
Capital is life blood of any business concern and no business concern can run 
without capital. Capital refers to the amount invested in a business organisation 
by its owners. It is also used to refer to the interest of owners in the assets of a 
business organisation. 
 
Share Capital: Capital of the company is divided into a numbers of small units 
of a fixed amount and each such unit is called a share. Hence, the capital of 
the company is called share capital. The fixed value of a share is called nominal 
or face value of the share. Company can issue shares at face value (at par) or 
priced more than face value (with premium) or less than face value (at discount). 

Prof. Anil Kumar Mahto, Department of Commerce, J. N. College, Madhubani 



 Types of Share Capital: Share capital of a company is divided into following categories: 
 
1. Authorised Share Capital or Nominal Capital: A company estimates its maximum capital 
requirements. This amount of capital is mentioned in 'Capital Clause' of the 'MOA registered 
with the Registrar of Companies. It puts a limit on the amount of capital, which a company 
is authorised to raise during its lifetime and is called 'Authorised Capital'. 
2. Issued Share Capital: A company need not issue total authorised capital. Whatever 
portion of the share capital is issued in cash or consideration by the company, it is called 
'Issued Capital'. The remaining  portion of the authorised capital which is not issued either 
in cash or consideration may be  termed as 'Un-issued Capital'. 
3. Subscribed Share Capital: It is that part of the issued share capital, which is subscribed 
by the public and allotted by the company. 
4. Called-up Share Capital: Companies generally receive the issue price of shares in 
installments. The portion of the issue price of shares which a company has demanded or 
called from shareholders is known as 'Called-up Capital' and the balance, which the 
company has decided to demand in future may be referred to as Uncalled Capital.  
5. Paid-up Share Capital: It is the portion of called up capital which is paid by the 
shareholders. Whenever a particular amount is called by the company and the 
shareholder(s) fails to pay the amount fully or partially, it is known as 'unpaid calls' or Calls 
in Arrears. 
6. Reserve Share Capital: As per Section 65 of the Companies Act, 2013, a Company may 
decide by passing a resolution that a certain portion of its subscribed uncalled capital shall 
not be called up except in the event of winding up of the company. Portion of the uncalled 
capital which a company has decided to call only in case of liquidation of the company is 
called Reserve Capital. 
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 Types of Share: Share issued by a company can be divided into following categories- 
 
1. Preference Shares: According to Section 43 of the Companies Act, 2013, Preference 
shares are those shares on which there is some preferential rights. Preference shareholders, 
are assured of a preferential dividend at a fixed rate during the life of the company. They 
also carry a preferential right over other shareholders to be paid first in case of winding up 
of the company. Thus, they enjoy preferential rights in the matter of Payment of dividend 
and repayment of capital. Holders of these shares do not get voting rights. Companies use 
this mode of financing as It is cheaper than raising debt. Dividend is generally cumulative in 
nature and need not be paid every year in case of deficiency of profits. The terms of 
preference shares either defined in AOA or in the prospectus of the company. 
 
Types of Preference Shares: Preference shares can be of various types as follows-  
(i) Cumulative Preference Shares: A cumulative preference share is one that carries 
dividend at a fixed rate. Such a dividend is payable even out of future profit if current 
year's profits are insufficient for the purpose. This means that dividend on these shares 
accumulates unless It is paid in full and, therefore, the shares are called Cumulative 
Preference Shares. The arrears of dividend are then shown in the balance  sheet as a 
contingent liability. In India, a preference share is considered cumulative unless otherwise 
stated. In case, the dividend remains in arrears for a period of not less than two years, 
holders of such shares will be entitled to take part and vote on every resolution on every 
matter in the general body meeting of the shareholders. 
(ii) Non-cumulative Preference Shares: A non-cumulative preference share carries the right 
to a fixed amount of dividend. In case no dividend is declared in a year due to any reason, 
the right to receive such dividend for that year expires. It implies that holder of such a 
share is not entitled to arrears of dividend in future.  
 

Prof. Anil Kumar Mahto, Department of Commerce, J. N. College, Madhubani 



(iii) Participating Preference Shares: Notwithstanding the right to a fixed dividend, 
participating preference share confers on the holder the right to participate in the surplus 
profits, if any, after the equity shareholders have been paid dividend at a stipulated rate. 
Similarly, in the event of winding up of the company, this type of share carries the right to 
receive a pre-determined proportion of surplus as well once the equity shareholders have 
been paid off. 
(iv) Non-participating Preference Shares: A share on which only a fixed rate of dividend is 
paid every year, without any accompanying additional rights in profits and in the surplus on 
winding-up, is called 'Non-participating Preference Shares. 
(v) Redeemable Preference Shares: These are shares, that a company may issue on the 
condition that the company will repay after the fixed period or even earlier at company's 
discretion. The repayment on these shares is called redemption and is governed by Section 
55 of the Companies Act, 2013.  
(vi) Non-redeemable Preference Shares: The preference shares, which do not carry with 
them the arrangement regarding redemption, are called Non-redeemable Preference Shares. 
According to Section 55, no company limited by shares shall issue irredeemable preference 
shares or preference shares redeemable after the expiry of 20 years from the date of issue. 
However a company may issue preference shares redeemable after 20 years for such 
infrastructure projects as may be specified, under  the Companies Act, 2013. 
(vii) Convertible Preference Shares: Those preference shares give the right to the holder to 
get them converted into equity shares at their option according to the terms and conditions 
of their issue are called Convertible Preference Shares. 
(viii) Non-convertible Preference Shares: When the holder of a preference share has not  
been conferred the right to get his holding converted into equity share, it is called Non-
convertible Preference Shares. Preference shares are non-convertible unless otherwise 
stated. 
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2. Equity Shares: Equity shares are those shares, which are not preference shares. It 
means that they do not enjoy any preferential rights in the matter of payment of dividend or 
repayment of capital. The rate of dividend on equity shares is recommended by the Board 
of Directors and may vary from year to year. Rate of dividend depends upon the dividend 
policy and the availability of profits after satisfying the rights of preference shareholders. 
These shares carry voting rights. Companies Act, 2013 permits issue of equity share capital 
with differential rights as to dividend, voting or otherwise in accordance with prescribed 
rules. The shares can be issued by a company either for cash or for consideration other 
than cash. 
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