
BUYBACK OF SECURITIES

Company - EquityShares Buyback

Kencompana

M= 500 BBP= 600

SOURCE & CASH ->

&= 800
T

↓ -Debentures
New shares Reserves Bank 800

&
issue

surplus
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Issue
↓ ↓ t

- -x X

500
sources of funds Application

SC 100

R&S 100

BL 50 CasBank
-

Deb 58
- -
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METHOD I :- - -

-

Free Reserves > Capital Redemp- Res - = Nominal Value of BB
↓

Includes Securities Premium

METHOD 2: N =5048100 N= 10 = 15

Proceeds of Fresh Issue ofshares = Nominal Value of BB

sn SH
-re

Proceeds=500 = 500

Issue : f = 50 IP= 100 "asnsu
No . 10 shares . &



METHOD 3 : -

free Reserves- Capital Redemp . Rest Proceeds of fresh Issue = Nominal Value ofBB.
500 -> 500 300 ofshares
·

-800

Free Reserves : Examples : - General Reserve

↓ per all surpues
Revenue Reserve

INCLUDES

Securities Premium Capital Reserve X

I Building Development ResX
create Buyback Machine acquisition res X

-

Share issued SH- Cash pay . Revaluation Res X

cash need .
-

Monthly Income = 3000000 - -
-

I teachingRig inS
net
=

Pent House Range Rover Sisters marr. Medical expense Free Use

Reserve Reserve reserve reserve :1000000

500000 500000 500000 500000 Y I- ·

-
General Per Revenue

Specific Purpose Reserve Surplus Res
-

Reserve --- -

F

One Time Profit = Capital Reserves -+ Free Reserves X

Proceeds : - facevalue & Issue Price
which ever is lower

fresh issue ? Fl 10 10 10& Sweat Equity shares .

of share IP 18 11

9
-

-
P 10 10

A

Premium-e



BUYBACK OF SECURITIES

Company - Equity Shares - Buyback
issued

50000 shares NP = 10h

↓
=> 10000 sh . BB E
-
-

Bal = 40
,

000 Earning (NP) = 101 #P11

EPS
EDS = ↑

= 205

7:00am

Company's Act 2013

#

Section 55

1) Free Reserves- Capital Redemption Reserve = Nominal Value of Buyback
1000000 -> 1000000 = 100000 X 10
-

-

↓ I 1000000

Reserves ↓

cash
-
-

Push- Papa
-

Mobile = 150,000 <

"

savings = 150.000

↓ ↓

Bike Gift final we
savings savings savings savings
so ↓ 28000 ↓

30000 50000 .

/ &

-
specific savings

free savings-Mobile Phone Saving = Cost of Mobile Phone

50000 50000 50000
↑ ↑



Reserves # Cash > casn=ay

Sc 500000
-

Reserves 1000000 land 1000000
M -

-

Investment 900000
-

Bankwar 400000
-

- -

1900000 1900000
- -
-

sources of funds Application of funds

SC

Reserves : G Fr
11000,000 land 1000000 37

-
1

CRR 1000000 Investment 900000
- .

Deb
casn X 1000000

Bank wall
-

fr -> IRR = N Of BB

um
sources of

Fund for BB
=

AppriedMyfeereser someasset

sell any
asset

↓

a
⑬

free Reserve : - Reserves that are available for distribution as dividend-

Operations -- NP = scroves Ultimate CA = Land
=

↓
to ↓ ↓, b Profit = socrores

Building Studio App imp Free
Dev . Res Develop Reserve Profits
I crose Res Kroce ↓

acrores #is in
- tre non recurring.

specific Reserves freeReso
-

Eg : - General Reserve Dividend Equal: Res
Y

P21 : surplus , Revenue Res.



source of the cash- Cash -> BuybackDr

Free Reserves-> CRR

Ne

C savings : notspecificallyused for any presa b

Invested /applied) in different assets

sell the assets

& convert to cash.

2) Proceeds of Fresh issue of Shares = Nominal Value of Buyback

Piyush-> Papa Mummy↑

shareholder
150000

of-

ZIG

Savings-X 150000 Piyush
-

Loan from Mama : 150,

000 - X

Proceeds of Fresh issue of Shares = Nominal Value of Buyback
↑ = 100000 X 10

-

1000000 E = 1000000
- -

Proceeds : Face value IR Issue Price W.er lowes

10 10 I 10

10 12 - 10

10 9 = 9

NE : 1) Issue of shares should not be of the same class as the shares that

are being bought back.

2) Proceeds of fresh issue doesnot include issue of debentures



Example :- Badboy Shah Itd · wants to buyback 100000 Equity shares of E100eacha
-

El10/share · For this purpose it wants to issue new shares of E10 each

& E 13/share Calculate the number of shares to be issued by
Badboy SuchIte.

Proceeds of fresh issue =
Nominal Vale of Buyback

- 100000 X 100

Total proceeds = 10000000
-

Proceeds/share = 18

Number of shares = 1000000 shares.
-

3) free Reserves- Capital Redemp Res + Proceeds of Fresh Issue = Nominal Value ofBuyback
= 100000 X10

200000 -> 200000 x = 1000,000
- --

&

= 800.

000

NOTE :-In method I and methods above
,

free Reserves will include securities Premium.

Example :- Crux Itd· wants to buyback 50000 Equity shares of E 100 each E110/
share . For this purpose they have given the following details :

1) General Reserve = 500000
--

2) surplus in P2L = 1000000

3)Securities Premium = 500000
-

Crux Id is also permitted to issue shares of EloeachDE12 for the

purpose of buyback. Calculate the number of shares to be issued by
Crux Itd-

Also pass Journal Entries for the above.

Solution : -

free Reserve- Capital Redemp. Rest Proceeds of Fresh Issue = Nominal Value of Buyback
= 5000

.

000

GR = 500000 - 500000
-

-

x

P21 = 1000000 - 1000000 Total Proceeds=3500000 P = 50000 X 16
-

- - ↓· Proceeds/sh = 10 = 500000
·

SP = 500000 3) No . ofsh = 350,000 Sh .

S ↑

- p = 500000
-

-

O #500000
-



JOURNAL ENTRY

D General Reserve all Du. 500000
-

Per als Du. 1000000

To
.
Capital Redemption Reserve

-

1500000
-

2) Securities Premium Dr. 580000

To
.

Premium on buyback 500000
-

3) Bauk all (350000 X12) DV. 4200000
-

To
.

E . Share Capital (350000X10) 3500000
& -

To
.

Securities Premium (350000xC) T00000
-

4) Equity share capital (50,000 x100) DJ. 5000000
-

↑

Premium on buyback 150000 X 10) DU . 500000
& -

To
, EquityShareholders 150,000 Y 110) 3300000

↑
-

5- Equity shareholders Du. 3300000
-

To
.

Bank 5380
,

000
-

Il Il

Decision world

i Tour

- is
IncomeX ↳
-

IncomeX
=

FR = 201 Fl = 30L BB= 50L

↓ 27LX

Sp: su

Bal .
in 30. 4

= 2C8 . Scr CRR = SV

I ↓o

50 .
B1 = 2.25 (V.

-



-
B

of NP = 10L

Ban No·ES = 10000
-

Tue) financon
EPS -1000000000
BB = 1000

strong No · ES = 9000

Au EPS :

1000 - III: Il I

loan funds!

BoredFunds

↓

Com. Act : t for BB : Borrowed fundsanot used

a
Company's Act- I methods

- khed kisavings
METHOD 1 : Out of Existing funds =

Free Reserves- Capital Redemp . Res. = Nominal value of Buyback

Example :- Beta apa=

Samsung X

Bike purch savings : It Galaxy
fold 5

Swings= 11 11

= 1500001-
PS

& -

--

9) Il IFinfes Free savings = 200000 X "100
,

000
-

MoP .

-> - Mobile costsowingsrw -

roseaMobile

Phoneysaving,a 150000 - &

---
100000- 100.000 O 10000/)

- ↳source f
#D.



Reserves: I =
X *

Q
Il

BIS ⑪
↑ sources of funds Application of funds

contributed => Cap/Scap 100

by su Non-current Assets 300

Earnings/ Ef Reserves &surplus 108 FA (PPE)

saving of Revenue Res It

SH General Res Investment

Pol :surplus
Capital Res Current Assets ⑩ 150

~
Securities Prem Stock

W Debtor 90 O

Shareholders funds Prepaid Exp 3 3
cash ↳ 100 150

Long Term Borrowings 100

Debentures issued

Bank loan raised
Public Deposits

Current Liab 100

Creditors
Bills Pay
ofs salary (expenses)

400 400

I A

sources of Application
funds of funds

savings = 300000
-

I
=

↓
-

Y

with Feb- Bike free
MoP- Purch savings
Savings savings
50000 100000 1,50,000

& &

T - X

freesavings > Mobile Phone savings = Lost of Mobile Phone

150,000 150000 150000
- --



⑳re Beta BIs ⑭
source 0 met000 i

14th Feb M. p .sar 50000 ↓ -

&

Bike purch saw. 100000 - o
- L

free savings 150000 Beta Mobile Phone A
-

fo Savings (Reserves)
Mobile Phone Sau- 150

,

000 Cash 150000 = 150,000

X x X X X

Bank loan 100000
-

friends loan 100,000
1

⑳re Beta Bls
14th Feb M. p .sar 50000

Bike purch saw. 100000 Invest : RILsh . 400,000 - lost
- L

free savings 150000 Bank 1000007 cash
-

↓ Transfer e
- 1 - Mog .

Mobile Phone Sar- 150,000 Cash 150,000
-

* M

Bank loan 100000
-

friends loan 100,000
1

Journal Entry
free savings all Du . 150000

To M .P . savings als 150000 Pet Du .

-

MP Cu .

Cash all DU. 150000

To
, Investment/Asset 150000

-

Mobile Phone al Dr. 150000
-

To
,

cash all 150000
-

Company's Act : Shares Buyback
comp . Bls (papa)

MO
-R # cash0000 A

Res -> SP SH
e SP -

Rev Res -

> S.P. companya
free Res - 150000

- Cash 150000 -> SH
- -Bank Loan/150,000 -

-

Debenture



·Cap .Red. 150,000
-

Res

Free Reserves > Capital Redemp. Res -

= Nominal value of Buyback
150000 - 150000

= 15000 X18
- -

= 150000
--

4
cash ⑪

saul = 300000ings -

I
=

↓
-

Y

with Feb- Bike free
MoP- Purch savings MoP.

Savings savings
50000 100000 1,50,000

&

T & & X
&

N

#R

.

1 :5t

FR/MPR 150, 000 T
1 : Sh

MP3 192



Example: -

-

Anish Itd wants to buyback 30000 ES of 100 each -

The company has the following reserves :-

~ General Reserve : ·1100000
& &

- POL : surplus ~ 1200000
-

~ Revenue Reserve - 1000000
-

X Capital Reserve : 500000
-

"Building Development Res : 1500000
-

X securities Premium : - 500,000 -> Even securities premium can be used .

-

show whether Anish Itd-can buyback 30000 shares. If yes , pass Journal Entries

solution

free Reserves -Capital Redemption Res : Nominal Value of Buyback
Gen Res = 1100000 Y 1100000 = 30000 X108

- &
&

POL = 1200000 Y 1200000 = 3000000
- - -

Reu . Res I 1000000 3 700000
-

- -

+ Sec . Prem I 500000 Y X
& ↑

3000008
-

JOURNAL ENTRY

General Reserve all Dr. 1100000
-

PeL als Dr . 1200000
↑ ↑

Revenue Reserve als Du . 700000
-

To
,
Capital Redemption Reserve 3000000

-

Equity Share Capital all Dr. 3000000
-

To
. EquityShareholders/Share Buyback 3000000

-
-

Equity shareholders/ Share buyback Dr. 3000000
↑

↑

To
,

Bank 3000000
-

-

FREE RESERVES

Reserves that can be used for distribution as dividend-

Revenue Nature Papa Income = 3000000/month Pushtaine
--

-000,monts Land sell:

lo

medical exp >

-> mini cooper Profit = 15crores

Y

reserve
diaisnadi

Tejas sir Tejas sir Non-recurring
Ne reserve shadi reserve H.Edu res

Al A H earning



1000000
200000 1000000 ..

500
,

000 ↓
-

-> Capital Reserves
↓

Specific Res = 2700,000/month
Not a free reserve

free Reserve = 18
.

80
,

000/month = =

For the purpose of buyback of Equity Shares free reserves will also include
Securities Premium-

Gat!J
BIS

ESC (150000)
-

FR (150000) Mobile Phone 150000
1

che + 1500000 cash/Bank (150,000)
-

Securities Premium - ShareIssue = apital Nature
-

·

-
received money
from su. &bapayas

bee Reserves---sentities Premium



Example2 : NV/FV BBP

Ill ↑ ↑

Anish Itd wants to buyback 30000 ES of E100 each @ E110/share
↑

The company has the following reserves :-

~ General Reserve : 1100000
& &

-POL : surplus ~ 1200000
-

~ Revenue Reserve - 1000000
-

Capital Reserve - 500000
-

Building Development Res : 1500000
-

~securities Premium :- 500000 - Even securities premium can be used .

-

show whether Anish Itd-can buyback 30000 shares. If yes , pass Journal Entries

solution : -

Free Reserves - capital Redemption Reserve = Nominal value of Buyback
GR = 1100000 > 1100000 = 30000 X108

-1 - S

P2C = 1200000 > 1200000 = 3000000
1 -

-

RR = 1000000 & 700000
- -

SP = 500000 -Cr 3000000
-

-

-300000 -Dr. Premium = 30000 X10

200000 = 300000
-

List priority = sec. Prem)JOURNAL ENTRY w/off

General Reserve all Dr. 1100000
↑ -

PeL als DV . 1200000
-

Revenue Reserve als Du 700000
-

To. Capital Redemp - Res - 3000000
↑ 1

Equity share Capital all DU. 3000000 (30000 X100)
--

(loss) Premium on buyback als Dr. 300000 130000 X10)
- &

To
,Equity S4/Equity Share Buyback 3300000

-

Equity su/Equity share buyback Dr. 3300000
-

To
,
Bank 33.00.

000

securities Premium als Dr. 300
.

000
=>

To. Premium on buyback 300000
-



Example3 :-

Anish Itd wants to buyback 30000 Es of 100 each o Eiso/share
The company has the following reserves :-

General Reserve :- 1100000
-

POL : surplus ~ 1200000
-

Revenue Reserve - 1000000
-

Capital Reserve : 500000
-

Build Development Res : 1500000ing
securities Premium : - 500000 - Even securities premium can be used.

-

show whether Anish Itd-can buyback 30000 shares. If yes , pass Journal Entries

solution :

free Reserves > Capital Redemption Res = Nominal Value of Buyback
GR I 1100000 > 1100000 = 30000 X 100

- -

POL I 1200000 > 1200000 = 3000000
- -1 X 7 -

RR = 1000000 2500000-
-

- 1000000 Premiuue-

O

SP = 500000 = 30000 X 5
↑

-

-500000 = 1500000
-

O i-

=: Wor
↑

The company
cannot buyback 30

,
000 ES. of :100 each & 18/sh-

Homework :· Calculate the maximum shares that the company can buyback
& BBP Of E 150 (FV= 100)

= 3800000

is
T 25333E-S .

!

I share (FV = 100 Prem = 50)
-> FR+SP-CRR = 100

(saving utilised) spr-wo
-

FR+SP 15
-

FR+SP
x = 3-000

.

000X1 I ES r
150>

150 RES L 3800000
= 25333ES

& -

/



METHOD 2 : Out of proceeds of fresh issue

Proceeds of Fresh Issue : Nominal Value of Buyback

Beta Papa Mummy
ESH:Over

MP = 150,000

=:,0000Savings ⑲
loar Betting/Gambling
b ↓

150000 150000
- 1

↳

Company Company's Act fresh Issue

-ofshares
ESBB = 150000 (N/FV) ↓

Funds raise
fr+se =-

loar Debenture

↓ ↓

150000 150000
-

· I

Proceeds of Fresh Issue : Nominal Value of Buyback
As

Fresh Issue = Equity share . FV 2 18

Preference share. YR = 1 : /

DR = x

Fresh Issue cannot be of the same type of shares to be buyback.

Fresh Issue cannot be of debentures.

Proceeds= Face value OR Issue Price we lower
-

FV = 10 10 10

IP I 11 10 9

P = 10 10 9



Example : 5000 E . S . of 100 each ; IP= 120

Proceeds = 5000X100 Premium not considered as proceeds.
= 500008

-

5000 ES of E100 each ; IP = 90

Proceeds = 5000X90

= 450000
-1

www-Ultimateca -com/track
↓

Dispatch => Docket no .

- ↓,

India Post : Consignment number
-

Question 18-

Koushal Her wants to buyback 40000 Es of E100 each of E120/share.
For the purpose of buyback it issued8% Preference Shares of E 100 each

DE150/share Calculate the number of shares to be issued by Koushal Id

Solution : -

Proceeds ofResh issue of shares = Nominal value of Buyback
[ 40000 X100

&

Proceeds = 4000000
-

1 Total Proceeds = 4000000
-

2. Proceeds/share = =100

3. Number of share = 40000 p.S .

S

Proceeds = 40000 X 100 Cash = 40000 X 150

= 4000000 - 6000
.

000
- -

T
M

Cash and Proceeds are not the same.



Beta Papa Mummy
= - -

ESH :Owner (New Su]
MP = 150

,

000·Proceeds= 100
,

000

savings = 50000
&

METHOD 3 : Combination of Method 1 + Method 2

free Reserves ~Capital Redemption Res+ Proceeds of Fresh Issue = Nominal Value of Buyback
50000 7 50000 x = 100000 = 150000

-
↑ - -

Example : - Seema Itd wants to buyback 50000 Es - of E100 each & E1101sh·
It has the following reserves :-

~ General Reserve = 1000
.

000
&

~ POL = 1000000
--

~ securities Premium I 500000
-

Capital Reserve = 1000000
-

Seema Hel is authorised by its articles to issue fresh shares of 100

each of El0sTsh for the purpose of buyback.

calculate the number of shares to be issued by seema lid.

Solution :-

Free Reserves > Capital Redemp . Rest Proceeds or Fresh Issue= Nominal Value of Buyback
GR = 1000000 > 1000000 = 50000X100

-

Pel = 1000000 & 1000000 2 = 5000000
↑

& - -

= 3000000
-

-1

SP = 500000 2000000 P= 50000X18

- 500000
-

= 500000
-

-

O

1 : Total Proceeds : 3000000
-

2. Proceeds/sh = 100

3. Number of sh = 30
,

000sh-



Question 2 : · Calculation of maximum permissible buyback

I shares outstanding Test :-25% of number of shares outstanding

= 2ST. x 125,000
-

= 31250 E.S.

2) Resources Test : - 25% of (Paidup Capital + Free Reserves + Securities Premium)

= 25% (1250
,

000 + 1500000 + 250
,
000 + 1250000)

= 25% x3125000

Total amount of buyback: E 781250

Buyback price Ishare = E 20
Number of shares = 39062 shares

3) Debt Equity Ratio Test : - After buyback ; Total Debt &Total Equity

1. Total debt after buyback - 4525000 &
-

2· Total equity after buyback I 2262500 I
-

3. Total equity before buyback- 3125000
#

-

4. Equity that can be boughtback = 862,500
-

5. No · of shares that can be BB - 28,50 shares

Equity SH funds

Paidup Capital free Reserves securities Prem
ISH 10 Do 10% 10 = 30

x 862500
-

= 28758 E .S .

1

NOTE : - Debt includes long Term as well as short term debt.

Maximum Permissible Buyback = 28750 E. S .



se 90L

2252

* For capitalisation of reserves i. e . Bonus Issue
,

make sure to first use Capital&

Redemption Reserve · CRR has only I use and i. e . for the purpose of Bonus Issue

and Reserve = securities Premium
3rd Reserve : Free Reserves

BIS

FR 150000 Invst 150000

↓
-

↓
A
!

MPR 150000 casn 150000
- - &

↓

FR 150000 MIT 150000 -> Lost
↑ #

↓

MPR 150
,

000
I



Question 2 :

Maximum Permissible Buyback

IST1: Resource Test : - 257. [Paiaup Equity Capital + free Reserves + securities Premium
= 25%. [1250

,

000 + 1500000 +250000 + 125000]
Total amount = 2781250

1

BBP/ share = E 20ish
Number of Sh . = 39062 E. S -

1

TESTC : - Shares outstanding Test :- 25T. [Number of equity shares outstanding)
25% x 125000

-

31250 E-S.
&

TEST 3: Debt Equity Ratio Test : - After buyback , Total Debt I
Total Equity

1. Total debt after buyback = 4525000 2
1

2. Total Equity after buyback = 2262500 I
-1

3 . Total Equity before buyback = 3125000
/ ↑

4 . Equity that can be bought back= 862500
↑ -

5. Number of shares that can be BB = 28750 E.S.
&

Fty ESL FR SP Equity
I ES BB 10 ↓ 10 Y 10x = 30↓

R = 28750E.S. 862500
1 -

Maximum Permissible buyback = 28750 E . S .

-

free Reserves- Capital Redemption Reserve = Nominal Value of Buyback
RR 1500000 - 250000 = 25000 X10

- ↑ #

= 250000 ↑= 25000 X10
-

= 250000
- 1

RR Dr. 250000
--

To
,
CRR 250000

1

ESC Dr. 250000
-

Premium on BB 250000
-

To
, ESH/ESBB 500,000

- /

ESH /ESBB Du . 500000
-

To
,
Bank 500000

↑ &



SP DV.
250000

To
, prem on BB 250,000

-

-



Question 3 : - Buyback of Equity shares (Methoda)

Proceeds of fresh Issue : Nominal Value of Buyback↓ = 60000 X16

PS issued : 2000000 = 600000
- -

↓

entry Already done P = 60000 x5

reflected in BIs = 300000
-

Redemption of Preference Shares (Method 1)

free Reserves - Capital Redemption Res = Nominal Value of Redemption

Rev . Res = 4000000 -> 2000000 = 2000000
- -

P= 200000
-

Pel = 1800000
- p =

0*
2000000
·
-
-

↓ 1 Debenture ↓
Issue of Debentures Invest in own Deb

↓, I

viability = FV (100) = Cr. Asset = Lost (98) => Dr.

↳ Trade in Market - % Debentures Dr. 108

To
.

Own deb- 98
Cancel To , PCL 2
-

JOURNAL ENTRY

Equity share Capital ( 60000 X10) Br. 600000
F -

Premium on buyback 100000 x5) Dr. 300008
1

To
, Equity shareholders 900000

- -

Equity shareholders Dr. 900000
- -

To
,
Bank 900000

-

Securities Premium Dr. 300000
-

To
.

Premium on buyback 300000
-

Revenue Reserve Du. 2000000

To
, Capital Redemption Reserve

-

2000000
-

Per Do . 200000
-

To, premium on redemption 200000
-



91 · Preference Share capital Bu 2000000
↑

Premium or redemption Do. 200000
To

,
Preference shareholders

-

2200000
-

Preference shareholders Dr . 2200000
-

To
.

Baule 2200, 000
-1

Bank DU. 2500000
-

PeL DV . 500000
& ↑

To, Investment 3000000
-

10%Debentures Du. 330000
& -

To
.
Investment in own debentures 300000

-

To
,
PeL 30000

&

I Fruityshares
Equity Buyback! Free Res -> CRR = Nominal value of BB

A

P = Premium
↓

Preference shares redemp woff- Sp -

free Res -> IRR = Nominal value of red.
t

SP

= Premium

↓,
7 w/off

sit --



MAXIMUM PERMISSIBLE BUYBALK

1) Shares outstanding Test : - Maximum 25% of Number of shares outstanding.
↓ b

Equity Preference

- X

2) Resources Test : - maximum es% of (Paidup Capital + Free Reserves + Securities Prem)

y "preference
-X

Example : - X Itd : ·

Equity share Capital = 500000
-

General Reserves - 100000
-

Pel surplus I 200000
-

Securities Premium I 250000
-

Buyback Price : E 30/share.

Calculate Buyback as per resources test.

solution : - Resources Test : - 25% x (Paidup Capital + free Reserves + Securities Premium)

= 25% x(500000 + 100,

000 + 200
,

000 + 250
.

000)

Total amount of buyback
= E262,500

Buyback price /share=38

No. of shares = 8750 shares .

/

3) Debt Equity Ratio Test : After buyback ; Total Debt XI
Total Equity

Example :-1- Total Debt before buyback = 5000000
-

2 . Paid up Equity Capital = 3000000
-

3. General Reserve - 500000
-

G. Per al I 250000
-

5. Securities Premium = 250000
-

calculate maximum permissible buyback as per Debt Equity Ratio Test

Solution : - After buyback ; Total Debt &
Total Equity

↓. Total Debt after buyback [ 5000000 &
#

&

2. Total Equity after buyback = 2500000 I
-



3. TotalEquitybefore buyback = 40000

↳dep + free Reserves + sec.Premium

Equity su Funds

4. Equity that can be bought back = 1500000
↓

Equity SH Funds

5. Number of shares that can be BB = 37
,

500 E . S .

(1500000 x 1/40)

BBP= 30

SH : Buyback Equity shareholders funds P = 20

Paidup Cap free Res Securities Prem

I #V = 10 I FX = 10 y P=201 = 40

(Assumed) (Fr -(RR)

R 1500000
-

= 37500 Naman Shortcut : - BBP + N
↑

30 + 10 = 48



ESH - 300cashpay

E (300) - Investments

79)Question 1 : Err 300 lash 75&+ PCL I

free Reserves > Capital Redemption Reserve = Nominal Value of BB
Sp 175 7 175 = 300

P= 30x5

GR 265 & #
= 1 (loss)

-
-

PCL 170

1 Securities Premium all Dr. 175

General Reserve all Dr. 125

To
, Capital Redemption Reserve 300

2- Equity share Capital al Dr . 300

Premium on buyback all (30x5 DV. 15t

To
. Equity Shareholders/Equity share buyback 450

3 . Equity Shareholders/Equity share buyback 450

To
,
Bank 450

Lo General Reserves Dr. 140

P2L Du . 10

To
, premium on buyback 150

5- Bank Dr. 75

To
,
Investments 74

To
,
PCI I

6. Capital Redemption Reserve Dur 225

To
,

Bonus to Equity Shareholders 225

7. Bonus to Equity Shareholders Dr. 225 !To
, Equity Share Capital 225 New

I Bonus I
-

⑪ E ↓I

Company's A : Bonus Issue 1 : 4
C 90L

ReservesDr. 2 Capitalisation of Reservesto =Est
SC - - #0

-↓ Capital RedemptionReserve -only I use-Borus Issue
2251
-

= -
-



1 fresh Issue -> No entry - Entry already done -

2 . ESC DV . 6L

Prem on BB 3h

To
,

ESH /ESBB al

3 . ESH/ESBB 9L

To
,
Bank 9L

Yo See . Premium 31

To
.

Prem on BB 31

5. RR Dr. 201 FR -> LRR = NV of red

To
,

CRR 201 RR401- 201 = 20L

P-24

G . 9% PSC Dr . 20h

-

-2

Prem on red Dr. 24

To
,

PSH 221

7- PSH Dr. 221

To
.

Bank 221

8- RR Br. 24

To
, prem on red 21

9. 10% Debentures Du . 3.31

To Invst in Deb 31
S

To
. PCL all 30K

10. Bank DV. 25h

(ROL) RR Dr. St

To
,

Investments 30h



MAXIMUM PERMISSIBLE BUYBACK

Issued = 100000

1 Resource Test = 25% (Equity Shareholders funds) fo
-

Y f ↓ As ⑩
Pridup EG free Res. Securities Prem

D De ↓ Actcompany-
500000 200000100000
1 - -

- Best
800,000

xist- LOWEST
-
-

E 200000 Total Amount
-1

E ↓stsh - BBP

13333.33 - No.

- -

Do

13333 - No· of shares

& shares outstanding Test :-25% Number of equity shares outstanding
= 25% x 100000

= 25000 E .S.
↑

3. Debt Equity Ratio : - After buyback ; Total Debt &
Total Equity

↳ Equity share holder funds
Total Debt : Short Term Debt + Long Term Debt ↓ ↓ ↓

Paidup El free Res SeePrem-

# Assume

Total Debt : 4000
,

000- "Before buyback"
-

1 Total Dest After buyback u 4000000 I 2 Assumed
-

2. Total Equity After buyback = 2000000 = 1
-

3. Total Equity before buyback = 3500000 Assumed FR-CRR = NV
-> =

- &

FU 10 BBP= 30
4. Maximum equity that can be BB = 1500000 = -

5. Number of shares that can be BB = 37,500 E.S. Equity : ESC FR SP Equity
(1500000X1 ( ISH BB : 10 Is 104 20% 40

40 R 1500000
-

- 37500 E. S.

-
-

-- cash
-source company -> SH

=> Debt remains-

I
free ResoSec fresh issue ofSh unaffected.

--

-



# : Sh. osTest : - 33x25% = 8. 25 c . sh .

: Resources Test : - (330+ 240 + 90+90) X25% =E18705/30 = 6.25 c . Sh.

# : Debt Equity Ratio Test

C I Ci Cit
- -

Particulars L = 1200 ↳ 1500 1= 1800

1. Total Debt after buyback a 1200 1500 1800 %
2. Total Equity after buyback 600 750 900

3. Total Equity before buyback 750 75t 750

4. Equity that can be bought back 158 g S

5. No of shares that can be BB 3.75Cr. O 8

ESUF

PUC FR SP

1 SH 10/ 104 20k = 40

K 158

3-752 .

NOTE : - In the Gudcase
,

total equity before BB is 750 and the total equity
required after buyback is 900 which is greater than the present amount.

Hence we cannot buyback any equity because buying back equity
will further reduce the equity below 750.

The debt equity ratio before buy back already exceeds 2 : 1
,

hence

buying back shares will further inflate the dest equity ratio.



Question 7 : - Redemption of Preference shares

free Reserves > Capital Redemption Res = Nominal value of redemp
= 2000000

-

Rev . Res = 5000000

-

- P =

0

0000 2000000

P= 200000

-

Buyback Of Equity shares

Free Reserves = Capital Redemption Res = Nominal Value of Buyback
= 3000000

Reu Res = 2000000 & 2600
.

000
-

&
-

↑= 300000 X 20

200000 200000 = 6000000
-

I -

seePem-8
-

Esopexer = 1000000
-

Revenue Reserves DV. 200000
-

to
,
Premium on redemption 200000

-

Revenue Reserves Du . 2000000

To.Capital Redemption Reserve
-

2000000
-

9% Preference share Capital Do . 2000000

Premium on redemption Du .
200000
-

To Preference shareholders 2200000
-

Preference shareholders Du . 2200 000
-

To
,

Bank 2200000
11

Revenue Reserve Dr. 2800,000

To
. Capital Redemption Reserve

-

2800, 000
↑

-

securities Premium DU. 200000
&

To
,Capital Redemption Reserve

-

200000
-

securities Premium DU. 6000000

To
,
premium on buyback

-

6000000
-1

Equity share capital Br. 3000000

Premium On buyback Dr. 6000000
.

To
, Equity shareholders 9000000

S -



Equity shareholder DV. 9000000
-

To
,
Bank 9000000

7

10% Debentures Du. 220000
-

To
,
Investment in own debentures 200000

-

To
,

P& L 20000
A

Bank 150000X20) Dr. 1000000
-

P2L-> Employee Stock Option Plan (50000 X 10) BU . 500000

To
. Equity Share Capital 150000 X 10)

-
↑

500000
-

To
.

Securities Premium (50000 X20) 1000000
&

-



Question 7 : -

Redemption of Preference shares

Free Reserve - Capital Redemption Res . = Nominal Value of Redemption
2000000
-

RR SOL

- 24 P= 200000

Fol - 201
-

SP 60L

=> - - --

-- - -

Equity Share Buyback

free Reserves - Capital Redemption Res = Nominal Value of Buyback
RR 281 -> 281 I 3000000

-

Ta P= 300000 X20
- 1

SP GOL + 10L = 6000000
-
-

-P()
-

O
-
-



1 : Revenue Reserves als Dr . 2000000
1

14.12To
· Capital Redemption Res als 2000000

-

2. 9% Preference share capital Dr. 2000000

Premium on Redemption Dr
.

200 000
141To

.

Preference shareholders
-

2200000
-

3. PreferenceShareholders DV. 2200000

14.1?To
,

Bank
-

2200000
-

4. Revenue Reserves Dr. 200000

wild to
,

Premium on redemption
-

200000
1

1 . 4. 12 ~Revenue Reserve Dr . 2000000
-

Securities Premium DV. 200000
- 1

To
.
Capital Redemption Res 3000000

-2

14:12 -Equity Share Capital Du. 3000000
-

~ Premium on buyback 6000000
-

-To
. Equity Shareholders/Equity Share Buyback 9000000

1

1 :4. 12 ~Equity share buyback Dr. 9000000
&

↑

~To,
Bank 9000000

-

1.4: /2 ~securities Premium Dr. 6000000
-

To
,
Premium on buyback 6000000

-

1 : 4012 +o% Debentures (FV) Du. 220000
-

To,
Investment in own debentures 200000

1

To
,

L Revenue Res 20000
X ↓

14.12-Bank Dr .
50000 X 20

~Employee Stock Option Plan (Reserve) DV. 50000 X 10
1

To
, Equity Share Capital 50000X10

I

To
,

Securities Premium 50000X20

MV = 30 Exercise Price = 20

·



↳ ESL 752

PSC O

R&S " Cap. Res zh
-

Rev . Res. 20k

Sec . Prem Gl

CRR 501

NCL . LTB : 10% Deb. 1 . 8h
-

C2 : 657
-

20800, 000
M &

selA
PRE Sol

IA X

NCI lIGL

ONCA X

22 A Y

CA 40hzi

-

20800, 000
↑

-


