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Abstract: Most of the times the investors underestimate or ignore the importance of dividends 
for a successful investment on the stock market. Many investors view dividends as an 
additional bonus associated with buying shares. However, dividends provide a large part of 
the return on equity investment. In addition, they offer the investors a protection against 
market risk and maintains the purchasing power of their investment capital. Usually, many 
investors look only at dividend yields when examining the performance of a company's 
dividends. Although it is an important data, another useful data to be considered is the 
dividend payment report. The dividend payment rate is a measure that compares a company's 
dividends with its earnings. While dividend payment rates vary between industries and 
companies, generally speaking, the more stable and well-established companies tend to have 
higher dividend payments. Investors and analysts prefer a constant or steady dividend payout 
rate, although over-payment rates may be unfavorable as they indicate that a company invests 
only a small part of its earnings in its future growth. 
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Introduction 

Along with the right to vote at the General Meeting of Shareholders, the investor as the owner of a part 
of the company has the right to be remunerated in proportion to the number of shareholders by 
dividend payment. It should be noted that not all shares have the same rights: some may give the right 
to dividends but may be without voting rights; for example, a company may issue preferential shares 
(preferential dividend, payments before dividends due to common shares but not voting rights) and 
ordinary shares or voting rights in ordinary shares or ordinary shares. 
 
The financial performance and the dividend payout policy of a company attract a certain type of the 
investor. If the company has a history of consistently issuing a certain amount of dividends, then it 
will attract those who want this steady stream of income. Conversely, if a business chooses to replace 
its earnings back into operation, then it will attract a different set of investors that wants to profit from 
a presumed increase in the share price of the company. In the latter case, an increase in the share price 
may be taxed on the capital gains rate, which results in more after-tax income to the investor. 
 
A company typically issues dividend under three circumstances, which are: 

 Certain shareholders have sufficiently large stock holdings to force the company to pay out 
dividends; 

 There are not sufficient profitable internal uses for the cash being spun off by operation, so the 
excess amount is returned to investors in the form of a dividend; 

 Management believes it can bolster the company’s stock price by issuing dividends.[1, 181] 
 

1. Legal Dividend Framework in Romania 
The distribution of dividends is regulated by Law no. 31/1990 on commercial companies. The special 
provisions for issuers on the Stock Exchange (BVB) are regulated by Law no. 297/2004 and by 
CNVM Regulation 1/2006. 
 
Generally, dividends are paid by companies that have a large turnover and can support these 
payments, or companies that have not planned for other major short-term investments. Please note that 
private companies are not obliged to distribute dividends to shareholders, while state-owned 
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companies are required by law to distribute more than 50% of their dividend profits. In private 
companies, the decision to distribute dividends remains at the discretion of the board of directors or 
the General Assembly of the Associates. 
 
Extracts from Law 31/1990 on commercial companies: 
Art. 67 (1) The share of the profit to be paid to each associate is a dividend. 
(2) The dividends shall be distributed to the associates in proportion to the share of the paid up share 
capital, unless otherwise provided in the articles of association. They shall be paid within the time 
limit set by the general meeting of the members or, as the case may be, determined by special laws but 
no later than 6 months from the date of approval of the annual financial statement for the financial 
year ended. Otherwise, the company owes, after this term, penalty interest calculated according to art. 
3 of the Government Ordinance no. 13/2011 on the legal interest payable and penalizing for money 
obligations, as well as for the regulation of financial-fiscal measures in the banking field, approved by 
Law no. 43/2012, if by the constitutive act or by the decision of the general meeting of the 
shareholders approving the financial statement of the concluded financial year no higher interest was 
established. 
(3) No dividends may be distributed except from profits determined by law. 
(4) Dividends paid contrary to the provisions of par. (2) and (3) shall be surrendered if the company 
proves that the associates were aware of the irregularity of the distribution or, in the circumstances, 
they had to know it. 
(5) The right to restitution of dividends paid contrary to the provisions of par. (2) and (3) shall be 
prescribed within three years from the date of their distribution. 
(6) Dividends which occur after the date of the transmission of the shares belong to the transferee, 
unless otherwise agreed by the parties. 
 
Article 73 (1) The directors are jointly and severally liable to the company for: 
b) the actual existence of dividends paid; 
Art. 111 (1) The Ordinary General Meeting shall meet at least once a year, no later than 5 months after 
the end of the financial year. 
(2) Apart from debating other matters included in the agenda, the general meeting is obliged: 
a) to discuss, approve or modify the annual financial statements on the basis of the reports submitted 
by the board of directors, the directors and the supervisory board, the auditors or, as the case may be, 
the financial auditor, and to fix the dividend; 
 
Art. 117 (1) The annual financial statements, the annual report of the Board of Directors, respectively 
the report of the Board of Directors and the Supervisory Board, as well as the proposal regarding the 
distribution of dividends, shall be made available to the shareholders at the company's headquarters 
from the convening of the meeting General. Upon request, shareholders will be issued copies of these 
documents. The amounts charged for the release of children may not exceed the administrative costs 
involved in providing them. 
(2) If the company has an own web page, the convocation, any other point added to the agenda at the 
request of the shareholders, according to art. 117, as well as the documents referred to in paragraph (1) 
shall also be published on the website for the free access of the shareholders. 
 

2. Dividend Regulations under International Financial Reporting Standards (IFRS) 
According to IAS 1 Presentation of Financial Statements, other liabilities that are not settled as part of 
the normal operating cycle but are to be settled within twelve months of the end of the reporting period 
are included in the current liabilities category. These include: account breaks, dividends payable, 
payroll tax payable, current portion of interest-bearing debt. 
 
At the same time, an entity should disclose in the notes: 

(a) the amount of dividends proposed or declared prior to the approval of the financial statements 
but not recognized as a distribution to shareholders during the period and the corresponding 
amount per share; 

(b) the amount of any cumulative preference dividends that have not been recognized. 
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According to IAS 7 Cash Flow Statement, cash flows from interest and dividends received and paid 
must be presented separately. Each of these should be classified in a consistent manner from one 
period to the next as being generated by either exploitation, investment or financing activities. Both 
the interest paid and the interest and dividends received are usually classified by financial institutions 
as operating cash flows. However, there is no consensus on the classification of these cash flows by 
other entities. Both the interest paid and the interest and dividends received can be classified as 
operating cash flows because they are in determining the profit or loss. Alternatively, interest paid and 
interest and dividends received can be classified as treasury flows from financing and from 
investment, as they are costs of attracting sources of finance or return on investment. Dividends paid 
can be classified as treasury flows from financing because they are costs of attracting funding sources. 
Alternatively, paid dividends can be classified as a component of the cash flow from operating 
activities to help users determine the entity's ability to pay dividends from operating cash flows. 
 
On the other hand, IAS 32 Financial Instruments: Presentation, Interest, Dividends, Gains and Losses 
of a Financial Instrument or a Component thereof that is a financial liability must be recognized as 
income or expense in profit or loss. Distributions to owners of an equity instrument must be debited by 
the entity directly to equity, at a net result after deducting any benefit from the related corporation tax. 
The cost of an equity transaction must be accounted for as a deduction from equity at a net result after 
deducting the related tax profits. How to classify a financial instrument as a financial liability or an 
equity instrument determines whether interest, dividends, losses and gains relating to that instrument 
are recognized as income or expense in profit or loss. Thus, dividend payments for shares fully 
recognized as debt are recognized as expenses in the same way as interest on a bond. 
 
If an entity declares equity holders' dividends (as defined in IAS 32) after the balance sheet date, the 
entity shall not recognize those dividends as a liability at the balance sheet date. If dividends are 
declared (i.e. if the dividends are duly authorized and no longer available to the entity) after the 
balance sheet date, but prior to the disclosure of the financial statements, dividends are not recognized 
as a liability at the balance sheet date because they do not meet the criteria of an obligation IAS 37 
Provisions, Contingent Liabilities and Contingent Assets. Such dividends are presented in notes in 
accordance with IAS 1. 
 
Also, IAS 10 Events after the Balance Sheet Date states that dividends distributed after the closing date 
should not be included in the financial statements for the year. In fact, under IAS 1, these dividends 
are to be disclosed in the explanatory notes. 
IAS 33 Earnings per Share 
 

3. Indicators of the Financial Analysis of Dividends 
 Dividend Per Share – expresses the net remuneration for a share. 

 
 

  
 

A high level of this indicator attracts investors seeking earnings in the short term. At the same time, a 

low level of this indicator may mean redirecting the company's profit to various investment projects, 

which is a good time for buying shares. 

 Dividend yield - DY  - characterizes the effectiveness of placement in a security: 
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This indicator reflects how attractive the dividend is to a company with its pricing. The yields price 
percentage can be calculated by dividing the price at the price. The indicator is very important when it 
comes to a person decides to take the capital, as the number of shares in shares is: 

 portfolio, which is primarily based on the price of the money 
 those paying dividends. 

 
In the absence of a price increase per share, dividend yield can be interpreted as return on investment. 
A company paying large dividends to shareholders may be classified as undervalued today or trying to 
attract investors. On the other hand, if a company does not pay dividends, it may indicate that it is 
overstated or that the company is trying to increase its equity by incorporating profits. However, 
utilities and banks often have a return on attractive dividends, along with rising stock prices. 
This indicator is especially important for investors looking for high and relatively stable incomes. 
The continuous increase in the value of this indicator, along with the increase in profits, is a positive 
signal. On the other hand, an increase in the dividend distribution rate, in the context of a steady 
decline in profits, may lead to diminishing the firm's investment potential in the future. 
 

 Dividend payout ratio: highlights how much net dividend dividends are: 

Payout ratio = Payment dividends / Net profit available 
 
The amount of the dividend distribution rate depends on the distribution of profits policy, namely: 

 if the dividend distribution ratio tends to zero, the issuer's preoccupation for self-financing is a 
result of reinvesting profits in order to increase the production capacity without recourse to 
bank loans; 

 if the dividend distribution rate tends to 100%, the issuing company is concerned to maintain 
the interest of the shareholders and preferring the financing through the banking institutions; 

 if the dividend distribution rate is higher than 100%, the issuing company uses the previously 
accumulated reserves for distribution as dividends. This case occurs when the results of the 
financial year ended were below expectations, but an improvement is expected in the short 
term. 

 
4. Dividend Taxation 

Entrepreneurs wishing to withdraw dividends in Romania in 2018 from the results of previous 
exercises need to know some essential aspects, the most important at the procedural level being that 
the distribution of dividends can be done only after approval of the annual financial statements and 
their value must be establishes in the General Assembly of Associates (AGA). 
 
Calculation and payment of income tax on dividends are part of the payer's responsibilities. Dividends 
are calculated as a whole and then distributed to shareholders based on the percentage of shares held 
(shareholding) held. Thus, if a shareholder owns 30% of the total of the company's shares, it will 
receive 30% of the total dividend distributed. 
 
As regards the taxation of dividend income, they are taxed according to the Fiscal Code, with the 
modifications brought by the GO no. 79/2017, as follows: 

• 5% of the gross value of gross income; 
• Plus 10% for the payment of social security contributions (CASS). 

 
The 10% CASS contribution is calculated from gross income and is based on the single statement 
submitted by the beneficiary after the year in which the dividends were made. It is important to note 
that CASS is paid only if the amount of the dividends is higher than 12 gross minimum wages per 
economy. At present, the gross minimum wage is 1,900 lei. 
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The payment of tax for dividends is as follows: 
• the 5% of the gross dividend must be paid to the state budget by the income payer (the joint-
stock company) until the 25th of the month following that in which the dividends were paid to 
the shareholders in a single account; 
• The 10% contribution to CASS must be paid on the basis of the Single Declaration until 25 
March of the year. 

 
Example: We assume that a company X wants to distribute the profit in the form of gross dividends 
worth RON 421,053 to the sole shareholder. 
Dividends to be distributed according to GMS: 421.053 RON 
Payment tax: 21.053 RON 
Remuneration to Associate: 400,000 RON 
From the calculations above, the company owes the state budget for distributed dividends a tax of 
RON 21,053, and the associate must be paid a dividend income of 400,000 RON. 
 
The individual who collects dividends may also have some tax obligations in certain situations. 
 
This is the case for the social security contribution (CASS) in the 10% share that is due by the person 
who has earned dividends over the ceiling of 22,800 RON (12 months * 1,900 RON minimum wage). 
 
The rule is that if a natural person generates aggregate income from one or more sources (including 
dividends) of at least RON 22,800, CASS owes it. 
 
CASS payment can be made until March 15, 2019, but if taxpayers make full payment until December 
15, 2018, they will receive a 5% annual tax allowance. 
 
The bonus is also granted for the submission of the unique online statement by electronic means of 
distance transmission until July 15, 2018 inclusive. This is worth 5% of the health insurance 
contribution (CASS). 
 
The amount of the bonus decreases by 5% the annual net income tax paid. 
 
If the venture collects dividends under the ceiling of RON 22,800, it does not owe CASS (10%) and it 
is not necessary to file a single statement. 
 
A natural person owes CASS 10% and if he estimates that for the year 2018 he / she obtains 
accumulated revenues (art.155 paragraph (1) letter b) -h) Fiscal Code) of over 22,800 RON, 
respectively: 

 Income from independent activities; 
 Income from intellectual property rights; 
 Income from the association with a legal person, taxpayer according to the provisions of Title 

II, Title III or Law no. 170/2016, for which the provisions of art. 125; 
 Income from the disposal of the use of the goods; 
 Incomes from agricultural activities, forestry and fish farming; 
 Investment income; 
 Income from other sources. 

 

Regarding the way dividends are paid, they can be distributed by bank transfer or in cash, provided 
they fall within the maximum ceiling of RON 10,000 / day and do not perform fragmented payments 
that exceed this value. Fragmented payment means dividing the amount of the payment into several 
instalments to avoid the statutory payment threshold. 
 

If, in the GMS decision, it was decided to distribute an amount of money in 2018 in the form of 
dividends, and these were not paid in full to the shareholders, the company is obliged to declare and to 
pay all the tax related to the amount allocated for distribution until early next year. More specifically, 
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in the 100th declaration for December 2018, due on January 25, 2019, all tax on the dividends to be 
distributed must also be declared, the payment deadline being still January 25, 2019. 
  

Table no. 1. Info Dividend – Bucharest Stock exchange 

Company Year Date ex dividend Dividends total Dividend 

ALRO S.A. 2018 07.01.2019 326,600,000.00 0.457560 

TRANSILVANIA CONSTRUCTII SA 2018 24.09.2018 2,399,253.00 3.000000 

AAGES S.A. 2017 16.05.2018 900,000.00 0.090000 

ALRO S.A. 2017 14.05.2018 382,036,004.42 0.535230 

ALUMIL ROM INDUSTRY S.A. 2017 18.05.2018 13,000,000.00 0.416000 

AEROSTAR S.A. 2017 30.08.2018 14,314,080.00 0.094000 

ARTEGO SA 2017 13.06.2018 3,771,082.00 0.421060 

ANTIBIOTICE S.A. 2017 30.08.2018 17,825,769.00 0.026553 

CASA DE BUCOVINA-CLUB DE MUNTE 2017 28.06.2018 669,358.40 0.004000 

BIOFARM S.A. 2017 16.08.2018 18,722,132.00 0.019000 

Source: http://www.bvb.ro/FinancialInstruments/CorporateActions/InfoDividend 

 
Conclusions 

The board of directors should think long and hard about the decision to being issuing dividends. 
Dividends work best when followed consistently over a long period of time, but doing so requires 
rock-solid cash flows. Any inability to meet a dividend obligation will trigger a rapid stock price 
decline. Thus, always consider a decision to issue dividends as a long-term strategic issue, not just a 
short-term pay-out. From a financial analysis perspective, it is useful to model for the board of 
directors a series of worst-case scenarios that reveal the company’s ability to pay dividends even in to 
excessively large dividend payments. [1, 185]  
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