lower the amount of outside cash 

required and to return capital after a successful acquisition. 

This group includes factoring and securitization, and the targets assets serve as a significant source of takeover 

financing. Sell it but keep using it. Many transactions that lessen the requirement for external financing or free up 

cash include the sale of assets by the company while yet allowing for their continued usage. Of course, transactions 

involving sales and lease-backs fall under this heading. On the other hand, it may be argued that even factor and 

the securitization of customer receivables allow the company to release money while still maintaining its most 

valuable asset, namely the client connections that are the basis of its revenue. 

Owners of the real estate on which the company operates, owners of intellectual property rights that the company 

may use in accordance with a license agreement, providers of operating leasing services, and network partners 

whose resources or channels the company uses in its operations are all examples of asset investors. Employees and 

managers may be thought of as asset investors in a broad sense. Although there are many different kinds of asset 

investors, it is a trait of them to let the company to utilise certain assets without having to purchase them. The 

specific legal ramifications of asset investment depend on the kind of contract. 

The cases of Carlos Tevez and Javier Mascherano serve as examples of the vast variety of asset investors. These 

well-known Argentine footballers have never played in the English Premier League prior to 2007. No football team 

was willing to pay a significant transfer price for their contracts in the absence of credible information about how 

they would adjust to the game as it was played in England. However, an organisation by the name of MSI 

functioning as a asset investor was the legal owner of Carlos Tevez and Javier Mascheranos economic rights. Tevez 

and Mascherano were able to go on loan to West Ham United FC thanks to MSI. The player’s success in adjusting 

to the English game allowed MSI to strike better agreements with other football teams. Mascherano joined 

Liverpool FC in 2007 while Tevez joined Manchester United FC. 

There are several instances when an entity must continue to acknowledge the asset even if it has essentially 

maintained all of the risks and benefits of ownership: a securities lending agreement, a sale of a financial asset 

coupled with a total return swap transferring market risk exposure back to the entity, a sale of a financial asset 

coupled with a deep in-the-money put or call option i.e., an option that is so far in the money that it is highly 

unlikely to go out of the money before expiration, and a sale and repurchase trade where the repurchase price is a 

fixed price or the sale price plus a lenders [7], [8]. If the entity no longer has control over the asset, it is 

derecognized. If the entity has maintained control, it continues to acknowledge the asset to the degree of its 

continued engagement. The transferee’s actual capacity to sell the asset determines control. If the transferee may 

unilaterally sell the asset in its whole to an unaffiliated third party without having to place further limitations on 

the transfer, then it possesses this power. 

II. DISCUSSION 

Cash Management 

Through effective cash management, the company may raise its net interest position and lower its requirement for 

working capital. Cash netting and cash pooling are examples of common cash management techniques. 

Additionally, businesses will be permitted to establish so-called payment factories in the EU thanks to the Payment 

Services Directive. 



 

International Journal of Innovative Research in Engineering and Management (IJIREM) 

 

Innovative Research Publication   29 

 

 

Cash Pooling 

The main business and its subsidiaries both employ cash pooling as a method of managing cash. For two primary 

reasons, the company could opt to implement cash pooling. 1 The company could wish to lessen both its balance 

sheet and its requirement for external funding. Typically, each business in a group has its own bank accounts. The 

group requires less cash and may lower its working capital if the bank accounts of the group firms are administered 

as one net account pooled. 2 The company can aim to increase the group’s net interest position and lower the cost 

of its external borrowing as the second reason. 

Netting 

Another method of managing cash is netting for further information on the law surrounding netting and set-off, see 

Volume II. A collection of businesses may rationalize manufacturing on a global scale. Physical flows of raw 

materials, components, and final goods are heavily coordinated in this process. There are significant intercompany 

money flows that go along with the physical transfers. By limiting the overall number of intercorporate financial 

transactions, the company may save expenses. Payment netting may be use6d to do this.205 The usage of netting, 

like cash pooling, may lower the groups requirement for working capital. Without netting, the group often makes 

a lot of payments both inside the group and between group enterprises and outside business partners. Payment 

flows are decreased with netting since only net sums are paid to each participant. 

Bilateral or multilateral netting is an option. The usage of bilateral netting is possible between two parties. However, 

when there is a complicated internal sales organization, bilateral netting would be of little benefit. Bilateral netting, 

for instance, is useless if company A sells items for €1 million to subsidiary B, who then sells those same things to 

subsidiary C, who has €1 million in sales to A. However, on an international scale, the net total transfers would be 

zero.  Definition. According to the definition of netting in Community law, it is the conversion into one net claim 

or one net responsibility of claims and obligations resulting from transfers which a participant or participants either 

issue to, or receive from, one or more other participants, with the result that only a net claim can be demanded, or 

a net obligation be owed. 

The finality of payment netting and the legitimacy of collateral security given in conjunction with participation in 

payment netting are both subject to legal hazards brought on by insolvency legislation and the customary set-off 

regulations of Member States. If the debtor’s assets prove inadequate to cover all claims, the possibility of a set-

off under the relevant national bankruptcy legislation is crucial. The set-off provisions of various national 

bankruptcy laws vary, nevertheless. The netting of payments has not always been financially enforceable or 

enforceable on third parties because of national bankruptcy laws and conventional setoff clauses. The beginning of 

insolvency proceedings could affect participants in a netting systems rights and duties in the past. 

If transfer orders were entered into a system before the beginning of opening of such insolvency proceedings or the 

settlement agent, the central counterparty, or the clearing house can prove that they were not aware, nor should 

have been aware, of the opening of such proceedings, payment netting will still be legally enforceable even in the 

case of a participant’s insolvency. Additionally, insolvency proceedings shall not have retroactive effects on a 

participant’s rights or obligations arising from, or in connection with, its participation in the system prior to the 

opening of such proceedings. The Directive does not, however, mandate the inclusion of a netting provision in any 

contract. Unless netting is based on a previous contract term, it usually won’t happen. 

SEPA and the Payment Factory 

The business may also utilize something referred to as a payment factory in addition to cash pooling and netting. 

The use that may be made of such a factory relies on the available payment methods. Payment systems make it 

easier to buy products and services. Due to the national focus and fragmentation of payment systems, cross-border 

transfers have always been costly. Businesses have experienced further harm as a result of this fragmentation. They 

have been unable to combine their payments and invoices. Businesses who often purchase or sell across borders 

have frequently been forced to open bank accounts in the many euro area nations where they do business in an 

effort to save expenses, but this has resulted in additional fees as well as payment delays and overall inefficiencies. 

Many advantages are anticipated from SEPA and the PSD. In general, it is anticipated that increasing competition 

and promoting cross-border service supply would result from opening up national payment markets for new 

providers and providing a fair playing field. The ability of corporate and consumer clients to access all SEPA-wide 
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accounts from a single home country account is crucial for businesses. As a result, the Directive allows the company 

to enhance its financial management. less banking accounts. In essence, a business will only need one bank account 

to receive payments from all of the euro region. For instance, companies may set up cross-border euro direct debits 

and send clients regular cross-border bills. A corporation may arrange all of its euro payments using SEPA from a 

single euro account in the nation of the company’s choosing. 

Payment Factory 

Companies have used a variety of payment mechanisms with regionally distinct forms using various systems. 

Because of this, achieving a high level of automation and economies of scale has been challenging. The company 

can centrally handle its payment transactions thanks to the PSD and SEP. a company may create all payment 

instructions in standard forms using a single channel for payment transactions. In summary, using a payment factory 

is simpler for the business. A payment factory comprises of centralized liquidity, cash pooling, and payment 

transaction administration. On internal standards, it is based. Then, a bank will arrange payments on the company’s 

behalf. The PSD and SEP assist the company in reducing the number of bank relationships, which facilitates the 

construction and operation of payment factories. 

According to the Electronic Commerce Directive ECD, electronic invoices must be just as legitimate as paper 

invoices. The ECD mandates that Member States ensure that their legal system permits the conclusion of contracts 

by electronic means. Additionally, Member States shall specifically ensure that the legal requirements applicable 

to the contractual process do not prevent the use of electronic contracts or result in the deprivation of such contracts 

of their legal effectiveness and validity by reason of such electronic means of formation. The E-invoice Directive 

provides answers to these and other related issues, including VAT. The Member States are required under the E-

invoice Directive to provide a framework allowing the use of e-invoices without any previous authorization. 

However, employing e-invoices is only possible if the other party agrees to the idea in general. 

Debt 

All businesses borrow and lend. As an example, the company is a lender if its bank account is in credit and a 

borrower if it is overdrawn. If customers pay for the company’s goods after delivery, the company is a creditor if 

trade credit is used as a source of finance, the company is a debtor. Lending, borrowing, and the purchase and sale 

of debt form the foundation of banks operations. Typically, the banking industry provides the majority of the debt 

financing for small and medium-sized businesses. Businesses may borrow money to pay for daily expenditures, 

expand their firm, or solve short-term cash flow issues. Debt has both perks and downsides. The borrower may 

gain greatly from using debt: a because loans must be repaid, in a perfect capital market, debt would be less 

expensive than shareholders capital. b Debt may be modified. When it no longer needs the money, the company 

can generally pay off the obligation. c The interest paid on the loan may be tax deductible. d Debt is one of the 

more established methods of corporate governance since it provides the company with an incentive to perform 

well. Additionally, debt does not reduce the value of already-owned shares. e Gearing also has the ability to boost 

return. 

A Debt is recorded on the balance sheet, and a high debt-to-equity ratio would negatively affect the organization. 

b A extremely high gearing may make it harder for the company to exist in th6e long run and raises the danger of 

business collapse.1 c Generally speaking, greater gearing and a larger debt-to-equity ratio might indicate a higher 

credit risk for banks, suppliers, and other loan providers result in a worse credit rating reduce the amount of 

financing that is available and raise the cost of debt. d Although debt may be flexible, lenders official and informal 

authority may limit management discretion and prohibit the company from making crucial business choices without 

their approval. 

Trade debts function is influenced by a number of factors, including the people involved, the transactions type, and 

the nation. When selling basic commodities like oranges, sellers are more inclined to provide credit but, when 

selling costly, specially constructed goods like ships, they are less likely to do so. The nation of origin of the 

customer is important. A Finnish buyer is more likely to be granted credit than, example, a Nigerian buyer would 

be due to Finlands lower nation risk and distinct payment culture. The party’s identities are crucial. In the context 

of an existing commercial relationship, for instance, it is simpler for the seller to provide credit since the seller has 

already had the chance to check any details about the quality of the customer’s payment behavior that cannot be 

reviewed in advance. 
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he terms loan is the most basic kind of lending instrument. Term loans range from short-term bridging financing, 

working capital, trade financing, medium-term working capital loans with terms of two to five years and certain 

capital expenditure loans, to long-term project financing and capital expenditure loans. Term loan facilities stipulate 

that a bank is committed to provide advances upon request by the company up to a maximum amount for a certain 

term the commitment period, with all of the advances being repayable at once. A term loan may have a set 

repayment plan with a set maturity date and advances that can be repaid either in monthly installments or all at 

once bulk repayment. As an alternative, the business may take out a loan for a variety of terms, pay it back, and 

then borrow again a revolving loan. The service could be offered in a single currency or a range of currencies with 

the opportunity to move between them a multi-currency option [2], [9], [10]. 

III. CONCLUSION 

For enterprises that need extra financial resources beyond what their internal resources can provide, the idea of 

external financing requirements is essential. Supporting corporate expansion, paying for capital investments, and 

resolving short-term financial issues all depend on accurately identifying and managing these demands. Expansion 

plans, R&D projects, inventory management, and working capital demands are a few examples of the variables 

that may need external investment. Businesses must assess their unique financial needs and choose the best external 

finance sources to meet them 
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