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OBJECTIVES

After studying this module, you shall be able to
● Know the meaning and nature of share
● Understand kinds of shares
● Learn the meaning of allotment of shares
● Identify the general principles and statutory provisions of allotment of shares

9.1

INTRODUCTION

Share capital of a company is divided into units. Each unit is called share. That means
share is a fractional part of the capital of the company. There are different kinds of
shares. The Board of Directors of a company has the power to issue shares
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9.2

SHARE CAPITAL

Share capital refers to the funds that a company raises in exchange for issuing an
ownership interest in the company in the form of shares. The capital of a company is
divided into a number of small parts known as shares. A company's share capital is the
money that shareholders invest in order to start or expand the business. Share capital is
owned capital of the company, since it is the money of the shareholders and the
shareholders are the owners of the company. The total share capital is divided into
small parts and each part is called a share. Share is the smallest part of the total capital
of a company.
● Authorized capital: It is the maximum amount of capital which a company can
collect or raise by selling its shares to the general public. Authorized capital is
known as nominal capital or registered capital. The capital with which a
company is registered is known as its authorized capital.
● Issued capital: It is that part of the authorized capital which is actually issued
to the general public. It is that part of share capital which is sold to the investors.
In other words, the shares allotted or subsequently held by the shareholders are
called the issued capital.
● Unissued capital: It is that part of the authorized capital which is not being
issued to the general public. Stock that a publicly-traded company is authorized
to issue but has not issued. Unissued share capital is that part of authorized share
capital which has not been issued by a company for subscription.
● Subscribed capital: It is that part of the issued capital which is actually
subscribed by the general public. Subscribed share capital is that part of issued
share capital for which company has positively received subscription from
investors.
● Unsubscribed capital: It is that part of the issued capital which is not
subscribed by the general public. Unsubscribed Share Capital means a
remaining portion of issued share capital which is not subscribed by the public.
● Called up capital: It is that part of the subscribed capital which is actually
called up by the company. The amount of a company's capital which has been
paid for by people who have bought shares, or for which the company is asking
payment.
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● Uncalled up capital: It is that part of the subscribed capital which is not being
called up by the company. It may be called up as and when the company needs
funds. It is that part of subscribed share capital which has not been called for
payment by a company. A company calls for only a part of share's price at the
time of allotment.
● Reserve capital: It is that part of authorized capital that has not been called up
and therefore is available for drawing in case of a need. Reserve capital is that
part of the uncalled capital which is reserved to be called up only at the time of
winding up or liquidation of the company. It cannot be called during the lifetime
of a company
● Paid up capital: It is that part of the called up capital which is actually paid
up by the shareholders. It is the amount that has been received by the company
through the issue of shares to the shareholders. In other words the money
injected into the firm by the shareholders is called the paid-up capital.
● Unpaid up capital: It is that part of the called up capital which is not being
paid by the shareholders. It is otherwise known as Calls in Arrears.
9.3

MEANING AND NATURE OF SHARE

The Companies Act defines a share as “a share in the share capital of a company and
includes stock” [Sec. 2 (84)]. A share is the interest of a shareholder in the company
measured by a sum of money, for the purpose of liability and interest thereto and also
consists of a series of mutual covenants entered into by all the shareholders inter se in
accordance with the provisions of the Companies Act and the Articles of Association.
A person holding a share is entitled to enjoy not only the contractual rights but also
those rights, which have been given to him by the Companies Act. It secures to its
owner the right to receive a proportionate part of the profits, if any, and proportionate
part of the assets of the company upon liquidation. On the other hand the shareholder
may also be required to pay the full value (amount unpaid on a share held by him) on
winding up. Shares or other interest of any member in a company is movable property,
transferable in the manner provided by the articles of the company. Each share in a
company having a share capital is distinguished by its appropriate number, called
distinctive number unless the shares held are with a depository in a demat form (Section
45). A share cannot be further subdivided. Directors have the power to issue shares on
behalf of a company subject to the provisions of the Articles of Association. They must,
however, use this power bona fide for the benefit of the company.
9.4

SHARE VS STOCK
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● A share may not be fully paid up, but a stock is always fully paid up.
● A share has a nominal value, whereas a stock has no nominal value.
● A share cannot be transferred in small fractions, while a stock can be transferred in
any fractions.
● All shares bear distinctive numbers (except when held in demat form), while stocks
disclose the consolidated value of the share capital. Fractions of the stock do not
bear any number.
● All shares are of equal denomination. Stock may be of unequal amounts.
● Unlike shares, stock cannot be directly issued in the first instance. Only fully paid
up shares can be converted into stock.
9.5

KINDS OF SHARES

As per section 43 of the Companies Act 2013, a company limited by shares (both public
company and private company) may issue following kinds of shares:
● Preference Shares
● Equity Shares
● Equity Shares with Differential Rights
● Sweat Equity Shares
9.5.1 Preference Shares:
Preference shares, with reference to any company limited by shares, are those which
carry the following preferential rights over other classes of shares: (a) a preferential
right in respect of a fixed dividend. It may consist of a fixed amount or a fixed rate, (b)
a preferential right as to repayment of capital in the case of the winding up of the
company in priority to other classes of shares. “Preference shares are of different types:
● Cumulative preference shares: A cumulative preference share has a right to
claim the fixed dividend of the current year out of future profits. The dividend,
in these shares, accumulates unless paid. The accumulated arrears of dividend
is to be paid before anything is paid out of the profits to the holders of any other
class of shares. If a company is unable to earn sufficient profits in any year to
pay dividend on preference shares, the deficiency is made good out of the
profits of the subsequent years. Preference shares are always cumulative unless
otherwise expressly stated in the Articles of Association.
● Non-cumulative preference shares: Dividend on non-cumulative preference
shares can be paid only out of the profits of that very year, and is not allowed
to accumulate to be paid out of the profits of the future years. The right to claim
dividend will lapse if there is no profit in a particular year.
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● Participating preference shares: Besides a fixed rate of dividend, the holders
of these shares are also entitled to participate with the equity shareholders in the
surplus profits which remain after paying dividends to equity shareholders up
to a certain limit. They may also be entitled to get a share in the surplus assets
of the company on its winding up. Unless expressly provided in the articles,
preference shares shall be presumed to be non-participating.
● Non-participating preference shares: The holders of these shares are entitled
only to a fixed rate of dividend and do not share in the surplus profits. The
whole of the surplus profits will, thus, go to the equity shareholders.
● Convertible preference shares: The holders of the shares have a right to get
converted their preference shares into equity shares within a certain period.
● Non-convertible preference shares: These preference shares do not carry the
right of conversion into equity shares.
● Redeemable preference shares: Shares which can be redeemed after a fixed
period or after giving a certain notice at any time at the will of the company out
of the profits of the company or the sale proceeds of the new shares are called
redeemable shares.
● Irredeemable preference shares: They are of the nature of a permanent and
perpetual liability which cannot be redeemed during the lifetime of the
company. The Companies Act does not permit a company to issue any
preference shares which are irredeemable or redeemable after 20 years from the
date of the issue.
9.5.2 Equity Shares:
Equity Shareholders are the real owners of the business. Equity shares are also called
as ordinary shares. Equity shares are permanent in nature. Equity shareholders are the
actual owners of the company and they bear the highest risk. The ownership of equity
shares can be transferred with or without consideration to other person. Dividend
payable to equity shareholders is an appropriation of profit, so they do not get fixed
rate of dividend.
Features of Equity Shares:
➔ The equity share capital remains permanent with the company.
➔ Equity shareholders have voting rights in electing the management of the
company.
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➔ The rate of dividend of equity capital depends upon the avail
Equity Shares with differential Rights:
As per the Companies (Issue of Share Capital with Differential Voting Rights) Rules,
2001, a company limited by shares may issue shares with differential rights as to
dividend, voting or otherwise subject to the following rules:
(1) The articles of association of the company authorize the issue of these shares.
(2) A company is allowed to issue equity shares with differential rights only to the
extent of 25% of the total issued share capital.
(3) Approval of the shareholders is obtained by passing of an ordinary resolution
at the general meeting. A listed public company is required to pass the
resolution through postal ballot.
(4) The company has distributable profits in terms of section 205 of the Companies
Act, for the 3 financial years preceding the year in which it was decided to issue
such shares;
(5) The Company has not defaulted in filing annual accounts and annual returns,
for the 3 financial years preceding the year in which it was decided to issue such
shares; and
(6) The company did not fail to repay its deposits or interest thereon on the due
date or redeem its debentures on the due date or pay dividends.
(7) The company has not been convicted of an offence under the SEBI Act,
Securities Contracts (Regulation) Act or the FEMA Act.
(8) The company has not defaulted in meeting investors’ grievances.
(9) A person holding any equity shares with differential voting rights shall be
entitled to bonus shares, right shares of the same class.
(10) A register of members with all relevant particulars of the shares so issued and
the shareholders should be maintained.
9.6

ALLOTMENT OF SHARES
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Prospectus issued by a company is an invitation to the public to make offer (i.e. to
apply) for the company’s shares. Application for shares is the offer from the applicant
to purchase shares. An application for shares does not give rise to a binding contractual
obligation between the company and the applicant because it is offered in response to
an invitation to the public by the company to subscribe for securities. Allotment of
shares is acceptance by the company of the offer. The communication of acceptance of
this offer by an allotment order or notice gives rise to a valid contract between both the
parties - the company and the shareholder. Allotment means “the appropriation out of
the previously inappropriate share capital of the company”. Allotment is the acceptance
by the company of the offer to take up shares. Allotment of shares is usually done by a
resolution of the board of directors.
Allotment of shares is a contract between the company and the person to whom the
shares are allotted (allottee). The allotment to be valid must comply with the following
general principles regarding allotment:
1. Allotment should be made by proper authority. The duty of allotting shares
is of the board of directors of the company. The board should pass a
resolution of allotment at its meeting.
2. It should be made within a reasonable time. Allotment must be made within
a reasonable period of time otherwise the offer or may refuse to take the
shares. What is ‘reasonable time’ is a question of fact in each case.
3. It must be communicated. There can be no binding contract unless
acceptance to the offer is properly communicated to the applicant. Posting
of a properly addressed letter of allotment will be taken as a valid
communication even if it is delayed or lost in the course of transit
It should be absolute and unconditional. Allotment must be absolute, unconditional and
must conform to the terms and conditions of the application, otherwise the applicant
will not be bound by the allotment.
Statutory Provisions for Allotment of Shares:
Company Law does not impose any restrictions upon a private company to allot its
shares. But a public company offering shares or debentures to the public for
subscription cannot proceed to make a valid allotment unless it complies with the
requirements of Sections 39-40 of the Companies Act 2013.
● Minimum Subscription (Sec 39(1)): A company cannot allot securities to the
public unless the amount stated in the prospectus as the minimum amount has
7

been subscribed and the sums payable on application for the amount stated have
been received by the company by cheque or other instrument.
● Application Money (Sec 39 (2)): A sum of at least 5% of the nominal value of
shares must have been received in cash by the company as application money
or as may be specified by the Securities and Exchange Board by making
regulations in this behalf.
● Money to be kept in a scheduled bank(Section 40(3)) : All application money
received from the public for subscription to the securities shall be kept in a
separate bank account in a scheduled bank and shall be utilized only for— (a)
for adjustment against allotment of securities where the securities have been
permitted to be dealt with in the stock exchanges specified in the prospectus; or
(b) for the repayment of monies received from applicants within the time
specified by the Securities and Exchange Board, where the company is for any
other reason unable to allot securities.
● Return of Application Money (Sec 39(3)): If the stated minimum amount has
not been subscribed and the sum payable on application is not received within
a period of thirty days from the date of issue of the prospectus, the amount
received from applicants shall be returned within such time and manner as may
be prescribed.
● Return of Allotment (Sec 39 (4)): Whenever a company having a share capital
makes any allotment of securities, it shall file with the Registrar a return of
allotment in such manner as may be prescribed. The return of allotment should
state the number and nominal amount of the shares comprised in the allotment,
the names, addresses and occupations of the allottees, and the amount, if any,
paid or due or payable on each share.
● Penalty: In case of any default, the company and its officer who is in default
shall be liable to a penalty, for each default, of one thousand rupees for each
day during which such default continues or one lakh rupees, whichever is less.
● Securities to be dealt with in stock exchanges( Section 40)
➔ Application to recognized stock exchange: Every company making
public offer shall, before making such offer, should make an application
to one or more recognized stock exchanges and obtain permission for
the securities to be dealt with in such stock exchanges.
➔ Names of stock exchange to be stated in Prospectus: Where a prospectus
states that an application to a stock exchange has been made, such
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prospectus shall also state the name or names of the stock exchange in
which the securities shall be dealt with.
➔ Any conditions purporting to require or bind any applicant for securities
to waive compliance with any of the requirements of section 40 shall be
void.
➔ Penalty: If a default is made in complying with the provisions of this
section, the company shall be punishable with a fine which shall not be
less than five lakh rupees but which may extend to fifty lakh rupees and
every officer of the company who is in default shall be punishable with
imprisonment for a term which may extend to one year or with fine
which shall not be less than fifty thousand rupees but which may extend
to three lakh rupees, or with bot
9.7

FORFEITURE OF SHARES:

Cancellation of allotment to defaulting shareholders is termed as forfeiture of shares.
Shares are generally forfeited on the basis of the procedure written in the articles of
association. Forfeiture takes place when the shareholder makes default in payment at
the time of allotment or call. SEBI guidelines state that the shareholders are required to
pay their subscription within 12 months from the date of allotment. Hence the
subscription money paid is forfeited.
Conditions for Forfeiture of shares:
A company can forfeit its shares only when the following conditions are satisfied:
● Authority to Forfeit: The power to forfeit must be expressly given in the
Articles. Accordingly, if no power is given in the Articles, no forfeiture can be
made.
● Default in Payment of Calls: The shares can be forfeited only for the nonpayment of calls and not for the default in payment of any other debts.
● In Accordance with the Articles: Forfeiture shall be valid only when the
provisions of the Articles are strictly complied with. Even a slight deviation
from the provisions shall render the forfeiture invalid.
● Bonafide and for the Benefit of the Company: The right to forfeit shares is
in the nature of trust and so it can be exercised bonafide and only for the benefit
of the company. The power cannot be exercised hasty or for private ends.
● Board Resolutions: Forfeiture will be affected only by means of a Board
resolution.
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● Notice to Defaulting Shareholder: Notice precedent to forfeiture must be
given to the defaulting shareholder. In the matter of forfeiture of shares,
technicalities must be strictly observed.
Procedure of Forfeiture of shares
The following procedure must be followed for forfeiture of shares:
● The secretary shall prepare a list of defaulters i.e., the list of members who have
not paid the call money up to the last date, and place it before the Board of
Directors for necessary action.
● The Board of Directors then passes a resolution instructing the secretary to send
call notices to such defaulters.
● As per Board’s resolution, the secretary dispatches the notices under registered
post to the defaulting shareholders asking them to pay the call dues within 14
days with interest at a specified rate.
● If any defaulting member does not comply with the requirements of such notice,
a second warning notice may be sent stating that if the call money is not
received within 14 days from the date of the notice, the forfeiture of shares will
follow.
● If this notice also proven ineffective, the secretary convenes a meeting of the
Board of Directors and places the facts before it. The Board then passes a formal
resolution to forfeit the shares.
9.8

SHARE CERTIFICATE

A share Certificate refers to a document which is issued by a company evidencing that
a person named in such certificate is the owner of the shares of Company as stated in
the share certificate.
Every share certificate issued in India should contain the below mentioned:
● Name of issuing Company
● CIN no. (Corporate Identification Number) of such Company
● Address of the company’s registered office
● Name of owners of such shares
● Folio number of members
● Number of shares which is represented by such share certificate
● An amount which is paid on such shares
● Distinct number of the shares
9.9

DEMAT SYSTEM

A Demat account is an account to hold financial securities in electronic form. A Demat
account (short for Dematerialized account) is an account to hold financial securities
10

(equity or debt) in electronic form. In India Demat accounts are maintained by two
depository organisations, NSDL (National Securities Depository Limited) and CDSL
(Central Depository Services Limited).
Demat account functions like a bank account where your bank balance is a mere entry
in the bank passbook and you do not hold the cash physically. Securities too are held
in an electronic form (dematerialized form), in a similar manner and debited or credited
One of the biggest benefits of demat account is that it allows traders and investors to
hold their shares and securities in electronic format. This makes the entire process of
trading, investing, holding and monitoring shares and securities much faster, easier,
cost-efficient and convenient.
Demat Advantages
● The biggest benefit is that you do not need to hold securities in physical form
rather they are kept in electronic form and therefore the risks of losing shares
due to theft, fire, flood and earthquake are eliminated.

● One can have instant transfer of stocks from one account to another and
therefore the whole process of buying and selling becomes fast which in turn
increases the efficiency and effectiveness of the stock market as a whole.

● Since they are hold in electronic form there is no stamp duty on transfer of
securities which reduces the transaction costs associated with buying and
selling of shares.

● Demat account is not only for equity shares but you can keep mutual funds,
gold exchange traded fund, preference shares in it which makes it easier for
individuals to keep track of their investments as they do not have to check
several account, they just have to check their demat account for knowing about
their portfolio.

● An individual having demat account can even trade for 1 share also which was
not the case when you hold them in paper form.
Demat Disadvantages
● The biggest limitation is that in order to have a demat account one needs to be
internet savvy and therefore people who are not that literate with internet will
find it hard to operate their demat account and therefore they tell their brokers
or sub brokers to transact on behalf of them which sometimes lead to fraud and
mismanagement of funds by the sub brokers.
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● Another limitation is that since stocks are dematerialised individuals tend to
keep looking at the stock price more often than they would have if stocks were
in paper form and therefore they end up doing trading instead of investment,
however this limitation is not of demat account but of individuals as they are
not patient enough still many people blame it on demat account when they are
asked why they are in a hurry to sell shares.
Steps of Opening a Demat Account.
● Firstly choose a Depository Participant (DP) with whom you would like to open
a Demat Account.
● Afterwards, fill an account opening form and attach a passport-sized
photograph along with photocopies of the required documents stating proof of
address and identity. You should have a PAN card unless otherwise exempted.
Remember to carry the original documents along for verification.
● The DP will give you a copy of the rules and regulations, the terms of the
agreement and necessary charges that you need to pay.
● During an In-Person Verification, a representative of the DP would contact you
to verify the details provided in the account opening form.
● After processing of the application, you will get an account number/ client ID
from the DP. These details will be required to access Demat Account online.
● When you become a demat account holder, you would be required to pay an
annual maintenance fee for maintenance of your account. Additionally, you
would be charged a transaction fee for conducting buying/selling transaction
via the Demat Account. In case your shares are in physical form, the DP may
charge you a separate fee for dematerialisation of shares.
● You can open a Demat Account without having any shareholdings. Moreover,
there’s no mandate to maintain a minimum balance.
9.10

CAPITAL REDUCTION

Reduction of share capital means reduction off issued subscribed and aid up share
capital. It is the process of decreasing company’s shareholders equity by cancellations
of shares. The Company can reduce the share capital by reducing the liability of the
shares; cancel any paid up share capital which can be unrepresented by the available
assets.
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Capital Reduction account is a temporary account opened in order to carry out the
internal reconstruction. It represents the sacrifice made by the shareholders, debenture
holders and creditors.

Need for Reduction:
● Returning of surplus to shareholders
● Limiting losses by payment of dividend
● Simplify the structure of capital
When the company makes losses, the financial position does not present a true and fair
picture of the company.
9.11

ESOP: EMPLOYEE STOCK OWNERSHIP PLAN

ESOPs are Employee Stock Option Plans – few call them Employee Stock Ownership
Plans in India. When an employee gets ESOPs from the company where he/she works,
he/she gets the right to purchase a certain number of shares in the company at a
predetermined price after a predetermined period or periods. An ESOP is a kind of
employee benefit plan, similar in some ways to a profit-sharing plan. In an ESOP, a
company sets up a trust fund, into which it contributes new shares of its own stock or
cash to buy existing shares. Shares in the trust are allocated to individual employee
accounts.
ESOPs are given by the companies to the employees thereby, giving them the following
rights:
● Right to purchase a certain number of shares in the company-at a
predetermined price after a predetermined period.
● It helps the employer to retain the company and assure a good level of
performance in the work.
Advantages of ESOPs:
● Aligning the interest of the managers with those of the owners.
● It is a non-cash compensation tool to compete for the best human resources.
● It gives an opportunity to cooperate to pay without a reduction in book
profits
● Sense of Ownership and Belongingness amongst the Employees.
● Lower Attrition Rates.
● Boosted Morale of Employees.
● Greater Effort on the Part of Employees.
● More Equitable Distribution of Profits.
13

9.12

LET’S SUM UP

Share is a fractional part of the capital of the company.
 Share includes stock. Stock is the aggregate consolidated holding of the share
capital of a person in the company.
 A company limited by shares (both public company and private company) may
issue Preference Shares; Equity Shares; Equity Shares with Differential Rights,
and; Sweat Equity Shares
 Allotment of share is acceptance by the company of the offer/application to take
shares in the company.
 Allotment to be valid must fulfill general principles and statutory provisions.
 Every company making public offer shall, before making such offer, should
make an application to one or more recognized stock exchanges and obtain
permission for the securities to be dealt with in such stock exchanges.
 If the stated minimum amount has not been subscribed and the sum payable on
application is not received within a period of thirty days from the date of issue
of the prospectus, the amount received from the applicants shall be returned
within such time and manner as may be prescribed.
9.13

KEY WORDS

● ESOP: An employee stock ownership plan (ESOP) is an employee benefit plan
that gives workers ownership interest in the company. ESOPs give the
sponsoring company, the selling shareholder, and participants receive various
tax benefits, making them qualified plans.
● DEMAT: A Demat account is an account to hold financial securities in
electronic form. In India Demat accounts are maintained by two depository
organisations, NSDL and CDSL. A Depository Participant, such as a bank, acts
as an intermediary between the investor and the depository.
● Share Certificate : A share Certificate refers to a document which is issued by
a company evidencing that a person named in such certificate is the owner of
the shares of Company as stated in the share certificate.
● Capital Reduction: Capital reduction is the process of decreasing a company's
shareholder equity through share cancellations and share repurchases, also
known as share buybacks. The reduction of capital is done by companies for
numerous reasons, including increasing shareholder value and producing a
more efficient capital structure
14

9.14

FURTHER READINGS

● A Compendium of Companies Act 2013, along with Rules, by Taxmann
Publications.
● Corporate Law, Gupta, Garg, Dhingra, Kalyani Publication
● Company Law: Roy & Das, Oxford University Press.
● Kumar, R., Legal Aspects of Business, Cengage Learning
● Corporate Law– S K Matta, Geetika Matta, Vrinda Publications (P) Ltd
● Arora Bansal, Corporate Law – Vikas Publication
● Gogna, P.P.S – Company Law, S. Chand
● MC Kuchhal Corporate Laws, Shri Mahavir Book Depot. (Publishers).
● GK Kapoor& Sanjay Dhamija, Company Law, Bharat Law House
9.15

TERMINAL QUESTIONS

Q1

What is a share? Describe different classes of shares into which the share capital
is usually divided.
What is meant by forfeiture of shares? In what circumstances can a company
forfeit its shares?
What is share capital? Explain the meaning of different types of share capital.
What do you mean by Capital Reduction? Describe its need.
Write short notes on the followings:
● DEMAT
● Share Certificate
● ESOP

Q2
Q3
Q4
Q5
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10.0

OBJECTIVES

The aim of this module is to:
●
●
●
●
10.1

Understand the procedure and methods of Buy Back of Share
Learn the Issue of Share at Premium
Comprehend the procedure of Issuing Right Shares
Analyse the Issue of Bonus Shares
INTRODUCTION

The sum total of the nominal value of shares of a company is called as its share capital.
The share capital of a company may be of two kinds:
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(a) Preference share capital. It is the sum total of the nominal value of preference
shares of a company.
(b) Equity share capital. It is the sum total of the nominal value of equity shares of
a company
10.2

VOTING
RIGHTS
SHAREHOLDERS

OF

EQUITY

AND

PREFERENCE

● Every member of a company limited by shares and holding equity share capital,
shall have a right to vote on every resolution placed before the company; his
voting right on a poll shall be in proportion to his share in the paid-up equity
share capital of the company.
● Every member of a company limited by shares and holding any preference share
capital shall have a right to vote only on resolutions placed before the company
which directly affect the rights attached to his preference shares and any
resolution for the winding up of the company or for the repayment or reduction
of its equity or preference share capital. His voting right on a poll shall be in
proportion to his share in the paid-up preference share capital of the company.
● The proportion of the voting rights of equity shareholders to the voting rights
of the preference shareholders shall be in the same proportion as the paid-up
equity capital bears to the paid-up preference capital.
● Where the dividend in respect of a class of preference shares has not been paid
for a period of two years or more, such class of preference shareholders shall
have a right to vote on all the resolutions placed before the company.
● A member of a company limited by shares shall not be entitled to any voting
rights in respect of the amount paid by him until that amount has been called up
[Section 50(2)]
CASE LAW:
In the case of SURYAKANT GUPTA vs RAJARAM CORN PRODUCTS (Punjab), it
was held that if dividend to preference shareholders is in default for a long time, they
became entitled under section 87 of the companies act 1956 for exercise voting rights
on preference shares.
But the act is silent on certain matters it leads to several queries,
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(a) The act mentioned about the voting rights in failure of payment of dividend in
respect of a class of preference shares for 2 years or more. Here the question
arises, the period of 2 years means whether consecutive years or any two years
from the issue of preference shares?
(b) Whether the right will be a permanent or temporary? The act does not provides
a clarification too.
(c) Is there any remedy available once the preference shareholders gets subsequent
payment?
Exemption
Section 47(2) of the companies act 2013 shall not apply to a private company where a
memorandum and articles of association of the company so provide. (Vide Notification
No.461 (1) dated 5th June 2015)
Conclusion
As per the language provided in section 47(2) of the Companies Act 2013, in our view,
the period of 2 years mentioned shall be any 2 years from the date of issue and it will
not be consecutive. In case of Cumulative preference shares, payment of dividend in
the subsequent years after defaults may be taken as a remedial step.
10.3

PURCHASE OF ITS OWN SECURITIES BY THE COMPANY

Purchase by the company of its own shares (or other securities) is known popularly as
‘buy-back of shares (or buy back of securities). It refers to buying back by a company
its own shares (or other securities). Buyback is a mechanism that enables the company
to approach the existing shareholders to repurchase/buyback the shares they hold of the
company. Compared to developed nations, buybacks is relatively a fresh idea in India
and came simultaneously with introduction of buyback in other emerging markets. It
was indeed a huge shift in corporate law because it gave Indian companies another
window to restructure their capital requirements, allowing them to use capital more
effectively.
10.4

CONDITIONS AND SOURCES OF BUY BACK

A company can purchase its own shares or other specified securities when:
(a) The buy-back is authorised by its articles;
(b) A special resolution has been passed in general meeting of the company
authorising the buyback. However, if the buy-back is up to 10% of the total
paid-up equity capital and free reserves of the company, the Board of Directors
by passing a resolution at its meeting may authorize the company for such buy18

back. But only one buy-back in a year is permitted under the resolution of the
board.
(c) The notice of the meeting at which special resolution is proposed to be passed
shall be accompanied by an explanatory statement stating- a full and complete
disclosure of all material facts; the necessity for the buy-back; the class of
security intended to be purchased under the buyback; the amount to be invested
under the buy-back; and the time limit for completion of buyback.
(d) The amount involved in the buy-back must not be more than 25% of the total
paid-up capital and free reserves of the company. Further, in case of buy-back
of equity shares, the limit is 25% of the total paid-up equity capital of the
company in that financial year.
(e) The debt-equity ratio of the company must not be more than 2:1 after such buyback.
(f) All the shares or other specified securities for buy-back are fully paid-up;
(g) The buy-back of the shares or other specified securities listed on any recognized
stock exchange must be in accordance with the SEBI Guidelines in this behalf
; and
(h) The buy-back in respect of unlisted shares or other specified securities must be
in accordance with the prescribed Central Government Guidelines.
(i) Buy-back must be completed within 12 months from the date of passing the
special resolution or a resolution passed by the Board.
(j) The company is required to extinguish and physically destroy the securities so
bought-back within 7 days of the last date of completion of buy-back.
(k) Where a company completes a buy-back of its shares and other specified
securities, it shall not make further issue of the same kind of shares or other
specified securities within a period of 6 months except by way of bonus issue
or in the discharge of subsisting obligations such as conversion of warrants,
stock option schemes, sweat equity or conversion of preference shares or
debentures into equity shares.
10.5

ADVANTAGES OF BUY BACK
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a) Increase in Shareholder Value: Buyback are beneficial to shareholders. The
decrease in the number of shares leads to rise in earnings per share (EPS). Since
earnings per share is calculated by dividing earnings by total number of outstanding
shares, when the total number of shares decreases, earnings per share will increase.
b) Improve return on Equity: Since the company spends cash to repurchase the
shares, the cash holdings in the balance sheet reduces. At the same time the buyback
will also reduce shareholders equity by the same amount in liabilities side of
balance sheet. As a result subsequent to buyback the Return on Assets (ROA) and
return on equity ROE (Return on Equity) also raises.
c) Provides Exit opportunity: Buyback provides investors with exit opportunity
when stocks are undervalued or sparsely traded.
10.6

METHODS OF BUY BACK

A company may purchase its own shares or other specified securities out of:
(i) its free reserves; or (ii) the securities premium account; or (iii) the proceeds of any
shares or other specified securities Provided that no buy-back of any kind of shares or
other specified securities shall be made out of the proceeds of an earlier issue of the
same kind of shares or same kind of other specified securities. Where a company
purchases its own shares out of free reserves, then a sum equal to the nominal value of
the shares so purchased shall be transferred to the capital redemption reserve account
and details of such transfer shall be disclosed in the balance sheet. The capital
redemption reserve account may be applied by the company in paying up unissued
shares of the
The buy-back may be from the existing security holders on a proportionate basis; or from the open market; or - by purchasing the securities issued to employees of the
company pursuant to a scheme of stock option or sweat equity.
10.7

DECLARATION OF SOLVENCY

Before passing the resolution of buy-back, the company is required to file with the
Registrar and the SEBI a declaration of solvency in the form as may be prescribed and
verified by an affidavit to the effect that the Board has made a full inquiry into the
affairs of the company as a result of which they have formed an opinion that it is
capable of meeting its liabilities and will not be rendered insolvent within a period of
one year of the date of declaration adopted by the Board, and signed by at least two
directors of the company, one of whom shall be the managing director, if any. However,
in the case of an unlisted company, such declaration is to be filed with the Registrar.
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10.8

ISSUE OF SECURITIES AT PREMIUM

A company can always issue its securities at a premium i.e., for a value higher than the
face value of the security. The power to issue securities at a premium need not be given
in the Articles of Association. Where a company issues shares at a premium, whether
for cash or otherwise, a sum equal to the aggregate amount of the premium received on
those shares shall be transferred to a “securities premium account” and the provisions
of this Act relating to reduction of the share capital of a company shall apply as if the
securities premium account were the paid-up share capital of the company. The
securities premium account may be applied by the company—
(a) Towards the issue of unissued shares of the company to the members of the
company as fully paid bonus shares;
(b) In writing off the preliminary expenses of the company;
(c) In writing off the expenses of, or the commission paid or discount allowed on,
any issue of shares or debentures of the company;
(d) In providing for the premium payable on the redemption of any redeemable
preference shares or debentures of the company; or
(e) For the purchase of its own shares or other securities under section 68.
10.9

ISSUE OF SECURITIES AT DISCOUNT

(1) A company shall not issue shares at a discount (except for sweat equity shares- sec
54)
(2) Any shares issued by a company at a discounted price shall be void.
(3) Where a company contravenes the provisions of this section, the company shall be
punishable with fine which shall not be less than one lakh rupees but which may
extend to five lakh rupees and every officer who is in default shall be punishable
with imprisonment for a term which may extend to six months or with fine which
shall not be less than one lakh rupees but which may extend to five lakh rupees, or
with both.
10.10 REDEMPTION OF PREFERENCE SHARES
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A company limited by shares may, if so authorised by its articles, issue preference
shares which are, or at the option of the company are to be liable to be redeemed.
● No company limited by shares shall issue any preference shares which are
irredeemable.
● A company limited by shares may, issue preference shares which are liable to
be redeemed within a period not exceeding twenty years from the date of their
issue subject to such conditions as may be prescribed Provided that a company
may issue preference shares for a period exceeding twenty years for
infrastructure projects, subject to the redemption of such percentage of shares
as may be prescribed on an annual basis at the option of such preferential
shareholders:
The following are the conditions of redemption of preference shares:
(i)

The shares shall not be redeemed except out of the profits of the company
which would otherwise be available for dividend or out of the proceeds of
a fresh issue of shares made for the purposes of such redemption;

(ii)

Such shares cannot be redeemed unless they are fully paid.

(iii)

where such shares are proposed to be redeemed out of the profits of the
company, then a sum equal to the nominal amount of the shares to be
redeemed should be transferred out of such profits, to a reserve, to be called
the Capital Redemption Reserve Account, and the provisions of this Act
relating to reduction of the share capital of a company shall, apply as if the
Capital Redemption Reserve Account were paid-up share capital of the
company. ‘Capital Redemption Reserve Account’ may subsequently be
utilised for the purpose of issuing fully paid bonus shares to the members
of the company.

(iv)

The premium, if any, payable on redemption must be provided for out of
the profits of the company or out of balance in the Securities Premium
Account.

(v)

Where a company is not in a position to redeem any preference shares or to
pay dividends, if any, on such shares in accordance with the terms of issue
(such shares referred to as unredeemed preference shares), it may, with the
consent of the holders of three-fourths in value of such preference shares
and with the approval of the Tribunal, issue further redeemable preference
shares equal to the amount due, including the dividend thereon, in respect
of the unredeemed preference shares, and on the issue of such further
redeemable preference shares, the unredeemed preference shares shall be
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deemed to have been redeemed. Provided that the Tribunal shall, order the
redemption forthwith of preference shares held by such persons who have
not consented to the issue of further redeemable preference shares.

10.11 FURTHER ISSUE OF SHARES
Where at any time, a company having a share capital proposes to increase its subscribed
capital by the issue of further shares:
1. The new shares shall be offered to persons who, at the date of the offer, are
holders of equity share capital of the company, in proportion as nearly as
circumstances admit of the capital paid up on those shares at the date. The offer
must be made by notice specifying the number of shares offered and giving at
least 15 days and maximum 30 days, from the date of the offer within which
the offer, if not accepted, will be deemed to have been declined. Unless the
articles otherwise provide, the offer will be deemed to include a right to
renounce shares in favour of any other person. The notice must contain a
statement to that effect. After the expiry of the time specified above, or on the
receipt of earlier intimation from the person to whom such notice is given that
he declines to accept the shares offered, the board of directors may sell them in
such a manner which is not dis-advantageous to the shareholders and the
company;
2. To employees under a scheme of employees’ stock options, subject to special
resolution passed by the company and subject to such conditions as may be
prescribed.
3. To any persons, if it is authorised by a special resolution, either for cash or for
a consideration other than cash, if the price of such shares is determined by the
valuation report of a registered value subject to such prescribed conditions. The
notice referred to shall be dispatched through registered post or speed post or
through electronic mode to all the existing shareholders at least three days
before the opening of the issue.
10.12 BONUS SHARES
When a company accumulates a large surplus, it may convert this surplus into capital
and divide it among the members in proportion to their rights. This is done by issuing
fully paid shares representing the increased capital. Such shares are termed as bonus
shares. The shareholders to whom the bonus shares are allotted have to pay nothing.
The purpose of bonus shares is to capitalize profits which are otherwise available for
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distribution. If the articles of association permits, a company can capitalize its surplus
profits and reserves and issue fully paid shares of a nominal value, equal to the amount
capitalized, to its shareholders. Fully paid “bonus shares” are thus not a gift; they are
merely a distribution of capitalized undivided profit. It would be a misnomer to call the
recipients of bonus shares as donees of shares from the company. When fully paid-up
bonus shares are issued to the shareholders, the profits are capitalized and the existing
shareholders, instead of receiving any moneys out of the undistributed profits receive
pro rata fresh shares.
10.13 LET US SUM UP
The sum total of the nominal value of shares of a company is called as its share capital.
Shares may be preference shares as well as equity shares. Shares can either be issued
at par, at a premium or at a discount. Purchase by the company of its own shares (or
other securities) is known popularly as ‘buy-back of shares (or buy back of securities).
It refers to buying back by a company its own shares (or other securities).Before
passing the resolution of buy-back, the company is required to file with the Registrar
and the SEBI a declaration of solvency in the form as may be prescribed and verified
by an affidavit. Where at any time, a company having a share capital proposes to
increase its subscribed capital by the issue of further shares:
10.14 KEYWORDS
● Solvency: The possession of assets in excess of liabilities; ability to pay one's debts.
● Premium: A company issues its shares at a premium when the price at which it
sells the shares is higher than their par value. This is quite common, since the par
value is typically set at a minimal value, such as $0.01 per share. The amount of
the premium is the difference between the par value and the selling price.
● Discount: A discount on share occurs when the stock's par value is higher than the
issuing price. The difference between the greater par value and the lesser issue price
is considered the discount. This represents the amount of the par value that investors
were unwilling to pay for when the stock was issued.
● Buy Back : A buyback occurs when the issuing company pays shareholders the
market value per share and re-absorbs that portion of its ownership that was
previously distributed among public and private investors
10.15 FURTHER QUESTIONS
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● A Compendium of Companies Act 2013, along with Rules, by Taxmann
Publications.
● Corporate Law, Gupta,Garg,Dhingra, Kalyani Publication
● Company Law: Roy & Das, Oxford University Press.
● Kumar, R., Legal Aspects of Business, Cengage Learning
● Corporate Law– S K Matta, Geetika Matta, Vrinda Publications (P) Ltd
● Arora Bansal, Corporate Law – Vikas Publication
● Gogna, P.P.S – Company Law, S. Chand
● MC Kuchhal Corporate Laws, Shri Mahavir Book Depot. (Publishers).
● GK Kapoor& Sanjay Dhamija, Company Law, Bharat Law House.
10.16 TERMINAL QUESTIONS
Q1
Q2
Q3
Q4
Q5

What are the voting rights of equity shareholders and preference shareholders?
Describe the conditions and sources of Buyback of Shares. What is a declaration
of solvency?
What do you mean by the redemption of preference shares?
Differentiate between issue of Securities at Premium & issue of securities at
Discount.
Write short notes on the followings:
● Bonus Share
● Further Issue
● Redemption of shares
● Buyback of Securities
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11.0

OBJECTIVES:

After studying this unit, you will be able to know:
●
●
●
●
11.1

Meaning & Features of Debentures
Rules regarding issue of debentures
The difference between a Debentures & Bond
Redemption of Debentures
INTRODUCTION:

A debenture means an acknowledgement of a debt. Debenture is a debt instrument used
by large companies to borrow money, at a fixed rate of interest. It is treated as a loan
(outsider’s equity) to the organization. The debenture holders are the creditors of the
company. Debenture holders have no rights to vote in the company's general meeting
of shareholders, but they may have separate meetings.
A debenture is another form of debt fund which are generally unsecured in nature. Both
the bonds and debentures are fundraisers but debentures are more specific in nature.
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Debentures are not backed by any of the assets of the issuer hence depends only on the
faith factors of the investor on the issuer. Debentures are issued by the issuer for any
specific needs such as upcoming expenses or to pay for expansions. The capital raised
here is borrowed capital hence the debenture holders are treated as creditors of the
company.
11.2

FEATURES OF DEBENTURES:

● Debentures are instruments of debt, which means that debenture holders become
creditors of the company
● They are a certificate of debt, with the date of redemption and amount of repayment
mentioned on it. This certificate is issued under the company seal and is known as
a Debenture Deed
● Debentures have a fixed rate of interest, and such interest amount is payable yearly
or half-yearly
● Debenture holders do not get any voting rights. This is because they are not
instruments of equity, so debenture holders are not the owners of the company, only
creditors
● The interest payable to these debenture holders is a charge against the profits of the
company. So these payments have to be made even in case of a loss.
11.3

TYPES OF DEBENTURES

● Simple or Unsecured Debentures :
The debentures are not given any security on assets. They have no priority as
compared to other creditors. They are treated along with unsecured creditors at the
time of winding up of the company.
● Secured or Mortgage Debentures
These debentures are given a security on assets of the company. In case of default
in the payment of interest or the principal amount, debenture holders can sell the
assets in order to satisfy their claims. The debenture holders are given a floating
charge over all the assets of the company. Here the debentures are given priority to
unsecured creditors.
● Bearer Debentures:
These debentures are easily transferable. The debentures are handed over to the
purchaser without any registration deed. Anybody who purchases in good faith
become the lawful owner of the debentures. Bearer debentures are similar to share
warrants in that they too are negotiable instruments, transferable by delivery. The
interest on bearer debentures is paid by means of attached coupons. On maturity,
the principal sum is paid to the bearers.
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● Registered Debentures:
As compared to the bearer debentures, the registered debentures requires a
procedure to be followed for their transfer. These are debentures which are payable
to the registered holders i.e., persons whose names appear in the Register of
Debenture holders. Such debentures are transferable in the same way as shares.
● Redeemable Debentures:
These debentures are issued for a specified period of time. On the expiry of that
specified time the company has the right to pay back the debenture holders and
have its properties released from the mortgage or charge. Generally, debentures are
redeemable.
● Perpetual or Irredeemable Debentures:
A debenture which cannot be redeemed and contains no clause as to payment is
called a ‘perpetual debenture’ or ‘irredeemable debenture’. These debentures are
redeemable only on the happening of a contingency or on the expiration of a period,
however long. The company can retain the right to redeem these debentures after
giving due notice to the debenture holders.
● Convertible Debentures :
Convertible debenture holders have an option of converting their holdings into
equity shares. The rate of conversion and the period after which the conversion will
take effect are declared in the terms and conditions of the agreement of debentures
at the time of issue.
● Non-Convertible Debentures :
On the contrary, non-convertible debentures are simple debentures with no such
option of getting converted into equity. Their state will always remain of debt and
will not become equity at any point in time.
Convertible Debentures are further classified into two – Fully and Partly Convertible.
Fully convertible debentures are completely converted into equity whereas the partly
convertible debentures has two parts. The convertible part is converted into equity as
per the agreed rate of exchange based on an agreement. The non-convertible part
becomes as good as redeemable debenture which is repaid after the expiry of the agreed
period.
11.4

RULES REGARDING ISSUE OF DEBENTURES

By issuing debentures means issue of a certificate by the company under its seal which
is an acknowledgment of debt taken by the company. The procedure of issue of
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debentures by a company is similar to that of the issue of shares. A Prospectus is issued,
applications are invited, and letters of allotment are issued. On rejection of applications,
application money is refunded. In case of partial allotment, excess application money
may be adjusted towards subsequent calls. Issue of Debenture takes various forms
which are as under: Debentures issued for cash, Debentures issued for consideration
other than cash, Debentures issued as collateral security. Further, debentures may be
issued (i) at par, (ii) at premium, and (iii) at discount.
● Debentures cannot be issued with voting rights.
● A company cannot issue debentures to more than 500 people without appointing
a debenture trustee, whose duty would be to protect the interest of Debenture
Holders and redress their grievances.
● On issue of debenture a company shall create a Debenture Redemption Reserve.
(DRR)
● If there is any default in repayment of amount in the event of maturity or default
in payment of the interest thereon then the Tribunal will be approached by the
Debenture Trustee to take appropriate measures
● If there is any default with the provisions of this section then the Company and
the Officers shall be liable to fine or imprisonment or both.
Issue of Debentures as a Collateral Security
Issue of debentures as a collateral security means the issue of debentures as secondary
security against some loan taken by the company. If the loan is paid back, those
debentures are returned to the company. If the lender's claim is not fully satisfied by
the sale proceeds of the principal security, the lender will claim the remaining balance
of his claim against these debentures issued as collateral security. There are two
methods of recording the issue of debentures ‘as a collateral security. Under the first
method, no entry is made for such issue but only a note is given in the Balance Sheet
regarding debentures issued as collateral security.
11.5

DEBENTURES VS BOND
BONDS

DEBENTURES

1

Bonds are secure in nature.

Debentures can be secured as well
unsecured.

2

One can have bonds of corporations, On the other hand debentures are issued
government agencies or it can be of by private companies.
any financial institution.

3

Bonds are less risky comparatively.

Whereas debentures are at high risk.
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4

Talking about liquidity bonds are at Whereas in case of debentures liquidity
the first priority.
can only be done after the bondholders
are paid.

5

Bonds gives you low interest, but it Whereas debentures give you high
depends on the issuing body totally. interest.

11.6

DEBENTURE VS. SHARE

SHARES

DEBENTURES

1

A Share is a part of owned capital

A Debenture is an acknowledgement of a
debt

2

Shareholders are paid a dividend on Debenture holders are paid interest on
shares
debentures.

3

The rate of dividend depends on the A fixed rate of interest
amount of divisible profits and the irrespective of profit or loss.
policy of the board of directors

4

Shareholders have voting rights and Debenture holders are only the creditors
also do have a control over the of the company and they have no say in
management of the company
the management.

5

Shares are not redeemable (Except Debentures can be redeemed after a
Redeemable preference shares)
certain period.

6

Dividend on shares is a charge against Interest on debentures is a charge against
profit and loss appropriation account. profit & loss account.

7

At the time of liquidation of the Debentures are payable in priority over
company share capital is payable share capital
after paying all the outsider’s
liabilities.

11.7

is

paid

ADVANTAGES AND DISADVANTAGES OF DEBENTURES

Advantages
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● Control of Company is not surrendered to debenture holders because they don’t
have the voting rights.
● Investors who want fixed income at lesser risk prefer them
● The issue of debentures is appropriate in the situation when the sales and
earnings are relatively stable.
● Trading on equity is possible as the debenture holders get a lower rate of returns
than the earning of the company.
● Interest on debentures is an allowable expenditure under Income Tax Act
● Debentures can be redeemed when the company has a surplus of funds.
Disadvantages
● Cost of raising capital through debentures is high because of high stamp duty
● Common people cannot buy debentures as they are of high denomination
● They are not meant for companies earning greater than the rate of interest which
they are paying on the debentures.
11.8

REDEMPTIION OF DEBENTURES

Redemption of debentures refers to extinguishing or discharging the liability on
account of debentures in accordance with the terms of issue. In other words redemption
of debentures means repayment of the amount of debentures by the company.
There are four ways by which the debentures can be redeemed. These are:





Payment in lump sum
Payment in instalments
Purchase in the open market
By conversion into shares or new debentures.

Payment in lump sum: The Company redeems the debentures by paying the amount
in lump sum to the debenture holders at the maturity thereof as per terms of issue.
Payment in instalments: Under this method, normally redemption of debentures is
made in instalments on the specified date during the tenure of the debentures. The total
amount of debenture liability is divided by the number of years. It is to note that the
actual debentures redeemable are identified by means of drawing the requisite number
of lots out of the debentures outstanding for payment.
Purchase in open market: When a company purchases its own debentures for the
purposes of cancellation, such an act of purchasing and cancelling the debentures
constitutes redemption of debentures by purchase in the open market.
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Conversion into shares or new debentures: A company can redeem its debentures
by converting them into shares or new class of debentures. If debenture holders find
that the offer is beneficial to them, they can exercise their right of converting their
debentures into shares or new class of debentures. These new shares or debentures can
be issued at par, at a discount or at a premium. It should be noted that only the actual
proceeds of debentures are to be taken into account for ascertaining the number of
shares to be issued in lieu of the debentures to be converted. If debentures were
originally issued at discount, the actual amount realized from them at the time of issue
would be used as the basis for computing the actual number of shares to be issued. It
may
SEBI’s Guidelines:
SEBI’s Guidelines Securities and Exchange Board of India (SEBI) has issued
guidelines for redemption of debentures. The salient points of these guidelines are:











11.9

Every company shall create Debenture Redemption Reserve in case of issue of
debenture redeemable after a period of more than 18 months from the date of
issue.
The creation of Debenture Redemption Reserve is obligatory only for nonconvertible debentures and non-convertible portion of partly convertible
debentures.
A company shall create Debenture Redemption Reserve equivalent to at least
50% of the amount of debenture issue before starting the redemption of
debenture.
Withdrawal from Debenture Redemption Reserve is permissible only after 10%
of the debenture liability has already been reduced by the company. SEBI
guidelines would not apply under the following situations:
Infrastructure company (a company wholly engaged in the business of
developing, maintaining and operating infrastructure facilities); and
A company issuing debentures with a maturity period of not more than 18
months.
LET US SUM UP

The term "debenture" is more descriptive than definitive. In corporate finance, a
debenture is a medium- to long-term debt instrument used by large companies to
borrow money, at a fixed rate of interest. The legal term "debenture" originally referred
to a document that either creates a debt or acknowledges it, but in some countries the
term is now used interchangeably with bond, loan stock or note. The debenture holder
is a creditor of the company and is paid interest on the amount contributed. Different
types of debentures are Secured & Unsecured Debentures, Bearer & Registered
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Debentures, and Redeemable & Irredeemable Debentures. Redemption of debentures
refers to extinguishing or discharging the liability on account of debentures in
accordance with the terms of issue.
11.10 KEY WORDS
● Liquidity: Financial liquidity refers to how easily assets can be converted into cash.
Assets like stocks and bonds are very liquid since they can be converted to cash
within days.
● Debenture redemption reserve: A debenture redemption reserve (DRR) is a
provision stating that any Indian corporation that issues debentures must create a
debenture redemption service in an effort to protect investors from the possibility
of a company defaulting.
● Bond: A bond, also known as a fixed-income security, is a debt instrument created
for the purpose of raising capital. They are essentially loan agreements between the
bond issuer and an investor, in which the bond issuer is obligated to pay a specified
amount of money at specified future dates
11.11 FURTHER READINGS
● A Compendium of Companies Act 2013, along with Rules, by Taxmann
Publications.
● Corporate Law, Gupta,Garg,Dhingra, Kalyani Publication
● Company Law: Roy & Das, Oxford University Press.
● Kumar, R., Legal Aspects of Business, Cengage Learning
● Corporate Law– S K Matta, Geetika Matta, Vrinda Publications (P) Ltd
● Arora Bansal, Corporate Law – Vikas Publication
● Gogna, P.P.S – Company Law, S. Chand
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11.12 TERMINAL QUESTIONS
Q1: What are debentures? Give their advantages & Disadvantages
Q2: What is meant by Secured Debentures?
Q3: Distinguish between a Share & Debenture.
Q4: Distinguish between Debenture & Bond
Q5: Describe various features of a Debenture.
Q6: What are the guidelines of SEBI regarding the redemption of Debentures?
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Q7: Write Short Notes on the followings
a) Bearer Debenture
b) Unsecured Debenture
c) Redeemable Debentures
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