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Abstract 

Selecting the means, techniques and financing tools is the correct expression of a financial policy placement. 
Essentially, the financial policy consists in determining the weight that equity and borrowed capitals have and must 
have into the company resources, taking into account their actual cost. It is envisaged the high share of capital in total 
equity, which represents long term resources in company’s activity and which knows more ways to move over time. 

The share capital is equal to the nominal value of inscriptions or shares, respectively the value of the 
contribution in kind or in cash mentioned in the memorandum. Over the life of the company's existence, the share 
capital may increase by new contributions, by incorporation of reserves and by debt conversion of the company, 
respectively of the claims that creditors have on it. 
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1. Introduction and context of the study 
 

The increase of share capital by new contributions in cash and in kind must realise according to provisions of 
current  normative acts including, in the foreground, the advertising. Publication of the share capital increase is required 
by the necessity of knowing this operation by all shareholders or members to be able to exercise preferential 
subscription rights, and by other natural or legal persons concerned. 

The share capital increase by new cash contributions, constitute a mean of financing and building equity. This 
decision has as first effect the increasing of the nominal value or the number of shares of the company. 

 The issuance of new shares can be achieved by: 
- the private placement, destined to the shareholders of the company; 
- the public offer in order to attract existing market economies. 

 The decision to issue new shares requires the establishment of: the issue price (Pe) and the share premium 
(pe). 

• The issue price (Pe) 
In the case of companies whose shares are not traded on the stock market (at the Bucharest Stock Exchange or 

OTC markets), the issue price (Pe) is equal to the nominal value (Vn) of shares already issued. 
In the case of companies whose shares are quoted on one of the stock markets, the issue price (Pe) is selected in 

a limited range, by the nominal value (Vn) of shares already issued and by their price (course) on the market (Cv). 
Therefore, the issue price can not be lower than the nominal value, nor higher than the price (course) of the market for 
the shares already issued by the company. 

• The share premium (pe) is the deviation between the issue price of the new shares and the nominal value of the 
company shares. The value of the share  influence the issue price, the number of shares issued to obtain capital 
approved (by the Extraordinary General Meeting) and dividends that will be paid in the future for each share. 

The share premium (pe) represents the price paid by shareholders to constitute the reserves of the company. The 
total amount of share premiums is added to the company reserves accounted for the company extra financial resources 
in relation to capital. These resources are not benefits (profit) and are not the subject to division. In the situations in 
which the company has accumulated reserves, the issue price may be equal to the nominal value of shares. So the share 
premium is zero. This will result in increasing the number of shares issued and the amount of dividends payable in the 
future, reflected in cash flows. 
 In the case of capital increase by a cash contribution, the old shareholders can benefit, according to legal 
provisions, a right of refusal. The Extraordinary General Meeting may decide to grant or its suppression (for example, 
in case of recurrence to existing market economies). 
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 The right to pre-emption requires the establishment of preferential subscription rights, which is a right of 
priority given to old shareholders. Based on this, the old shareholders can: 
 - subscribe a number of new shares in proportion to the number of shares they hold up to the issue date; 
 - acquire new shares at the issue price which is lower than the price (of course) on the market for the shares 
already issued. 
 By granting of preferential subscription rights shall be avoided following effects: 

- diluting the power of decision; 
- diluting the benefit (profit) per share; 
- diluting the old shareholder wealth. 
The theoretical value of preferential subscription rights is calculated based on: 
- the issue price of new shares: Pe 
- the number of new shares: Nn 
- the number of old shares: Nv 
- the price (course) of old shares: Cv 

Knowing that: 
- before the share capital increase, the number of shares already issued (old) is Nv, and the price (value) of 

each stock market is Cv; 
- the decision to increase the capital on the cash contributions generates the issuance of new actions Nn, to an 

issue price Pi, then, after the issue, we will record: 
- the total number of shares in the company is Nv + Nn; 
- the theoretical value of all shares is Nv x Cv + Nn x Pe; 

 - the theoretical value Ct of a share is: 
 

     
Nv x Cv + Nn x PeCt=

Nv + Nn
 

 
The theoretical value of preferential subscription rights (Vs) is the difference between the price (course) of the 

company shares before and after the issuance: 
 

Vs = Co - Ct 
or: 

( )Nv x Cv + Nn x Pe NnVs=Cv - = Cv-Pe
Nv + Nn Nv + Nn

 

 
As each old share gives right to a dividend, then the price (course) on the market of the old shares include the 

value of the dividend. The new shares, at the time of issuance, still do not give the right to a dividend. Consequently, 
the theoretical value of preferential subscription rights,  '

sV  , becomes: 

( )'
s

NnV = Cv - D - Pe
Nv + Nn

 

 
The old shareholders can use or sell the preferential subscription rights during the subscription period while 

the subscription lasts. The price (course) on the market depends on the fluctuation of supply and demand. After the 
issuance, the real value of the shares and preferential subscription rights depends on market reaction. 

All shareholders of the company benefit of: 
- the right to vote; 
- the right to receive dividends; 

 - the right to receive part of the net asset value at company liquidation. 
 These rights are proportional to the number of shares of the total issued by the company, in the case of 

ordinary shares. Companies can issue, under the conditions provided by law and by statute, actions that differentiate 
right to vote and the right to receive part of the distributed profits. 
 Thus, the priority or privileged shares for a nominal value equal to ordinary shares give different rights to 
holders. These financial titles (or securities) entitle to: 

- a plural vote (more than one vote); 
- a statutory dividend (provided by statute) or a second higher dividend; 
- a right of priority for payment of dividends. 

In return, the priority dividend shares without voting rights, entitle holders to a priority dividend whose 
minimum level is established legal and by status in exchange for giving up their right to vote. 
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The rights that shareholders benefit generate effects on decision-making, on flows from the treasury and on how 
to reward the capital invested. 

The financial impacts of increasing capital on cash contributions are: 
- increasing the potential funding because monetary availability of the company grow; 
- strengthening the equity capital due to the growth of the company; 

 - improving the financial balance as working capital due to the increase of permanent capital while assets remain 
unchanged. The effect is temporary. 
 Investing resources obtained in inmaterial assets has as result the reduction of working capital. Because the 
positive effect on the financial balance is not disturbed, it should be integrated in the investment plan and financing 
growth capital on contributions. Large capital firms have access to existing shareholders on the international financial 
market. The issuance of Eurobonds generates the effects presented above and in addition contributes to introducing 
various markets. This financing option is a financial expression of growth strategies heritage and internationalization of 
business through which the globalization of economies completes. 

The expenses generated from the capital increase include: 
- legal expenses, resulting from the change of the company status; 
- administrative costs; 

 - commissions paid to financial intermediaries for the services offered (financial advisory, placement of 
shares, subscribed amounts centralization, guarantee issue). 

The increase of share capital by contributions in kind (usually tangible) is a mean of financing through which the 
increasing of equity is produced. 

Contributions in kind intervene in various situations: 
- when setting up the company, when must respect their maximum share value provided by law, in the total of 

share capital; 
 - throughout the life of the company. This operation affects the productive potential. Consequently, the 
evaluation of contributions in kind presents significance. An overvaluation generate partly fictitious growth of the share 
capital that does not ensure the increasing of productive potential, influence the negative impact on equality between 
shareholders and on distributed dividends and the creditors' rights are in danger. 

On the account of contributions in kind grow, simultaneously, assets and equity. Instead, the working capital 
remains unchanged. To ensure exploitation of new assets, companies may be forced to seek new financing in order to 
increase its cash money. 
 - In the case of merger, when the acquiring company receives as input all assets held by the company being 
acquired. When includes part of the company's asset contribution, it does not disappear, as it is a partial absorption 
operation. After this operation, the rewarding form of shares may remain in its portfolio or may be distributed to 
shareholders (company contribution). 

In financial terms, merger and partial absorption operations can assimilate foreign investment, whose funding is 
provided through the issuance of shares. 

- for division operations, contributions which come from the company that is dismantling can be designed for 
two or more beneficiary companies. The capital increases by shares issuing appear to companies that take 
contributions. 

The decision to increase the share capital on account of contribution in kind has the effect of increasing the 
number of issued shares, the ratio of the total amount of contributions in kind and the nominal value of the shares, 
advanced or not with the share premium (contribution). 

The capital increasing is an operation that involves a number of expenses, namely: 
- the costs of contributions in kind evaluation; 
- the administrative costs; 

 - legal expenses, generated by a company's status modification. 
The subscription right (pre-emption right) may be exercised by existing shareholders of a company given that 

there is an increase of its share capital by cash contribution. Thus, the subscription right is a mean to protect the 
interests of the company’s old shareholders being that its exercise assure of avoidance to reduce benefits received by 
them as a result of the increased number of shares. Also, by exercising the pre-emption right, the old shareholders 
retain their share of capital invested in the company and as a result, the power to control its activity. 

Given that the minority shareholders have limited decision-making power regarding the control of the 
company’s activities, they are in a position to submit to the decisions taken by AGA. Thus, supposing the decision to 
increase capital, the only way they can protect their invested capital is to exercise the pre-emption right (subscription). 
In this way, the minority shareholders retain the share capital held and the size of the gains realized from the capital 
investment in the company's activity. 

In this regard, the legal regulations state that the capital increase operation without granting the existing 
shareholders pre-emptive rights is null and void. However, the same regulations states that the General Assembly may 
raises, for good reasons, the shareholders' subscription right to new shares totally or partial. For making this decision 
requires the presence of three-quarters of the share capital holders and the voting share of a number of shareholders 
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representing at least half of the share capital. Unfortunately, such protection is not insured in case of capital increases 
by contribution in kind, when the pre-emption right ceases. 

The proceeding to protect, in this case proposed by the Capital Market Law, no. 297/2004, is the condition 
imposed on the reference value of the shares issued in exchange for the contribution in kind made to the company's 
capital. Thus, the number of shares that follows the contribution in kind is determined as the ratio between input value, 
determined by independent experts, and the highest value between the market price of a share, the value per share 
calculated based on the accounting net asset or the nominal value of the share (art. 240, par. 3 and 4). Under these 
conditions, the minority shareholder is protected against losses in its earnings per unit of capital invested in the 
company, in exchange its  participation quota on share capital decreases. 

 
2. Conclusions 

 
In conclusion, the pre-emption right provides protection of minority shareholders in circumstances in which it 

may be exercised. The amount of capital held by these shareholders also depends on the performance of the activity 
conducted by the company. Thus, in making the decision to exercise the pre-emption right (subscription) should take 
into account the opportunities of building upon the existing capital market. 
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