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ISSUE	OF	EQUITY	SHARES	WITH	DIFFERENTIAL	VOTING	RIGHTS	
	

In order to make the provisions of companies law more conducive for innovative technology 
companies and start-ups, the Ministry of Corporate Affairs (MCA) vide Notification dated 16th August, 
2019 modified the rules under Companies (Share Capital and Debentures) Rules, 2014, through 
Companies (Share Capital and Debentures) Amendment Rules, 2019, pertaining to issue of equity 
shares with differential voting rights (DVRs). This move was initiated to enhance the control of 
promoters over the management of the company, provide flexibility on internal structuring of share 
capital of the company and to remove the cumbersome requirement of maintaining distributable 
profits consistently for three years.  

 

Background  

The Companies Act 2013 empowers the company to issue equity shares with differential rights as to 
dividend, voting or otherwise1. Under the companies act, the equity shares issued by the company 
carry one vote per share, however, DVRs can have disproportionate voting rights as compared to the 
number of shares owned by a shareholder. Equity shares with DVRs may carry superior voting rights 
(multiple votes on an equity share) or inferior voting rights (a fraction of the voting right on an equity 
share). 

 

Conditions for issue of DVRs 

Equity shares with DVRs constitute a distinctive class of shares, the Rules enumerate the following 
conditions for issue such shares:  

§ the articles of association of the company must authorise the issuance of such equity shares 
with DVRs.  

§ the issue of shares must be authorised by the shareholders by an ordinary resolution passed 
at a general meeting. 

§ the voting power in respect of DVRs should not exceed seventy four percent of total voting 
power, including voting rights in respect of equity shares with differential rights issued at any 
point of time. 

§ the company should not have defaulted in filing financial statements and annual returns for 
three preceding financial years. 

§ the company has no subsisting default in the payment of declared dividend to its shareholders 
or repayment of its matured deposits or redemption of debentures or preference shares. 

§ the company has not defaulted in payment of the dividend on preference shares or repayment 
of any term loan from public financial institution or state level financial institution or a 
Scheduled Bank. 

§ the company should not have been penalized by the Court or Tribunal during the last three 
years under various statutes such as the Reserve Bank of India Act 1934, the Securities and 
Exchange Board of India Act 1992 etc.  

The rules also provides that all particulars with regard to issue of DVRs must be provided in the 
explanatory statement to be annexed to the notice of the general meeting as well as the board's 
report for the financial year in which the issue of equity shares with differential rights was completed. 

 

 

																																																													
1	Section 43(a)(ii) of Companies Act, 2013 r/w Rule 4 of Companies (Share Capital and Debentures) Rules, 2014	
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Significance   

The issuance of DVRs is significant for the company as it enables the promoters to maintain control 
over the company without hampering the ability to raise capital through issue of equity shares to the 
investors. Through the issuance of DVRs, the promoters are able to prevent the dilution of the 
management by admission of additional shareholders and increase in the membership of the 
company. DVRs positively influence the structure of a company as control of the company remains in 
trusted hands and the pressure of hostile takeovers and other related threats to change in control is 
considerably reduced. 

DVRs prove to be beneficial for credulous and passive investors as it gives them an opportunity to 
earn higher dividends in exchange of inferior voting rights. Investors which do not wish to be part of 
the complex investment structure may give up their voting rights to enjoy higher returns. Since, the 
DVRs enjoy all other rights such as bonus shares, rights shares etc., which the holders of equity 
shares are entitled to, the investors get such rights in addition to increased dividends. 

The amendments introduced to the provisions of DVRs are a welcome move for companies specially 
start-ups, as it allows the management to maintain greater control which was difficult in the case of 
lower threshold of twenty six percent of the total post-issue paid up equity share capital. With the 
higher limit of seventy four percent of total voting power, the promoters will not be required to cede 
control of the company for the purposes of raising capital from other investors. 

 

The relaxation with respect to maintaining consistent track record of distributable profits for three 
preceding years is a boon for new generation technology companies and start-ups as in the initial 
years, such companies are more focused on growing revenue or gross merchandise value and 
customer outreach than generation of profits. The omission of such condition will allow the start-ups to 
focus more on creation of long term shareholder value instead of making short term financial gains 
while maintaining control over the company and simultaneously satisfying capital requirements. 

 

Conclusion 

The introduced amendments will help DVRs gain momentum and provide the necessary push to start-
ups to easily raise funds during their preliminary years. In light of increased instability of the stock 
markets and rise of hostile takeover strategies, DVRs will provide the needed solidity to companies by 
enabling them to raise capital without surrendering control over the company.  

The MCA is also of the opinion that, “The above two initiatives have been taken by the Government to 
strengthen the hands of Indian companies and their promoters who have lately been identified by 
deep pocketed investors worldwide for acquisition of controlling stake in them to gain access to the 
cutting edge innovation and technology development being undertaken by them”. 

Hence, these amendments will help promoters retain control of the company when they raise capital 
from new investors. 
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