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ISSUE OF SHARES: 

MEANING OF COMPANY: “A Company is an artificial person created by law, having separate entity with a 
perpetual succession and a common seal.”  Definition given by Prof. Haney 

Characteristics (Features) of a Company: 

 Corporate Body: A company needs to be registered under the Companies Act, 2013. Any other 
organisation incorporated with the Registrar of Companies, and subsequently not registered cannot be 
considered as a company.  

 Separate Legal Entity: A company exists as a separate legal entity which is different from its shareholders 
and members. Due to this feature, shareholders can enter into a contract with the company and can also 
sue the company and be sued by the company. 

 Limited Liability: As the company exists as a separate entity, members of the company are not liable for 
the debts of the company. Liability of members of a company is limited to the extent of the shares that are 
held by them or by the extent of the guarantee amount 

 Transferability of Shares: Shareholders of a public limited company can transfer their shares as per the 
rules laid down in the articles of association. However, in case of a private limited company, there might 
be some restrictions on the transfer of shares. 

 Common Seal: The firm is an artificial entity or a person, and therefore cannot sign its name by itself. It 
creates the necessity of a common seal that can be used for representing the decisions made on behalf of 
the company. 

 Perpetual Succession: The company being an artificial person established by law perpetuates to exist 
regardless of the differences in its membership. In simple words, a company is an artificial person. 
Therefore, it does not have any restrictions on age. The factors like death, insolvency, retirement or the 
insanity of one or all of the members do not impact the company status.  

 Number of Members: As per the Companies Act, 2013, the minimum number of members required to 
start a public limited company is seven while for a private limited company, it is two. The maximum 
number of members for a public limited company can be unlimited while it is restricted to 200 for a 
private limited company. 

 

Types of a Company: 

1. Private Company – Section 2 (68) of the Companies Act, 2013 defines “A private Company means a 
company which has a minimum paid up capital of Rs. 100,000 and which by its Articles of Association: 

 restricts the right to transfer its shares; 

 limits the number of its members to 200 excluding its part or present 
employee members; 

 prohibits any invitation to public to subscribe for any of its securities. 
 

2. Public Company – According to section 2 (71) of the Companies Act, 2013 a public company means a 
company which is not a private company and has a minimum paid up capital of L 500,000 or higher capital 
as may be prescribed a private company which is a subsidiary of a company not being a private company 
shall be deemed a public company. 
 

3. One Person Company – Section 2 (62) of the Companies Act, 2013 states one person company is a 
company which has only one person as a member.  Rule 3 of the Companies (In Corporation) Rules, 2014 
provides that: 

 only on Indian citizen resident in India can form one person company  

 its paid-up capital is not more than 50 lakhs;  

 its Average annual turnover should not exceed Rs. 2 crores;  

 it cannot carry out non-banking financial Investment activities. 
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Meaning of Share Capital: Share capital is referred to as the capital that is raised by the company by issuing 
shares to investors. Share capital comprise of capital that is generated from funds generated by issuing of shares 
for cash or non-cash considerations. 

Companies have a requirement of share capital for the purpose of financing their operations. The share capital of 
the company will increase with the issuance of new shares. 

Class / Types of Shares: There are two classes of shares 
 Preference shares: The shares which get preferential right in respect of:  

o Right of dividend 
o Repayment of capital on winding up of the company 

 
 Equity shares: The shares which are not preference shares are called equity shares and do not get 

preference in above respect. 
 
Distinction between Equity Share and Preference Share 

 

Basic Equity Share Preference share 

1. Refund of 
capital 

On Winding up, the equity share capital is 
paid after the preference share capital is 
paid or equity shareholder received 
residual amount. 

On winding up, the preference Share capital is 
paid before the Equity share capital is paid or 
preference shareholder have preference to get 
refund of capital over Equity shareholders. 

2. Right of 
dividend 

Dividend is paid on Equity shares after 
payment of dividend on preference 
shares. 

Dividend is paid on Preference share before 
payment of dividend on Equity shares. 

3. Right of 
Dividend 

No fixed rate of dividend. It is decided by 
board of directors every year and vary 
periodically. 

Fixed rate of dividend prescribed on the face of 
preference shares e.g., 9% Preference same in 
this case rate of dividend is 9%. 

4. Right to 
Vote 

Equity shareholder have the right to vote 
in meeting of shareholders and they elect 
director for managing the company. 

In normal course of business, preference 
shareholders do not enjoy the right to vote in 
the meetings of shareholders. But they have it 
only in special circumstances 

5. 
Redemption 

Equity share are not redeemable; 
however, a company may buy back its 
equity shares as condition prescribed in 
section 68 of the Companies Act, 2013 

Preference share are always redeemable, now a 
company cannot issue irredeemable preference 
shares. 

 

Types of Share Capital: Share capital can be classified as authorised, issued, subscribed, called up and paid-

up share capital. From an accounting point of view the share capital of the enterprise can be categorised as 
follows: 

 Authorised Capital: Authorised capital is the amount of the share capital in which a company is allowed to 
issue its Memorandum of Association. The company is not supposed to raise more than the amount of 
capital as mentioned in the Memorandum of Association. It is also known as Registered or Nominal 
capital. The authorised capital can be either decreased or increased as per the process furnished in the 
Companies Act. It should be understood that the company need not issue the complete authorised capital 
for public subscription at one time. Relying upon its necessity, it may circulate share capital but, in any 
scenario, it should not cross more than the amount of authorised capital. 

https://byjus.com/commerce/share-capital-of-a-company/
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 Issued Capital: It is that portion of the authorised capital which is usually circulated to the public for 

subscription comprising the shares assigned to the merchants and the endorsers to the enterprise’s 

memorandum. The authorised capital which is not proffered for public consent is called as ‘unissued 

capital’. 

 Subscribed Capital: The subscribed capital is referred to as that part of issued capital that is subscribed by 

the company investors. It is the actual amount of capital that the investors have taken. 

 Called up Capital: The amount of share capital that the shareholders owe and are yet to be paid is known 

as called up capital. It is that part of the share capital that the company calls for payment. 

 Paid up Capital: It is referred to as that part of the called-up capital that is actually been paid by the 

shareholders. Called up capital and paid-up capital will be equal when all the shareholders have paid the 

call amount. In an event of non-payment of a called-up amount by shareholders, it is referred to as calls in 

arrears. 

 Uncalled Capital: It is that part of the subscribed capital that hasn’t yet been called upon by the company. 

The company reserves the right to collect this amount when there is a requirement for funds. 

 Reserve Capital: It is that part of the uncalled capital that a company may keep as a reserve which is only 

used in the event of winding up of a company. The creditors have the access to such capital in case the 

company is winding up. 

Some Important Terms used in Accounting for Share Capital: 

 Prospectus: It is an invitation to public for subscription of shares or debentures. 

 Minimum Subscription (Section 39): It is the minimum amount stated in the prospectus that must be 

subscribed by the public before an allotment of any security is made. 

 Issue of shares at par: When shares are issued at their face value, the shares are said to have been issued 

at par. i.e., issue price and face value are same. 

 Issue of shares at premium: When shares are issued at a value that is higher than the face value of the 

shares, the shares are said to have been issued at premium, i.e., issue price is more than face value. 

 Full Subscription of Shares: When the number of shares applied for, is equal to the number of shares 

offered for subscription, the shares are said to be fully subscribed. 

 Over Subscription of Shares: When the number of shares applied for, is more than the number of shares 

offered for subscription, the shares are said to be oversubscribed. Allotment of shares cannot be made to 

all the applicants in full. In case of oversubscription, following three alternatives are available: 

o Rejection of applications  

o Partial or pro-rata allotment 

o Combination of pro-rata allotment and rejection. 

 Under Subscription of Shares: When the number of shares applied for, is less than the number of shares 

offered to the public, the shares are said to be under subscribed. 



ISSUE OF SHARES                                                                                                                                      Mohammad Murtuja 

 Calls-in-arrears: When one or more shareholders fail to pay their dues at the time of allotment or call, it is 

technically called calls-in-arrears. Table F of the Companies Act, 2013, provides for the payment of interest 

on calls-in-arrears at a rate not exceeding 10% per annum. 

 Calls-in-advance: The part of the whole amount received from the shareholders before the call is made, is 

called calls-in-advance. This amount is shown on the liabilities side of the balance sheet as a separate item 

under the head ‘share capital’ but is not added to the amount of paid-up capital. Table F of the Companies 

Act, 2013, provides for the payment of interest on calls-in-advance at a rate not exceeding 12% per 

annum. 

 Forfeiture of Shares: Forfeiture of shares means cancellation of shares and seizure of the amount already 

received from defaulting shareholders. 

 Re-issue of Shares: The directors can either cancel or re-issue the forfeited shares. Shares forfeited can be 

re-issued at par, at premium or at a discount. 

 Receipt of Applications: When the prospectus is circulated to the public, prospective investors 

contemplating to sign up and subscribe the share capital of the enterprise would make an application 

along with the application money and deposit it with a scheduled bank as mentioned in the prospectus. 

 Allocation of shares: Once the minimum subscription has been done, the shares can be allocated. 

Normally, there is always oversubscription of shares, so the allocation is done on pro-rata ground. Letters 

of Allotment are sent out to those people who have been allocated their part of shares. This results in an 

authentic contract between the enterprise and the claimant, who will now be a part-owner of the 

enterprise. 

 Private Placement: It means selling of shares to a relatively small number of select investors. Private 

placement is the opposite of a public issue, in which securities are made available for sale in the open 

market. 

 Securities Premium Reserve: A company can issue its shares at more than its face value. Excess of issue 

price of shares over its face value is termed as securities premium. 

 Pro-rata allotment of shares: In the case of over subscription, it is not possible to allot shares to all 

applicants. Applicants may be allotted a smaller number of shares than they have applied for. This type of 

allotment of shares is known as pro-rata allotment of shares, e.g., if company allots 50,000 shares to 

applicants of 75,000 shares, it is pro-rata allotment in proportion of 2: 3 

 Shares Issue for Consideration Other than Cash: When a company purchases any fixed asset or business 

and makes the payment to the vendor in form of issue of shares in place of cash it is called the issue of 

shares for consideration other than cash. 

 

 

 

 

 


