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Chapter-4 Buy Back of shares

"Self Analysis Page
19

1) sec6s of companies Act 2013
Sec . 68(1) Resources for Buy Back

-Free Reserves --- Those reserves which are otherwise available for
-Securities Premium distribution as dividend to ESH .

(Sec .52)
- Proceeds of Fresh Issue of ES/Other specified securities

Sec .68(2) conditions for Buy Back
· It should be authorised by AoA .

·

If BB 10% (Paidupes + FR+SP)
---- Bod Resolution

F

In any other case----------- Special Resolution in GM
· Resource Test : Amt. for BB X 25% (Paidup SC+FR+ SP)

Max. Amt . avail for BB
---- Max. No · ofEs that

Buy Back Price/ES can be BB

·Share outstanding test : BB/year <25% (Paidupsc+ FR+SP)



· Debt-Equity Ratio : After BB , DER2
DER = Total Debts How much debt/liab.
-

Total Equity you can afford in

Ideal Ratio is 2 : 1 comparison to equity

Actual BB will be least of above 3 Tests
· All the shares to be BB should be fully paid up.
· comply with all necesary conditions of SEBI

Unlisted Co
. -cos .Act 2013

Listed Co . -Cos. Act 2013 + SEBI

· only one BB is permissible every year

2) Section 69(1)
When Es are Bought Back out of free Reserves then an amount equal to
Face value of ES BB should be transferred to a separate account known
as "CRRAK" .



S
various sources of finance 1) Introduction to FM

Y - 2) sources of finance

Owned funds
Borrowed funds 3) cost of capital

↓ Debt 4) Leverage

Equity share Capital ↳ Bank Wan -> Interest + Proc . Cost -> AS-16Ea
↳ Debentures -> Interest

over-capitalised under-capitalised
company company

Capital Capital COSTCapital X Capital AvailableSAvailable Required Required I
↓

CONSEQUENCES Arrangecapital Explicit Emplicit
cost cost

Actual cost/Notional/
Out of Pocket cost Imputed

/

Opportunity
cost



Ea
V INDIGO crafts Lessor

#1) cost of Capital will be high AIRLINES onlease

#2) Money is Idle/uninvested
#3) It will wipe-off your profitab

↳ operates it's alcrafts for 12-18hrs

#4) Endanger long term sustainabili ↳ Idletime 6-12 Has . perday .
ty

Planes are parked and are idle
But their lease charges are ON&

additional
Y ↳ How can weearmoney fromPOSSIBLE OPTIONS WITH SUCH

using Idle capacity.OVER CAPITALISED COMPANY
Launched Night Flights#1) Pay high dividends to sh Cam to Gam) at substantially

#2) Acquisition/Invest . in Sub. co . Low Fare
Red .

#3) Repay Debts/Lans/Debentureholders/
Decision : Marginal costing Appr.

Red -

Redemption ofPreg. Shares

#4) BUY BACK Of EQUITY SHARES
me



REASONS OF BUY BACK :

1) To improve EPS (Earnings Pershare]3
2) To Increase Promoter's Holding Ekagrata Eduse

AS-20

W3) To make correction in MarketPrice of ES Put . Ad .

4) To gain confidence of Investors
5) for better cash management
6) for reducing cost of capital



EPS = Total Earnings available for ESH
No . of Equity shares



BI/AAA/4 .5

In the Books of M . Ud. - Journal Entries isresto
Rs . in '000 :

1) Bank a Dr. 2500

Profit & Loss1 Dr . 500
3000

ToInvestments of

(Being Investments sold).

2) ESCal (60,000 ESXE10)- Dr . 600

Prem . pay . On BB (60,000ESXES)Do. 300

TO Es Buy Back/ESHo
900

(Being shares bought back).
In this Bust .

Es are BB

3) Es Buy Back/ESHe-Dr. 900 outof Reserves
.

Hold???

To Banke,
900

Theco . has
invested its

(Being amount paid) . surplus
cash/accumulated

in intest .

profits/seresa simply9) Securities Premiumst- Dr . 300 - investor .
To Prem . payOn BB 300 Liquidating

their

to BB .
Therefore

BB is
&(Being amount transferred) .

done out of
Reserves



5) Revenue Reserve d- Dr . 600

To Capital Redemption Reserve (COR) 2, 600 -> us 69(1)
(being amount transferred).

When Es are Bought Back out of free Reserves then an amount equal to
Face value of ES BB should be transferred to a separate account known
as "CRRAK" . (Sec . 69(1))

The Balance in CRRAI can be utilized only for issue ofFully paid up
Bonus shares to existing ESH .

ESBB
Ses.69 Existing ESH PSH DH

R
-

********* ** **
L - Red .Of PS Redof Debentures

DR/Reso- (Sec .55) (Sec
.
71)

cral DR-



Q2/AAA/4 -6

In the Books of Any Cd . -Journal Entries

1) 12%PSCa-Dr . 75 Cr·

TO PSH as 75CV .

Being PS redeemed) .

2) PSHe -Dr . 750 ·

To Bank11c 759 .

(Being amount paid)
3) Revenue Res . -Dr. 75a.

To CRRMC 759 .

(Being amount ransferred)

4) ESCa (0 .500.ESX10) -Dr. 50 .

Spac (0 .509 .ESX 40) -Dr . 200 .

TO ESH 12
259 .

(Being Es Bought Back)

5) ESHel, - Dr. 259 . 6) Rev . Res .-Dr . 50 .

To Bank2 252 . TO CRR It 59 .

(being amount paid). (Being ant. transferred).



Balance sheet of Anu Hd. Eincrores

Particulars Note Ref - Amount

1. Equity & Liabilities

1) Shareholders funds

(A) share capital I 20

(B) Reservesa surplus 2 280

2) current viabilities
Trade Payables 48

I . Assets
340

1) Non-current Assets

Property plant &Equipments -

Non-current Investments - 100

2)Current Assets

Trade Receivables 140

Cash & cash equivalents 100

348



Note-1 : Share capital Ein croves.

Authorised
,
issueda Subscribed SC

Equity share of 10 each fully paid up 20

Note-2 : Reserves a surplus
CRR 88

CR 15

Securities Premium 5

180
Revenue Reserve

-

zago



Q8/AAA/4 .9

In the Books of Extra Ud . - Journal Entries

al04/21 ai .PScol- Dr . 20L

SPES -Dr. 24
22L

TO PSH H

Being PS redeemed) .
alou/21 PSH 2C- Dr . 22L

To Banks 22L

(Being amt. paid).

alou/i revenue reserved-br
. 201201To CRRXC

(being amount transferred).

0104/21 ES(H, (3LESX10)-Dr . 30L

Spe (3LESX 20) - Dr.. GOL

TO ESH ef 90L
&

(Being Es Bought Back).

ollon/21 ESHel- Dr .901

To Bank 1 : 90L



(Being cut. paid).

ala4/21 Rev . Ris .2, - Dr. 301

To CRRO: 304

(being amount transferred).

al04/21 Bankel 10 .51 ESX E20) -Dr. 10L

Esopolsec (0 .5LESXEIO)-Dr. 52
-likeDiscounta

To ES(5 (0 .51 ES X 10)
5L

ToSpell (0 .5LESX 20) 10h

(Being 50,000 ESOPs exercised) .

alou/21 10%Deb . o -Dr . 2,201 Deb. Issued 2.21 Invest. in 2L
Ownbeb.

To Invest. in Own Debel, 21
(FV 202L)

To Capital Reserve of
&

0 .20L

(profit on cancellation)

(Beingdebentures redeemed)
.





Employee Stock Option Plan (ESOP) or Sweat Equity Shores (Sec .54)

These are shares issued by a co . to its employees as a
compensation for their services (Employee compensation Cost H -

Nominal All) . ESOPs are issued to employees at concessional
rate as compared to market price , so that employees
get benifit. Employees needs to pay some price toexercise such options known as "Exercise Price" .
(To be dealt in As-15 Employee Benifits).



Q5/AAA/4 :7

As per Sec. 68(2) of companies Act 2013, a company canBuy Back it's own

Equity shares on the basis of least of Following tests
:
-

Test WN Ref. Max .No .ofES BB

share outstanding test WNI 31,250ES

Resource Test WN2 39
,
062ES

Debt-Equity RatioTest WIN3 28
,750ES

Max . Permissible ESBB (lowest 28
,
750ES

conclusion : The co . can Buy Back 25,000 ES since
it is within

limits of Sec. 68(2) of companies Act 2013
.

WN1) share outstanding test

Max . No . of Es that can be BB-25
% of No . of Es outstanding

= 25% x 125,000 ES

= 31
,
250 ES



WN2) ResourceTest

Max . Amt . available for BB = 25% (Paidup Sc+ FR +SP)
-> 25% (12,50,000+ 18,75,000)

= 5781,250

Mox. No . of Es that can be BB = Max .Amt avail for BB
BB Price/ES

I #781,250
-

E20/ES

- 39
,
062 .50 Es i .e. 39

,

062ES

WN3) Debt-Equity Ratio Test

DER = -talDebt -> All the Liabilities (NCL+ CL)
-

GotalEquity - Sc+ FR+SP

This ratio shows that how much is the Debt of a co . as compared
to its Equity. Ideal DERX2 . This means that the cos . Liab . Can

be maximum trice of it's equity , not more than that.
Min . Reg. Equity is Half (50%) of the bebts.



As per Sec. 68(2) the co. Can BB ES in such a way that
POST BB DER Y 2 .

This means that after BB of Es the Company's DERX2
.

2.?.) How can BB of ES affect DER ?As per sec . 69(1) whenever a co . BB Es out of Divisible Profits
then an amt. equal to Fr of ES BB should be transferred
toCrRse

,

which is a Capital Reserve . Now this
will

result into reduction of Div . Profits i .e. Reserves i
.e. Total

Equity.

Before BB-total Equity = Paidups + FR(GR+RR) + SP

↓ Reduces yourFree Reserves

After BB - Total Equity = Paidup sc+(FR-CRR)+SP

Max. Amt available - Present Amt. to be
Min . Required[ # J -for BB Equity Trsfd .to LRR Equity

Paidup SC Depends upon No. 50% of Debts
+FR+SP of ES BB 50% (NCL+CL)

ESBB X FV/ES



y = =31,25,000 - x - (50%xE45,25,000)

Y
= [31 ,25,000 - x - 22,62.500

Y - 862
,500-

No .GESBB X FVES

↓
Max .Amt . Avail

: 2x = 862
,
500 -x

-forBLY
· 32 = 862

,

500

08 2 = E 287 ,500

n

=x10
Amt . transferred to CRR 2x =yNo. ESBBX FrEld

· No . of Es that can be BB=287.500 281750

JOURNAL ENTRIES :-

1) ESCal(25,000 X10) - Dr . 250,000

Spa (25,000 X10) - Dr. 250,000

To Esse 500
,
000



2) Esbell - Dr . 500
,
000

500,000To Bankal

3) Revenue Res. -Dr .
250,000

To CRR I.
250

,
000

Q4/AAA14.7

Max . Amt. avail _ Existing Amt
. Nansfy - Min . Re a

for BB [Equity Equity
SCAFR+SP

50%Debt

Y
=> 72

,
80
,
000 - x -21

,
00

,
000

Max .Amtavail .·: y = 51
,
80
,
000 - x

· 31 = 51,80.000 - x
=ForB/Es XFVIES

: 4x = 51
,
80
,
000

08 x = 512,95,000 x= 2x10
· FV/ES Elo/ES 30

= 129 ,500 ES
: 3x =y



Q3/AAA/4 .7

statement showing No .Of shares Permissible forBB
Particulars Situation -I Situation -2

Test-1 : Resource Test (CN1) 24Cr . 24Cr
.

Test : Share os Test (WN2) 30Cr - 30 Cr.

Test-3 : Debt-Equity RatioTest (CN3) 32Cr
. Nil

Max.Permissible BB (Last of Above) 24Cr
. Nil

WNI : ResourceTest
E in Cr.

Particulars Situation -1 Situation-2

Paidup SC 1200 1200

free Reserves 1680 1680

Total SH Funds 2880 2880

Max . Amt . available easi . E720Er 5720 Cro

Max
. Per . BB /No .of ES] 24Cr. ES 24Cr . ES

(CE30/ES)



wire : share of test

Particulars Situation -1 Situation-2

No. of Es Outstanding 120 Cr . ES 120Cr .ES

Max . Perm . BB . (No.of ES)e25% 30C. ES 30Cr. ES

WN3 : Debt-Equity Ratio Test

Situation-1
-

&

&Max . Art. avail
- [Existing- Amt. tsf .]-MinRefor BB Equity

· % Y -> 2880 -x - 1600

: Y
= 1280 -x

x=x10

.: 3x + x = 1280 · 3x =y
: x = 5320 er.

- AVIES 10

= 329 . ES



Ftuation- 2 y = 2880 -x -3000

y =
- 120-

We do not have any surplus equity to do BB

Existing Equity<Min . Reg .Equity.: No BB is allowed
E2880c . =3000C

1) ESCH (24(r . X =10) - Dr . 240
Spe (24(r. X 120) -Dr. 400
GRas -Dr . 80
To Es Buy Back 720

(being shares bought back)

2) Es Buy Backo-Dr. 720
To Bank o 720

(being amount paid) .

3) Gen. Res . H . - Dr 240

TO CRRIK 240

(being amount transferred).


