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NECESSITY, DESIRABILITY AND IMPLICATIONS  
OF INCREASING CAPITAL  BY NEW CONTRIBUTIONS OR BY 

INCORPORATING RESERVE 
 

NECESITATEA, OPORTUNITATEA ŞI IMPLICAŢIILE  
MAJORĂRII CAPITALULUI SOCIAL PRIN APORTURI NOI SAU 

ÎNCORPORAREA REZERVELOR 
 

B. C. GOMOI ∗ 
 

 A company in a difficult financial situation may procure funds and money 
by increasing capital, bank loans or obligations loans. The option for 
either of these alternatives is done taking into account several 
parameters: the possibility of access to such funding, and the need to use 
resources such acquired business objectives, level of interest, guarantees 
required etc.. Thus, for a prosperous society that wants to expand its 
business will be more advantageous to increase their capital through 
subscription of new shares, although it could use to issue bonds. In these 
circumstances, the credibility will increase if you choose to increase 
capital.  
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Regulations underlying increase capital are contained in the law no. 
31/1990 on trading companies. However, it should be noted that the existing 
regulatory in our country is not sufficiently well established, depriving some 
legal regulations (for example, the payment of dividends in shares). 

The increase of capital have registered to Trade Register at the time 
that the conditions required by law are fullfiled. Thus, it is necessary to go 
through the following steps: completing forms related to the increase of 
capital; the decision of the Shareholders General Assembly; submission of 
evidence relating to the increase; payment of judicial stamp; free advertising 
in the Official Gazette 

General Assembly decides raising capital, how to increase, and steps 
to increase the amount of increase. The managers are responsible of increase 
capital, under powers given by the general meeting. Issuance of shares, 
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before the previous ones to be paid in full, and the offense is punishable by 
law. 

The increase of capital can be seen both as a way of financing 
domestic (if the incorporation of reserves) and as a means of funding (for 
new consideration and the conversion of bonds into shares). On the other 
hand, have stated that only new contributions in the monetary form creates 
additional financial resources to the enterprise, other methods are only 
indirect financing, or more specifically changes in accounting heritage 
enterprise. Operation to increase the share capital is not is not without costs. 
Besides the costs imposed by issuing new shares and selling their own 
words, the need to pay (according to Government Decision no. 1346/2000) a 
series of commissions at Trade Register. These fees are charged for drawing 
up and to take additional evidence in the capital changed. 
 

Increase capital by New Contributions 
 

Social capital requires the consideration of two technical financial 
solutions: 1) cash contribution made by the old shareholders, which shall 
proceed to an increase in the nominal value of existing shares and 2) the 
issue of new shares that may subscribe  other shareholders than the old ones. 
This, however, entails different effects, such as diluting shareholder equity, 
profit per share, etc. Issue of shares corresponding contribution in monetary 
form is the only operation that provides the liquidity and corresponds to a 
long-term investment. This precede or accompany a phase of growth and 
give the resources to consolidate its own funds. Liabilities structure 
becomes less risky, the company being placed in such a situation favorable 
to request a new loan. Economic changes that occur as a result of increasing 
capital by new consideration can be summarized from the balance sheet as 
follows: 

Before the increase After increase 

Assets  Liabilities Assets Liabilities 
1. Fixed values  
2. Operating values  
3. Realizable values  
4. Availablem values 

1. Capital  
2. Borrowed capital 

 
Initial assets + 
New contributions 

1.Capital +  
Increase of capital 
2. Borrowed capital 

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

Table 1: Economic implications  
as a result of increasing capital by new contributions 
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Increasing capital by issuing shares corresponding monetary 
contributions is a delicate operation because it is done in conditions 
specified by the financial mechanisms and quite complex. The price of the 
issue of new shares is equal to the amount of less equal share related 
preferential right to subscribe. Determination of issue price is an operation 
that, in advance of issuing the assessment (value of shares will be equal to 
the value divided by the number of titles).  

For listed companies, the key in an increase in capital is the stock 
exchange. To perform the operation, it is necessary that the issue price is not 
above the average of the shares calculated on the previous issue, otherwise 
the company will not be able to place its new shares. Any subscriber 
companies buy old shares rather than to subscribe new shares at an 
increased price. Given the accumulated reserves of the establishment and 
the issuing of potential surplus value price of the issue of new shares is 
generally at or above the nominal value of the action. The difference 
between the issue price and the nominal value is the first issue. These 
appear in the balance sheet under "bonus issue". Capital is increased by the 
full face value. 

The new shares (issued as a result of increasing capital by monetary 
contributions) must be offered for subscription to preference shareholders in 
proportion to the number of shares that they hold. Where new shares are 
issued as a result of contributions in nature, preferably right ceases. 
Preferential right to subscribe for new shares was established in order to 
ensure equal treatment of all shareholders. This right of subscription - has a 
duration of at least a month (since the decision of the general meeting was 
published in the Official Gazette) II Directive provides a validity of this 
right only 14 days. After that deadline, shares can be subscribed by the 
public.  

Theoretical value of the right of subscription is equal to the loss of 
value of shares after the issue, namely the difference between the amount of 
the old and the amount of the increase. To calculate the theoretical value of 
the right to subscribe, it is necessary to know the situation before and after 
the subscription. 

Before the issue, the value of shares is: 
VN = CS / N 

VN =  nominal value, CS =  social capital, 
N = number of shares issued by the company  
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After the new issue of shares, value of shares is: 
(VN * N) + (On * n) / N + n 

Pe = issue price, n = number of shares new issued 
The right to subscribe (DS) is: 

DS = N * C + n * On / n + N 
C = the old shares course 

The actual right to subscribe shares of unlisted companies is equal to 
the theoretical value (or mathematics). For listed companies, the real right to 
subscribe is different than theoretical. It varies depending on market 
reaction. If bids are important, it falls, and if demand is greater than supply, 
it will increase. In this context, the time of making the operation to increase 
the capital by consideration are: cumright period is the time in which 
shareholders can subscribe to the old; exright period is the time during 
which shareholders can subscribe to new . 

Shareholders who do not purchase the old new shares under the 
preferential subscription will register a decrease in the power of influence 
(voting) on society. This risk is even more pronounced, as the shareholders 
in question have significant share of total shareholders. Simultaneously, the 
risk of loss and resulted in distribution of profits (which implies that it 
remains constant) to a greater number of shares. This risk can be avoided by 
the interest of all stakeholders to increase in profits following the capital 
increase.  

Loss of dividends on an action (Pd / a) can be determined as follows: 
Pd / a = P / N - P / N + n * n = P / N (N + n) 

P = profit, N = number of shares initially, n = number of shares new issued  
To protect the old shareholders, the Shareholders General Assembly 

allocate new shares issued as a preferential subscription, which can be 
stored or sold when the old shareholders not to exercise the right to 
subscribe. Dilution of power takes place when shareholders can not buy new 
shares, which is equivalent to reducing control over society. Issuance of new 
shares involves certain risks for shareholders: risk of loss and risk of power. 
If after the share issue the profit of the company does not increase, appears 
the risk of falling profits per share, and implicitly dividends. The risk of 
power occurs when the old shareholders do not buy new shares under the 
subscription. This risk gains importance in relation to the number of shares 
held: the more, the increased risk.  
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In terms of financial markets, the issue of new shares affect the 
supply / demand for the company's shares. Through the issue of new shares 
is an increase in supply with implications for the market rate of 
shareholders. 

To determine the market action after the increase is based on the 
balance sheet after the distribution of net profit, as follows: 

a). the shares rate before the issue of new shares: 
Cpo RL = CS + + Ar / N = CP / N 

Cpo =  market rate before the increase of share 
Cs = capital; RL = legal reserves; Ar= other reserve; 

CP = social capital, N = number of shares before the increase 
b). the share rate after the issue of share: 
Cp1 = (RL + CS + Ar) + (n + On) / N + n = CP + (n + On) / N + n 
n = number of newly issued shares, Pe = the issue price for new shares 
A company recourse to capital through the issue of new shares in the 

event that not all shareholders agree to older participants of the operation. If 
the old shareholders would unanimously agree with the capital, would then 
proceed to increase the nominal value of existing shares. This would not 
involve adverse effects for old shareholders, as the shareholders remains 
unchanged, does not change the power and does not record any profit 
dilution action (in the corresponding increase in profit). Adverse effects 
occur only when the capital increase, there hasn’t been an increase in 
business profitability. But considering that all the shareholders and the 
decision is reasonable and should not proceed with a capital increase unless 
an increase in future profitability, this is unlikely to intervene. 

If the increase of capital by increasing the nominal value will not 
record major changes in the evolution of the market share rate. Starting from 
the idea that the market value of an asset is determined based on the value of 
accounts that can be estimated to increase the nominal value of shares lead 
to a growth rate of the market. Law no. 191/2004 published in the Official 
Gazette no. 470/26.05.04 conditions governing capital increase under 
specific conditions. Thus, states that the increase of capital by the amount of 
land that have been issued certificates attesting ownership is achieved 
without adding a premium issue. Meanwhile, the subscription price of 
shares for the right of preference (exercised by existing shareholders to 
increase the capital value of land which have been issued certificates 
attesting ownership) will be set without adding a premium issue. 
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Incorporating Reserve - Funding of the "Surface" 
 

Increase capital by incorporating reserves and free distribution of 
shares is regarded as a financial marketing operation. Free distribution of 
shares is generally well received on the market. The decrease rate due to 
creation of securities is not generally proportional to the number of titles 
created. This is followed by financial flows and not bring new financial 
resources. Concretely, it accounts for transferring amounts from one account 
to another, the liabilities remain unchanged. In this case, if not to increase 
profits, maintain the same size of the shareholder dividend, but instead 
lowers the yield per share, as a constant level of benefit will be assigned to 
an increased number of shares. The situation becomes favorable to the 
extent that operation succeeds incorporation is a positive (increase profits). 

Technically, the incorporation of reserves can be achieved in two 
ways: either by increasing the nominal value of shares already issued, either 
by issuing new shares and providing for free to shareholders based on their 
participation in the formation of capital initially. Whatever path is followed, 
the company is creating an additional guarantee for loans contracted. 

Free distribution of shares is done taking into account the share of 
each shareholder participation in the establishment of the firm's initial 
capital. Corresponding to this operation may cause the market before and 
after the increase in the balance and the right award. 

a). the share rate before the issue of new shares will be:  
Cpo RL = CS + Ar / N = CP / N 

Cpo market course during the proceedings before the increase, 
Cs = social capital, RL = legal reserves, Ar= other reserve, 
CP = own capital, N = number of shares before the increase 

b). the share rate after the issue of share:  
Cp1 = (RL + CS + Ar) + (n + On) / N + n = CP + (n + On) / N + n 

n = number of newly issued shares, Pe = issue price for new shares 
Free distribution of shares are made at an issue price equal to 0 (Pe = 

0), which allows the exchange market the following simplified formula:  
Cp1 = (RL + CS + Ar) / N + n = CP / N + n 

In these circumstances, can determine the amount of the award (DA) 
as: 

DA = Cp0 - Cp1 or DA = n * Cp0 / N + n 
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Economic changes that occur as a result of increasing capital by 
incorporating reserves can be summarized from the balance sheet. These 
economic changes are shown in the following table: 
 

Before increasing After increasing 
Assets Liabilities Asstes 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 reduced  
accordingly 
2.Borrowed capital 

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

 
Table 2: Economic implications 

due to the incorporation of reserves 
 

The decision to increase capital by incorporation of reserves belongs 
to the Shareholders General Assembly, the form and publicity are the same 
as for other ways to increase the capital. Reserves to be incorporated into 
the capital must be real, have a correspondent from active. 

Incorporating reserve presents some advantages such as: increases 
the company's credibility; create a balance between exchange value and 
nominal value of shares; allow shareholders to negotiate free shares 
received (if the Shareholders General Assembly provided that). 

In Romanian business practice appears the operation to increase the 
capital on account of net profit. In this case, dividends are no longer 
distributed. Free actions are more profitable for investors (shareholders) 
than dividends when the market price of the shares is higher than the 
nominal value (when the tax paid by the investor to receive free shares is 
lower than the tax on dividends). Currently, tax is a uniform practice in the 
sense that both operations are taxed by 16%. In French doctrine was the 
problem to indirectly incorporate reserves into capital within the meaning of 
the distribution of part of reserves to shareholders, suggesting that the 
amounts to be used to increase capital.  

Opinions are pros and cons: some may see possible such an 
operation, the shareholders will subscribe to the amounts distributed to a 
capital increase with consideration, but that all the formalities for such an 
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opertions to be fullfiled. Others are more skeptical about this, what causes 
them to prefer the direct incorporation of reserves.  

Commercial Law in our country does not cover how to increase the 
capital by incorporation of reserves, but is required by law accounting 
operation script transfer amounts from the reserve in the capital. Accounting 
legislation also provides for the possibility of incorporation of differences 
resulting from the revaluation of premiums and related capital. Regulations 
provide that the amounts recorded in the accounts of legal reserves and 
reserves of the tax can not be used to increase capital or to cover losses (in 
this case, refers to: the amounts of the net differences dine evaluation results 
available, estimates that was non-taxable, on the one hand, and the 
exemptions and reductions of tax imposed on profits invested under the law, 
including the amount invested profits, the difference between standard and 
those provided in other laws).  

Unless these requirements are not met on these amounts are 
recalculated tax and interest and sets penalties for delay from the date of 
application facility, according to the law. Accordingly, the operation to 
increase the capital by incorporating reserves will be realized only on the 
reserve account set up business or on account of profit achieved. 
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