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3.4 -Test of Buy-Back
M-444 Ltd. has the following capital structure on of 31st March 2018 S Qr q) No "é’ IS havy o b < Ro(v.
particulars Rs. in es - = )
a. Equity Share capital (Shares of Rs. 10 each) ( 300 e * 20 2. 5a/s &
b. Reserves: - ﬁJg) D 28~ - R / |
AGeneral reserve 207 |
A Security Premium 100 |
Aprofitand Loss Alc 50 | Sdep 2 253 A SHF (D
/mrve (Statutory reserve) ¥ 80 AN | —' <
& @l lganrungs  Delk - 500 ] Poidip Gpi + free Pesevve
AT The shareholder:; hal\/§0c1>g recommer}dation of Board of Directors approved vide special r ign at their
T ting on 10th Apri a proposal to buy back maximum permissibl ity sh idering the huge ~ B
::naieh lsSrpIus following A/c of one of its division permissible equity shares considering tne hug 00 -f—— Q‘Q,Q - :1-20 C’V > zQ 253
The market price was hovering in thea i induce existing shareholders to offer ~ 150 (V- [XQ SENIS °'A £ ho
, . herenge of Re. { (v
their shares for buy bac vas decidef o offer 3 price df 20% above market . E;Z ’ v
Advice the company or maximum number of sharegjthat can be bought back and record journal entries for ﬂ\ ,B' P v A
the same assuming the buyback has been completed in full within the next 3 months. If borrowed funds were
Rs. 1200 crores, and Rs. 1500 crores respectively would your answer change?
—— —_—
Application of tests:
Note : Solution is based on the assumption that company is not having surplus funds ~ 1 ! .
¢ g%c_? Vel ~CLiH Psho - 23 ]
Testone : "’
Shares Outstanding test : 0 (DA N
Max. No. of Shares that can be brought back = 25% of 30 = 7.5 crores of shares 3@10«-)~ g_go ”/00 1 5N
In this case total funds requirement shall be Rs. 7.5 crores of shares x Buy Back price per share that is Rs. 30 DE Pt ot 2% ) 2 )
= Rs. 225 crores r ne ‘bg 8o
Test Two Lty SHY) | Yoo ¢ ] ’
Resources Test : —
Max. No. of shares that can be bought back = 25% of Paid up capital + free reserves P?rcao-df" SH¥ '3'—_2,9 :'rZQ ‘3_2’@
Buy back Price \
25% of 300 + 270 +100+50 Mar| MM @ o
30 At~ & kP 120 NP
= 6 crores of shares & b M .
Funds requirement in this case shall be 6 x 30 = 180 ?Z) (). { 6
crores 1 !
Test 3 KN R o °
Debt Equity Ratio Test > B8 Fﬁl W v L
Particulars Situation one Situation Two Situation Three ‘ + D |
a_|Loan funds Rs. In crores 800 1,200 1,800 \ 3o tl0z Yo L
b |Minimum Equity to be maintained to keep {400 600 900 -
__|Debt equity ratio at 2:1 Rs. In crores | e gl v 2 W I' w8
C. |Present Equity 720 720 720 )
900 DY 1529
148 o n 2 3
S¥ep 2 N ES 25
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3.5 - Past Examination Li I T |
Following is the summarized Balance Sheet of B-22Limited as on 31st Marrch, 20_19 . @ @
Assets 'Rs. f Assets Rs.
o s — v res s f e o ar— e N !
Equity Shares of Rs. 10 ~ |Fixed Assets
each fully paid up — L~ [12,50,000 »[Curren»t Assets
Revenue reserve .\—" 115,00,000 i
Securities Premium 1— /250000 i N Ol
! Profit & Loss Account \_— |125000 | ) g _
Secured Loans: ) l | ) /
— | — -
12% Debentures 1 18,75,000 ___ |
' Unsecured Loans 110,00,000 2029
!——--"s.--—-o--—..‘— == re————— ~ e —— e e ", —_———— ——————————— . e — — —
| Current maturities of | | —
i : . — - . o
saichluulchis JO— 11 I I | p-CL
[Total 76,50,000 Total 1 76,50,000 S—
The company wants to buy back 25,000 equily shares of Rs. 10 each, on 1st April, 2019 at Rg. 20 per share
Buy back of shares is duly authorized by ils articles and necessary resolution has been passed by the
company towards this. The payment for buy back of shares will be e company out of sufficien
bank balance available shown as part of Current Assets. M AR IO
: _ ﬂ) ‘ (2/@’2, /j
152 r-/
w Scanned with CamScanner
T Buy Back of Securities & Equity Shares - Polane e 8lreat 6 ‘ e Buy Bacle | J YRR E ot
| t with your calculati hether b Tz h isions of th Bolgy 2 Soep 3 . <) No~ ghot Olf . 125000 e —
| Comment with 'y ulations, whether buy back of shares by company is within the provisions of th . N X — .
Companies Act, 2013 T yes, pass necessary journal entries fowards buy back of shares ana prepare th Eig'ﬂ Qﬂ_ L(Q.la\.,u=’hq C(LSYNO il )
Balance She®Tarer buy back of shares. b) Lfa)g - |2J009 K&Ys}n . E] 2J0 S},qqﬁy ; E‘SC v.
Complgte'.sfolutlon: . . S.ttf — C),SZWQ 1o P‘OV) ﬁB o\
Determination of Buy back of maximum no. of shares as per the Companies Act, 2013 2 Sh Cf‘PfH‘ P gty (000000 - ESH
1. 2. Reyewle 8 Suvplyy | 1| 1{2s000 SHep2, SHEL R25¥% |
Shares Outstanding Test — 1270000 + (3FTW = m
Particulars . (Shares) @ Non ~ CRWM ./L\"‘UvUH @ ESH At SV £DOSOO ,\/
Number of shares outstanding 1,25,000 T = — .ﬁ 257 15 qu k.
25% of the shares outstanding 31.250
A) CT 00 2
; i 25750 81250 3
i '
Resources Test: Maximum permitted limit 25% of Equity paid up capital + Free Reserves @ (uwe ", _,UE! !‘! {ty ~ 29 @ ey oy - 3Y PALS A
[Particulars Rs. —_— _— o b
Paid up capital (Rs. ) 12,50,000 8) ST8 ° 10000 33962 we of Shary Ta CRE-
Free reserves ( Rs. ) (15,00,000 + 2,50,000 + 1,25,000) 18,75,000 ’
Shareholders' funds ( Rs. ) 31,25,000 . \ . @ \/S‘ P‘ Y
25% of Shareholders fund ( Rs. ) 7.81,250 S 5 mr]. “@J & .-’-J N—, " & > }
Buy back price per share Rs. 20 q, ‘ SDOVO — = p— — o ~—
Number of shares that can be bought back (shares) 39,062 ‘
Actual Number of shares for buy back 25,000 ALs !3' = SD% 02 )2 Y § 25000 > pale! A R -g
— -
3
Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds post Buy Back - N CH - L ®°(\'1 "’j Q") . 22825 & IZUJ C Ry, 1250000
Particulars Rs. __o‘.) PPE ) TH Y450000 PaL 125080
(@) Loan funds ( Rs. ) (18,75,000+10,00,000+16,50,000) 45,25,000 C\" J ‘I'Tﬁ" —
(b) Minimum equity to be maintained after buy back PW@“& C .S‘ H#D -~ 9 )23'600 3 d E— \9\ 25@@3 Q
in the ratio of 2:1 (Rs. ) (a/2) 22,62,500 _
~Cuwerd Tuvet.
(c) Present equity/shareholders fund (Rs.) 31,25,000 b) Non ¢ ‘Mo C?“Pl’ ] ° (\?G 950 ] 3 W
(d) Maximum permitted buy back of Equity (Rs.) [(c) - (b)] 8,63,500 mqjjl?\ e J
(f) Maximum number of shares that can be bought back @ Rs. 20 per share 43,175 o et . . ~
shares & &L@"’l w 250000 . cB QP £ 4
(@ |Actual Buy Back Proposed 25,000 - 32
Shares
Summary statement determining the maximum number of shares to be bought back Z? ?5‘0 2o 4 SL\’l vep
Particulars Number of shares TQrH viset- | F15000 | _
Shares Outstanding Test 31,250 )
Resources Test 39,062 C L€ (-lé |ots v ') 28950 maymowy JJM; + 5\/ 5.5
Debt Equity Ratio Test 43,175 .
31,250 S A
_—

Maximum number of shares that can be bought

back [least of the above]

31,250 shares on 1st April, 2019.

Journal Entries for buy-back of 25,000 shares
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* e e ""ﬂ.uﬁn‘m,‘
e — Debit T o
- B P (Rs.) Eﬁgai\\<:
(e —— — —_|(Rs)
T — Dr. |5,00,000
N B 0:000 [
@ iy shoos buybackaosunl__——————_ I
| [(Being buy back of 25,000 equity S
) e /' . e —
[ |pershare) — DOr. ]250,000 [~
[(b) | Equity share capitalaccount _______———— — [Dr. |2,50,000 =2
!' Securities premium GMUW — ]
: l . k account ———500,005
’ [ To Equity shares buy-back a e '\
I "(Bei ellation of shares bought bac e
[{ | (Being cancellation 0 t Dr. |2,50,000 ||
(¢) |Revenue reserve accoun ‘2\
} | To Capital redemption reserve account — _50&
(Being transfer of free reserves to capital redemgt!g: ﬁsrzrl;/;h ofree
extent of nominal value of capital bought ba
reserves
L ! e —
Balance Sheet as on 31st March, 2019
! | |Particulars Note No_[Amount
| |Equity and Liabilities
1 | |Shareholders' funds 1
[ (a) | Share capital 10,00,000
] |(b) | Reserves and Surplus 2 16,25&-
B l [Non-current liabilities —
[ | (a) | Long-term borrowings 3 28.7%\
{3 | |current liabilities 16,50,000 |
I | |Total 71,50,000
l [ ]Assets
(1 | [Non-current assets
[ | (a) | Fixed assets 46,50,000
[2 | |current assets (30,00,000-5,00,000) 25.00.000
] 1 [ Total 71,50,000
Notes to accounts
l Rs. Rs.
1. |Share Capital
| Equity share capital
| 1,00,000 Equity shares of Rs. 10 each 10,00,000
2. |Reserves and Surplus
| Profit and Loss A/c 1.25.000
| Revenue reserves 15,00,000
ILess: Transfer to CRR (2,50,000) 12 50.000
ISecun'ties premium 2.50.000
[ Less: Utilisation for share buy-back (2,50,000) : —
Capital ' .7
J!Lff;a::ﬁ,dﬁf,‘m”- neservee 250000 |16,25,000
- rowings
2 ]
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Company qualifies all tests for buy-back of shares and came to the conclusion that it can buy maximu
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