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Abstract: This paper will examine how the firms can be ficeah through capital market. So, at first it will
be analyzed the conditions which are required tmrapany to be listed on stock exchange. Then wll b
identified which are the advantages and the digatdgas of listing companies on the stock exchanfeat
this paper wants to see is if this type of arrangeinis beneficial to the firms, especially in the&rrent
context, of the financial crisis, when many stogktenges have collapsed, and what are that mabigmns
that the companies face when they want to finahei tctivity trough the capital market.
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1. Introduction

It is something normal for a company in developmeniook for financial resources cheap and
affordable. These resources are very differentcavetalk about the internal resources of finanting
also about the external resources, among whicle #rer synergies, according to the stage of company
development and according to the attraction ofiéisl of activity and the steps taken to identifyda
mobilize potential resources.

When the internal funding is not sufficient to mak needs of medium and long term financing, like
it usually happens, it is necessary to use themeadtéinancing in the form of bank loans, contribuat
from shareholders or other sources, like finantiaggh capital market.

Self-financing as an expression of the companiffertecomes from inside the company and it is
basically sustained by the results of current @gtiand it is occasionally supplemented with
exceptional resources. Self-financing capacityhef¢dompany is closely related to the dividend polic
approved by shareholders. If the dividend policytight" the self-financing covers a more needed
funding.

But once the self-financing capacity is exhaustbd, attention of the management of the firm is
directed towards the external financing, whicheigresented mainly by bank loans, classical external
financing very often used by companies.

The recourse to external financing through capitatket usually occurs only after the company has
exhausted its sources of self-financing and thesxto bank loans. But it can be used also together
with other forms of financing.

2. The Characteristics of the Capital Market

The capital market offers a wide range of finanapgions. It allows the confrontation between the
demand and the supply of currency and it inclutlesfinancial market and the monetary market. In
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turn, the financial market consists of two complataey markets: the primary market and the
secondary market. On the primary market there sseed bonds and shares, which are securities to
collect money on long term. The secondary markitrseto the stock market, which is a place to
exchange financial assets, shares and bonds wldoh farmed on the primary market. This market
has the function to collect money, to evaluate emglire the mobility of the prices.

The financial market players are, on the one h#mal enterprises, the financial institutions and the
state; which need capital and on the other harelhtiiders of savings, including the companies in
search of investment.

The firm must make a judicious choice betweentafgiand the funding it seek is have to be well
suited to the nature and to the duration of theamn to be financed, which is a safety criteritm.
addition, the capital that the company is lookingsirbe small and cheap, which form its profitaypilit
criteria.

3. TheFirms Accessto the Capital Market Resour ces

The conditions that have to be satisfied by a camga attract financial resources from the capital
market are:

« The company must be established as joint stookpany and at least 25% of its social capital has to
be publicly owned;

» The company has to have at least 3 completethdial exercises;

» The proper capitals of the company have to tegiat least 2 million Euros (for the second
category).

Based on these minimum conditions of access titataparket we must understand that not only the
size of the company or its status is relevant,dspiecially the development prospects of the firgh an

the quality of management, translated by the firpeésformance and especially by the confidence of
shareholders and the third parties.

The first step in the admission of the shares odrapany in Bucharest Stock Exchange is obtaining
by the firm the status of "open society". The clenfjstatus is done through the company running an
initial primary public offering (IPO) in which 25%f the social capital of the company after
completion of public offering to be owned by thebjpet Using an initial primary public offering the
company will increase its social capital by issumagv shares to be sold to the public (individuald a
legal entities, Romanian or foreign) on the capitafket. The conduct of such operations it is zedli
through a financial investment services companids tiiple role in this type of operation:

* advisory role being a complex operation with important implioas for subsequent development of
the society: the financial investment services camyphas an important advisory role both in terms of
formalities before and during the offers developtrard for determining the characteristics of isguin
shares, so which will be maximized the usefulnéskis operation in terms of society;

* role of investmentthe financial investment services company shadluee the preparation and the
distribution of issuing shares;

* role of guarantor of the issuéhe financial investment services company entuserole when they
undertake to subscribe actions that have not faumayer in the subscription period of issuing share

The operation of listing a company on a regulatadket is based on the transfer of a part of theakoc
capital to other legal and individual persons idesrto ensure the liquidity of the shares afteirthe
admission to trading and retaining the decisiooalml of the company by its founders in conjunatio
with the attraction of resources from the financmlrket.
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4. The Advantages of Admission to the Bucharest Stock Exchange of the Sharesof a
Company

Among these advantages we can mention the followingportant ones:

- The access to the needed capital to finance ¢heity of a firm

The existing financial resources on the capitalkei® represent a significant component of finagicin
for companies that accede to the capital marketuardts tools. Funding through the capital maiket
a much cheaper option; it outperforms the bank doand is more accessible for performance
companies due to market dynamics and the investaeptions.

The attracted resources may be used for a vasfegpyirposes including: growth and expansion, the

reduction / elimination of existing debt, corporatarketing and development, capital for acquisition

and diversification of holdings. Once the compamswdmitted to the stock exchange, the company's
financing alternatives significantly increase. Thadisted company may resort to capital markets to
attract capital through capital increases or besdés.

- The liquidity

The shares of publicly held company are more digihian the shares of a closed company. The
liquidity is created for investors, institutionguihders and shareholders. Usually the institutional
investors or holders of risk capital (venture calpitequire that before recruiting funds, the compa
has to be publicly owned. Thus old and new shadsnslmay at any time to use the operation of
investment or des-investment, depending on thgipdpnities or their needs.

Owning shares in a publicly held company can midpmanagement to borrow more easily without
the recourse to personal guarantees. In fact,idoélity is the one important reason why the public
owned companies are generally more valuable thewltdsed companies.

- Increased evaluation

The market value of a publicly owned company ismally significantly higher than in the situation
where it remains a closed company. Thus, the ceiorepf a closed company in a public one has as a
result the increase in the value of the packaghafes held by its owners. The statistics showtkieat
sellers of closed companies can receive on avdraigeeen 4 and 6 times the net profits per share. By
comparison, the listed companies are sold on aeesa@5 times the net profits while companies in
the area of the top technology are valued even tharethat.

The shareholders of a closed company, in the daie jpotential sale, will experience a reduction i
the value of its actions on the ground of "illigiyd due to the lack of a public market for thenhus,

the listed companies often have a higher value thased ones, but are similar in other points. The
availability of some alternatives to attract capgaves to listed companies a higher leverage sn it
negotiations with investors, both individual andtitutional. Many investors prefer to invest irtdid
companies because they have a "way out" which ntbanshey will be able to sell their shares on the
market. Many companies closed that would be bohgh¢ ranked for sale to higher prices.

- Prestige

A public offer of shares may help a company togaestige by creating a perception of stabilitye T
status of a listed company has a pronounced pesfiect on its activity and its competitivenesd an
stability. This perception may lead to the develeptrof business relationships and to an increasing
confidence among customers, suppliers and othe plairties.

The founders, the co-founders (the initial and eghent shareholders) and the managers gain prestige
through alimenting the perception of stability. Jlprestige can be very useful when recruiting key -
staff or when they undertake marketing activities the target market. Where the control of the
company is shared with the public increases thepemyis reputation and also increases its business
opportunities.
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Often a company's suppliers and customers are Mhistshareholders and its business partners, an
aspect that encourages growth and developmengdirth. Once a company it is publicly owned its
creditors and suppliers will watch it like repretieg a lower credit risk which will lead to the
possibility of negotiating cheaper loans.

- Personal wealth of the shareholders

One of the most important benefits of listing camigs on the stock exchange is that by this
operation the shares of the company become mauil lffering rewards and financial freedom for
the founders and the employees. A public markeskares provides a potential exit strategy for the
investors and may increase the net wealth of sbltets. Even if these shareholders do not mark
their profits by selling operation, the shares osvbg them can be used as a real estate guarangee in
lending.

It is reasonable to consider that at the right manitels recommended for the investors to markrthei
profit for the part of owned shares to acquire ribeessary capital for portfolio diversification for
additional consumption. In this regard, the empésybave two sources of gain: receiving a salary or
the sale of shares.

- Advertising

The listed companies are included much easiehénattention of the main newspapers, magazines
and periodic newsletters than the closed compaiiiks. effective management of press releases,
interviews and news about the company leads taw@eness of the company existence by the public
and increase the demand for the company shardsorgsadvertising campaign combined with media
initiatives, may lead to the increase of salesd@rttie revenue.

The advertising derived from the character oklistompany may encourage investment from the
public, new business development and strategianailis. The analyst’'s reports and the summaries of
daily trading contribute to a deeper knowledge frmmtomer and financial community so that by the
public nature of the company its image can reachemasily in different environments. The process
of transparency that commits the company in the emanof its market listing makes it known in a
very large business environment.

The advertising that a listed company enjoy mawdthe attention of potential partners or merger
candidates. Since the company's financial situatsom the attention of market players through
reporting requirements, the business relationd@@®me stronger, both the existing ones and the one
in the future. Many closed companies stay outdidefacus of potential buyers, while publicly owned
company status makes the process of evaluatinigeoEempany for possible "merger or acquisition”
to be much easier.

- Loyalty of the employees

Many companies use their shares as an incentiadraxt and retain valuable employees by so-called
loyalty programs to company employees, enablingntilee possibility to subscribe shares in the

company where they work. This reward can be mades ratiractive when the company is listed. In

stock exchanges the shares end up as a mean aftiatrand retaining staff that are holding key

positions in the society.

The distribution of shares to the staff indicates welfare of the society and allows to the empésy

to become part owners of the company where thek woaking them aware that the effects of their
daily efforts are not only reduce to the level alfasy but also lead to increased value of theiresha
Thus, an optimal allocation of a part of the sodabpital to the employees leads to increase
productivity, morality and loyalty. This type ofylalty is a method of connecting the employee's
financial future to the success of the company.
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5. Disadvantages of listed companies

Listing of companies brings not only advantages d&ab some disadvantages. The disadvantages
faced by a listed company are related primarilyatoadditional effort from the management team,
effort that is translated into additional tasks additional costs.

The additional tasks are related to ongoing olbgato inform continuously the investors on the
financial statements and on the main legal, teehmicd economic events occurring in the daily dfe

the company with influences on its activity.

The additional costs are founded as expenditutheopublic offer, the fees charged by the regdlate

market admission; the maintaining costs and thésadspromote the trading, costs of management of
the register of shareholders by the Central Depigsiir other costs. However, the level of the ahnua
costs incurred by the company for its status ofliplypowned company does not make unattractive
the capital market used as a supplementary sofifoeding.

6. Capital market financing in the current financial crisis

Each economy period is characterized by the exasten specific needs both of the investors and of
the companies. If during the stock exchanges badmriormal for the listed companies to focus on
financing by issuing shares, which have successgrtie investors, during the financial crisis, when
the confidence in the stock market is low, mosfuls#e the fixed income instruments.

The issuers of shares need now financing more ¢lian and the investors from capital markets are
more prepared to take the risk than the bankingesys which works with caution and
conservationism. Therefore, the fixed-income insents market is likely to occupy an important
share in the transfers from the Bucharest Stoclkh&xge because it already benefit from experience
from the interwar period, and bonds are instrumémis$ are suitable for the investment culture of
Romanian investors, with adversity at high risk.

The evolution of this year of transactions on Bwgcharest Stock Exchange shows the growing
importance that investors have given to the bomgineat. Thus, if in 2008 the value of transactions
with bonds represented only 2% of the capital ntarkéhe period from January to September 2009 it
increased by 13%, there are situations when thesfees with fixed income instruments have

exceeded those of shares. And the current perioaracterized by low financial resources and
difficult access to bank loans, is suitable for ddinancing of the companies, but this does nopkap

in a sufficient proportion because it amounts tmeation on medium and long-term of the manager,
which has to build forecasts for more than 5 years.

A condition to ensure the success of the bond fiimanis a good image of the issuing company. A

high potential have the companies from the eneegyos, from the state portfolio, and which have

already asked for debenture on foreign marketshervg an international credit rating and a certain
size such as to ensure the investor confidenceo Agportant conditions are the company's

organizational structure, the corporate governatiwe existence of audited financial statements and
the credit ratings.

7. Managers Preference for Financing the Activity through Capital Market

To see what number of the companies from the Earopgnion countries resort to capital market
financing we will analyze the results of the lateidy of Flash EuroBarometer, no. 271 about the
Access to finance of the firms from the Europeambmn the past six months. This study was made
on 9.063 companies from the European Union, Crolatdand and Norway.

Thus analyzing the Figure no 1 (Sourééash EuroBarometer, No 271, September 20@@ess to
finance: Analytical reportp. 77) in which are presented the most prefeypés of external financing
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to realize growth ambitions of the companies, we #&t in Belgium, Luxembourg, Finland and
Malta, more than three-quarters of managers wheatgg their company to grow in the coming years
said that they would prefer to apply for a banknlda realize these ambitions (between 77% and
86%).

Bank loans were the most popular type of finanamignost other countries in the study. In only seven
countries less than half of respondents selecnhfing by bank loans: Poland and Romania (both
49%), Hungary (45%) and Estonia, Latvia, Cyprus hitituania (between 29% and 45%). Financing
through the capital market is included in the otigees of financing from the Figure no 1. So, we ca
observe that the managers use this type of fingnicina proportion higher than 20% in a small
number of countries: Slovakia, Cyprus, Romaniantldadgarian. In the rest of the counties analyzed
less than 20% of the companies use the financouglr the capital market.
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Figure 1 The most preferred type of external financing taise growth ambitions

From this figure we observe that few companiestbsefinancing through capital market. From the
same study we observe also which are the main gmrebbf the firms about the capital market, and
why they does not use this source of financingoaig it brings a lot of advantages.

Very few (1%) non-listed companies in the Europeaion were aiming to get listed on the main list
or an alternative, growth-oriented list of the &t@xchange in the next two years. The proportion of
companies with such plans was low across all cmmin the study made by Flash EuroBarometer.

The main problem that the overwhelming majority%§2f managers mentioned was that their firm
was too small to consider being listed on the stoekket. Other reasons, such as a listing being too
expensive or a partial loss of control as a consecgl of being listed on the stock market, were each
mentioned by 1% of respondents.

The capital market is an important source of fugdai the company, however not all firms have
access to acquisition of their financing resoufoas this market. To resolve this problem thereehav
been taken a number of measures. These measura@snakto facilitate access of small and medium
companies on the capital market, which will launamong others, issues of bonds or commercial
instruments.
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8. Conclusions

Analyzing the history of financing the companies may find that before the "70s the firms in most
countries (except U.S. and Great Britain) were rfoel through loans from banks and other
specialized financial institutions. To the finargiby loans resorted about 80% of all firms from the
market.

However, since the '80s, it gradually increasedrte of capital markets, of the financial markets.
After 1990 the external financing of the firms hdegun to reduce using bank loans, and increasingly
more companies were orientating towards financagjtal market and other new sources of funding.

The financing on the capital market brings to teenpanies many benefits. Indeed there are some
disadvantages to but they are minor in comparisibim & the benefits obtained by companies when
decide to be listed on the stock exchange. Morealing the current financial crisis, which was
dominated by the collapse of some major stock exgbs worldwide the capital market from our
country provided an interesting alternative to ¢henpanies, namely financing through bonds, which
involve a risk much smaller than for shares.
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