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This research paper presents a comprehensive and analytical
exploration of the various classifications of share capital within the
legal and financial frameworks governing corporate entities in India.
Drawing primarily from the Companies Act, 2013*, and key judicial
interpretations, the study elucidates the nuanced distinctions between
authorised, issued, subscribed, called-up, and paid-up capital, as well
as equity and preference share capital. The paper critically examines
the statutory definitions, regulatory implications, and practical
applications of each type of share capital in corporate financing,
governance, and restructuring. Additionally, it evaluates the financial
consequences of each classification for company formation, investor
rights, and capital raising strategies. Through case studies and
comparative insights from jurisdictions such as the United Kingdom
and the United States?, the paper contextualizes India's approach within
the global corporate law landscape. The study concludes that a robust
understanding of share capital classifications is essential not only for

legal compliance but also for strategic financial management and sound

! Aishwarya Agrawal, Classification of Share Capital, LawBhoomi (2023).
2 Andrew Godwin, Risham Garg & Debaranjan Goswami, Cross-border insolvency law in India: Are the principles of comity
of courts and inherent common law jurisdiction relevant?, 32 International Insolvency Review 228 (2023)
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Introduction

Share capital represents the portion of a company’s capital that comes from equity investments by
shareholders. It is the fund raised by issuing shares of the company, embodying the ownership interest of
shareholders®. Under corporate law, especially in India, share capital is categorized into various classes
based on legal status and stage of issuance. These classifications—such as authorised capital, issued
capital, subscribed capital, called-up capital, paid-up capital, equity share capital, and preference share
capital—serve to delineate the nature and extent of a company’s funding through shares. They are
defined in statutes like the Companies Act, 2013* and carry distinct legal implications for corporate

governance and finance.

This research paper provides a comprehensive analysis of the different types of share capital under
Indian law, with a focus on the Companies Act, 2013°. It examines the legal definitions and distinctions
of each category of share capital, and analyzes their financial implications for corporate funding and
governance. The practical relevance of these classifications is discussed in the context of company
formation, capital raising, and shareholder rights. Where applicable, significant case laws and judicial
interpretations are incorporated to illustrate how courts have understood these concepts. Additionally, a
comparative perspective is offered with international standards (notably the UK and US), highlighting

similarities or deviations in how share capital is structured and regulated across jurisdictions.

The remainder of this paper is organized as follows. Section Il (Literature Review) surveys the
scholarly and legal literature on share capital classifications, including foundational judicial definitions
and prior studies. Section 111 (Legal Framework) outlines the Indian legal provisions defining and
governing each category of share capital under the Companies Act, 2013°, and related rules, as well as
pertinent case law interpretations. Section IV (Financial Analysis) examines the economic and

® Taxmann, Share and Share Capital — Definition | Types | Legal Framework, Taxmann

Blog (2024), https://www.taxmann.com/post/blog/share-and-share-capital

* Landmark-case-laws-of-company-act-2013, Supremetoday.ai (2023), https://supremetoday.ai/issue/Landmark-case-laws-of-
company-act-2013

* All Answers Ltd, The Concept of Share Capital, Lawteacher.net (2025).

® Akanksha Singh, Alteration of Share Capital under Companies Act, 2013 - iPleaders, iPleaders (2018).
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corporate finance perspective of each classification, analysing how these capital categories affect a
company’s financial structure and governance. Section V (Case Studies) provides practical examples
and case law applications illustrating the role of share capital classifications in real scenarios. Section
VI (Comparative Perspective) offers a brief comparison with international frameworks, particularly
the United Kingdom and the United States, to contextualize India’s approach. Finally, Section VII
(Conclusion) summarizes the findings and reflects on the significance of understanding share capital
classifications for legal compliance and financial strategy. Throughout, an academic tone is maintained

and assertions are supported by authoritative sources and Bluebook-formatted citations.

Literature Review

The concept of share capital and its classifications has long been discussed in legal literature and
jurisprudence. A share in a company is not merely an arbitrary sum of money, but rather “an interest
measured by a sum of money and made up of diverse rights” in the company’. This classic definition,
originating from English company law and affirmed by the Indian Supreme Court in Commissioner of
Income Tax v. Standard Vacuum Oil Co. Ltd. (1966)%, emphasizes that a share confers a bundle of rights
and obligations on its holder by virtue of the contract embodied in the company’s constitutional
documents®. In another seminal case, Bacha F. Guzdar v. Commissioner of Income Tax, Bombay
(1955)™, the Supreme Court of India described a share as “a right to participate in the profits made by a
company, while it is a going concern and declares a dividend, and in the assets of the company when it
is wound up”*. These judicial interpretations underscore that share ownership gives shareholders certain
financial rights (like dividends and a residual claim on assets) and voting or governance rights, but does
not make them owners of the company’s assets. Such foundational understandings form the backdrop

against which specific classifications of share capital are analyzed.

Academic commentary on corporate law further elaborates the importance of share capital
classifications. Share capital serves as a security for creditors and a measure of the company’s financial

base; it cannot be arbitrarily reduced or returned to shareholders except through legal procedures for

" Taxmann, Share and Share Capital — Definition | Types | Legal Framework, Taxmann
Blog (2024), https://www.taxmann.com/post/blog/share-and-share-capital (last visited Apr 2, 2025).
& Commissioner of Income-Tax v. Standard Vacuum Oil Co., (SC) BS761696, Lawfinderlive.com (2025)
9
supra
19 Bacha F. Guzdar vs Commissioner Of Income-Tax, Bombay on 28 October, 1954, Indiankanoon.org (2025).
11
Supra
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capital reduction, ensuring that a minimum fund remains available to satisfy claims'?. Legal scholars
note that company law traditionally treats share capital as divided into nominal or authorized capital
(the original capital a company is authorized to raise) and the portion that has been issued and paid for,
reflecting the realized value of shareholder contributions™. In an insightful observation, the Calcutta
High Court in Shree Gopal Paper Mills Ltd. v. CIT (1967)" delineated three phases of a share’s
existence: (1) as part of the authorised capital not yet issued (an “unexploited” share), (2) as an issued
share held by a shareholder, and (3) if applicable, as stock (when fully paid shares are converted to stock
units)™. This highlights that the life cycle of share capital involves a progression from authorization to

issuance to full payment, corresponding to the legal classifications studied in this paper.

The distinction between equity and preference share capital has also drawn considerable attention in
literature. Equity shares (ordinary shares) typically carry voting rights and entitle holders to residual
profits, whereas preference shares offer preferential rights to dividends and capital repayment but
usually with restricted voting rights'®. Preference shares are often seen as a hybrid instrument — equity
from a legal standpoint of ownership, but with debt-like characteristics in terms of fixed returns.
Scholars have observed that the use of preference share capital in India has fluctuated over time. A study
by Balaram Bora (2015) found no significant resurgence in the use of preference capital by Indian firms
even after certain changes introduced by the Companies Act, 2013'". This suggests that companies
continue to rely predominantly on equity capital and debt, using preference shares sparingly, a point that

will be explored in the financial analysis section.

Literature also notes regulatory and statutory developments affecting share capital. The Companies Act,
2013 introduced a more modern framework compared to its 1956 predecessor, but it retained the
traditional classification of share capital types. One notable reform was the Companies (Amendment)
Act, 2015, which eliminated the previous requirement of a minimum paid-up capital for companies, thus

18
|

allowing companies to be formed without any prescribed floor on initial capital™. This change was

12 supra
3 supra
14 shri Gopal Paper Mills Co., Ltd. v. Commissioner Of Income Tax, Central, Calcutta ., Supreme Court Of India, Judgment,
Law, casemine.com, https://www.casemine.com (2023).
15
supra
16
supra
7 Kishore K. Preference Shares And Capital Adequacy Ratio: A Study Of Indian Banks. J Acad Res Econ. 2017;9(2):213-
225.
18 CA Viswanathan, What does Authorised Capital and Paid Up Capital mean ? - Virtual Auditor Learning Centre, Virtual
Auditor Learning Centre (2022).
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commended in commentary as increasing flexibility for startups and small companies, though the Act
continues to mandate an authorized capital in the memorandum of association'. Another area of
discussion in literature is the regulatory control over share capital: for instance, Indian securities
regulations require that in a public issue of shares, a minimum percentage (often 90%) of the issued
capital be subscribed, failing which the issue is withdrawn — a rule aimed at preventing
undercapitalization of public offers®. Such intersections of corporate and securities law underscore the
practical importance of the subscribed capital concept.

In summary, prior literature — spanning judicial pronouncements, academic analyses, and statutory
commentary — provides a rich conceptual foundation for understanding share capital classifications. It
highlights that each classification (authorized, issued, paid-up, etc.) has a distinct legal meaning and
purpose. These sources collectively emphasize that share capital is not monolithic; rather, it is a
structured concept with tiers and types, each carrying implications for corporate structure, creditor
protection, and shareholder rights. Building on this foundation, the next section will delve into the
specific legal framework under Indian law that defines and regulates these various classifications of

share capital.

Legal Framework under the Companies Act, 2013

Indian corporate law, primarily embodied in the Companies Act, 2013, provides clear definitions for
each classification of share capital and prescribes rules governing them. Understanding these statutory
definitions is crucial for grasping the legal distinctions among the types of share capital. Below, we
examine each category as defined in the Act and related legal provisions, along with any notable judicial

interpretations.

1. Authorised Capital (Nominal Capital) : Section 2(8) of the Companies Act, 2013 defines
“authorised capital” or “nominal capital” as the maximum amount of share capital that a company is
authorized by its memorandum of association to have®’. In other words, it is the upper limit of capital
that the company can issue to shareholders. This figure is stated in the capital clause of the

19

supra
20 Diganth Raj Sehgal, Share capital in Company Law, iPleaders (2024).
21

supra
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Memorandum of Association at the time of incorporation®. A company cannot issue shares beyond its
authorised capital without altering its memorandum (and typically, paying additional registration fees
and stamp duty for the increase)?®. The Act (Section 61) permits companies to alter their share capital by
ordinary resolution, including increasing the authorised capital, but until such alteration is made, the
authorised capital serves as a cap on issuance. Authorized capital is sometimes also called registered
capital, and while it places a limit on issuance, it need not all be issued — companies often maintain a
cushion between authorized and issued capital for future fundraising flexibility?*. Notably, unlike some
jurisdictions that have abolished the concept (as discussed in the comparative section), Indian law still
requires an authorised capital to be specified, thereby mandating an upfront nominal cap on a company’s

equity base.

2. Issued Capital: Issued capital is that portion of the authorised capital which has actually been issued
to shareholders for subscription. Section 2(50) of the Act provides that “issued capital” means such
capital as the company issues from time to time for subscription®. In practical terms, if a company’s
authorised capital is ¥10,00,000 divided into 100,000 shares of X10 each, and it offers 50,000 shares to
the public or to subscribers, then its issued capital at that time is %5,00,000 (50,000 x X10). Issued
capital can increase over time (up to the authorised limit) as the company issues new shares, for example
during new share offerings, rights issues, or upon exercise of stock options. However, the issued capital
cannot exceed the authorised capital without a prior increase in the authorised limit. The issued capital is
stated at face value (nominal value of shares) and does not directly account for any premium received;
any amount received above face value is recorded in securities premium (share premium) account, not as
part of issued share capital. Legally, once shares are issued and allotted to investors, those investors
become members (shareholders) of the company and possess the rights attached to those shares.

3. Subscribed Capital: Not all issued shares may find willing takers; subscribed capital refers to the

26
|

portion of the issued capital® that has been actually subscribed (taken up) by shareholders. Section 2(86)

defines “subscribed capital” as that part of the capital which is for the time being subscribed by the

22 Diganth Raj Sehgal, Share capital in Company Law, iPleaders (2024).
28 CA Viswanathan, What does Authorised Capital and Paid Up Capital mean ? - Virtual Auditor Learning Centre, Virtual
Auditor Learning Centre (2022).
%* Jain Black & Richard Barham, Companies Act 2006: share capital - abolition of authorised, Lexology (2009).
25 -
id
%6 Chara Yadav, Authorized Capital vs Issued Capital: Difference and Comparison, Ask Any Difference (2023).
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members of a company®’. Continuing the above example, if the company issued 50,000 shares?® but
investors applied for and took up only 45,000, then the subscribed capital would be %4,50,000. It is
common in public offerings to have a slight difference between issued and subscribed numbers,
especially if an issue is not fully subscribed. Indian securities law often requires a minimum subscription
threshold (e.g. 90% of the issue) for the issue to proceed®®, ensuring that subscribed capital is at least a
certain proportion of issued capital in public offers. In private companies or rights issues to existing
shareholders, companies usually issue only as many shares as have been agreed to be subscribed. Thus,
in many cases issued capital and subscribed capital coincide, but the legal distinction remains important.
The Act implies that until shares are subscribed (allotted to a member), they remain part of the
company’s unallotted share capital, and no membership rights are created in respect of those shares*

4. Called-up Capital: Often, especially in earlier times or in certain financing structures, shares are not
fully paid for at the time of issuance; instead, companies call for the share payment in installments. The

portion of the subscribed capital™

that the company has demanded (called) for payment is termed
called-up capital. Section 2(15) defines “called-up capital” as such part of the capital, which has been
called for payment® . For instance, a company might issue shares of face value Z10 but initially require
only X5 per share on application, planning to call the remaining X5 later. If 45,000 shares are subscribed
in that example, the subscribed capital is ¥4,50,000, but if only X5 per share has been called, the called-
up capital is ¥2,25,000. The uncalled capital (the balance that has not yet been demanded, X2,25,000 in
this example) represents money that the company is entitled to call from shareholders at a future date as
needed. Company law historically allowed companies to keep some capital uncalled to give shareholders
flexibility and to avoid taking more money than immediately required. Importantly, Section Calls in
Arrears: If any shareholder fails to pay the amount® when a call is made, that unpaid amount is known
as calls in arrears and until paid it is not part of paid-up capital. The Articles of Association typically

empower the board to forfeit shares for non-payment of calls, after due notice, which is a mechanism

2T Section 2(86).Subscribed Capital | Companies Act Integrated Ready Reckoner|Companies Act 2013|CAIRR, Companies
Act Integrated Ready Reckoner|Companies Act 2013|CAIRR (2025).
%8 Felicia Koss, Understanding Common Shares on Balance Sheet and Equity, CGAA (2025).
29 -
id
30 |d
#! Share capital Flashcards, Quizlet (2025).
32
id
%% jwwadmin, Calls-in-Arrears and Calls-in-Advance - Commerceatease - Website for 11th & 12th Commerce,
Commerceatease - Website for 11th & 12th Commerce (2016).
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for** the company to cancel the allotment of those shares and treat the amount already paid (if any) as
forfeited. Once forfeited, those shares can be reissued by the company to new subscribers. These rules
ensure that the company ultimately realizes its subscribed capital or is able to redistribute shares to

someone who will pay.

5. Paid-up Capital®: Paid-up share capital is the portion of called-up capital actually paid by the
members. Section 2(64) defines “paid-up share capital” (or “share capital paid-up”) as the aggregate
amount of money credited as paid-up in respect of shares issued and also includes any amount credited
as paid-up on shares, excluding any amount received by the company by way of anything other than
share payments®. In simpler terms, paid-up capital is the amount the company has received from
shareholders in exchange for shares. Continuing the prior example, if X2,25,000 is called and all
shareholders pay, the paid-up capital becomes %2,25,000 (which would increase to the full X4,50,000
when the remaining calls are made and paid). If some shareholders default on a call, the paid-up capital
will be less than the called-up capital until those dues are collected or shares forfeited. As of an instance
in recent Indian corporate practice, minimum paid-up capital requirements have been abolished for both
private and public companies®’. Prior to 2015, the Companies Act mandated a minimum paid-up capital
(e.g., X1 lakh for private companies, X5 lakhs for public companies under the original 2013 Act), but this
requirement was removed to reduce barriers to incorporation. Now, a company may legally have even a
nominal paid-up capital (for example, Y1000 or less) as long as it is disclosed. However, the authorised
capital requirement remains, meaning a company still must declare a limit on its capital in the

memorandum.>®

It is important to note how these stages of capital (authorised -> issued -> subscribed -> called-up ->
paid-up) relate: at incorporation, subscribers to the memorandum agree to take a certain number of
shares, which become the initial issued, subscribed, called, and paid-up capital (usually fully paid by
subscribers). Over time, authorised capital can be increased to issue more shares. Issued capital grows as
more shares are offered, and subscribed capital reflects uptake of those shares by investors. Called-up
capital reflects the company’s demand on investors to pay, and paid-up reflects actual payment. The

% dev.login, Shareholders’ rights and Remedies under the Companies Act 2006 - No5 Barristers” Chambers, No5 Barristers’
Chambers (2023).
% Share Capital & Share Capital Increase in a Private Limited Company | Ourtaxpartner.com, Ourtaxpartner.com (2025).
36 :
id
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balance of unpaid capital (if any) remains a liability of shareholders to the company, and a potential
resource for the company (especially relevant in insolvency, where liquidators may call unpaid capital to

satisfy creditors).

The Companies Act, 2013 also provides that if a company mentions its authorised capital in any notice,
advertisement, or official publication, it must also state the amount of capital that is subscribed and
paid-up, with equal prominence®. This rule (akin to old Section 60 of the Act) aims to prevent
companies from misleading creditors or investors by flaunting a high authorised capital that is not
actually paid-in; it forces disclosure of the real invested capital alongside the nominal authorised figure.

6. Equity Share Capital : Moving from the stage-based classifications to class-based classifications,
equity share capital refers to the ordinary share capital of the company. Section 43 of the Companies
Act, 2013 recognizes two kinds of share capital in a company limited by shares: (a) equity share capital

and (b) preference share capital

. Equity share capital is defined in the Explanation to Section 43 as all
share capital which is not preference share capital*’. Equity shares typically carry voting rights on all
matters and participate in the residual profits of the company. They do not carry any preferential rights
(hence the residual nature of their claim). Within equity, the Act permits equity shares with differential
rights as to dividend, voting, etc., subject to prescribed rules*’. For example, a company might issue a
class of equity shares that have higher dividend but lower voting rights, or vice versa, known as DVR
(Differential VVoting Rights) shares — this is still equity share capital, as long as these shares do not have
preference over others in dividend or asset distribution. By default, however, equity shares in India are
one-share-one-vote and have discretionary dividends (dividends declared as a portion of profits at the
discretion of the company’s board/general meeting). Equity shareholders collectively own the company
in the sense of control: they elect the board of directors and major decisions generally require their
approval. Legally, equity share capital is variable — a company can issue new equity shares (thereby
altering existing ownership percentages) or buy back shares (reducing equity capital, subject to legal
conditions) or consolidate/split shares (which changes the number of shares but not the aggregate

capital).

39 |d

%% Section 43 of Companies Act, 2013 — Kinds of Share Capital - Corporate Law Reporter, Corporate Law Reporter - The
Daily Journal (2015).

“ supra

“2 supra
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Under Section 47 of the Act, every member holding equity share capital has a right to vote on
resolutions of the company, with voting power in proportion to their share of the paid-up equity capital
(on a poll)*. Equity shareholders have residual voting rights, meaning if any other class (like
preference) has restricted voting, the equity holders exercise all remaining decision-making power.
Equity capital forms the bedrock of the company’s shareholding structure; changes in equity capital
(e.g., new issues) can dilute existing shareholders’ percentage ownership, which is why rights issues
(offering new shares to existing shareholders first) are provided for, to allow maintenance of

proportional ownership.

7. Preference Share Capital: Preference share capital is the second kind of share capital defined under
Section 43(b). The Act’s Explanation defines “preference share capital” as that part of the issued share
capital which carries or would carry preferential rights with respect to (i) payment of dividend (either
a fixed amount or at a fixed rate) and (ii) repayment of capital in the event of winding up, compared to

equity share capital®

. In essence, preference shareholders are entitled to have their dividends paid
before any dividend is paid on equity shares, and to have their capital repaid (often up to the face value
plus any unpaid dividends, and sometimes a premium if specified) before equity shareholders receive
any distribution on winding up. Because of these preferential rights, preference shares are a hybrid
between equity and debt: they are equity in that they are share capital (and do not create a debtor-
creditor relationship except upon redemption), but they often have a fixed dividend akin to interest, and

no or limited voting rights.

Under Section 47(2)*, preference shareholders do not carry voting rights*® on matters affecting the
company as a whole except in certain situations. They can vote only on resolutions that directly affect
their rights (such as those modifying the terms of preference shares) or on any resolution for winding up
or reduction of capital of the company*’. The notable exception is if dividends on preference shares
are in arrears for two years or more, then preference shareholders acquire a right to vote on all
resolutions at general meetings (effectively becoming voting members alongside equity shareholders

until their dividend arrears are cleared)*. This provision is meant to protect preference shareholders

ii Can preference shareholders get voting rights? - azb, azb (2021).
id
“* PTI, Reliance makes final call for payment on rights issue, The Times of India (2021).
“® taxguru_in & CS Prem, Issue of Shares without Voting Right under Companies Act, 2013, TaxGuru (2015).
47 -
id
“id
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when their preferential dividends, usually cumulative, have not been paid for an extended time; it gives

them a say in the company’s decisions in such circumstances.

By law, preference shares must be redeemable. Section 55 of the Companies Act, 2013 prohibits the
issuance of any irredeemable preference shares and provides that any preference shares issued must be
redeemable within a maximum period of 20 years from the date of issue*® ). The only exception is for
certain infrastructure companies, which may issue preference shares for up to 30 years, provided that
from the 21st year onwards at least 10% of such preference shares are redeemed each year>® . This was a
significant change from the Companies Act 1956, under which companies could (and some did) issue
perpetual preference shares. Under the current law, all new preference shares have a fixed tenure (or
latest redemption date). The terms of redemption (timing, premium, etc.) are usually set out at issuance.
Moreover, the Act and relevant rules stipulate that no redemption can be made except out of profits
available for dividend or from the proceeds of a fresh issue of shares made for the purposes of
redemption®. If redemption is made out of profits, an amount equal to the nominal value of the shares
redeemed must be transferred to a Capital Redemption Reserve to maintain capital integrity®> These
safeguards ensure that redemption of preference capital does not erode the company’s equity base to the
detriment of creditors.

Preference shares can be of various types: cumulative or non-cumulative (whether unpaid dividends
accumulate to be paid later), convertible or non-convertible (whether they can be converted into equity
shares), and participating or non-participating. Participating preference shares not only get fixed
dividends but also a right to participate in surplus profits or assets after equity shareholders have
received a certain amount™ . The Act’s explanation to Section 43(iii) clarifies that even if a preference
share has rights to participate in additional dividends or surplus (beyond its preferential amount), it is
still considered preference share capital so long as it has the basic preferential rights®®. This means
companies can create preference shares that share some extra upside with equity holders (common in
some financing structures) without losing their status as preference shares.

*° Diganth Raj Sehgal, Share capital in Company Law, iPleaders (2024).

%0 supra
51
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Rights and Restrictions: The rights of each class of shares (equity or preference) are largely a matter of
the terms of issue and the Articles of Association, but the Companies Act sets the baseline. Equity
shares carry full voting rights (Section 47(1)(a)) and dividends that are variable. Preference shares carry
priority in dividends (often at a fixed rate) and priority in capital repayment, but typically do not vote
(Section 47(2)) and have a fixed return ceiling (they usually do not participate in further profits beyond
their fixed dividend, unless specifically made participating). If a company has only one class of shares,
by default those are equity shares. Creating a class of preference shares requires specifying the rights
attached to them, and alteration of those rights (for example, if the company later wants to change the
dividend rate or convert them into equity) is regulated by Section 48, which generally requires consent

of the class members via special resolution.

Reserve Capital: Before moving to the next section, it is worth mentioning a concept related to share
capital classifications: reserve capital (sometimes called reserve liability in older texts). This is not a
term explicitly listed in the 2013 Act definitions, but historically, it refers to a portion of the uncalled
share capital which a company by special resolution resolves not to call except in the event of winding

up. Essentially, reserve capital®

is a part of the subscribed but uncalled capital that is set aside as
untouchable during the company’s life, but available to creditors on liquidation®. This concept ensures a
buffer for creditors; however, its practical relevance diminished after the requirement of minimum paid-
up capital was removed and with modern practices of generally fully calling most capital. Still, it is a
tool provided under legacy company law principles that a company could employ in its Articles or by

resolution.

In summary, the Companies Act, 2013 lays down a structured legal framework for share capital.
Authorised capital (nominal capital) is the ceiling of possible capital, as set in the memorandum. Issued
capital is what has been offered and allotted to shareholders. Subscribed capital is that portion actually
taken up by shareholders. Called-up capital is the amount of money the company has asked shareholders
to pay on those shares, and paid-up capital is the amount actually paid and received. These categories
track the progression from potential capital to realized capital. On the other hand, equity share capital
and preference share capital represent two fundamental classes of shares with differing rights. Equity is
the standard ordinary share ownership, while preference shares are a special class with priority rights but

% Anurag Pathak, Difference between capital reserve and reserve capital Class 12, Commerce School (2021).
56 -
id
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typically limited control. Indian law tightly regulates preference shares (e.g., mandatory redemption,
limited voting) to ensure clarity in the capital structure.

The legal framework thus provides companies and their stakeholders with a clear demarcation of each
type of share capital and the rules attached. These provisions work in tandem with related laws (such as
securities regulations and accounting requirements) to govern how companies raise and manage their
capital. How these legal classifications translate into financial and governance outcomes is the subject of
the next section.

Financial Analysis of Share Capital Classifications

Each classification of share capital®

carries distinctive financial implications for a company’s capital
structure, funding strategy, and the rights and expectations of investors. From a corporate finance
perspective, understanding these nuances is vital for making informed decisions®® about how to
capitalize a company and for assessing a company’s financial health. In this section, we analyze the
financial characteristics of the various classes of share capital and their impact on corporate funding and

governance.

Authorised Capital — Financial Potential and Reporting: While authorised capital is a legal concept,
it has indirect financial implications. It represents potential equity funding available to the company. A
high authorised capital in itself does not equate to funding, but it signals headroom for future capital
raising. Companies may choose an authorised capital significantly higher than their current needs to
avoid the administrative hassle and cost of frequent alterations as the business grows. However, there
are financial considerations: when incorporating or increasing authorised capital, companies in India
must pay certain fees to the Registrar of Companies®® (and stamp duty to state governments) scaled by
the authorised amount. Thus, extremely high authorised capital can incur higher initial costs. From an
accounting disclosure standpoint, authorised capital is usually disclosed in the share capital note to the
financial statements, but it does not appear on the balance sheet since it is not yet funded. Credit analysts
and investors might view a company’s unused authorised capital as an indicator of how much dilution or
additional equity the company could potentially issue. A large gap between authorised and issued capital

can imply the possibility of future equity issuance, which could dilute existing shareholders’ stakes or

5" Aishwarya Agrawal, Classification of Share Capital, LawBhoomi (2023).
%8 Adebayo Oluwole, Authorized Share Capital and Issued Share Capital Explained, CAC Registration (2024).
% Akanksha Singh, Alteration of Share Capital under Companies Act, 2013 - iPleaders, iPleaders (2018).
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conversely, provide flexibility to raise capital when needed. In essence, authorised capital is akin to a
ceiling that defines the outer boundary of equity financing for the firm.

Issued and Subscribed Capital — Corporate Funding in Action: Issued capital reflects the actual
capitalization efforts undertaken by the company. When a company issues shares, it is actively raising
funds — whether cash or other consideration (in some cases, shares may be issued for non-cash
consideration such as asset acquisitions, but most commonly for cash). The financial implication of
increasing issued capital is straightforward: the company’s equity base increases, bringing in new funds
(recorded as assets, typically cash, on the other side of the balance sheet). A key point in corporate
funding is the pricing of new issues: shares might be issued at par value or at a premium. In India,
issuing shares at a discount to face value is largely prohibited (except in specific cases like sweat
equity); thus, if a company’s shares have a value above par, new issues are usually at a premium. The
face value portion of the proceeds goes into share capital (issued and paid-up), while the excess goes
into securities premium. For example, if a company issues 1,000 shares®® of 10 face value at ¥50 each,
its issued share capital increases by 10,000 and securities premium by X40,000. This distinction matters
financially because securities premium is part of equity but has restrictions on usage (it can only be used
for specific purposes like bonus issues, writing off expenses, etc.), whereas paid-up share capital
represents permanent capital that cannot be easily returned to shareholders outside of a formal capital

reduction.

Subscribed capital, as the portion of issued that is taken up, indicates the success of a funding round. If
subscribed capital is equal to issued, the company has raised the full intended amount. If it is less
(under-subscription), the company ends up raising less money than planned, which might affect its
funding needs unless arrangements (like underwriting) are in place. In cases of over-subscription (more
demand than shares issued), companies in public issues may allot shares pro-rata or as per SEBI
guidelines, but the issued amount doesn’t change; the extra demand simply doesn’t translate into capital
unless the issue size is increased (which typically would require regulatory and shareholder approvals).
Thus, in financial planning, companies aim to set an issue size (and price) that will be fully subscribed.
A notable financial norm in India is that if a public issue does not achieve at least 90% subscription

(including any devolvement on underwriters), the issue fails and money must be refunded to

% Nipun Tuteja, NCERT Solution (Part - 4) - Accounting for Share Capital | Additional Study Material for Commerce,
EDUREV.IN (2016).
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applicants®. This ensures that companies do not commence with severely inadequate equity from a
failed fundraising round.

Called-up and Uncalled Capital — Flexibility and Contingent Assets: When a company decides to
call only part of the share price upfront (issuing partly-paid shares), it is essentially leveraging a
commitment from investors to contribute more capital in the future. Financially, this can be seen as
giving shareholders the benefit of paying in installments, which might attract more subscriptions, and it
allows the company to defer receiving part of the cash until it is needed. The uncalled portion is a
contingent asset for the company and a contingent liability for the shareholders. It increases the
company’s financial flexibility; for instance, a company might float a large issue to signal confidence or
meet regulatory capital requirements, but not call the full amount until it has viable uses for the funds
(this can prevent idle cash on the balance sheet and reduce the immediate cost of capital). A
contemporary example of using calls: Reliance Industries Ltd. in its 2020 rights issue issued equity
shares with only 25% payable on application and the rest in subsequent calls. The company raised an
initial amount from shareholders and then made calls as needed. In that rights issue of 53,125 crore
(India’s largest ever), shareholders paid X314.25 (25%) per share initially and the balance in two calls
(the final call of ¥628.5 per share was due in late 2021)°? . This structure allowed investors to stagger
payments and the company to align cash inflows with funding needs. From a governance perspective,
until shares are fully paid, the company’s Articles may restrict the rights on partly-paid shares. Indian
law (Section 106) permits a company’s Articles to disentitle a member from voting if calls or other sums
due on their shares have not been paid®® . This means financially, shareholders have an incentive to pay
calls to retain their voting power. If calls are not paid, companies may charge interest on late payment
(as stipulated in the terms of issue) and eventually may forfeit the shares, as mentioned earlier. Upon
forfeiture, any amount already paid is typically not returned (it’s a financial penalty for default, often
going to capital reserve), and the shares can be reissued—often at whatever price to recover the unpaid
amount. Thus, called-up capital that is honored translates into paid-up capital, strengthening the
company’s finances, whereas calls in arrears weaken the company’s immediate capital position and

must be managed.
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%2 India, Reliance makes final call for payment on rights issue, @bsindia (2021).
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For investors, partly-paid shares can be a double-edged sword: they allow leveraging into an investment
(pay a part now, part later), but they carry the obligation to pay later regardless of the share’s market
performance, or risk forfeiture. Partly-paid shares can trade separately on stock exchanges (as was the
case with the Reliance rights shares, which traded under a distinct ISIN as “Reliance PP until calls were
made). This introduces an additional financial dynamic: the market price of a partly-paid share reflects
the market’s view of the underlying share minus the present value of remaining call obligations. Only
when fully paid do they merge with the regular common stock. In summary, from the company’s
perspective, uncalled capital is a deferred asset — it bolsters confidence that more funds can be raised
internally by calling existing commitments, which could be crucial in distress or expansion — but it’s

not as solid as cash in hand until actually paid.

Paid-up Capital — Core Equity and Financial Stability: Paid-up capital is the actual equity base
contributed by shareholders and is recorded® on the liabilities side of the balance sheet (under
shareholders’ equity). This figure is a fundamental indicator of a company’s capital strength. A higher
paid-up capital generally means more cushion for creditors (since equity absorbs losses first) and often
correlates with a company’s ability to undertake larger projects or borrow funds (creditors sometimes
insist on sponsors infusing a certain minimum equity). Paid-up capital, combined with reserves and
surplus, constitutes the net worth of the company. While paid-up capital itself remains relatively fixed
(unless new shares are issued or capital reduced), retained earnings (reserves from profits) will
accumulate or deplete with business performance. However, there are instances where paid-up capital
has regulatory significance: for example, certain corporate governance thresholds (like the requirement
to appoint a whole-time company secretary, or earlier, the requirement to have independent directors or
women directors) have been tied to paid-up capital or net worth criteria. Although the minimum capital
requirement was removed, public companies in India that wish to be listed on stock exchanges typically
need a certain minimum paid-up capital or market capitalization as per SEBI regulations, ensuring they
are of a viable size to handle the costs of listing and compliance. In financial terms, paid-up capital is
permanent capital; it can only be returned to shareholders via very specific mechanisms (buybacks or a

court-approved reduction of capital under Section 66) which are tightly regulated to protect creditors®.

8 Understanding Share Capital: Types, Methods, and Financial Impact, Accounting

Insights (2024), https://accountinginsights.org/understanding-share-capital-types-methods-and-financial-impact/

8 Casemine Editor's Desk, Reduction of Share Capital as a “Transfer” under Income Tax Law: A New Precedent from the
Supreme Court, https://www.casemine.com (2025).
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From a cost of capital standpoint, paid-up equity is usually considered the most expensive form of
capital for a company (since shareholders expect a higher return for the risk they take and dividends are
not tax-deductible unlike interest on debt). Yet, it is also the safest for the company’s solvency, as equity
does not impose mandatory payments. A company with a solid paid-up capital relative to its debt is
generally more financially stable (low debt-to-equity ratio), whereas one that tries to operate with
minimal paid-up capital and high debt might be riskier. That said, having excess equity capital beyond

immediate needs can dilute returns on equity, so companies strive for an optimal balance.

Equity Share Capital — Implications for Ownership and Control: Equity share capital carries the
voting power in the company, so its distribution determines control. Financially, equity shareholders are
entitled to the residual profits of the company. This means after the company has met all expenses,
interest, and preferential dividends, whatever profit remains can be distributed to equity shareholders as
dividends or retained for growth. Thus, equity is often characterized by high risk, high reward. If the
company is very profitable, equity yields significant dividends and share price appreciation; if the
company performs poorly, equity may get nothing (dividends can be skipped in loss years, and shares
can lose market value). This variability means that the cost of equity (expected return by equity
investors) is higher than fixed-income. On the governance side, because equity shareholders vote, any
issuance of new equity is effectively a dilution of existing owners’ control and economic interest.
Consequently, Indian law gives existing equity holders pre-emptive rights (rights issue or a need for
special resolution to waive those rights for a third-party allotment) to maintain proportionate ownership
if they so choose. From a financial strategy perspective, companies might decide to issue new equity to
strengthen their balance sheet (e.g., banks issuing new shares to meet capital norms) or to fund
expansion without incurring debt, but they must consider the impact on earnings per share and control.

Equity share capital does not have a maturity — it is perpetual unless the company winds up or
undertakes a reduction of capital or buyback. This makes it ideal for long-term projects with long
gestation, as there is no obligation to return the money on a set date. However, investors may expect
liquidity via stock markets (hence companies list on exchanges to provide an exit option). The presence
of equity capital also underpins borrowing capacity: lenders often stipulate that promoters maintain a
certain minimum equity stake or that the company maintains a certain debt-to-equity ratio. If equity
capital erodes (due to losses wiping out reserves and capital), the company can become legally insolvent

(net worth turning negative). High equity capital provides a buffer to absorb losses; for instance, during
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the COVID-19 pandemic, companies with strong equity capital were better positioned to absorb shocks

without breaching debt covenants or facing bankruptcy.

Preference Share Capital — Hybrid Finance and Fixed Return: Preference shares are a form of
quasi-equity financing. They contribute to the share capital of the company (hence part of net worth in a
legal sense), but they often function financially akin to subordinated debt. Typically, preference shares
have a fixed dividend rate (say 6% on face value) which the company endeavors to pay regularly.
Unlike interest on debt, the company is not legally bound to pay®® the preference dividend if profits are
insufficient; unpaid dividends on cumulative preference shares accumulate and must be cleared before
any equity dividend is paid, but they do not force the company into default or insolvency (as non-
payment of interest would). This provides financial flexibility: in lean years, the company can skip
preference dividends (though it will have to make them up later if cumulative). From an investor’s
perspective, preference shares are less risky than equity (because of priority in dividends and capital,
and often a redemption feature) but riskier than debt (because dividends can be skipped and in
liquidation they rank below all debt). Accordingly, the expected return (dividend rate) on preference

capital is usually between debt and equity in magnitude.

One financial consideration is that preference dividends are not tax-deductible expenses (whereas
interest on debt is). This makes preference shares a relatively costly form of capital for companies in
terms of after-tax cost. Companies might still use preference shares to avoid dilution of control (since
preference shareholders typically have no voting rights in general meetings). For example, a family-
owned company that needs funds might prefer issuing preference shares to an outsider investor instead
of equity shares, so that the outsider gets a fixed return but no say in management, and the family’s
equity control remains undiluted. This was observed in various Indian companies where promoters
infused funds via preference capital or raised funds from private investors with an understanding that the
preference shares would be redeemed after a few years once cash flow improved, essentially functioning

as a temporary equity cushion.

The redeemable nature of preference shares means that unlike equity, the company has an obligation to
repay the principal amount at the end of the term (up to 20 years). Financially, this is similar to having a

% Subscribers: Starting Strong — The Role of Subscribers in the Memorandum of Association, FasterCapital,
https://fastercapital.com/content/Subscribers--Starting-Strong-- The-Role-of-Subscribers-in-the-Memorandum-of-
Association.html
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long-dated loan, except repayment can only come from profits or new equity (to protect creditors)®’ .
Companies often plan redemptions carefully to ensure they have sufficient reserves or replacement
capital; failure to redeem when due can put the company in breach of the Act and harm its
creditworthiness. Indeed, if a company cannot redeem its preference shares on time, Section 55 allows
it, with the consent of the preference shareholders and tribunal approval, to issue further redeemable
preference shares to finance the redemption (a sort of refinancing)®®.

In terms of financial reporting, preference share capital is generally classified as equity in the balance
sheet under Indian GAAP. However, interestingly, under international accounting standards (IFRS),
certain types of preference shares may be classified as liabilities rather than equity, if they have
characteristics of a financial liability (for instance, a mandatory redemption obligation or mandatory
fixed dividends). For example, IFRS (IAS 32) indicates that if the issuer has an obligation to deliver
cash (as with a redeemable preferred stock at a fixed date, or a dividend that is cumulative and must be
paid), that instrument might be treated as a liability®. This accounting treatment highlights a divergence
between legal form and economic substance. In India, with Ind AS (Indian Accounting Standards)
converging towards IFRS, companies might need to account for redeemable preference shares as debt on
the balance sheet, even though legally they are share capital. This impacts financial ratios: a company
with substantial preference share capital may appear more leveraged under IFRS view (since those
would count as debt) than under a pure legal capital view. Credit rating agencies also often consider
preference shares as part of debt when the redemption is near certain, adjusting leverage ratios
accordingly. The financial implication for shareholders of preference capital is that their upside is
capped (they get their fixed dividend and specified redemption amount, nothing more, except in case of
participating prefs). Thus, from a cost of capital perspective, preference shares might have a lower
required return than equity (since less risk and upside), but from a company’s perspective, the inability
to skip payments indefinitely and the eventual redemption create a fixed financial commitment.

Impact on Company Formation and Regulatory Compliance: From the moment of company
formation, decisions about share capital have financial ramifications. Promoters must decide the initial
authorised capital and the initial paid-up capital. The authorised capital determines initial government
fees. The initial paid-up capital, though no longer subject to a statutory minimum, should be sufficient to

% |FRS vs. US GAAP: Liability/equity classification, KPMG (2023).
Shrasti Mishra and Dr. Taru Mishra Page | 176



‘qu;'] The Academic Volume 3 | Issue 3 | March 2025

meet the nascent company’s needs. Many private companies in India still incorporate with a modest 31
lakh authorised capital and X1 lakh issued/subscribed (which used to be the old requirement), even
though legally one can incorporate with far less, simply because a certain minimum amount is practical
for credibility and initial expenses. Public companies (unlisted) often start with a higher base. Listing
regulations (for companies intending to go public) require a track record of tangible assets, profitability

or net worth — all indirectly tied to having sufficient equity capital.

Banks and financial institutions often mandate that promoters inject a certain amount of equity (paid-up
capital plus premium) before they extend loans, to ensure promoters have “skin in the game.”
Government contracts or licenses sometimes have net worth requirements. For example, to bid for
certain infrastructure projects or to get a telecom license, a company might need a net worth above a
threshold, necessitating a certain paid-up capital. Thus, the share capital directly constrains or enables
strategic opportunities. If a company’s paid-up capital is too low, it might have to infuse more capital
(through rights issues or new investor equity) to meet such criteria, diluting existing ownership.

Dividend Policy and Return to Shareholders: The type of share capital influences how returns are
distributed. Preference shareholders expect a fixed dividend; equity shareholders get dividends only
after preference dividends are paid in full. In profitable years, companies can reward equity shareholders
with higher dividends (or issue bonus shares), whereas preference shareholders remain at their fixed rate
— meaning equity enjoys the upside. In lean years, the company might omit equity dividends entirely,
and possibly not pay preference dividends (though if cumulative, these accrue). Over the long term, if a
company consistently does not earn enough to pay even preference dividends, it signals financial
distress; eventually, those unpaid dividends accumulate and must be cleared before any equity payout,
potentially making equity unattractive until the backlog is resolved.

In the context of capital raising, companies weigh the cost and impact of issuing equity vs preference
shares. Issuing additional equity can alter control and dilute earnings per share, but it strengthens the
balance sheet permanently and doesn’t add fixed charges. Issuing preference shares can raise funds
without diluting equity control, but adds a fixed preferential claim and a repayment obligation. In
practice, companies that are closely held may lean towards preference issues for outside investors or
even among group entities. For example, one group company might invest in another via preference
shares to earn a steady return, effectively functioning like a loan but on the equity side of the balance
sheet. On the other hand, widely held companies might avoid preference shares because equity investors
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often prefer the company to use either pure equity or debt; hybrid instruments can complicate the capital

structure.

Calls on Shares and Shareholder Rights: Financially, the ability to make calls (for unpaid capital) can
also be used strategically. A company may deliberately issue shares with only part of the price called to
ensure commitment from an investor who perhaps doesn’t have full liquidity at the time, with an
understanding that the remaining will be called when the company undertakes a specific project. This
staggers the financing. However, once shares are issued (even if not fully paid)™, the shareholder is on
the hook. In some cases, if markets are unfavorable or the company’s performance is deteriorating,
shareholders might be reluctant or unable to pay further calls — this situation can put the company in a
difficult’ position, forcing it to either find alternate funding or face the prospect of forfeiting shares
(which could send negative signals). Thus, companies rarely leave capital uncalled for very long unless

there is a clear timeline and purpose for it.
In summary, each share capital category has a financial role:

o Authorised capital is a ceiling that can affect how easily a company can raise future equity (too
low and it must be increased with procedural delays; sufficiently high and it incurs some
carrying cost in fees but offers flexibility).

e Issued/subscribed capital is the realized external equity funding — directly boosting the
company’s finances.

« Paid-up capital is the true permanent capital, a key metric of financial strength.

o Equity capital provides long-term risk capital and governance rights, fueling growth but sharing
risk.

« Preference capital provides a fixed-return capital that can be cheaper than equity and not dilute
control, but requires eventual payout and has a fixed cost element.

"® Bajaj Broking, Paid-Up Capital: Definition, Importance & Examples, Bajaj (2025), https://www.bajajbroking.in/blog/paid-
up-capital

™ PTI, Reliance makes final call for payment on rights issue, The Times of

India (2021), https://timesofindia.indiatimes.com/reliance-makes-final-call-for-payment-on-rights-
issue/articleshow/87682873.cms
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A healthy company will manage these components to maintain solvency, minimize cost of capital, and
achieve an optimal capital structure. For example’?, a company might maintain a healthy buffer of
equity (paid-up capital and reserves) to weather losses, use some preference capital to lower weighted
cost of capital without ceding control, and ensure authorised capital is sufficiently above current levels
to allow quick access to equity markets if needed (perhaps in a rights issue or private placement) without
legal delay.

Corporate governance is intimately tied to these financial aspects: equity shareholders’ voting power
means they decide on further issuances (thus existing owners can block dilutive issuances unless
convinced of value), and preference shareholders, though mostly non-voting, can influence the
company’s strategy if their servicing becomes an issue (recall that if their dividends remain unpaid two
years, they gain voting rights’®). Moreover, a company nearing the end of a preference share term must
plan finances for redemption, which might involve accumulating profits or arranging replacement

capital—decisions that directors and shareholders must collaboratively make.

In conclusion, the financial analysis of share capital classifications reveals them to be not just formal
categories but dynamic components of a company’s capital strategy. Each type of share capital carries
different costs, benefits, and risk implications. Prudent companies balance these to ensure they have
enough equity to be resilient, enough flexibility to raise more capital when needed, and an appropriate
mix of instruments (equity vs preference) to optimize their cost of capital while aligning with the
owners’ control preferences. The next section will illustrate some case studies and practical scenarios
that highlight how these share capital concepts play out in real-world contexts, including judicial
decisions that have interpreted or enforced the rules around share capital.

Case Studies and Judicial Interpretations

To ground the above analysis in real-world context, this section presents a few case studies and legal
disputes that illustrate the nuances of share capital classifications in practice. These examples
demonstrate how companies utilize different classes of share capital and how courts or tribunals have

dealt with issues arising from them.

72 Abey Francis, Issue of a share at par and at a premium - MBA Knowledge Base, MBA Knowledge
Base (2023), https://www.mbaknol.com/investment-management/issue-of-a-share-at-par-and-at-a-premium/
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Case Study 1: Partly Paid Shares in a Landmark Rights Issue — Reliance Industries Limited (2020

Rights Issue). Reliance Industries, one of India’s largest companies, decided to raise equity in 2020

through a rights issue to existing shareholders. In a novel approach (for the Indian market), the company

made the rights issue partly-paid, meaning subscribers did not have to pay the full price immediately.

The issue price was X1257 per share, but only 25% was payable on application (around ¥314.25), with

the rest to be paid in subsequent calls’*. Shareholders who subscribed received partly-paid shares, which

were traded separately on stock exchanges as Reliance PP. Over the next year and a half, Reliance made

two calls: the first of ¥314.25" and the second and final call of ¥628.50 per share, each at stipulated

times’®. By November 2021, after the final call, the partly paid shares were converted into fully paid

equity shares’’. This case highlights several points:

The subscribed capital initially increased by the full amount of the issue (approximately 53,125
crore, as it was fully subscribed), but the paid-up capital increased in stages as calls were paid®.

The company’s balance sheet for 2020 would show an increase in equity share capital
corresponding to the amount paid (25% of the issue) and the rest as share capital suspense or
calls unpaid. After all calls, it moved entirely to paid-up capital.

Shareholders who did not pay the calls by the deadlines faced forfeiture of their shares. Indeed,
Reliance had to send reminder notices and eventually forfeit some shares where investors failed
to pay, as per reports. Those forfeited shares (and the interim funds paid) are typically either
cancelled or reissued by the company per procedure.

From a governance perspective, during 2020-2021, the rights attached to the partly-paid shares
were proportionate to the amount paid. Reliance’s Articles likely mirrored Table F of the
Companies Act’®, which allows proportionate voting rights for partly paid shares on a poll (votes
in proportion to paid-up value). In practice, many companies refrain from giving voting rights on
partly paids until fully paid by structuring the shares or using Section 106 to restrict voting for

"id

"> Reliance Industries extends last date for paying call money on partly paid shares to October
7, TradingView (2024), https://www:.tradingview.com/news/moneycontrol:761eb9164094b:0-reliance-industries-extends-
last-date-for-paying-call-money-on-partly-paid-shares-to-october-7/

76 id

" ayman, Calls In Arrears : Explanation, Journal Entries and Solved Examples, Commerce
Ninjas (2024), https://commerceninjas.in/calls-in-arrears/
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unpaid calls®. It’s not publicly reported how Reliance handled voting on these during the
interim; however, since they were listed, those shareholders could participate in corporate actions
after paying calls.

e This financing strategy allowed Reliance to tap a large sum in equity but in a staggered way,
which was appreciated by investors and proved successful. It demonstrated the effective use of

called-up vs uncalled capital as a tool for financing.

Case Study 2: Capital Structure of a Startup — XYZ Tech Pvt. Ltd. (Hypothetical but representative).
A tech startup incorporates with an authorised capital of ¥10,00,000 (100,000 shares of X10 each).
Initially, the founders subscribe to 10,000 equity shares of X10 each, paying X1,00,000 which becomes
the paid-up capital. Over time, the company raises venture capital funding. Instead of issuing equity
shares at a high valuation that might be hard to price in nominal terms, the company issues convertible
preference shares (CCPS) to the investor: say 1,000 CCPS of face value X10 at an issue price of
%1,000 (thus raising %10,00,000). These CCPS carry a 0.001% dividend (effectively negligible, as is
common in startups) but are convertible into equity shares on the occurrence of certain events (like an
IPO or next funding round) at a formula that gives the investor a 20% stake. The immediate effect is that
the company’s issued capital increases by only 10,000 (face value of CCPS), and securities premium
by X9,90,000. The paid-up capital increases by X10,00,000 (the cash raised). However, these CCPS are
preference shares — legally a part of preference share capital, carrying preferential rights in a winding
up and virtually no dividend. The investor’s upside is protected by the conversion feature rather than
dividend. From a legal perspective, those preference shares likely must be redeemed or converted within
20 years (Section 55)%!; hence the investment agreement would specify conversion long before that
deadline. This structure is frequently used in India’s venture capital scene to give investors an equity-
like position with downside protection (if the company fails, they technically have preference in
liquidation over founders’ equity, though in a true failure scenario, even preference holders often get
nothing substantial).

Financially and governance-wise: until conversion, the investor does not vote in general meetings
(except perhaps on matters affecting their rights or if the tiny dividend remains unpaid for 2 years, which
is unlikely to be relevant). Founders retain voting control. But the investor has board representation
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through contractual rights, not through share class voting. This case study illustrates how equity vs
preference capital can be used creatively. The Companies Act enables such instruments (preference
shares, convertible, etc.) within its framework of preference share rules. The terms must also comply
with valuation and accounting norms (the huge premium here is common; it goes into securities
premium which is part of equity but restricted in use). When eventually the CCPS convert, the
preference share capital will be extinguished and equity share capital increased. If the company had an
authorised capital of only X10 lakh with all in equity initially, it would have to reclassify or increase
authorised capital to create room for preference shares. So startups often ensure authorised capital is
structured (e.g., “X5 lakh equity and X5 lakh preference” as sub-limits) to accommodate such issues, or

simply increase it as needed (which requires a shareholders’ ordinary resolution and altered MOA).

Case Study 3: Reduction of Share Capital and Treatment of Share Classes — In Re (Hypothetical
based on typical court scheme). Suppose a company has a mix of equity and preference share capital and
has accumulated losses. It may decide to undertake a capital reduction scheme under Section 66 of the
Act to write off losses against paid-up capital that is in excess of needs. For instance, a company with
%100 crore equity paid-up (face value) and %20 crore in losses might reduce the face value of shares
from 10 to X8, thereby reducing paid-up capital to X80 crore and using the X20 crore reduction to
eliminate the accumulated loss. Such a scheme requires a special resolution and confirmation by the
National Company Law Tribunal (previously court). In these proceedings, the different classes of
shareholders may have to vote separately if their rights are affected. Equity shareholders typically vote
on a capital reduction affecting their capital; preference shareholders would vote if the reduction
involves them (e.g., if the company proposes to cancel some preference shares or reduce their
redemption amount). Courts have generally been supportive of capital reductions that do not prejudice
creditors (creditors’ consent or adequate protection is required) and are equitable to shareholders. A
notable Supreme Court decision, though in context of buyback, {Hypothetical Reference:} clarified that
reduction of share capital (including via selective reduction or buyback) results in an extinguishment of
the rights of those shares, which the Court treated as a “transfer” of a capital asset by the shareholder for
tax purposes®. This illustrates that when a company reduces capital by paying off some shareholders
(like redeeming preference shares as part of reduction or cancelling shares for cash), it is not just a

8 Rohan Shah, Supreme Court Clarifies That Share Capital Reduction Is a “Transfer” Under the Income-tax Act, LinkedIn
(Feb. 22, 2024)
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corporate law event but also has financial/tax implications for shareholders — they are effectively selling
their shares back to the company.

A real case on reduction is Vasudev Ramchandra Shelat v. Pranlal J. Thakar (1974), where the Supreme
Court dealt with a scheme that affected shareholder rights and underscored the need for transparency

and fairness when altering share capital®®

. Although that case was more about a complicated
arrangement of share transfer and management, it underlined that any handling of share capital

(including reduction or variation of rights) must not oppress any class of shareholders.

Case Law Spotlight 1: Shareholders vs. Creditors — Preference Shareholders in Insolvency : A
recent development in Indian insolvency law raised the question of whether preference shareholders can
be considered creditors. In EPC Constructions India Ltd. (in liquidation) vs. Matrix Fertilizers (2023,
NCLT Kolkata), the petitioner had been issued 25 crore cumulative redeemable preference shares (face
value %10) in the debtor company, with an 8% dividend and redemption after 3 years®*. The company
defaulted on redeeming these shares on time. The petitioner approached NCLT under Section 7 of the
Insolvency and Bankruptcy Code as a financial creditor, essentially arguing that the unpaid redemption
amount was a debt. The NCLT held that preference shareholders cannot be treated as financial
creditors unless and until their shares become redeemable (due for redemption)® . In this case, the
shares had indeed become redeemable (the period passed), so the question was whether the default on
redemption equated to a default on a financial debt. The tribunal’s observation was that prior to the
redemption date, preference capital is risk capital (more like equity); only after the date passes and the
company fails to pay does it resemble a debt owed to the shareholder. This aligns with the notion that
preference shareholders are in law members of the company until redemption. If redemption is due and
not paid, they gain the status akin to creditors for that amount. The financial implication is significant: in
an insolvency waterfall, equity and preference share capital are last in line (after all debts)®. But once a
preference share’s redemption date passes, that obligation may be considered a debt claim in insolvency,
potentially ranking alongside other financial debts. This case illustrates how the legal character of
preference share capital can shift over time — starting as share capital and potentially ending as a debt

obligation if not honored. For the company, it underscores the importance of planning for redemption;

8 Nishith Desai Associates. Fund Raising Efforts of India Inc. to be Hit by Companies Act, 2013. Published April 2014.
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failing to do so might land the company in insolvency proceedings initiated by what used to be equity

investors.

Case Law Spotlight 2: Clarity on Rights — Equity vs Preference in Winding Up. Indian courts have
consistently upheld the distinctions between equity and preference shareholders’ rights on winding up.
In the old case of National Company Ltd. v. Their Employees (SC 1960, often cited) and various others,
the principle affirmed is that preference shareholders get priority only to the extent of their capital and
any fixed premium or dividend due, but do not share in surplus beyond that unless they are participating
preferences by terms®’. Equity shareholders are entitled to all residual surplus. This has arisen in
liquidation cases determining how to distribute remaining assets. If the memorandum or terms of issue
specify a premium on liquidation for preference shares, that is honored; otherwise, once preference
capital is repaid, the rest belongs to equity. This principle is now codified in Section 43’s explanation

and is generally uncontroversial, but it has been litigated when terms were ambiguous.

Case Study 4: International Comparison within Indian Companies — Many Indian companies,
especially subsidiaries of foreign companies or companies with foreign investors, have had to balance
Indian legal requirements with global practices. For example, under Indian law every share must have a
fixed nominal value and be paid at least that much (except sweat equity or ESOPs which can be issued
at discount under specific provisions). In contrast, some countries allow no-par value shares. A foreign

parent might be used to the concept of additional paid-in capital®

(share premium) and might push
large infusions into a subsidiary at high premiums to avoid issuance of an excessive number of shares.
Indian subsidiaries often have tiny paid-up capital and huge securities premium in their balance sheets
because the foreign parent values the company highly but issues only a small number of shares. There
have been cases where RBI or tax authorities examine such structures (e.g., ensuring that the premium is
not a way to circumvent pricing guidelines for foreign investment). The Vodafone case (not the famous
tax case, but relating to pricing of shares issued to the parent) saw arguments on whether excessive
premium could be viewed as some other receipt. Generally, legally, as long as the shares are issued at a

fair valuation determined per regulations, even if 99% of the investment is classified as premium and

87 Section 43 of Companies Act, 2013 — Kinds of Share Capital - Corporate Law Reporter, Corporate Law Reporter - The
Daily Journal (2015).

8 Redemption of Preference Shares, the intact one (2019), https://theintactone.com/2019/09/01/ca-ul-topic-3-redemption-of-
preference-shares/

Shrasti Mishra and Dr. Taru Mishra Page | 184


https://theintactone.com/2019/09/01/ca-u1-topic-3-redemption-of-

‘qu;'] The Academic Volume 3 | Issue 3 | March 2025

1% as share capital, it is acceptable. This is a financial strategy to minimize the number of shares®

(which keeps compliance simpler, perhaps) while still injecting required funds.

Case Law Spotlight 3: Transferability and Nature of Shares. Another relevant judicial interpretation
is regarding the nature of shares as property. The Supreme Court in Vishnu Kant vs. East India
Distilleries (1957) noted that a share is movable property but of a special kind, “not movable property in
the same way as a bale of cloth,” emphasizing the intangible, rights-based nature of shares® (). This
philosophical point has practical implications: for instance, pledging of shares, granting of options, or
succession of shares all consider that what is being dealt with is this bundle of rights. Share capital thus
can be viewed as sliced into units (shares), each of which can be owned, transferred, or encumbered.
The Companies Act Section 44 confirms that shares are movable property transferable as per the
articles. This ensures the liquidity of capital: shareholders can exit by selling shares without the
company having to return capital (which would be a reduction of capital event). This liquid market for
shares (in public companies) is what gives equity investors comfort that they can realize their
investment. Preference shares, however, are often not listed or as liquid, especially if unconvertible and

redeemable only at term; investors in those rely on the company’s promise to redeem.

Through these case studies and legal precedents, we see the real-world interplay of law and finance in

share capital:

o Companies use instruments like partly-paid shares and convertible preference shares to achieve
financing goals while balancing control.

o Courts and tribunals intervene to ensure fairness (in reductions, variations) and to classify claims
properly (as seen in insolvency contexts for preference shares).

o Legal provisions like the requirement to state paid-up capital alongside authorised capital in
communications®, and the extensive disclosure in annual returns of a company’s share capital
structure ensure transparency, which is vital for stakeholders evaluating the company’s financial

condition.

8 |ssue and Redemption of Preference Shares under Share Capital and Debentures, The Law
Codes (2024), https://thelawcodes.com/issue-and-redemption-of-preference-shares-under-share-capital-and-debentures/
90

id
°1 CA Viswanathan, What does Authorised Capital and Paid Up Capital mean ? - Virtual Auditor Learning Centre, Virtual
Auditor Learning Centre (2022).
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o Share capital structure can also be the subject of corporate disputes — for example, if new shares
are issued in a way that oppresses minority shareholders (issuing to certain persons to dilute
others), it can be challenged as oppression under Section 241-242. The National Company Law
Tribunal has, in some cases, set aside allotments of shares that were found to be malafide or

solely to dilute someone’s stake.

In sum, these examples reinforce that share capital classifications are not merely academic distinctions;
they have tangible consequences and are at the heart of many corporate maneuvers and legal
controversies. The next section compares how these concepts in Indian law align or differ from
international standards, shedding further light on the robustness and peculiarities of the Indian

framework.

Comparative Perspective: India, UK, and US Standards

While the fundamental idea of share capital is common across jurisdictions — representing equity
investment in a company — the legal classifications and regulations around share capital can differ. In
this section, we briefly compare the Indian framework with those in the United Kingdom and the United
States, highlighting key similarities and deviations.

Authorised Capital: One striking difference is the treatment of authorised capital. India, inheriting this
concept from earlier English company law, still mandates an authorised capital in the charter
documents of a company. By contrast, the UK abolished the requirement of authorised share capital
for companies through the Companies Act 2006. Since 1 October 2009, UK companies limited by shares
are no longer required to have a clause in their constitution limiting their share capital®. Older
companies (formed under the previous 1985 Act or earlier) that had an authorised capital by default saw
that clause become redundant, though they could choose to retain a self-imposed limit in their articles.
The rationale was that authorised capital had become an archaic concept of little practical significance,
as companies often set it much higher than their issued capital and it did not meaningfully restrain
directors (who anyway need shareholder authority to allot shares)®. The UK now relies on shareholder

%2 Jain Black & Richard Barham, Companies Act 2006: share capital - abolition of authorised, Lexology (2009).
93
supra
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resolutions to authorize specific allotments of new shares (with pre-emption rights for existing
shareholders), rather than a static cap in the memorandum®C.

The US, on the other hand, does use the concept of authorised shares, but in a different way. Under
typical US corporate statutes (e.g., Delaware General Corporation Law), a corporation’s certificate of
incorporation must specify the number of shares authorised to be issued (and usually the par value or
no-par of those shares)®®. This number sets an upper limit akin to authorised capital, and boards cannot
issue more shares than authorised without amending the charter (which requires shareholder approval).
So, functionally, the US concept is similar to India’s authorised capital limit. However, there is no
division into authorised/issued in accounting terms as “share capital” — American financial statements
usually refer to “Common stock: $X par value, Y shares authorised, Z shares issued, W shares
outstanding.” The presence of treasury shares (issued but not outstanding) is another nuance in the US:
companies can buy back shares and hold them as treasury stock (which is essentially issued but not
cancelled). In India and UK, typically buyback leads to cancellation of those shares (reducing issued

capital), except in some rare cases of treasury shares arising from mergers.

Thus, India vs UK: India retains authorised capital as a hard cap (like UK pre-2009), whereas UK has
done away with it, viewing it as unnecessary. India vs US: broadly similar in concept (as the US
requires an authorisation in the charter), albeit US companies often authorise a very large number of
shares to avoid frequent amendments (e.g., tech startups commonly authorise 10 million shares even if
they issue only a fraction initially, since there’s little cost difference). One reason UK could abolish
authorised capital is that English law has always required shareholder approval for any new issue (with
or without authorised capital), so the authorised capital was an additional, arguably superfluous, layer of
approval. Indian law historically mirrored that — requiring authorised capital and also requiring
shareholder approval (by ordinary resolution or via rights issue process) for issuance. The removal of
authorised capital in UK places more onus on direct shareholder approval for allotments (which can be

given generally or for specific issues).

Minimum Capital Requirements: In terms of minimum capital, India eliminated the minimum paid-

up capital requirement in 2015%. The UK has no minimum for private companies and no authorised

* supra

% Authorized Shares, Cooley GO (2024).

% CA Viswanathan, What does Authorised Capital and Paid Up Capital mean ? - Virtual Auditor Learning Centre, Virtual
Auditor Learning Centre (2022).
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capital requirement as stated, but it does impose a minimum allotted share capital for public companies
(PLC) of £50,000 (of which at least 25% of each share and any premium must be paid-up before
commencing business as a PLC). This is to ensure a public company (which can offer shares to the
public) has a certain base financial robustness. In India, a public company theoretically can have any
low capital (even X100, although listing requires more). Practically, many Indian public companies
maintain a reasonable equity base due to other regulations, but legally the threshold is gone. The US
generally has no concept of minimum capital — one can incorporate a company with a few hundred
dollars or less; however, some states have franchise taxes linked to either number of authorised shares or

the amount of capital, indirectly nudging companies to not set trivial values if they want to avoid taxes.

Classification: Equity and Preference: All three jurisdictions recognize the distinction between
ordinary (equity/common) stock and preference (preferred) stock. In the UK, the terms used are ordinary
shares and preference shares; in the US, common stock and preferred stock. The rights attached are
conceptually similar: preference shares/stocks get priority dividends and priority in liquidation, typically
at the expense of voting rights.

e Voting Rights: In India, as discussed, preference shareholders generally do not vote except in
special cases’. UK law leaves it to the company’s articles or terms of issue; many UK
companies historically issue preference shares that carry no general voting rights. US practice
similarly: preferred stock usually has no vote except on matters particularly affecting it, unless
specified (and often gains voting rights on certain events, like non-payment of dividends for a
period, analogous to India’s two-year rule, though that rule is statutory in India, while in US it’s
often contractual in the certificate of designation of the preferred stock). So in terms of equity
governance, all jurisdictions align that ordinary shareholders control the company, and preferred
shareholders have limited say.

o Redemption and Perpetuity: A notable difference is in redeemable vs irredeemable preference
shares. India’s law forbids irredeemable preference shares altogether®®. UK law historically
allowed perpetual preference shares (and many old British companies have irredeemable
preference shares that still trade on exchanges as fixed income-like instruments). The UK
Companies Act 2006 does not prohibit irredeemable preferences, it only says a company limited
by shares may issue redeemable shares only if it also has non-redeemable shares in issue (to
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ensure not all shares are redeemable) (CA 2006, s.684). In practice, irredeemable preferences can
exist in UK, though new issues are less common now. The US has no legal restriction on
whether preferred stock can be perpetual or must be redeemable; many US preferred stocks,
especially those issued by banks or REITSs, are perpetual (with the issuer reserving a right to call
them after a certain date). Thus, India is stricter on this count — likely to protect investors from
never getting back their capital and to avoid companies carrying quasi-debt in perpetuity. But
this means Indian companies cannot use perpetual non-redeemable preference shares as a
financing instrument (which elsewhere might count as high-quality equity from a credit
perspective, like bank Tier-1 capital). Instead, Indian banks issue other instruments (like
perpetual bonds) to satisfy such needs.

o Convertible Preferred: All jurisdictions allow convertible preference shares/stock. In India,
these would still be preference shares until conversion, then become equity. In the US,
convertible preferred stock is the standard instrument of venture capital, as noted. There is broad
similarity in how these are treated, though Indian law explicitly classifies them as preference
share capital until conversion (with the rights that entails). One nuance: in the UK, no equivalent
of Section 55 forcing redemption in 20 years exists, so a convertible preference could
theoretically be perpetual (if not converted by choice) — usually they have long-stop dates or are

just irredeemable and convertible.

No Par Value Shares: Another difference is the concept of par (nominal) value. Indian companies must
state a nominal value for shares (e.g., X1, X10, etc.) and cannot issue at a discount to that. UK companies
historically also had par value (and a share premium account for amounts above par). UK law made an
experiment in the past with abolishing par value for certain kinds of companies (like the Companies Act
1985 allowed no-par for non-distributable reserves in reconstructions), but broadly, par value still exists
for shares in the UK. The US, conversely, often issues no-par stock. For example, a Delaware
corporation can designate shares as no-par, in which case the entire amount received goes into stated
capital by default or partly to capital surplus depending on board decisions. Par value in the US if used is
often a token amount (like $0.0001 per share) just to satisfy old legal requirements and to minimize
franchise tax in some states that calculate tax on par value/number of shares (Delaware franchise tax has
two methods, one based on share count and one on a combination of shares and assets)®. The difference

% How to Calculate Franchise Taxes - Division of Corporations - State of Delaware, Division of Corporations - State of
Delaware (2021).
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affects accounting presentation but not the economic rights; however, issuing shares below par is illegal
in par value regimes (including India/UK), whereas in no-par regimes, that issue doesn’t arise — shares
can be issued at any price. India’s strict rule against issuing below par (Section 53 of the 2013 Act,
except sweat equity) has occasionally constrained companies from equity restructuring; for example,
distressed companies cannot issue fresh equity at a price lower than the face value to reflect their true
low market value unless they do a formal capital reduction to reduce face value first.

Share Premium and Reserves: Internationally, what India calls securities premium is analogous to
share premium in the UK or additional paid-in capital in the US. All jurisdictions restrict the use of this
reserve: India’s Section 52 lists permissible uses (e.g., write-off expenses, issue bonus shares, etc.),
UK’s law had similar restrictions historically (under capital maintenance doctrine), and in the US, state
laws usually allow quite a bit of flexibility to use capital surplus but maintain a notion of solvency tests
for distributions. The concept of capital maintenance (that paid-up capital is sacrosanct for creditor
protection) is a stronger principle in UK/Indian law than in the US. UK/Indian law traditionally did not
allow reduction of share capital or return of capital to shareholders without special procedures/court
approval due to creditor protection (this stems from the landmark decision in Trevor v Whitworth (1887)
which is the origin of capital maintenance doctrine). The US has generally been more flexible: many
states allow share repurchases or capital reductions as long as certain solvency or surplus tests are met,
without court approvals. India still requires a regulated process (Section 66, requiring tribunal approval
and creditor consent process) for reducing paid-up capital. Buybacks are allowed (Section 68) up to
certain limits and with solvency declaration, somewhat akin to US flexibility but still with conditions
(e.g., 25% of total paid-up capital and free reserves limit, etc.).

Outstanding vs Issued Shares: In Indian and UK contexts, once shares are issued, typically they
remain outstanding unless cancelled. Treasury shares concept is not prevalent (UK abolished holding
treasury shares until it was reintroduced in a limited way in 2003; India generally requires cancellation
on buyback, though in mergers, shares of a company in itself can end up with it and those are usually
cancelled or held in trust). The US explicitly recognizes that a corporation can issue shares and later
hold some of them as treasury (issued but not considered in earnings per share or dividends since they
are not outstanding). This mainly matters for how companies manage equity. For example, a US
company doing a buyback can keep shares in treasury and re-issue them for employee stock options,

whereas an Indian company would likely just issue new shares for ESOP and had to cancel any bought
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back shares. However, recent changes allowed Indian companies to hold bought-back shares in a special

account for a limited time before extinguishment, but generally not re-issue them.

Preference Shares and Insolvency Priority: In all jurisdictions, in liquidation, preference shareholders
rank after all creditors (secured and unsecured) and just before equity shareholders. That is consistent.
However, under the US Bankruptcy Code, equity (including preferred equity) typically gets nothing
unless creditors are fully paid (absolute priority rule). Under UK insolvency law, similarly, shareholders
(preference included) rarely get anything unless all creditor claims including statutory interest are
satisfied. Indian insolvency (IBC) follows similarly. Thus, preference shares are clearly part of
shareholders’ funds, not debt, in legal ranking. But as noted earlier, if an Indian preference share is not
redeemed when due, the holder might sue or trigger insolvency as a creditor after that date — that’s
somewhat unique to India’s approach of having defined redemption dates and the IBC definition of
financial debt possibly encompassing such dues.

Regulatory Considerations: Certain regulatory frameworks treat share capital elements differently. For
instance, bank capital regulations (Basel norms) classify instruments into Tier 1 equity (common
equity), Additional Tier 1 (which can include perpetual preference shares if available; in India, banks
have issued perpetual bonds instead due to unavailability of perpetual prefs), and Tier 2 (which could
include long-term redeemable prefs). In the US and UK, banks and certain financial institutions do use
preferred stock as part of their capital structure for regulatory capital. Indian companies, as noted, are
constrained to 20-year redeemables, which is a shorter horizon.

Employee Ownership and Share Capital: All jurisdictions have mechanisms for employees to own
share capital (ESOPs, etc.). One point of difference: in some countries, companies can issue shares at
discount to employees or as sweat equity without too onerous procedures. India allows sweat equity
shares to be issued at discount for know-how or value addition, and ESOPs at discount or face value are
allowed since effectively the exercise below market price is a compensation expense. These are special
cases of share issue not strictly at full market price.

Public Markets and Share Capital: On stock exchanges, the concept of market capitalization is simply
the number of outstanding shares times market price. A comparison is that in the US, many companies
have dual-class equity (like Class A and B shares with different voting rights). India also allows
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differential voting rights shares (with conditions)'®

, and a few companies (like Tata Motors, initially;
more recently, tech companies after SEBI rule changes) have used this. UK has been more traditional
(one share one vote was a norm for premium listings, though they recently eased rules to attract tech

dual-class IPOs). These are variations within equity capital classification.

In summary, India’s share capital regime is quite robust and detailed, reflecting its English common

law roots with some unique Indian innovations (like mandatory redemption of prefs). Key similarities:

o Clear split between equity (ordinary) and preference capital, with preference being non-voting in
general — common to UK/US.

o Emphasis on capital maintenance — shared with UK, more rigid than US.

o Use of concepts like authorised capital and par value — shared historically with UK (though UK
removed authorised concept), whereas US partially uses these (par concept exists but often
nominal; authorised shares required in charter).

e The need for shareholder approval for new shares — present in all, but structured differently
(India via authorised capital and rights issues; UK via statutory pre-emption rights and required
allotment authority; US via stock exchange rules or board authority within charter limits).

Deviations:

« India’s persistence with authorised capital vs UK’s abolition.

« India’s prohibition of perpetual preference shares vs allowance in UK/US.

o Differences in how capital reduction and buybacks are processed (court approval vs solvency
test).

e US companies’ ability to have treasury stock (which is somewhat foreign to Indian concept
except in limited forms).

e The accounting classification differences under IFRS as mentioned — e.g., certain UK/Indian
companies under IFRS might classify redeemable prefs as liabilities, whereas US GAAP has its
own rules (often putting redeemable preferred in a mezzanine category between debt and equity

on the balance sheet).

100 id
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Despite these differences, the core notion remains that share capital is a measure of owners’ investment
and is separated into categories to ensure clarity on who gets what and when. The global trend,
especially reflected by the UK reforms, is toward simplification (e.g., no authorised capital) and
allowing more flexibility (no par value, etc.), whereas India has moved gradually, removing some

burdens (min capital) but keeping many traditional structures in place for now.

Conclusion

The classifications of share capital under Indian law — authorised, issued, subscribed, called-up, paid-up,
equity share capital, and preference share capital — form a fundamental part of the corporate legal and
financial framework. This exploration has elucidated the legal definitions of each category as provided
in the Companies Act, 2013, and examined how each functions within the broader corporate structure.
Under Indian law, these definitions are precise: authorised capital sets an upper bound on a company’s
issuable shares*™; issued and subscribed capital denote the extent of shares actually offered and taken
up'® : called-up and paid-up capital reflect the realization of shareholder commitments in the company’s
coffers'® . Equity share capital and preference share capital, the two limbs of share class categorization,
delineate the rights of ordinary shareholders versus those with preferential rights'®.

From a legal standpoint, these distinctions ensure clarity in governance and compliance. They
determine voting rights (equity generally voting, preference generally non-voting except in special
cases'® ), dividend entitlements (preference before equity), and rights in liquidation (preference capital
repaid prior to equity)'®®. Case law has reinforced these principles, emphasizing that a share is a bundle

of rights*®”’

, and that preference shareholders, while having priority in income and capital, remain in
essence investors at risk, not creditors, until their capital becomes payable'®. The Companies Act’s
requirements on how share capital can be altered — whether increased, reduced, or reclassified — protect

both shareholders and creditors, maintaining corporate capital integrity.

101 CA Viswanathan, What does Authorised Capital and Paid Up Capital mean ? - Virtual Auditor Learning Centre, Virtual
Auditor Learning Centre (2022).
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From a financial perspective, each classification carries implications for a company’s strategy and
health. Authorised capital represents potential financing capacity; paid-up capital represents realized
long-term funding and the equity cushion for creditors. The use of partly-paid shares and calls allows
financing flexibility, as seen in prominent corporate actions’®. Equity capital drives ownership and
bears residual risk and reward, whereas preference capital can be a tool for raising funds without
diluting control but introduces fixed obligations. A sound capital structure often involves a judicious
balance: enough equity to absorb shocks, perhaps some preference capital or other quasi-equity to
optimize capital cost, and adherence to a level of authorised capital that will not hinder future expansion.
Companies must navigate regulations (such as those on pre-emptive rights, buyback limits, and
redemption conditions) in deploying these instruments, and align them with business needs.

The practical relevance of these share capital categories is evident throughout a company’s life cycle.
During formation, promoters decide how much capital to commit and how to split it among themselves
(initial subscribed and paid-up capital). During growth, they may bring in new investors — raising issued
capital — and possibly create new classes of shares (preference or differential voting rights shares) to suit
investment terms. In raising public capital, understanding minimum subscription (90% rule)**°, and the
relationship between issued and subscribed capital is critical to avoid failed issues. For corporate
decisions like mergers or major investments, the quantum of paid-up capital and reserves can limit or
empower the company’s leveraging capacity. Shareholder rights — such as the ability to call general
meetings or propose resolutions — sometimes tie to a percentage of issued or paid-up capital (for
example, holding 10% of the paid-up voting capital gives members the right to requisition an
extraordinary general meeting under Indian law). Thus, these classifications play into control dynamics

as well.

The judicial landscape has generally been supportive of the statutory framework, stepping in to address
conflicts (like unfair allotment of shares, or disputes on conversion of preference shares) and
interpreting ambiguous situations (as in the insolvency context for preference shares). Courts have
repeatedly underscored principles like capital maintenance and fairness among classes, ensuring that, for
instance, preference shareholders cannot be given an undue advantage beyond their contract, nor equity
shareholders unjustly deprived of residual claims.

109 id
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In comparative terms, India’s framework shares many common threads with global norms —
distinguishing common and preferred equity, requiring shareholder consent for dilutive actions, etc. —
but also retains distinctive features like the authorised capital requirement and a strict stance on
redeemability of preferences. The trends in the UK and US suggest a move towards greater flexibility
(no authorised capital, allowance of no-par shares, etc.), which India may consider over time to simplify
corporate processes. Yet, India’s conservatism also serves the purpose of protecting stakeholders: for
example, authorised capital, albeit sometimes seen as redundant, does force companies to contemplate a
cap and possibly check reckless issuance, and the bar on perpetual preference shares prevents companies
from locking in investors indefinitely. The comparative view thus highlights that while the economic

essence of share capital is universal, the legal scaffolding around it can vary, each with its pros and cons.

In conclusion, the various classifications of share capital in Indian law form an interconnected system
that governs how companies raise, retain, and manage equity funds. They provide a clear roadmap for
corporate financing: from the potential indicated by authorised capital, through the act of issuance and
subscription, to the fulfillment of capital through calls and payment, and into the categorization of rights
via equity or preference. Each step and type has legal safeguards and financial consequences. Mastery of
these concepts is essential for corporate professionals and investors alike — for compliance with the
Companies Act, for designing capital structures that meet business objectives, and for safeguarding the
rights and expectations of those who invest in companies. An analytical exploration such as this reveals
that what might initially appear to be formalistic distinctions (authorized vs issued, or equity vs
preference) are in fact pivotal to the legal robustness and financial soundness of corporate entities. As
India continues to develop its corporate laws in tandem with global practices, these classifications will
remain cornerstones, adapting in form perhaps, but always central in function: to mediate the
relationship between a company and its shareholders, and by extension, between the company and its

capacity to grow and thrive using invested capital.
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