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COMPANY
Ajointstockcompanyisanartificialpersoncreatedbylaw havingseparatelegal

entity,perpetualsuccession,limitedliabilityandacommonseal.

Definition:

*Section 2(20)ofthe Companies Act,2013,defines the term ‘Company’as

“Company means a company incorporated under this Act or under any

previous companylaw.”

*“Itisanassociationofpersons whocontributemoneyormoney’sworth tothe

commonstockandemployitforsomecommonpurpose”-LordJusticeLindley .

TypesofCompanies

1.StatutoryCompanies

ThecompanieswhichareformedbyaspecialactofParliamentOrunderany
StateLegislaturearecalledStatutoryCompanies.

Eg:StateBankofIndia,LifeInsuranceCorporationofIndia,ReserveBankofIndia,
UnitTrustofIndiaetc.

2.RegisteredCompanies

Thecompanieswhichareformedorunderanyotherearliercompaniesactare
knownasRegisteredCompanies

Eg:RelianceIndustries,TataMotors,etc.

3.CharteredCompanies

ThecompanieswhichareregisteredunderthespecialchartergrantedbytheKing
orQueenofEnglandareknownasCharteredCompanies

Eg;EastIndiaCompanyincorporatedin1600.Suchcompaniesarenolongerin
existenceinIndia

B.OntheBasisofNumberofMembers

1.PrivateCompanies

Section2(68)oftheCompaniesAct,2013definesaPrivateCompany.ltprescribes
thatthefollowingfeaturesmustbeincludedintheArticlesofAssociationofevery
PrivateCompany.

a)ThenumberofmembersofaPrivateCompanycannotexceed200(exceptinthe
caseofonepersoncompany),notcountingtheemployeesandex-employeesofthe
company.Jointholdershavetobecountedasonemember.

b)A PrivateCompanycannotinvitemembersofthepublictosubscribetoits
securitiessuchasshares,debentures,bonds,etc.

c)Theremustbesomerestrictionsonthetransferofsharesofthecompany.

Alltherequirementsarecumulativeinnature.Evenifoneismissingthecompanyis
deemedtobeapubliccompany.Minimum twomembersarerequiredtoform a



PrivateCompany.

2.PublicCompany

Section2(71)oftheActdefinesaPublicCompanyas"acompanywhichisnota
PrivateCompany".

TheCompaniesAct2013providedthatapubliccompanymusthaveaminimum
paid up capitalofRs 5,00,000.This provision is amended bythe companies
AmendmentAct,2015.Itis now provided that,such companies musthave a
minimum paidupcapitalofsuchanamountasmaybeprescribed.Themonetary
limithasbeendeleted.

3)OnePersonCompany

Thecompaniesact2013hasintroducedtheconceptofonepersoncompany.Itis
definedbysection2(62)oftheactas“acompanywhichhasonepersonasits
member”.Onlya naturalpersonwhoisanIndiancitizenandresidentinIndiacanbe
amemberofOPC.Itisaprivatelimitedcompany.

SHARECAPITAL

Sharecapitalmeansthecapitalraisedbyacompanybytheissueofshares.Total
capitalofthecompanyisdividedintounitsofsmalldenominations.Eachunitis
calleda"share".Undersection43oftheCompaniesAct,2013acompanymayissue
twotypesofshares:

1.PreferenceShares

Preferencesharesarethosewhichcarrythefollowingtworights:Thisiscalledpre-
emptiveright

1)Theyhavearighttoreceivedividendatafixedratebeforeanydividendispaidon
theEquityShares.

2..whenthecompanyiswoundup,theyhavearighttothereturnofcapitalbefore
thatofEquityShares.

Inadditiontotheabove,thepreferencesharesmaycarrysomemorerightssuchas
therighttoparticipateinexcessprofitswhenaspecifieddividendhasbeenpaidOn
theequitysharesortherighttoreceiveapremium atthetimeofredemption.

2.EquityShares

.Aspersection43oftheCompaniesAct,2013,equitysharecapitalmeansshare
capitalwhichisnotpreferencesharecapital.Equitysharesarethoseshareswhich
arepaiddividendonlywhenprofitsareleftafterthepreferenceshareholdershave
beenpaidafixedrateofdividend.Inaparticularyear,therearenoprofits,theequity
shareswillreceivenothing.Ifthecompanyearnsmoreprofits,theygetahigherrate
ofdividend.Asregardsreturnofcapital,equitysharecapitalisreturnedonlywhen
preferencesharecapitalisreturnedinfull.Equityshareholdershavevotingrights
andcontroltheaffairsofthecompany

SweatEquityShares

Section2(88)oftheActallowsacompanytoissuesweatequityshares.Theseare
thesharesissuedbyacompanytoitsemployeesordirectorsatadiscountorfora
considerationotherthancashforprovidingtechnicalknowhow orforintellectual
property.



Kindsofsharecapital

Thefollowingarethedivisionsofsharecapital:

1.AuthorisedCapitalor'NominalCapital'orRegisteredCapital'

AuthorisedcapitalreferstothatamountwhichisstatedintheMemorandum of
Association.Thisisthemaximum capitalforwhichacompanyisauthorisedtoissue
sharesduringitslifetime.Section2(8)saysthatitisthecapitalasitisauthorisedby
Memorandum ofAssociation to be the maximum capital.Itis also called as
'NominalCapital'orRegisteredCapital'.

2.IssuedCapital

Itisthatpartoftheauthorisedcapitalwhichisactuallyissuedbythecompanyfor
subscription.Theremainingpartoftheauthorisedcapitalisknownas"Unissued
Capital.

3.SubscribedCapital

Itisthatpartoftheissuedcapitalwhichisactuallysubscribedbythepublic.

4.Calledupcapital

Itisthatpartofthesubscribedcapitalwithregardtowhichcallshavebeenmade.

5.Paidupcapital

Itisthatpartofthecalledupcapitalwhichisactuallypaidbytheshareholders.The
difference,ifany,betweenthecalledupcapitalandpaidupcapitalis"Callsinarrear"

ReserveCapital

A limited companymay,byspecialresolution,determinethataportion ofthe
uncalledsharecapitalshallnotbecalledupexceptintheeventofandforthe
purposeofthewindingupofthecompany.Thisportionofthesharecapitaliscalled
ReserveCapital.Itisalsotermedasreserveliability.Itisavailableonlyforthe
creditorsonthewindingupofthecompany.

CapitalReserve

CapitalReserveiscreatedoutofcapitalprofits,whichdonotariseinthenormal
courseofbusiness.Itcannotbelegallydistributedasdividend.

Eg:Securitiespremium,CapitalRedemptionReserve,ProfitPriortoincorporation,
profitonsaleoffixedassets,etc.CapitalReservecanbeutilisedforwritingoff
preliminaryexpenses,intangibleassetsandissueofbonusshares.Accordingto
companiesAct,2013"theexpression'CapitalReserve'shallnotincludeanyamount
regardedasfreefordistributionthroughthesurplusstatementofProfitandLoss"

CapitalReservesareshownontheliabilitiessideoftheBalanceSheetunderthe
head"ReservesandSurplus".

DISTINCTION BETWEENRESERVECAPITALANDCAPITALRESERVE

RESERVECAPITAL CAPITALRESERVE

Itisthatportionofuncalledcapitalwhich

is capable ofbeing called up forthe

purposeofwindingupofthecompany.

ItisthatamountwhichIsnotavailable

for distribution as dividend to

shareholders.

Itisnotdisclosedinthebalancesheet. Itistobedisclosedunder‘reservesand

surplus‘inbalancesheet.

Itcanbeusedatthetimeofwindingup. Itcanbeusedduringthelifetimeofthe



company.

Itcannotbeusedtowriteoffcapitalloss

.

Itcanbeusedtowriteoffcapitallosses.

Itcannotbeusedforbonusissue. Itcanbeusedforbonusissue.

Itisnotrealized. Itisalwaysrealized.

Itis notnecessary to create reserve

capital

Itisnecessarytocreatecapitalreserve,

incaseofcapitalprofits.

Aresolutionisrequiredforitscreation. Noresolutionisrequiredforthecreation

ofcapitalreserve.

Issueofshares

Sharesmaybeissuedinanyofthefollowingways:

1.Privateplacementofsharesforcash.

2.Publicsubscriptionofsharesforcash.

3.Sharesissuedforconsiderationotherthancash.

1.Privateplacementofshares

Aspersection42ofthecompaniesAct,2013acompanymayissueshareson
privateplacementbasisalso.Itistheissueofsecuritiesofacompanydirecttoone
investororasmallgroupofinvestors.Generallytheinvestorsarethefinancial
institutionsorotherexistingcompanies.Inthiscasethecompanydoesnotinvite
publicsubscriptionbutmakeprivateplacementofsharestopromoters,theirfriends
andrelatives,mutualfunds,financialinstitutionslikeLIC,UTI,ICICI,etc.

Lock-in-Period.Incaseofprivateplacementofshares,theallotteescannotselltheir
sharesforaminimum periodofthreeyearsfrom thedateofallotment.Thisperiodis
knownas"Lock-in-Period".

2.Publicsubscriptionofshares

Followingstepsaretobetakenbyapubliccompanyfortheissueofsharestopublic:

1.ToIssueProspectus:Prospectusisaninvitationtothepublictosubscribeits
shares.Aprospectusisaninvitationofacompanytothepublictopurchaseits
sharesordebentures

2.To ReceiveApplications:Afterreadingtheprospectusthepublicappliesfor
shareswiththenecessaryapplicationmoney.

3.ToMakeAllotmentofShares:Atthisstageeachallotteewillbeissuedshare
certificatesforeligiblenumberofshares.Incaseofoversubscription,theallotment
shallbemadeonaproportionatebasisaccordingtothenumberofsharesapplied
for.Atthisstage,eachallotteehastopaytherequiredallotmentmoney.

NB:(Section39(1)oftheCompaniesAct2013providesthatacompanycannotallot
sharestothepublicunlesstheamountstatedintheprospectusasthe minimum
subscriptionhasbeensubscribed.

(i)Minimum subscription

Itmeanstheamountwhich,intheopinionofthedirectors,istheminimum tobe
raisedbytheissueofsharessoastoprovideforthefollowing:

1.Forthepaymentofpurchasepriceofanyproperty.



2.Forthepaymentofpreliminaryexpenses.

3.Forworkingcapital.

4.Foranyotherexpenditure required forthe smooth conductofthe business
operations.

(iii)BookBuilding

Book Building is a systematic process ofgenerating,capturing and recording
investordemandforsharesduringaninitialpublicoffering(IPO),orothersecurities
duringtheirissuanceprocess,inordertosupportefficientpricediscovery,Itis
basicallyaprocessusedinIPO forefficientpricediscovery.Underbookbuilding
processtheissuepriceofsharesisdeterminedbythedemandandsupplyforcesin
thecapitalmarket.Here,bidsareinvitedfrom investorswhoplacetheirbidsat
differentprices.Theissuepriceisdeterminedbytheissuingcompanyonthebasis
ofbidsreceived.Themainadvantageofbookbuildingisthattheissuepriceis
realisticandfair.

IssueofsharesatPar

Whensharesareissuedatapriceequaltothefacevalue,itiscalled"sharesissued
atpar".Forexample:Ifashareof10isissuedbythecompanyat10itself,1ssaidto
be"parissue.

Issueofsharesatapremium (Section52)

Whenacompanyissuessharesatapricehigherthanitsfacevalue,itissaidtohave
beenissuedatapremium.Suppose,ashareofRs100isissuedat110,10isthe
amountofpremium pershare.Thepremium onissueofshareisacapitalprofitand
mustbecreditedto"SecuritiesPremium ReserveAccount".Itmustbeshowninthe
BalanceSheetliabilitysideunderthehead"ReservesandSurplus".

Undersection52(2)ofthecompaniesAct,2013,thesecuritiespremium maybe
usedforthefollowingpurposes:

1.Forwritingoffthepreliminaryexpensesofthecompany.

2.ForissuingfullypaidBonussharestotheshareholdersofthecompany.

3.Forwritingofftheexpenses,commissionordiscountallowedonissueofshares
ordebenturesofthecompany.

4.Forprovidingforthepremium payableonredemptionofredeemablepreference
sharesordebenturesofthecompany.

5.Forbuybackofitsownsharesorotherspecifiedsecuritiesundersection68.

NB:Securitiespremium cannotbeutilisedforadjustmentofpremium onredemption
ofpreferencesharesinthecaseofcompaniesgovernedbysection133ofthe
CompaniesAct,2013whicharerequiredtocomplywiththeAccountingStandards
prescribed.)

JournalEntries

WhenSecuritiespremium ispayablewithallotment:

ShareAllotmentA/C.Dr(withallotmentmoney)

ToShareCapital(withCapital)

ToSecuritiespremium (withpremium)

IssueofsharesataDiscount

Whenashareisissuedatapricewhichislessthanthefacevalueiscalledissueof



sharesatdiscount.When thesharesareissuedatapricelowerthanthefacevalue,
itissaidbeissuedatadiscount.Ifashareof100isissuedatRs90thediscountwill
beRs10pershare.Section53oftheCompaniesAct,2013providesthatacompany
shallnotissuesharesatadiscount,exceptwhensweatequitysharesareissued.
Anysharesissuedbyacompanyatadiscountedpriceshallbevoid.

Conditionsforissueatadiscount

(a)Maximum discountshouldnotexceed10% ofthefacevalueofthe
shares.

(b)One yearmusthave elapsed since the companywas allowed to
commencebusiness.

(c)Companyshouldpassaresolutionfortheeffect.

(d)Sanctionofthecentralgovt.shouldbeobtained.

Undersubscription:

Inthiscase,thenumberofapplicationsreceivedislessthanthenumberofsharesto
beissued.Theaccountingforundersubscriptionistakencarebytheusualpattern
ofentriesregardingshareissue,buttheentriesaremadeonthebasisofnumberof
sharesappliedforbythepublic.

Over-subscriptionofshares

Whenthenumberofsharesappliedforismorethanthenumberofsharesofferedto
thepublicforsubscription,itissaidtobeover-subscriptionofshares.However,as
thecompanycannotallotsharesmorethanthatofferedforsubscription,theBoard
ofDirectorswillhavetoallotsharesonPro-ratabasis.Itmeansthatsmallernumber
ofsharesareallottedtoeachapplicantaccordingtothenumberofsharesappliedby
him


