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Buy Back Of Equity Shares (8 marks)

9) Buyback means repayment of amount
of Share Capital by Company to Equity
Shareholders

.

2) BuyBack reduces the Share Capital of
Comp
any

3) Maximum Buy Back allowed is 25%

Buy Back is not mandatory.

4) PreferenceShare Capital : - For PSC
, Company

Can redeem the amount to PSH.
Crepayment)

Redemption also reduces theShare Capital 2
it is mandatory forRedeemable PSC.

Redemption Limit = 100 %

- Journal Entries :-
Buy 2ack Redemption

9) Eg. Share Capital Dr . ace value ↑) Pref . Share Cap . Al Dr. Fu

⑳ Premium on BB Dr. Prem . (exp) Premium on Redemp Dr.. Prem

To Equity Share BBak To PSH ak Redemp
price

[BBprice)

4) Equity Share BB Dr . 2) PSH ak Dr.

To Bank al To Bank
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3) Security Premium Dr. Ast priority 3) Security Premium Dr. Ast priority

General Reserve Dr. Capriority General Reserve Dr. Lud priorityFR[Pal Dr. God priority Pal Dr. God priority

To Premium on BB al To Premium an Redemption Al

4) Sale of Investment For 4)Creationof CRRI-

the purpose of BB :- GR ak Dr . 1st Priority
Bank ak Dr . Paral Dr . 2nd -n-

To Investment Spa Dr . God ---

(Difference Gain/loss- Pal) TO CRR

5Creatioof CR
primity

ofFresh issue of securities
Bankak DV .

To PSC al
Par al Dr. 2nd -- To security premola
Spa/ Dr .

zod--

TO CRR 6) Redemption exp .

⑥ Fresh issue of securities Redemp - esp . Dr.

To Bank
Bankak DV .

To PSC al Pal al Dr .
To security premola GR ay Dr.

To Redemption Cep .

7) Buy Back exp.
a BB exp . ak Dr .
To Bank al

Po alD
To BB exp .
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8) Issue of Bare
CRR ak DV. last priority)
SP al Dr. (2nd)
GR ak Dr . (3rd)
Pat ak Dr. 14th)
To ESC ak

9 Cancellation of Investm .(
in own Debh

% Debentures Dr. Face value

To Envst. in own cost
Debu

To profit on (6(7)Cancellation

6) Source of BuyBack & Redemption : -

-
issue of Debu/Loan is not allowed.

9) out of Fresh issue proceeds of
other Securities

. (eg . Pref . Shares)

Contacte 6) out of Securities Premium Balance
available i
-

Cash is I OutOF General Reserves - Pal Creditavailable
Balance.
-

#ot-sale of InvestmentAsset For the
purpose ofByBack means company
is using either So Balance (or) GRIPA
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Balance as Source of BuyBack.

7) Securities Premire Generated out of : -
-&

IssueOf Equity (a) Essue of

pref . Sh . Capital Debentures

↓ ② Bundes

Can beUtilized ↓
Can-not be

Utilized.

8) Creation of CRR :- Capital Redemption Reserve)
CPR shall be created if BuyBack/Redemption
is out of SPIGRIPA) .

(No CRR in case of Fresh issue)
Ant of CRR = Face value of BB Shares

Utilized out of SPKRIPA

CPR shall be created out of Spare.



 

CA. JAI CHAWLA (FCA, M.COM, DISA, IFRS) (7887 7887 05)                                       Page | 5  
 

 

 

&sExp : - Total Equity Shares = 2,00 .
000 no .

Fr = 101-
General Reserve = 500000

↑

por al I 4. 00 , 000

Sp Bal . = 4500000

Comp decided to buyback 10% equity sharesany
at 301-each

Solution:-
Total No. Of Buy Back = 20,000 no

& 10%

BB price = 301-
Total amount of BuyBack = 6

,
00 ,000

↓ ↓
Face value Premium on
OF BB BB

2
,
00

,000
4
,
00 ,000

-

I ↓
-

↓ ② ↓ woff From

outof out of GR/Pau/SP Sp Bal .

Fresh 2
,00000issue

t Create CRR out
Nil OF GR

& Esc al Du . 200000
Premium Dr. . 400000

To Eg .
Sh . Bis al 600 ,000
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2) Eg .Sh .
BB al Dr. 600 ,000
To Bank al 600000

3) Securitics Prem . al Dr . 400,000
To Premium an BB 400000

-

y General Resure ap Dr. 200000
To CRR al 200000

9) Important workingFor BB/Redemption
Total no . Of share to be bought back- XXX

(X) Buy Back Price - XX

Total Art. Of Buy Back - *XXX

↓ ↓
Face value OF BB Premium

an BB

asty & and ↓
Out of out of coff out
Fresh Free Res. 2 SP OF ! -

issue proceeds (Balance) ↓) Sp↓
CRR of same 2) GR

amount 3) Pal
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10) Buy Back Expenses Such as Legal & document

Changes ,
it paid then Charge to Pe (01)

GR
.

1) Utilization of CRR :-
↓

↓ ↓
Can be utilized Can not used to

to issue Bonus Pay Dividend ,

equity shares at to woff any
Face value emp(ar) Premium

paid on BB

12) These are not Free Reserver and can not
be Utilized For BuyBack/Redemption :

-

Capital Reserve
Revaluation Reserve

Debenture Redemption Reserve
CRR
or any other Statutory Reserve

13) Final Equity Share Capital After BuyBack &
Bonus ! -

250000 OriginalEquityShareC
Add :-Face value of Bonus issue - XX

#03 =+
3750 Revised ESC =x

22500020
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14) Buy Back and Redemption is same question

Always Solve Redemption working in First priority
and then Solve Buy Back working with

remaining Balances of Reserves
, /Refer 2203

29204)

1st Maximum Permissible Buy Back
V.Imp .

We have to applyFollowing Test to Calculate
maximum no . Of Buy Back allowed

:

-

a)Shares Os Test

Max . Buy Back No . = 25 . 1. Of Total Issued

EquityShares

6) Resources Test
ess+ PSMaximum Buy Back -

Amt = 25% of (Total paid up Capital& Free ReservesS
- SP ↳ GR

Pal

Max . BB No.=axB
A s

4) Debt Equity Test Delot Equity Ratio after the

Buyback should not exceed 2 : /

* = 2I
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#e :- a) Equity = ES + PS + FR + Sp
↓) Debt = 17 + ST Borrowings

eg. Debentures/Bandu/ Loans

Current
Less Buy Back

-

Minimum Equity
Equity effect After BB

/GeFreBB) Creduction Of Cas per 2 : 1 DIE)Equity)

Class Example Current Structure of a Company :-
-

↓ Ese = Ego lace .

- IOx (101-each)
Px = E25 lau .! S↓ GR = E 30 lau - - lox

↓ Par = E 50 lac .

↓ Sp = #15 las .

- You
No La Borrowings = 1

,

60
,
00 , 000

effectE57 Borrowings = E 90 , 00 , 000

Proposed Buy Back price = 5o1-per
Share

Blution Suppose "C" is maximum no· of BB

9)effect : - Reduction of Ese = los
Creation of CRR = lox

WofF premium T Yor
out of FR/SP
-

Gox
-
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6) Current Equity Ese = 80.00, 000

PS = 25,00, 000

Sp = 15,00 ,000

GR = 30
,00 ,000

Pal = 50
,
00

,
000
-

2. 00,00, 000
-

1) Minimum 2.50 ,00 ,
000

equity (2 : 1)
= = 2

= 1
,
25,00 , 000

Current - BB effect - Minimum

Equity equity after
BB

2, 00, 00
,000= 60x = 1.25, 00 .000

x = 125
,

000 no

Maximum Permissible Buyback will be lower of
Following Test : - a) Share of Test

5) ResourceTest

2) Debt Equity Test


