Chapter 3: Issue of Shares

EXERCISE 1 [PAGES 61 - 65

Exercise 1| Q 1.01 | Page 61

Select the correct answer from the options given below and rewrite the statement.
refers to capital made up of Equity and preference shares
1. Share capital
2. Debt capital
3. Reserve fund

Share capital refers to capital made up of Equity and preference shares

Exercise 1 | Q1.02 | Page 61
Select the correct answer from the options given below and rewrite the statement.
capital refers to maximum capital a company can raise by issuing shares.
1. Issued
2. Authorised
3. Paid-up

Authorised capital refers to maximum capital a company can raise by issuing shares.

Exercise 1| Q 1.03 | Page 61
Select the correct answer from the options given below and rewrite the statement.
means shares are offered to the public.
1. Rightslissue
2. Private Placement
3. Public Issue

Public Issue means shares are offered to the public.

Exercise 1| Q 1.04 | Page 61
Select the correct answer from the options given below and rewrite the statement.
Under method, issue price of sharesis based on bidding.

1. Book Building

2. Fixed Price

3. Bonuslssue

UnderBook Building method, issue price of shares is based on bidding.




Exercise 1| Q 1.05 | Page 61
Select the correct answer from the options given below and rewrite the statement.
In , Shares of a company are offered to the public for the firsttime.

1. FurtherPublic Offer

2. Initial Public Offer

3. Public Offer

SOLUTION
In Initial Public Offer, shares of a company are offered to the public forthe first time.

Exercise 1| Q 1.06 | Page 61
Select the correct answer from the options given below and rewrite the statement.
is offered to existing equity shareholders.
1. IPO
2. ESOS
3. Rights Issue

Rights Issue is offered to existing equity shareholders

Exercise 1| Q 1.07 | Page 61
Select the correct answer from the options given below and rewrite the statement.
Bonus shares are issued free of cost to

1. existing Equity shareholders

2. existing employees

3. Directors

Bonus shares are issued free of cost to existing Equity shareholders.

Exercise 1| Q 1.08 | Page 61
Select the correct answer from the options given below and rewrite the statement.
are offered to permanentemployees, Directors and Officers of a company.
1. BonusShares
2. Rightslissue
3. ESOS

ESOS are offered to permanentemployees, Directors and Officers of a company.

Exercise 1| Q 1.09 | Page 61

Select the correct answer from the options given below and rewrite the statement.
Under , & company offers its securities to a select group of persons not
exceeding 200.




1. Private Placement
2. IPO
3. Public Offer

SOLUTION

Under Private Placement, a company offers its securities to a select group of persons
not exceeding 200.

Exercise 1| Q 1.10 | Page 61
Select the correct answer from the options given below and rewrite the statement.
The have the power to allotshares.

1. Director
2. Board of Directors
3. Company Secretary

SOLUTION
The Board of Directors have the power to allot shares.

Exercise 1| Q1.11 | Page 61
Select the correct answer from the options given below and rewrite the statement.
Letter of is sentto applicants who have been given shares by the company.

1. Regret

2. Renunciation

3. Allotment

SOLUTION
Letter of Allotment is sentto applicants who have been given shares by the company.

Exercise 1| Q1.12 | Page 61
Select the correct answer from the options given below and rewrite the statement.
is a proof of title to Shares.
1. Share Certificate
2. Register of Member
3. Letter of Allotment

SOLUTION
Share Certificate is a proof of title to Shares.

Exercise 1| Q1.13 | Page 61
Select the correct answer from the options given below and rewrite the statement.
The gap between two calls should notbe less than

1. 14 days

2. One month

3. 21 days




The gap between two calls should notbe less than One month.

Exercise 1| Q 1.14 | Page 61
Select the correct answer from the options given below and rewrite the statement.
Company can shares on non-paymentof calls.

1. forfeit

2. surrender

3. allot

Company can forfeit shares on non-paymentof calls.

Exercise 1| Q 1.15 | Page 61
Select the correct answer from the options given below and rewrite the statement.
Voluntarily giving away one’s share to another person is called as of shares.

1. Transfer

2. Transmission

3. Surrender

SOLUTION
Voluntarily giving away one’s share to another person is called as Transfer of shares.

Exercise 1| Q 1.16 | Page 61
Select the correct answer from the options given below and rewrite the statement.
of shares takes place due to operation of law.
1. Forfeiture
2. Allotment
3. Transmission

SOLUTION

Transmission of shares takes place due to operation of law.

Exercise 1| Q2.1 | Page 62
Match the pairs.

Group 'A' Group 'B'
a) Death of member 1. Forfeiture of shares
b) Voluntary return of shares to 2. Book Building Method

company by member

c) Price of shares mentioned in 3. Offered to existing employees
prospectus




d) ESPS

4. Surrender of shares

e) Regret Letter

5. Transmission of shares

6. Non-allotment of shares

7. Offered to existing Equity
shareholders

8. Transfer of shares

9. Fixed price issue method

10. Allotment of shares

SOLUTION

Group 'A’

Group 'B'

a) Death of member

5. Transmission of shares

b) Voluntary return of shares to
company by member

4. Surrender of shares

c) Price of shares mentioned in
prospectus

9. Fixed price issue method

d) ESPS

e) Regret Letter

6. Non-allotment of shares

Exercise 1| Q2.2 | Page 62
Match the pairs.

Group ‘A’

Group 'B'

a) Issued capital

1) Non-payment of calls

b) FPO

2) Anyissue after IPO

c) Bonus shares

3) Offered to existing employees

d) Issued within two months of
allotment of shares

4) Capital offered to publicto
subscribe

e) Forfeiture of shares

5) Share certificate

3. Offered to existing employees




6) Firsttime issue of shares

7) Free shares issued to existing
equity shareholders

8) Maximum capital a company can
raise
9) Allotment Letter

10) Operation of law

SOLUTION
Group ‘A’ Ans:
a) Issued capital 4) Capital offered to public to subscribe
b) FPO 2) Anyissue after IPO
c) Bonusshares 7) Free shares issued to existing equity
shareholders 3) Offered to existing employees
d) Issued within two months of 5) Share certificate
allotmentof shares
e) Forfeiture of shares 1) Non-payment of calls

Exercise 1| Q 3.01 | Page 62

Write a word or aterm or a phrase which can substitute the following statement.
Capital collected by way of issue of Equity and Preference shares.

Capital collected by way of issue of Equity and Preference shares. - Share Capital

Exercise 1| Q 3.02 | Page 62
Write a word or aterm or a phrase which can substitute the following statement.
Part of issued capital subscribed by investors.

Part of issued capital subscribed by investors. - Subscribed capital



Exercise 1| Q 3.03 | Page 62
Write a word or aterm or a phrase which can substitute the following statement.
Capital that will be collected only at the time of winding up of a company

SOLUTION

Capital that will be collected only at the time of winding up of a company - Reserve
capital

Exercise 1| Q 3.04 | Page 62
Write a word or aterm or a phrase which can substitute the following statement.
Offering of shares by a company to the public for the first time.

Offering of shares by a company to the public for the first time. - Initial public offer
(IPO)

Exercise 1| Q 3.05 | Page 63
Write a word or aterm or a phrase which can substitute the following statement.
Subsequentissue of shares after an IPO.

SOLUTION

Subsequentissue of shares after an IPO. - Further Public Offer/ Follow on Public
Offer (FPO)

Exercise 1| Q 3.06 | Page 63

Write a word or aterm or a phrase which can substitute the following statement.
Pre-emptive rightgiven to existing Equity shareholders to subscribe to new issue of
shares by company.

SOLUTION

Pre-emptive rightgiven to existing Equity shareholders to subscribe to new issue of
shares by company. - Rights Issue of shares

Exercise 1| Q 3.07 | Page 63

Write a word or aterm or a phrase which can substitute the following statement.
It is also called as ‘Capitalisation of Profits’

SOLUTION

It is also called as ‘Capitalisation of Profits’ - Retained Earnings

Exercise 1| Q 3.08 | Page 63
Write a word or aterm or a phrase which can substitute the following statement.
Appropriation of shares to an applicant.

SOLUTION



Appropriation of shares to an applicant. - Allotment of shares

Exercise 1| Q 3.9 | Page 63

Write a word or aterm or a phrase which can substitute the following statement.
Committee set up to decide the formula for allotment of shares in case of over
subscription.

SOLUTION

Committee set up to decide the formula for allotment of shares in case of over
subscription. - Allotment committee

Exercise 1| Q 3.10 | Page 63

Write a word or aterm or a phrase which can substitute the following statement.
Minimum amountto be collected from subscribers within thirty days of issue of
prospectus.

SOLUTION

Minimum amountto be collected from subscribers within thirty days of issue of
prospectus. - Minimum subscription amount

Exercise 1| Q3.11 | Page 63
Write a word or aterm or a phrase which can substitute the following statement.
Documentwhich is a prima facie evidence of ownership of certain shares of a company

Documentwhich is a prima facie evidence of ownership of certain shares of a company.
- Share certificate

Exercise 1| Q3.12 | Page 63
Write a word or aterm or a phrase which can substitute the following statement.
Penal action taken by company on non-paymentof calls.

SOLUTION

Penal action taken by company on non-paymentof calls. - Forfeiture of shares

Exercise 1| Q 3.13 | Page 63
Write a word or aterm or a phrase which can substitute the following statement.
Person to whom transferor is transferring the shares.

SOLUTION

Person to whom transferor is transferring the shares. - Transferee

Exercise 1| Q 3.14 | Page 63
Write a word or aterm or a phrase which can substitute the following statement.
Transfer of shares due to operation of law.



Transfer of shares due to operation of law. - Transmission of shares

Exercise 1| Q4.01 | Page 63
State whether the following statement is true or false.
Only fully paidup shares can be forfeited.

1. True

2. False

Only fully paidup shares can be forfeited. - False

Exercise 1| Q4.02 | Page 63
State whether the following statement is true or false.
The member transferring shares is called as transferor.
1. True
2. False

SOLUTION
The member transferring shares is called as transferor. - True

Exercise 1| Q4.03 | Page 63
State whether the following statement is true or false.
Share certificate is issued for partly or fully paid up shares.
1. True
2. False

SOLUTION
Share certificate is issued for partly or fully paid up shares. - True

Exercise 1| Q 4.04 | Page 63

State whether the following statement is true or false.

Allotment of shares must be done within one month of receipt of application money.
1. True
2. False

Allotment of shares must be done within one month of receipt of application money.
- False

Exercise 1| Q 4.05 | Page 63

State whether the following statement is true or false.

Sweat Equity shares are offered to Directors or employees of a company.
1. True

2. False



Sweat Equity shares are offered to Directors or employees of a company. - True

Exercise 1 | Q 4.06 | Page 63

State whether the following statement is true or false.

Bonus Shares are issued at a discounted price to the Equity shareholders.
1. True
2. False

Bonus Shares are issued at a discounted price to the Equity shareholders. - True

Exercise 1 | Q4.07 | Page 63

State whether the following statement is true or false.

Floor price is the highestbid price under Book Building method.
1. True
2. False

SOLUTION
Floor price is the highest bid price under Book Building method. - False

Exercise 1 | Q 4.08 | Page 63
State whether the following statement is true or false.
Calls not paid by shareholderis called as calls in arrears.
1. True
2. False

SOLUTION
Calls not paid by shareholderis called as calls in arrears. - True

Exercise 1| Q4.09 | Page 63

State whether the following statement is true or false.

Shares not offered to the public for subscription is called as subscribed capital.
1. True
2. False

Shares not offered to the public for subscription is called as subscribed capital. - False

Exercise 1| Q4.10 | Page 63

State whether the following statement is true or false.

Authorised capital is mentioned in capital clause of Memorandum of Association.
1. True
2. False



Authorised capital is mentioned in capital clause of Memorandum of Association. - True

Exercise 1| Q5.1 | Page 63
Find the odd one.
1. Authorised capital
2. Equity share capital
3. Issued capital
4. Paidup capital

Equity share capital

Exercise 1| Q5.2 | Page 63
Find the odd one.

1. ESOS

2. ESPS

3. Rights Shares

4. Sweat Equity

SOLUTION
Rights Shares

Exercise 1| Q5.3 | Page 63
Find the odd one.

1. Floor Price

2. Cap price

3. Cut-off price

4. Face Value

SOLUTION

Face Value

Exercise 1| Q5.4 | Page 63
Find the odd one.

1. Bonusshares

2. Rights Shares

3. ESOS

SOLUTION

ESOS

Exercise 1| Q5.5 | Page 63
Find the odd one.
1. Allotment of shares



2. Forfeiture of shares
3. Surrender of shares

SOLUTION

Allotment of shares

Exercise 1| Q 6.01 | Page 63
Complete the sentence.
Share capital refers to capital made up of Equity shares and

SOLUTION
Share capital refers to capital made up of Equity shares and Preference shares.

Exercise 1| Q 6.02 | Page 63
Complete the sentence.
Reserve capital is part of

SOLUTION
Reserve capital is part of Uncalled capital

Exercise 1| Q 6.03 | Page 63
Complete the sentence.
Transfer of shares due to death, insolvency orinsanity of member is called

SOLUTION

Transfer of shares due to death, insolvency orinsanity of member is
called Transmission of shares.

Exercise 1| Q6.04 | Page 63
Complete the sentence.
The two parties involved in transfer of shares are transferor and

The two parties involved in transfer of shares are transferor and Transferee.

Exercise 1| Q 6.05 | Page 63
Complete the sentence.
Voluntarily giving up of shares by a member due to inability to pay callsis called as

Voluntarily giving up of shares by a member due to inability to pay callsis called
as Surrender of shares

Exercise 1| Q6.06 | Page 64
Complete the sentence.




Company can forfeit only paid shares.

Company can forfeit only Partly paid shares.

Exercise 1| Q 6.07 | Page 64
Complete the sentence.
In case the original Share Certificate is torn or mutilated, company can issue

In case the original Share Certificate is torn or mutilated, company can issue Duplicate
share certificate.

Exercise 1| Q 6.08 | Page 64

Complete the sentence.

In case of transfer of shares, company hasto issue to the transferee a new share
certificate within

In case of transfer of shares, company hasto issue to the transferee a new share
certificate within 1. month of date of receipt of instrument of transfer.

Exercise 1| Q6.09 | Page 64
Complete the sentence.
Letter sent to applicants for informing them shares are allotted is called as

Letter sent to applicants for informing them shares are allotted is called as Letter of
allotment

Exercise 1| Q6.10 | Page 64
Complete the sentence.
When applications received are more than the number of shares offered, itis called as

SOLUTION

When applications received are more than the number of shares offered, itis called
as Over subscription.

Exercise 1| Q6.11 | Page 64

Complete the sentence.

In Book Building Method, the final price at which shares are offered to investors is called
as




In Book Building Method, the final price at which shares are offered to investors is called
as Cut-off price.

Exercise 1| Q6.12 | Page 64
Complete the sentence.
Sharesissued free of cost to existing Equity shareholdersis called as

SOLUTION
Sharesissued free of cost to existing Equity shareholdersis called as Bonus shares.

Exercise 1| Q7 | Page 64

Select the correct option from the bracket.

(First time offer of shares, Shares offered to public, Shares offered to existing Equity
shareholders, Shares offered to existing employees, Transmission of shares)

Group ‘A’ Group "B"
a) Public offer of shares | 1)
b) 2) Initial Public offer
c) RightsIssue 3)
d) 4) ESOS
e) Operation of law 5)

Group ‘A Group "B"
a) Public offer of shares 1) Shares offered to public
b) First time offer of shares 2) Initial Public offer
c) RightsIssue 3) Shares offered to existing Equity

shareholders

d) Shares offered to _existing 4) ESOS
employees

e) Operation of law 5) Transmission of shares

Exercise 1| Q 8.01 | Page 64
Answer in one sentence.
When does transmission of share take place?

SOLUTION



Transmission of share takes place after the death, insolvency, or insanity of the
shareholder. Parties involved in transfer.

Exercise 1| Q 8.02 | Page 64
Answer in one sentence.
Name the parties involved in transfer of shares.

SOLUTION
The parties involved in the transfer of shares are Transferor and Transferee.

Exercise 1| Q 8.03 | Page 64
Answer in one sentence.
Whatis the time limit to issue share certificate on allotment of shares?

SOLUTION

The time limitto issue a share certificate on the allotment of shares is of maximum 2
months.

Exercise 1| Q 8.04 | Page 64

Answer in one sentence.

What is the time limit for filing Return of Allotmentwith the Registrar on allotment of
shares?

SOLUTION

The time limit for filing Return of Allotmentwith the Registrar is 30 days after the
allotmentof shares.

Exercise 1| Q 8.05 | Page 64
Answer in one sentence.
When can a company forfeit shares?

SOLUTION

When the shareholder fails to pay the full amount of share which he agreed to pay in
installments, the company can forfeithis shares.

Exercise 1| Q 8.06 | Page 64
Answer in one sentence.
What is a share certificate?

When the shareholder fails to pay the full amountof share which he agreed to pay in
installments, the company can forfeithis shares.

Exercise 1| Q 8.07 | Page 64
Answer in one sentence.



What is the minimum application money to be collected by company as per the
Companies Act?

SOLUTION

As per the Companies Act, the minimum application money to be collected by the
company is 25% of the nominal value of shares.

Exercise 1| Q 8.08 | Page 64
Answer in one sentence.
With whom should the prospectus be filed before issuingit to the public?

Before issuingitto the public, a copy of the prospectus must be filed with the Registrar
of Company (ROC).

Exercise 1| Q 8.09 | Page 64
Answer in one sentence.
What is meant by private placement?

SOLUTION

If a company offers sharesto a selected group of investors, not exceeding 200 to raise
capital is called private placement.

Exercise 1| Q 8.10 | Page 64
Answer in one sentence.
To whomis Sweat Equity Shares offered by a company?

Sweat Equity Shares is offered to its Directors or Employees at a discount, by a
company.

Exercise 1| Q8.11 | Page 64
Answer in one sentence.
To whom can a company issue Bonus Shares?

SOLUTION

The company can issue Bonus Sharesto its existing equity shareholders.

Exercise 1| Q8.12 | Page 65
Answer in one sentence.
What is the subsequentissue after IPO called as?

SOLUTION

The subsequentissue after Initial Public Offer (IPO) is called as Further Public Offer
(FPO)



Exercise 1| Q8.13 | Page 65

Answer in one sentence.

Name the method underwhich the issue price of shares is fixed through a bidding
process.

The method underwhich the issue price of shares is fixed through a bidding process
called as 'Book Building Method'.

Exercise 1| Q 8.14 | Page 65
Answer in one sentence.
Whatis Public Issue?

SOLUTION

Shares offered to public by a company through the prospectus, is called as a public
issue.

Exercise 1| Q8.15 | Page 65

Answer in one sentence.

Name the capital which is mentioned in the capital clause of Memorandum of
Association.

The capital which is mentioned in the capital clause of the Memorandum of Association
is called as 'Authorised Capital.

Exercise 1| Q9.1 | Page 65
Correct the underlined word and rewrite the following sentence.
Issued capital is the maximum capital which a company can raise by issuing shares.

SOLUTION

Authorised capital is the maximum capital which a company can raise by issuing
shares.

Exercise 1| Q9.2 | Page 65
Correct the underlined word and rewrite the following sentence.
Under Fixed price issue method, the price of shares is fixed through bidding process

Underbook building method the price of shares is fixed through bidding process.

Exercise 1| Q 9.3 | Page 65
Correct the underlined word and rewrite the following sentence.
FPO refers to offering of sharesto the public for the first time.




IPO refers to offering of shares to the public for the first time.

Exercise 1| Q9.4 | Page 65
Correct the underlined word and rewrite the following sentence.
Only fully paid up shares can be forfeited.

Only partly paid shares can be forfeited.

Exercise 1| Q 9.5 | Page 65
Correct the underlined word and rewrite the following sentence.
Bonus shares are offered to existing employees of a company.

SOLUTION

Bonus shares are offered to existing equity shareholders of a company.

Exercise 1| Q 9.6 | Page 65
Correct the underlined word and rewrite the following sentence.
Company enters into an underwriting agreementwith the shareholders.

SOLUTION
Company enters into an underwriting agreementwith the underwriters.

Exercise 1| Q9.7 | Page 65
Correct the underlined word and rewrite the following sentence.
Letter of Allotmentis sentto applicants when no shares are allotted to them.

SOLUTION
Letter of Regret is sentto applicants when no shares are allotted to them.

Exercise 1| Q 9.8 | Page 65
Correct the underlined word and rewrite the following sentence.
Duplicate share certificate must be issued within one month from date of application.

SOLUTION
Duplicate share certificate must be issued within three months from date of application.

Exercise 1| Q9.9 | Page 65
Correct the underlined word and rewrite the following sentence.
Call money cannotexceed 5% of nominal value of shares.

SOLUTION

Call money cannotexceed 25% of nominal value of shares.



Exercise 1| Q 10.1 | Page 65
Arrange in proper order.

a. Forfeiture of shares,

b. Callson shares.

c. Allotmentof shares.

SOLUTION

(c) Allotmentof shares
(b) Calls on shares
(a) Forfeiture of shares

Exercise 1| Q 10.2 | Page 65
Arrange in proper order.

a. Share certificate

b. Allotmentletter

c. Application form

(c) Application form
(b) Allotment letter
(a) Share certificate

Exercise 1| Q 10.3 | Page 65
Arrange in proper order.

a. Return of allotment

b. Application form

c. Minimum subscription

SOLUTION

(b) Application form
(c) Minimum subscription
(a) Return of allotment

EXERCISE 2 [PAGE 65

Exercise 2 | Q1| Page 65
Explain the following term/concept.
Transmission of shares

(a) Transmission of shares means the transfer of shares by operation of law, ie shares
of a member is automatically transferred to another person.



(b) Transmission of shares happens on a specific event such as death, insolvency, or
insanity of shareholders.

Exercise 2 | Q 2 | Page 65
Explain the following term/concept.
Bonusshares

SOLUTION

(a) Bonusissuesrefersto the fully paid up shares given to its existing equity
shareholders withoutany cost, based upon the number of shares they own.

(b) Such shares are given by the company as a gift to its existing equity shareholders
out of its profits or reserves.

Exercise 2 | Q 3 | Page 65
Explain the following term/concept.
Allotment of shares

(a) Allotment of shares means the company allots (to give) shares to the general public.
Allotment means the distribution of shares among the applicants. When a public
company wants to issue the sharesto the general public, it has to issue prospectus to
invite the general public to subscribe to its shares.

(b) In response to it, the general public may apply for shares of the company, they are
known as 'Share Applicants'. The Board of Directors takes the decision regarding the
allotmentof shares by passing a resolution.

Exercise 2 | Q4 | Page 65

Explain the following term/concept.
Employees Stock Option Scheme
SOLUTION

(a) Underthis scheme, the company offers certain shares from the new issue to the
whole time directors, officers, or employees of the company.

(b) The company offers the shares at a predetermined price which isusually less than
the price offered to the general public.

Exercise 2 | Q5 | Page 65

Explain the following term/concept.
Surrender of shares



(a) Surrender of shares means the return of shares by the shareholder to the company
for cancellation. Holder in this case voluntarily abandons all his shares in favour of the
company.

(b) The power to accept the surrender of shares cannotbe exercised by a company
unless expressly given by the Articles of Association. Only partly paid-up shares can be
surrendered. Surrendered shares can be reissued in the same way as forfeited shares.

Exercise 2 | Q 6 | Page 65
Explain the following term/concept.
Sweat Equity shares

SOLUTION

(a) Sweat equity shares are such equity shares, which are issued by a company to its
directors or employees at a discountor for consideration, otherthan cash.

(b) The issue of sweat equity shares allows the company to retain the employees by
rewarding them for their services.

Exercise 2 | Q7 | Page 65
Explain the following term/concept.
Share certificate

(a) Share certificate is a registered document of title to the sharesissued by the
company underits common seal, duly stamped by at least two directors and counter
signed by the secretary of the company.

(b) Itis issued by both public and private companies in respect of partly or fully paid up
shares. Sinceitis a registered document of the title of share, it only is transferred by
following the procedure laid down in Articles of Association.

Exercise 2 | Q 8 | Page 65
Explain the following term/concept.
Authorised capital

(a) This is the amount of capital stated in the capital clause of the Memorandum of
Association. It is also known as "Nominal Capital" or "Registered Capital”.

(b) The company is entitled to raise finance by the issue of shares only up to the
amount of authorised capital. However, the company can increase the amount of
authorized capital by altering the Memorandum suitably.

Exercise 2 | Q9 | Page 65
Explain the following term/concept.
Forfeiture of shares



(a) Forfeiture of shares is a process where the company forfeits the shares of a member
or shareholderwho fails to pay the call on shares or installment of the issue price of his
shares within a certain period of time after they fall due.

(b) In other words, when the shareholder fails to pay the full amountof share which he
agreed to pay in installments, the company can cancel his shares. The company will
give 14 days' notice; after 14 days if the shareholder does not pay the company will
forfeithis shares and strike his name from the register of shareholders.

Exercise 2 | Q 10 | Page 65
Explain the following term/concept.
Paid-up capital

SOLUTION

(a) Paid-up Capital is the part of called up capital which is actually paid by the
shareholders.

(b) In other words, paid-up capital is the total amountof money actually paid by
shareholders when the company has called up or demanded them to pay.

Exercise 2 | Q11 | Page 65
Explain the following term/concept.
Calls on shares

(a) Calls on shares mean the demand made by the company on its shareholders
holding partly paid shares to pay part or full unpaid amounton the shares.

(b) A call may be defined as"A demand made by the company on its shareholders to
pay whole or part of the balance remaining unpaid on each share at any time during the
lifetime of a company".

Exercise 2 | Q12 | Page 65
Explain the following term/concept.
Subscribed capital

SOLUTION

(a) It is that part of the issued capital which is taken up by the public. Sometimes, the
public may not take up all the shares that are offered to the public, for a subscription.

(b) In such a case, the subscribed capital shall be less than the issued capital. If the
public subscribe to all the shares, it shall be equal to the issued capital.

Exercise 2 | Q 13 | Page 65
Explain the following term/concept.
Minimum subscription



(&) Minimum subscription is the minimum amountraised by the company for obtaining a
trading certificate and to start the work of allotment of shares. Thisamountis mentioned
in the prospectus.

(b) It must be collected within thirty (30) days from the issue of prospectus. The
minimum subscription amount should be 90% of the issued capital.

Exercise 2 | Q 14 | Page 65
Explain the following term/concept.
Transfer of shares

(a) Transfer of shares means the transfer of ownership of shares from one person to
another.

(b) Transfer of shares takes place when the shareholder wants to sell his shares or give
as a giftto another person. Shares can only be transferred by following the procedure
laid down in the Articles of Association.

Exercise 2 | Q 15 | Page 65
Explain the following term/concept.
Initial Public Offer

SOLUTION

(a) An Initial Public Offer (IPO) is a process of offering shares to the general public for
the firsttime. A public company makes an appeal to the general public to purchase its
shares by issuing the prospectus

(b) The prospectus contains detailed information aboutthe company, its project, and
shares. It also includes an application form free of cost.

Exercise 2 | Q 16 | Page 65
Explain the following term/concept.
Blank transfer

SOLUTION

(a) When a member signs the Instrument of transfer withoutfilling in the name of the
transferee and hands itover to the transferee along with the share certificate, it is called
'‘Blank Transfer'.

(b) Blank transfers can be deposited with a bank when shares are being used as
security for a loan. A blank transfer can also be used when shares are held by
nominees, the beneficial owner holding the blank transfer.

Exercise 2 | Q17 | Page 65
Explain the following term/concept.



Further Public Offer

(a) Follow-on Public Offering or Further Public Offer, is the process of offering shares to
the public, after the process of IPO.

(b) In FPO, the company goes for a furtherissue of shares to the general public with a
view to diversifying its equity base. The shares are offered for sale by the company
through the prospectus.

Exercise 2 | Q 18 | Page 65
Explain the following term/concept.
Forged transfer

SOLUTION

() Aninstrumenton which the signature of the transferor is forged is called forged
transfer. It is a null transfer and does not confer any title.

(b) It is so because in the case of forgery there is not merely an absence of free consent
butthere is no consentatall.

Exercise 2 | Q 19 | Page 65
Explain the following term/concept.
RightsIssue

(a) The Company issue sharesto its existing equity shareholders in the proportion of
shares held by them. Such sharesissued is called as Rights Issue’ of shares.

(b) Underthe Rightsissue, such shareholders are given pre-emptive rights to apply for
new shares.

Exercise 2 | Q 20 | Page 65
Explain the following term/concept.
Private placement

SOLUTION

(a) If a company offers shares to a selected group of investors, not exceeding 200 to
raise capital, is called private placement.

(b) The selected group can be mutual funds, banks, insurance companies, pension
fundsandsoon.

EXERCISE 3 [PAGE 66

Exercise 3| Q1| Page 66
Study the following case/situation and express your opinion.



Eva Ltd. Company's capital structure is made up of 1,00,000 Equity shares having face
value of ¥ 10 each. The company has offered to the public 40,000 equity shares and out
of this, the public has subscribed for 30,000 equity shares. State the followingin 2.

a. Authorised capital
b. Subscribed capital
c. Issued capital

a. In the above case, Eva Ltd. Company has 1,00,000 equity shares having face
value of 10 each. Therefore, the Authorised capital is Rs. 10,00,000 (1,00,000

equity shares @ ¥ 10 per share)

b. In the above case, the public has subscribed for 30,000 equity shares. Therefore,
the subscribed capital is Rs 3,00,000 (30,000 equity shares @ % 10 per share)

c. Inthe above case, the company has offered to the public 40,000 equity shares.
Therefore, the issued capital is ¥ 4,00,000 (40000 equity shares @ 10 per share)

Exercise 3| Q 2 | Page 66

Study the following case/situation and express your opinion.

TRI Ltd. Companyis newly incorporated public company and wants to raise capital by
selling Equity shares to the public. The Board of Directors are considering various
options for this. Advise the Board on the following matters :

a. What should the company offer - IPO or FPO?
b. Can the company offer Bonus Shares to raise its capital?
c. Canthe company enter into Underwriting Agreement?

SOLUTION

a. In the above case, TRI Ltd. Company is newly incorporated public company and
wants to raise capital by selling equity sharesto the public. Therefore, the
company should offer IPO (Initial Public Offer).

b. No. The company cannotoffer Bonus Shares to raise its capital. This is because
Bonus Shares are given to its existing equity shareholders and itis given out of
accumulated distributable profits or reserves. Whereas, TRI is newly
incorporated company, so it will not have sufficient profitto give bonus shares.

c. Yes. The company can enter into an Underwriting Agreementwith underwriters
by paying them a commission. The underwriters assure the company to take up
the unsold shares so that the company is able to raise its minimum subscription.



Exercise 3| Q 3 | Page 66

Study the following case/situation and express your opinion.

Silver Ltd. Company has recently come out with its public offer through FPO. Their
issue was over subscribed. The Board of Directors now wants to start the allotment
process. Please advise the Board on:

a. Shouldthe company set up allotment committee?
b. How should the company inform the applicants to whomthe company is alloting

shares?
c. Within what period should the company issue share certificate?

SOLUTION

a. In the above case, the board of directors now wants to start the allotment
process. Therefore, the company must set up an allotmentcommittee, Allotment
committee will decide the basis of allotmentand submit a report to the board of
directors.

b. Atthe board meeting, a resolution is passed to allotshares. After passingthe
resolution, the secretary has to issue a Letter of Allotmentto those applicants

whomthe company s allotting shares

c. The company shouldissue ashare certificate within two months from date of
allotment.

Exercise 3| Q4 | Page 66

Study the following case/situation and express your opinion.

Red Tubes Ltd. has made a demand on its shareholders to pay the balance unpaid
amountof ¥ 20/- per share (having aface value of ¥ 100) held by them. The company
has sent letters asking the shareholders to pay the money to its Bankers within the
specified time.

a. Are the shareholdersliable to pay X 20 for the shares held by them?
b. Name the letter sent by the company to its shareholders askingthemto pay X

20/-
c. What happensif ashareholderfails to pay the money within the specified time?

a. Yes. The shareholders are liable to pay X 20 for the shares held by them. This is
because it is the responsibility of every shareholder to pay the call money as
demanded by the company.



b. The company has to send the call letter to shareholders for the payment of call
money. This letter is sentby ordinary post.

c. If a shareholderfailsto pay the money within the specified time, then the
company sends a warning letter and after that, the company can forfeit (cancel)
the shares of the shareholders.

Exercise 3| Q5 | Page 66

Study the following case/situation and express your opinion.
X owns 100 shares while Y owns 500 shares of Red Tubes Ltd. The company has
asked all its shareholders to pay the balance unpaid amount of ¥ 20. X pays the full
money demanded by the company. Y, whois in a bad financial position isunable to pay
any money.

a. Canthe company forfeitthe shares of Y?

b. Canthe company forfeitthe shares of X?

c. Can X transfer his shares?

a. In the above case, Y owns 500 shares and unable to pay any money dueto a
bad financial position. Therefore, the company can forfeit the shares of .

b. In the above case, X owns 100 shares and pays the full money demanded by the
company. Therefore, the company cannotforfeitthe shares of X.

c. Yes. X can transfer his shares. For this, X hasto fill-up the form for renunciation
and have to submit it with the original copy of the Letter of Allotmentto the
company. After the approval of the Board, the secretary enters the name of new
allottees in the application and in the allotment list.

EXERCISE 4 [PAGES 66 - 67

Exercise 4| Q1 | Page 66

Distinguish between the following.
Initial Public Offer and Further Public Offer

SOLUTION

Initial Public Offer Further Public Offer

1. Meaning: IPO refers to an offer of FPO means an offer of securities by a
securities by an unlisted Public Company to | listed Public Company to the public to
the public forthe first time. raise subsequent capital.




2. Typeof issuer company: It is issued by
an unlisted Public Company.

It is issued by a listed Public Company.

3. When issued: It is usuallyissued by an
existing company which wants to raise
capital from the public for the first time.

It is usually issued by a listed Public
company when it wants to raise further
capital from the public.

4. Order of issue: IPO proceeds FPO. IPO
is the first time sale of shares to the public.
Initial Public Offer

FPO is always done after IPO. FPO is
the second or subsequentsale of
sharesto the public.

5. Listing: Company hasto get itself listed
for the first time before issuing IPO,

Company making an FPO is already a
listed company.

6. Risk: It is very risky for the investor as
he cannot predict the company's
performance.

It is less risky for the investor as he has
an idea of the company's past
performance and can judge its future
performance.

Exercise 4| Q 2 | Page 66

Distinguish between the following.
Fixed Price Issue and Book Building

Fixed Price Issue Method

Book Building Method

1. Meaning: Under this method, the
issue price of sharesis mentionedin the
prospectus and investors have to buy
shares at that price only.

Underthis method, the issue price is
determined by a bidding process. The
investors are given a price band and are
asked to bid at a price within the band.
This way company arrives at a price at
which itwill sell its shares.

2. Price of Shares: The exact price of
sharesis known in advance and itis
mentioned in the prospectus.

The price of sharesis not known in
advance. Only the minimum price and
maximum price at which the company is
willing to sell the sharesis known in
advance.




3. Prospectus: Company hasto issue a
prospectus and it contains the details of
the price at which shares are offered and
the total number of shares offered by the
company.

Companyissues a Red Herring
Prospectus. It contains only the price
band and the total size of the issue.

4. Determination of Demand: Company
comes to know the public demand for its
shares only after closure of the issue

The company can know the public
demand for its shares every day. The bids
are registered in the book every day until
the closure of the issue.

5. Payment of Application

Money: Application money or entire
money has to be paid by the investor at
the time of submitting his application for
shares.

Only application money hasto be paid at
the time of bidding. The money will be
collected only after the issue price has
been fixed.

6. When Used: It can be used for any

issuei.e. PublicIssues, Rights Issues,
ESQOS, etc.

It is usually usedin Publicissuesi.e.IPO
and FPO.

Exercise 4 | Q 3 | Page 67

Distinguish between the following.
Rights Shares and Bonus Shares

SOLUTION

Rights Shares

Bonus Shares

1. Meaning: In rights issues, shares are offered
to the existing equity shareholdersi.e. Company
offers the shareholders the first option to buy the

shares of the company.

Bonus shares are issued to the
existing equity shareholders free of
cost.

2. Payment: Subscribers have to pay for the
Rights Shares. The company only gives them

the rightto buy these shares.

Bonus shares are issued free of
cost to the shareholders.

3. Partly/fully paid up shares: Shareholders
have to pay for these shares as Application
Money, Allotment, Call Money, etc. till the full

money on shares s paid up.

Bonus shares are fully paid up
shares. So no money hasto be
paid by the shareholdersto the
company.




4. Minimum Subscription: Company hasto
obtain a minimum subscription. If the company
fails to receive a minimum subscription, ithas to
refund the entire application money received.

There is no minimum subscription
to be collected as Bonus shares
are issued free of cost by the
company.

5. Right to Renounce: The shareholders can
renounce hisshares.

Shareholders cannotrenounce his
bonus shares.

6. Purpose of Issue: Rightsissueisdone by a
company when it wants to raise fresh funds but
wants to give a chance to their existing
members to increase their shareholding.

When a company has accumulated
huge profits or reserves and the
company wants to reward its
existing Equity shareholders, the
company issues bonus shares.

Exercise 4 | Q4 | Page 67

Distinguish between the following.
Transfer of Shares and Transmission of Shares.

SOLUTION

Transfer of Shares

Transmission of Shares

1. Meaning: Transfer of shares means
voluntarily or deliberately giving away one's
shares to another person by enteringintoa
contract with the buyer.

It means the transfer of ownership of
a member's sharesto hislegal
representative due to the operation of
law. It takes place on death,
insolvency, orinsanity of the
members.

2. When done: It is done when the member
wants to sell his shares or give his shares as
a gift.

It is done when the member dies or
becomes insolventor insane.

3. Nature of Action: It is a voluntary action
taken by the member.

It is an involuntary action. It is due to
the operation of law.

4. Parties involved: In the transfer of shares
there are two parties involved- the member
who s called as transferor and the buyer who
is called as transferee.

There is only one party e.g, the
nominee of the member in case of
death of the member of the legal
representative.




5. Instrument of transfer: Transfer requires | No Instrument of transferis needed.
Instrumentof transfer. It is a contract between
the transferor and transferee.

6. Initiated by: The transferor initiates the The legal representative or official
transfer process. receiver initiates the process of
transmission.

7. Consideration: Transfer of shares is done | No consideration is involved here.
often by the member to receive some The legal heiror official receiver need
consideration (money)i.e. the buyer hasto not pay for the shares.

pay for the shares. (Except given as a gift.)

8. Liability: The liability of the transferor ends | Original liability of the member

after the shares are transferred. continues in case of transmission of
shares.
9. Stamp Duty: Stamp duty as per the No stamp duty is to be paid

market value of shares has to be paid.

EXERCISE 5 [PAGE 67]

Exercise 5| Q1 | Page 67
Answer in brief.

What is Book Building Method?

1. Underthis method, the issuer company determines the number of shares and the
issue price at which its shares will be sold by the bidding process.

2. The companyissues a Red Herring Prospectus which contains a price range or
price band and asks the investors to bid on it.

3. Here, the minimum price of bid is called 'Floor Price’ or '‘Ask Price and the
maximum price of bid is called 'Cap Price or 'Bid Price'.

4. The final price at which shares are offered to the investors is called as 'Cut-Off
price. The bids along with the application money is to be submitted to the Lead
MerchantBankers called as 'Book Runners'who enterthe bids in a book.

5. After biddingis over, the company fixes 'cut off-price' based on the highestor
best price at which all shares on offer can be sold.



Exercise 5| Q 2 | Page 67
Answer in brief.
State the provisions for Rights Issue.

SOLUTION

The Company issue sharesto its existing equity shareholdersin the proportion of
shares held by them. Such sharesissuedis called as Rights Issue' of shares.

The provisions related to the Rights Issue are as follows:

1.

6.

Rights shares are sold to the existing shareholders at a price which is lesser than
its market price.

A company hasto send a Letter of an offerto the existing shareholders at the
time of issuing Rights shares.

The letter of offer shall mention:

- The number of shares offered.
- The period of offeri.e. offeris valid for a period not less than fifteen days and

not exceeding thirty days from the date of the offer.
- The rightto renouncei.e.the shareholders have aright to give up their shares
in favour of any other person.

The letter of offer can be sent by registered post, speed post, courier, or through
electronic mode.

If the shareholder does not respond to the Rights Issue offer within a stipulated
time, it is implied that he is not interested in the offer and the company can offer
the unsold shares to new investors.

The company has to obtain a minimum subscription i.e. 90% of the issue.

Exercise 5| Q3 | Page 67

Answer in brief.
State the provisionsrelated to Bonus Shares.

Bonusissuesreferto the fully paid-up shares given to its existing equity shareholders
withoutany cost, based upon the number of shares they have. Provisions related to
Bonus Shares are as follows:

1.

A company can issue Bonus Shares only out of:
* Free reserves or

» Securities Premium Accountor

 Capital Redemption Reserve Account



6.

A company cannotissue Bonus Shares only out of reserves created by the
Revaluation of Assets.

The company also cannotissue bonus shares instead of paying a dividend.

Once the announcementfor Bonus Shares is made by the Board of Directors
then it cannot be withdrawn.

Bonus shares are fully paid up shares. Shareholders cannot give away their
bonus shares to another person.

There is no minimum subscription to be collected.

Exercise 5| Q4 | Page 67

Answer in brief.
State the general principles/rules for allotment of shares.

Allotment of Shares means Company allots (to give) sharesto the general public.
Allotmentmeans the distribution of shares among the applicants.

The general principles/rules for allotment of shares are as follows:

1.

Communication: The decision regarding allotment must be communicated to
the applicants. It means the company should informthe investors in writing and
then share the applicantand the company enters into a contract.

Absolute and unconditional: The allotment must be absolute and
unconditional, i.e. it must be made on the same terms as stated in the
application.

- No change in the terms of allotmentor new conditions can be added at the time
of allotment.

Proper authority: The allotment should be made by proper authority, i.e. Board
of Directors of the company or authorized committee on behalf of the Board of
Directors.

An allotment made without proper authority will be invalid.

Allotment should not be in contravention (violation) of any other laws:

- A Company cannotallotshares by violating or contradicting any other existing
laws. For instance, Shares cannotbe allotted to a minor.

- Butin the eventof any such contravention, the company and every officer of the
company whois in defaultshall be punishable with a fine which may extend to
Rs. 5,000.



5. Allotment against applications only: A company can allot sharesonly if it has
received a written application for shares from the applicant.
Thus, no valid allotment can be made on oral requests. It must be againstwritten
application only.

6. Reasonabletime: The allotmentmust be made within areasonable time.
Otherwise, the applicantis not bound to acceptit, i.e. applicantcan reject it.
As per the Act, allotment shall be done within 60 days of receipt of application
money. The allotmentcan be made from the fifth day from date of the issue of
prospectus.

Exercise 5| Q5 | Page 67

Answer in brief.
State the contents of Shares Certificate.

SOLUTION

Share certificate should be in Form SH-1 as prescribed under Companies (Share
Capital and Debenture) Rules, 2014. Following are the contents of a share certificate:

Name of the Company, CIN, Registered office address,

Folio Number,

Share Certificate Number,

Name of Member,

Nature of share, number of shares and a distinctive number of the shares,
Amount paid on shares,

Common Seal, if any, and signature of two

Directors and Company Secretary.

NookwNE
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Answer in brief.
What are the effects of forfeiture of shares?

SOLUTION

Forfeiture of Shares:

1. Forfeiture of Sharesis a process where the company forfeits the shares of a
member or shareholderwho fails to pay the call on shares or installments of the
issue price of his shares within a certain period of time after they fall due.

2. In other words, when the shareholder fails to pay the full amount of share which
he agreed to pay in installments the company can cancel his shares.
The effects of forfeiture of Shares are as follows:

The effects of forfeiture of shares are as follows:



Cessation of membership:

- A person whose shares have been forfeited ceases to be a member in respect
of forfeited shares.

- The member's name removed from the Register of Members,

- Thisis provided under regulation 32(1) of Table F of Schedule 1 of Companies
Act, 2013.

Liability of Members:

- The liability of a person whose shares have been forfeited comes to an end
when the company receives the paymentin full of all such money in respect of
shares forfeited.

- A member is liable for unpaid calls even after the forfeiture of shares.

- Thisis provided in Regulation 32(2) of Table F.

Liguidation of the company:

- In the case of, liquidation of the company takes place within one year of the
forfeiture, then the liability of a former shareholderremains as a liability of a past
member to pay calls.

- In other words, if the company goes for liquidation, a member whose shares
have been forfeited is liable to pay the calls as a past member.

Forfeited shares become the company's property:

- The forfeited shares become the property of the company on forfeiture.

- Accordingly, these may be re-issued or otherwise disposed of on such terms
and in such mannerwhich the board of directors thinks fit.

This provided under Regulation 31(1) of Table F.

Exercise 5| Q7 | Page 67
Answer in brief.
When can the Board of Directors refuse the transfer of shares?

SOLUTION

Refusal to Transfer of Shares:

1.

If a company refusesto register the transfer of shares, it shall send a notice of
refusal to the transferor and the transferee or to the person giving intimation of
such transfer within thirty days from the date on which the instrument of transfer
was delivered to the company.

The notice should contain a valid reason for such refusal. The Board of Directors
has the authority to refuse registration of transfer of shares. A member may
appeal to the NCLT againstthe refusal by the Board within a period of thirty days
from the date of receipt of the refusal notice.

If no notice is received, the member can appeal within 60 days in case of a
Private Company and within 90 days in case of a Public Company.



It is important to note that the Board may refuse the transfer in the following
cases:

- Where the member transfers the shares to his/her representative(s).

- When the provisions for transfer of shares as given in the Articles of Association
is not fulfilled by the member.

When the instrument of transfer is notas per the rules prescribed underthe
Companies Act.

- When the Instrumentis not accompanied by the Share Certificate.

- When the company has a lien on the shares to be transferred.

Exercise 5| Q 8 | Page 67

Answer in brief.
Explain Employee stock option scheme.

SOLUTION

Employee Stock Option Scheme (ESOS):

1.

This is a scheme through which a company encourages employee participation
in the business of acompany.

Underthis scheme, the company offers certain shares, from the new issueto the
whole time directors, officers, or employees of the company.

The company offers the shares at a predetermined price which is usually less
than the price offered to the general public.

The Employee Stock Option Scheme (ESOS) must be approved by passing a
special resolution in the general meeting.

Provisions related to ESOS are as follows:

1.

A company may offer the shares directly to the employees or through an
Employee Welfare Trust.

2. The shares are offered at price less than the market price.

3. There is a minimum vesting period* of one year.

4. Usually,the company will specify the lock-in period i.e. period during which the

employee cannotsell his shares. The Lock-in period is a minimum of 1 year
between the grant of option and vesting.

Sharesissued underthis scheme do not enjoy any dividend or voting rights till
the employees buy the shares.



6.

7.

8.

The company has to get the approval of shareholders through a special
resolution to issue ESOS.

The employee cannottransfer his option to any other person nor can he pledge
or mortgage* the sharesissued under ESOS.

The company has to set up a compensation committee to administer ESOS. The
company has to fulfill the provisions of SEBI (Share Based Employee Benefits)
Regulations, 2014.
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Answer in brief.
What is calls on shares?

SOLUTION

1.

"Calls on shares" means the demand made by the company on its shareholders
holding partly paid shares to pay part or full unpaid amounton the shares.

The board of directors of the company makes such a call on sharesin
accordance with terms and conditions of the issue of shares and as per articles
of association of the company.

A call may be defined as"A demand made by the company on its shareholders
to pay whole or part of the balance remaining unpaid on each share at any time
during the lifetime of a company".

Forinstance, the price of a shareis Rs.100/. At the time of applying for shares,
the investor hasto pay Rs. 5/- of the nominal value of a share, so Rs. 95/- is
balanced on each share. As and when the company needs money it asks its
shareholders to pay, it is known as calls on shares.

The company has to send a call letter/notice to the shareholders asking themto
pay the call money and give them a minimum 14 days' notice to pay the call
money to the Company's Banker,

No call can be made for more than 25% of the nominal value of shares. The gap
between two calls should notbe less than one month from the date fixed for the
payment of the last preceding call.

Exercise 5| Q 10 | Page 67

Answer in brief.
What is transfer of shares?



1. Transfer of share means the transfer of ownership of shares from one person to
another. In other words, a shareholder can transferthe share to another
shareholder.

2. Transfer of shares takes place when the shareholder wants to sell his shares or
give as a giftto another person.

3. Shares can only be transferred by following the procedure laid down in the
Articles of Association. A shareholder can sell either a part of a share or entire
shares held by him.

4. In the case of public companies, shares are freely transferable subject to the
provisions of the Articles of Association. Whereas, in the case of Private
Company, there are restrictions on the free transfer of shares.

5. Once, the shares are transferred, the liability of the transferor ends. It takes place
when both the transferor and transferee are living.

EXERCISE 6 [PAGE 67
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Justify the following statement.
Company has to fulfill certain provisions while making RightIssue.

SOLUTION

Justification:

Thefollowing provisions company has to fulfill while making Rights Issue:

1. Rightsshares are sold to the existing shareholders at a price which is lesser than
its market price.

2. A company hasto send a Letter of an offerto the
existing shareholders at the time of issuing Rights shares.

3. The letter of offer shall mention:
-The number of shares offered.
-The period of offer i.e. offer is valid for a period notless than fifteen days and
not exceeding thirty days from the date of the offer.
-The rightto renouncei.e.the shareholders have a right to give up their sharesin
favour of any other person.



4. The letter of offer can be sent by registered post, speed post, courier, or through
electronic mode.

5. If the shareholderdoes not respond to the Rights Issue offer within a stipulated
time, it is implied that he is not interested in the offer and the company can offer
the unsold shares to new investors.

6. The company has to obtain a minimum subscription i.e. 90% of the issue.

Exercise 6 | Q 2 | Page 67

Justify the following statement.
To Issue Bonus Shares, a company has to fulfill certain provisions.

SOLUTION

Justification:
The following provisions company has to fulfill to issue Bonus Shares:

1. A company canissue Bonus Sharesonly out
of:
- Free reserves or
- Securities Premium Accountor
- Capital Redemption Reserve Account

2. A company cannotissue Bonus Shares only out of reserves created by the
Revaluation of Assets.

3. The company also cannotissue Bonus Shares instead of paying a dividend.

4. Once theannouncementforBonus Sharesis made by the Board of Directors
then it cannot be withdrawn.

5. Bonusshares are fully paid up shares. Shareholders cannot give away their
Bonus shares to another person.

6. There is no minimum subscription to be collected.
Thus, it is rightly justified that, to issue bonus shares, a company has to fulfill
certain provisions.

7. ESOS is offered by a company to its Permanentemployees, Directors, and
Officers.

Exercise 6 | Q 3 | Page 67

Justify the following statement.
ESOS is offered by a company to its permanentemployees, Directors and Officers



Justification:

1.

Employee Stock Option Scheme (ESOS) is a scheme, through which acompany
encourages employee participation in the business of a company.

Underthis scheme, the company offers certain shares from the new issue to the
whole time directors, officers, or employees of the company.

The company offers the shares at a predetermined price which isusually less
than the price offered to the general public.

ESOS must be approved by passing a special resolution in the general meeting.
Thus, it is rightly justified that, ESOS is offered by a company to its permanent

employees, Directors, and Officers.
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Justify the following statement.
Company has to fulfill general principles/rules for allotment of shares.

SOLUTION

Justification:
Thefollowing are the general principles/rules for allotment of shares.

1.

Communication: The decision regarding allotment must be communicated to
the applicants. It means the company should inform the investors in writing and
then share the applicantand the company enters into a contract.

Absolute and unconditional: The allotment must be absolute and
unconditional, i.e, it must be made on the same terms as stated in the
application, No change in the terms of allotment or new conditions can be added
at the time of allotment.

Proper authority: The allotment should be made by proper authority, i.e, Board
of Directors of the company, or authorized committee on behalf of the Board of
Directors. An allotment made without proper authority will be invalid.

Allotment against applications only: A company can allot shares onlyif it has
received a written application for shares from the applicant. Thus, no valid
allotmentcan be made on oral requests. It must be againstwritten application
only.

Reasonable time:
- The allotment must be made within a reasonable time. Otherwise, the applicant



is not boundto accept it, i.e, the applicant can reject it.

- As per the Act, allotment shall be done within 60 days of receipt of application
money. The allotmentcan be made from the fifth day from date of the issue of
prospectus. Thus, itis rightly justified that, the company has to fulfill general
principles/rules for allotment of shares.
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Justify the following statement.
A company can issue duplicate share certificate.

SOLUTION

Justification:

1. A company canissue a duplicate share certificate if the Original share certificate

has been defaced,
- mutilated or torn and is surrendered to the company.
- It has been proved by the holderthat the original share certificate is lost or

destroyed.

2. In case of loss of share certificate, the company puts up a notice in the
newspapers to announce the loss of the share certificate and asks the finder, if
any, to return it to the company.

3. If the company does notget any response from the public, within the specified
time, then the company can issue a duplicate share certificate.

4. A duplicate share certificate should be issued within three months fromthe date
of application. The company issues it only to registered shareholders. Thus, it is
rightly justified that, a company can issue a duplicate share certificate if the
original certificate is lost, destroyed, or torn.
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Justify the following statement.
Board of Directors have the authority to forfeitshares.

Justification:

1. Forfeiture of sharesis a process where the company forfeit the shares of a
member or shareholderwho fails to pay the call on shares or instalments of the
issue price of his shares within a certain period of time after they fall due.

2. In other words, when the shareholder fails to pay the full amount of share which

he agreed to pay in instalments the company can cancel his shares.



3. If a shareholderfails to pay calls on shares within a certain period, the Board of
Directors, if authorised by the Articles of Association, can forfeiti.e. take away
the ownership of a member.

4. The company will give 14 days' notice after 14 days if the shareholder does not
pay the company will forfeit his shares and strike his name from the register of
shareholders. Thus,itis rightly justified that, Board of Directors has the authority

to forfeitshares.
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Justify the following statement.
A member of a Public company can transfer shares.

SOLUTION

Justification:
1. Transfer of shares means the transfer of ownership of shares from one person to
another. In other words, a shareholder can transferthe share to another
shareholder.

2. Transfer of shares takes place when the shareholder wants to sell his shares or
give as a giftto another person.

3. Shares can only be transferred by following the procedure laid down in the
Articles of Association. A shareholder can sell either a part of a share or entire

shares held by him.

4. In the case of public companies, shares are freely transferable subject to the
provisions of the Articles of Association. Whereas, in the case of Private
Company, there are restrictions on the free transfer of shares. Thus, itis rightly
justified that, a member of a Public company can transfer shares.

Exercise 6 | Q 8 | Page 67

Justify the following statement.
The Board of Directors can refuse transfer of shares.

Justification:

1. If a company refusesto register the transfer of shares, it shall send a notice of
refusal to the transferor and the transferee or to the person giving intimation of
such transfer within thirty days from the date on which the instrument of transfer



was delivered to the company.

2. The notice should contain a valid reason for such refusal. The Board of Directors
has the authority to refuse registration of transfer of shares. A member may
appeal to the NCLT againstthe refusal by the Board within a period of thirty days
from the date of receipt of the refusal notice.

3. If nonoticeis received, the member can appeal within 60 days in case of a
Private Company and within 90 days in case of a Public Company.

4. Thus, it is rightly justified that, the Board of Directors can refuse the transfer of
shares.

EXERCISE 7 [PAGE 67]
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Answer the following question.
Explain the classification of share capital.
SOLUTION

Meaning of Share Capital:

1. The term capital, in general, meansthe amountof moneyinvestedin a business.
It includes notonly the money invested at the time of inception of the business
firms but also all the money invested subsequently.

2. The capital raised by the company by issuing Equity Shares and Preference
Sharesis called share capital.

3. Usually,in share capital, the proportion of Equity Shares is more than Preference
Shares. The Companies Act uses the term capital in several senses.

The classification of Share Capital

1. Paid-up Capital and Callsin Arrears

2. Issued Capital and Unissued Capital

3. Called up Capital, Uncalled Capital, and Reserve Capital
4. Subscribed Capital or Unsubscribed Capital

5. Authorized Capital

(1) Paid-up Capital and Calls in Arrears:

- The Called-up capital may not be fully paid. Some shareholders may pay only part of
the amountrequired to be paid or may not pay at all. Paid-up Capital is the part of
called-up capital which is actually paid by the shareholders.

- The remaining part indicates the defaultin paymentof calls by some shareholders,



known as Callsin Arrears. In other words, the amountnot paid by shareholdersis called
as Callsin Arrears or Unpaid Calls.

(2) Issued Capital and Unissued Capital:

- Issued Capital is that part of nominal capital whichis issued to the public. Companies

generally do notissue all its capital at once.

- They issue their capital in installments and so the issued capital is generally less than

the nominal capital. It never exceeds the authorized capital.

- Whereas, Unissued Capital is the balance of nominal capital remaining to be issued to
the public. The company can issue shares from the unissued capital, in the future.

(3) Called up Capital, Uncalled Capital, and Reserve Capital:

- The Called up Capital is the part of subscribed capital which the company has actually
called upon the shareholders to pay.

- Called - up Capital includes the amount paid by the shareholder from time to time on
the application, allotment, various calls, etc.

- The remaining part of subscribing capital notyet called up is known as Uncalled
Capital. The Uncalled Capital may be converted into Reserve Capital by passing a
special resolution.

- Reserve Capital is a capital that a company keeps aside a part of uncalled capital. It
can be called up only in case of winding up of the company, to meet the liabilities arising
then. It is kept reserved for the Creditors in case of the winding-up of the company.

(4) Subscribed Capital or Unsubscribed Capital:

- Subscribed Capital is that part of the issued capital which is taken up by the public.
Sometimes, the public may nottake up all the shares that are offered to the public, for a
subscription.

- In such acase, the subscribed capital shall be less than the issued capital. If the public
subscribe all the shares, it shall be equal to the issued capital

- Unsubscribed Capital is that part of the issued capital which is notallotted to the
public.

- The unsubscribed capital is also known as Treasury shares, which are shares held by
the corporation itself and have no exercisable rights.

(5) Authorised Capital:

- Thisis the amount of capital stated in the capital clause of the Memorandum of
Association. It is also known as "Nominal Capital” or "Registered Capital”.

The company is entitled to raise finance by the issue of shares only up to the amount of
authorised capital. However, the company can increase the amount of authorized
capital by altering the Memorandum suitably. The promoters generally fix the amount of
nominal capital after considering both the long-term and short-term requirements of the
proposed company.
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Answer the following question.
Explain the two methods a company can use to make its public offer of shares.



Public Issue or offer means offering the shares to the public. This is the most common
method used by companies. The company invites the public to subscribe for its shares

by issuing a prospectus.
The two methods a company can use to make its public offer of shares are as follows:

(1) Initial Public Offer (IPO): An Initial Public Offer (IPO) is a process of offering shares
to the general public for the first time.

A public company makes an appeal to the general public to purchase its shares by
issuing the prospectus.

The prospectus contains detailed information aboutthe company, its project, and

shares. It also includes an application form free of cost.

(2) Follow on Public Offer (FPO):

Follow-on Public Offering or Follow on Public Offeris the process of offering shares to
the public, after the process of IPO. In FPO, the company goes for a furtherissue of
sharesto the general public with a view to diversifying its equity base. The shares are
offered for sale by the company through the prospectus.
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Answer the following question.

Explain briefly the differenttypes of shares offered by a company to its existing equity
shareholders.

The differenttypes of shares offered by a company to its existing Equity shareholders
are as follows:

(1) Rights issue:

a. The Companyissue sharesto its existing equity shareholdersin the proportion of
shares holding by them. Such sharesissued are called as 'Rights Issue' of
shares. Underthe rightsissue, such shareholders are given pre-emptive rights to
apply for new shares.

b. However, if the shareholder does not opt to subscribe to such shares, then the
company has the option to sell itto the general public.

c. A company can make a Rights Issue when itis making a private placement.



d. The main aim of issuing the rightsharesis to raise additional funds by offering
shares to the existing equity shareholders.

The provisions related to Rights Issue are as follows:

i. Rightsshares are sold to the existing shareholders at a price which is lesser than
its market price.

ii. A company hasto senda 'Letter of offer' to the existing shareholders at the time
of issuing Rights shares.

iii.  The letter of offer shall mention:
* The number of shares offered.
» The period of offeri.e. offeris valid for a period not less than fifteen days and

not exceeding thirty days from the date of the offer.
* The rightto renouncei.e.the shareholders have a rightto give up their shares
in favour of any other person.

iv.  The letter of offercan be sent by registered post, speed post, courier, or through
electronic mode.

v. If The shareholderdoes notrespond to the Rights Issue offer within a stipulated
time*, it is implied* that he is notinterested in the offerand the company can offer
the unsold shares to new investors.

vi. The company has to obtain a minimum subscription i.e. 90% of the issue.

(2) Bonusissues:

a. Bonusissuesreferto the fully paid-up shares given to its existing equity
shareholders withoutany cost, based upon the number of shares they have.

b. Such shares are given by the company as a gift to its existing equity shareholder
out of its profits or reserves.

c. Forthis purpose, a certain proportion is decided. For instance, if a person holds
100 shares and the company declares 1:2 bonusissues, then forevery 2 shares
held, he gets 1 share free of cost.

d. The process ofissuingthe bonus shares outof the company's profits or reserves
is known as 'Capitalisation of Profits'.

Provisions related to Bonus Issues are as follows:

I. A company can issue Bonus Shares only out of:
* Free reserves or
» Securities Premium Account* or
 Capital Redemption Reserve Account*



ii. A company cannotissue Bonus Shares only outof reserves created by
Revaluation of Assets*.

iii.  The company also cannotissue bonus sharesinstead of paying dividend.

Iv.  Once theannouncementforBonus Sharesis made by the Board of Directors
then it cannot be withdrawn.

v. Bonussharesare fully paid up shares. Shareholders cannot give away their
bonus shares to another person.

vi.  Thereis no minimum subscription to be collected.
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Answer the following question.
Explain the statutory provisions for allotment of shares.

Allotment of Shares:

(1) Allotment of shares means the company allots (to give) shares to the general public.
Allotment means the distribution of shares among the applicants.

(2) When a publiccompany wants to issue the shares to the general public,ithasto
iIssue prospectus to invite the general public to subscribe to its shares.

Statutory provisions of allotment of shares

1.Registration of Prospectus

. Oversubscription

. Application money

. Depositing the application money

. Minimum subscription

. Appointment of Managers to the issue and various other agencies
. Permission to deal on Stock Exchange

. Closing of the subscription list

. Beginning of allotmentwork

OO ~NOOTA~,WN

The statutory provisions for allotment of shares are as follows:

1. Registration of Prospectus:
- The Company hasto file a copy of the prospectus with the Registrar of
Companies (ROC) while raising its capital by issuing the shares to the general
public.
- When the company raises the capital privately, it has to prepare 'Statement in
lieu of Prospectus'.



. Over Subscription:

- In the case of oversubscription, the company has to refund the excess
application money to the applicants.

- If it is failed to do so in the prescribed time then every officer of the company
would be punishable.

- SEBI does not allow any allotmentin excess of securities offered through offer
documentor prospectus.

— However, it may permit to allot not more than 10% of the net offer.

. Application Money: The part of the face values of shares which are collected by
the company along with share application, is known as ‘Application Money.
Application money should notbe less than 5% of the face value of the share.
SEBI has specified (for public companies) the application money should notbe
less than 25% of the nominal amount of shares.

. Depositing the Application Money: As per this condition, the company has to
deposit the money into separate accountknown as Share Application Money
Account opened in ascheduled bank by the company. The company is not
allowed to withdraw this amount.

. Minimum Subscription: Minimum subscription is the minimum amountraised
by the company for obtaining a trading certificate and to start the work of
allotment of shares. This amountis mentioned in the prospectus.

- It must be collected within thirty (30) days from the issue of prospectus. The
minimum subscription amount should be 90% of the issued capital.

- SEBI has stated minimum subscription should be 90% of the issue:

- Usually, when a company does not collect minimum subscriptions, itmeans its
issue has been undersubscribed i.e. the number of shares applied for is less than
the shares offered by the company.

- If a minimum subscription is not collected within the specified time, the entire
amountreceived as application money should be returned to the subscribers
within fifteen days of closure of the issue.

- To avoid such a situation, the company may enterinto an underwriting
agreement* with the underwriters.

. Appointment of Managers to the issue and various other agencies:
- The company has to appointone or more MerchantBankersto act as
managers to the publicissue.

It also has to appoint:

* Registrar to the issue,

* Collecting Bankers,

* Underwriters to the issue and Brokers to the issue.

* Self-certified syndicate banks,

* Advertising agents etc.



Permission to deal on Stock Exchange:

- Every company, before making a public offer shall apply to one or more
recognized Stock Exchanges to seek permission for listing* its shares with them.
For this, the prospectus shall mention the name of the Stock Exchange.

- In addition, an application for permission to listin that stock exchange hasto be
made by the company.

- If permission is not given by the stock exchange, the allotment made shall be
considered void.

Closing of the Subscription List:

- There is no provision in the Companies Act regarding the closing of the
subscription list.

- Butas per SEBI guidelines, the subscription listmust be issued for a minimum
of 3 and a maximum of 10 working days.

- In the case of the Rightsissue, the subscription listis open for not more than 60

(sixty) days.

Beginning of allotment work:

- The company can start the work of allotment after 5 days of opening the issue
(in case of filing of prospectus) and within 3 days (in case of filing statementin
lieu of prospectus). This enables the member of the public to go through the
prospectus thoroughly and decide.
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Answer the following question.
Explain briefly the procedure for allotment of shares.

SOLUTION

(1) Allotment of shares means the company allots (to give) shares to the general public.
Allotment means the distribution of shares among the applicants.

(2) When a publiccompany wants to issue the shares to the general public, it has to
Issue prospectus to invite the general public to subscribe to its shares.

Procedure for allotment of shares are as follows:

1.

Appointment of Allotment Committee:

- When the subscription listis closed the secretary informs the Board of Directors
to make preparations for allotment of shares. If the issue is par subscribed or
under subscribed, the Board can do the allotmentof shares.

- Butif theissue is oversubscribed, the Board hasto appointan Allotment
Committee to undertake the work of allotment.

- Allotmentcommittee which consists of Directors and Secretary. This committee
decides the basis of allotmentand submits a report to the Board. It prepares the
formula for allotment of shares.



. Hold Board Meeting to Decide the Basis of Allotment:

- The secretary makes the necessary arrangementfor the Board Meeting, to deal
with the allotment of shares.

- Board Meeting is held to approve the allotmentformula suggested by the
Allotment Committee.

- Oncethe allotment formulais approved, the application and allotmentlists are
made.

- Thislist contains the names of the allottees i.e. the applicants who will be
allotted shares. The list has to be signed by the Chairman and Secretary.

. Pass Board Resolution for Allotment:

- The decision regarding the allotment of shares is taken at the Board. Hence, at
the board meeting, a resolution is passed to allot shares.

- The resolution also authorises the Secretary to issue letters of allotmentand
letters of regret.

. Collection of Allotment Money:

- The secretary must need to make the necessary arrangements with the
company's bank for the collection of allotment money.

- The letter of allotment states the money to be paid by the applicanton the
allotmentof shares.

- The money has to be paidin the Bank specified by the company within the
stipulated time. For all publicissues and Rights Issues (from Jan.2016) ASBA is
mandatory.

. Arrangement Relating to Letters of Renunciation:

An applicantwho has been allotted shares can renounce the sharesin favour of
another person.

- The applicanthasto fill up a form for renunciation and submititwith the original
copy of the letter of allotmentto the company.

- After approval from the Board, Secretary enters the name of the new allottees
in the application and allotmentlist.

. Arrangement Relating to Splitting of Allotment Letters:

- Splitting means putting the sharesin one or more names. Sometimes, the
applicantwho has been allotted shares can request for the splitting of allotment
letters.

- After getting the approval of the Board for the splitting, Secretary enters the
details of the splitin the list of splitallotments. Secretary has to also issue split
letters.

. File Return of Allotment:

- A statement containing details of allotmentis called ‘Return of Allotment’.
Secretary hasto file a 'Return of Allotmentwith the Registrar of companies within
30 days of allotment of shares.

- The return of allotmentcontains details of allotmentof shares including the



names and addresses of allottees, the value of shares allotted, the amount paid
or payable on each share, etc.

. Prepare Register of Members and Issue Share Certificate:

- The secretary prepares the Register of members on the basis of share
application allotmentlists. Secretary has to enter the names of all those
applicants who have paid the allotmentmoney in the Register of Members.

- Secretary also hasto prepare the Share Certificates and distribute it to all the
members within two months of allotment of shares.

- A share certificate is issued in exchange for a letter of allotment and receipt of
allotmentmoney.



