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 Increased capital of an enterprise is a strategic decision made possible 
by the following ways: new consideration in money or in kind; 
incorporation of reserves, revaluation of assets; incorporation or 
undistributed profits of the first issue, debt conversion, the conversion 
into shares of the founders or dividend payments in shares of the 
company, merger or acquisition. Whatever routes are selected, they must 
ensure autonomy and balance the long term. Increasing social capital is a 
means of financing through equity, and self. The difference is that while 
self-financing is an internal effort made by the company's own, and the 
capitalization of part of the profit growth is a capital funding through its 
own funds brought from outside the company by shareholders. 
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Increasing capital causes a change in the structure of power in the 
case. Increase decisions within a small or medium companies are taken by 
simple majority, and JSCs higher power may be exercised and a lower 
percentage of votes if there is a greater dispersion of the capital. Capital as 
the sum of  members or shareholders contribution in the constitution, is the 
general pledge of creditors. For this reason, the duration of the company 
must maintain the real value at the time considered the company is 
incorporated. During its work, it can record instances of progress, or, 
conversely, can record situations requiring difficulty after case, the increase 
or reduction in capital. 

From the financial point of view, enhance the existing share capital 
has the following implications: 

- If subscriptions of additional shares was in monetary form, is an 
improvement in liquidity because the increase net working capital as a result 
of increasing cash on the asset and concurrent increase in the permanent 
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capital liabilities, if cash will be used to purchase machinery, then there will 
be a decrease in assets, an increase of fixed assets and a decrease in net 
working capital. 

- If the contribution was made in nature, the liquidity is not 
registering changes in the operations, changes will be only at the asset (the 
increase) and liabilities (capital increase). 

- If the capital increase was made by incorporation of reserves, when 
changes take place only at liabilities: lowers the „reserve” and to increase 
„social capital”  

- If the capital increase was made by conversion of bonds into 
shares, then the changes are taking place at the liabilities (the decrease of 
term debt and increase the "capital"). 

Because knowledge of the exact amount of capital to potential 
creditors, the law has imposed certain formalities need to respect both the 
intention and the actual implementation of the change in share capital. 
Increase in capital is needed because only strongly capitalized companies 
resist on the market. Moreover, lack of adequate capitalization companies 
will not deal with change and international conjuncture. For listed 
companies, stock market plays an important role in ensuring the success of 
the operation of capital increase. Given the importance that presents social 
capital (both for shareholders and for potential investors), the legal 
regulations in our country provide cumulative achievement of two 
conditions: shareholders decision, followed by appropriate modification of 
the constitution (the constitution should include current, clear and precise 
informations on capital). 

Increased capital of the enterprise is a strategic financial decision 
taken by the Shareholders General Assembly or the Board in order to 
develop business or adoption of new projects which seek economic growth 
and multiplication of profitability. This has the beneficial effect on the 
environment because it increases the confidence of third parties in the 
enterprise. However, increased capital may involve changes in ownership 
structure. Where all the shareholders agree to make contribution to the 
capital increase, will not register changes in ownership structure. 
Conversely, if the old shareholders give right to subscribe for new 
shareholders, the shareholders will change accordingly. In the latter case, it 
is possible to renew a shareholder, which may have an effect on financial 
structure of the company. 
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The Debt Conversion - an Alternative  
to End Debits and to Increase the Social Capital 

 
Increased capital by converting the debt is specific to large 

companies, which have the right to issue bonds. May issue bonds 
convertible into shares only companies with at least two years old and have 
at least two approved balances. Such bonds provide a lower income 
compared to the other, but are more secure. Thus, they are more 
advantageous because it involves issuing a lower interest rate. Converting 
debt does not provide any new resource, but the situation improves financial 
autonomy. 

Converting claims is not a financing transaction itself. However, it 
amended the financial structure of the transforming debt which involves a 
capital repayment nonexigible. When the debt payment is due by way of 
compensation in shares, a capital increase reflected accounting transfer from 
an account to another, in the liabilities. 

Economic changes arising from the increase of capital by converting 
bonds into shares may be summarized from the balance sheet as follows: 
 

Before increasing After increasing 
Assets Liabilities Assets Liabilities 

1. Fixed values 
2. Operating values 
3. Realizable value 
4. Available values  

1. Own capital  
- social capital  
- reserves 
2. Borrowed capital  

Initial assets 

1.Own capital 
- Increased social 
capital  
- Reserves 
2. Decreased borrowed 
capital accordingly to 
the increase* 

Total Assets= Total Liabilities= Total Assets= Total Liabilities= 

 
Table 1: Economic implications  
as a result of debt conversion 

 
* must be noted that bonds convertible into shares are securities lending in 
the long term, resulting in changing the size of long-term debt and capital 
borrower default. 
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On the basis of Government Ordinance no. 13/1995 on some 
measures by self-restructuring and companies increased capital of the state, 
strengthening financial discipline and improve settlements in the economy, 
has adopted Ordinance No. 205 which covered the conversion into shares of 
the amounts of State Property Fund for restructuring: 

- Amounts that have been granted by the State Ownership Fund can 
recover through conversion into shares issued by companies to which FPS 
exercise rights deriving from the quality of the state shareholder. 

- Claims of the State Property Fund from unpaid dividends by 
companies within a year, can be extinguished through conversion into 
shares issued by companies to which FPS exercise rights deriving from the 
quality of the state shareholder. 

Currently the operation of issuing bonds to increase capital is 
regulated by law nr.31/1990 (modified and republished in 2004) on 
commercial companies and Government Emergency Ordinance no. 28/2002 
on securities, financial investment services and regulated markets. 

According to these acts, the total amount of bonds issued can not be 
more than ¾ of the paid-up share capital and existing. The nominal value of 
the obligation must be at least 25,000 lei. Bonds of the same issue must 
have equal value and to provide equal rights holders. Moreover, the nominal 
value of bonds converted into shares should be equal to the nominal value of 
shares. 

In France conversion bonds is already regulated as a means of 
payment, considered as an option to increase the share capital by cash. This 
involves a determination of the implications of increasing capital by 
establishing preferential right to subscribe. 

 
Merger and Absorption 

 
Merger and absorption of growth strategies are external training 

groups or corporations. In this case the share issue shares which are aimed 
at a capital increase. Beyond the financial mechanism of a normal issue of 
shares in major changes are evolving undertakings. 

The merger is a legal transaction which is either end of a capital 
company by the absorption of another company, or the birth of a new 
company by merging two or more companies.The merger can be achieved 
between companies in different forms. It is legally expressed in two ways:  



LUCRĂRI ŞTIINŢIFICE, SERIA I, VOL. XI (3) 

- Absorption, operation whereby a company absorbs one or more 
companies to cease operations, but whose heritage is enriched  

- Merger, operation whereby two or more companies cease 
operations in order to give rise to a new company.  

Merger should be preceded by drafting a proposed merger to be 
approved at each Shareholders General Assembly. The next step in the 
chronological sense, is completing the formalities of legal services, only 
after going through these stages can proceed to itself the merger. 

Like European regulations, the merger must include: 
- The name and registered office of the participating companies; 
- The basis and the merger conditions, the establishment and 

evaluation of assets and liabilities; 
- Ways of shares or the shares and the date on which they entitle 

dividend; 
- The exchange of shares; 
- The amount of the first fusion; 
- Rights that are granted to obligatars and other special advantages; 
- Financial data of fusion; 
- Any other information of interest for the operation of fusion. 
Participation is usually determined by comparing the value of a 

company's shares will be absorbed by the value of shares of the acquiring 
company. Also, is set number of shares to be issued and the amount that will 
increase the share capital. 

Not always, the nominal value of shares corresponds to fair value, 
which includes the calculation of the first merger. This is because the 
company during its activity, may gain or loss record, that changes in fair 
value of shares, depending on the reserves or accumulated losses. 

Companies participating in the merger will first establish mutual 
usefulness of the operation on the basis of economic and financial 
performance. 

Merger must be notified to the Register of trade, which take two 
steps: 

- The first stage decisions are submitted each merging company, 
together with balance sheets and statements of companies which shall cease 
to exist about how they managed to extinguish liabilities. 

- In a second phase is carried out the operation itself (to make the 
amendment as amended, the society contract)  
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The document as a basis for harmonization of national laws is IIIrd 

Directive of the merger between JSCs the same Member State and the Vth 
Directive concerning split on joint stock companies. Under the directive, the 
merger process involves three stages: playing a draft merger negotiated by 
the management of the merging companies; stage merger approval decision 
by each Shareholders General Assembly and stage the actual realization of 
the merger. 

However, the forms are covered and the merger: the merger through 
the creation of new businesses (consecutively with the disappearance of a 
distinct legal personality of the participating) merger absorption (when an 
undertaking is absorbed by another, and pierzându such legal personality); 
merger actually ( when combining the previously independent activities lead 
to the creation of new economic entities, new economic entity is 
characterized by its own economic objectives, to compensate the losses and 
profits among the group, joint and several liability). 

The merger is an appropriate means of achieving economic targets, 
as it does not require the fulfillment of specific conditions. In this regard, 
the merger is less restrictive than other methods of training, the increase in 
capital. 
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