Chapter BUY BACK OF SECURITIES
| NB p
[} -
f uestion 1 : 9Ny |
5 ? . i lance Sheet as at 31st March, 20X1: 0,
1 M Ltd. furnishes the following Balan Sy
| otes r;(\
| H i
| Particulars n 000)
1 Equity and Liabilities N |
l 1 Shareholders' funds ;
T A | Share capital 3 5,000
: :
| B | Reserves and Surplus : 6,310
‘; 2 Non-current liabilities S|
! Long term borrowings = ﬁ___‘i(_)&
| 3 Current qubilities — .
j A | Trade Payables —_40]
| Total 1,750
| Assets
i =
; 1 Non-current assets '
1 e —— -
;‘ A | Property, plant and Equipment 4 2,750 ij
j B | Non-Current Investments (at cost) 5,000] =
‘ 2 Current assets |
A Inventories 1,000 #§
| B__| Trade receivables 2,000|
f C | Cash and Cash equivalents 1,000
'; Total 11,750
Notes to accounts
: No. Particulars Z in (*000)
1 Share Capital
Authorized, Issued and Subscribed Capital:
| 3,00,000 Equity shares of 2 10 each fully paid up 3,000
} 20,000 9% Preference Shares of 100 each 2,000
‘ Total . 000
i 2 Reserves and Surplus
F Capital reserve 1?
4
J Reverfu.e reserv? 4,000
; SeCfl:lrltlech Eremlum : 500 S
Profit and Loss account b
| Total 1,800 i
6,310 g
3 Long term borrowings g
10% Debentures 400 ] :
4 Property, Plant and Equipment (PPE) §
e i
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2,750

—he company passed a resolution to buy-back 20
rpose it sold its investments of 3 30 lakhs for

% of its equity capital @ % 15 per share. For this
% 25 lakhs. You are required to pass necessary

py
J ournal entries
SQIUtiOﬂ
Journal Entries in the books of M Ltd.
B A - 5 Zin '000
articulars i e
1. |BankA/c . D e aich e
r.
Profit and Loss A/c 2,200
Dr. 500
To Investment A/c
: g 3,000
(Being investment sold for the purpose of buyback of Equit
Shares) quity
[ 2. | Equity share capi
2 qui y pital A/c Dr. %05
Premium payable on buy-back Dr. 200
To Equity shares buy-back A/c
(Being the amount due on buy-back of equity shares)
3. | Equity shares buy-back A/c Dr. 900
To Bank A/c
(Being payment made for buy-back of equity shares)
4. |Securities Premium A/c Dr. 300
To Premium payable on buy-back
(Being premium payable on buy-back charged from Securities
premium)
5. |Revenue reserve A/c Dr. 600
To Capital Redemption Reserve A/c
(Being creation of capital redemption reserve to the extent of
the equity shares bought back)

?Qﬂestion 2 (RTP May '23)

Anu Ltd. (@ non-listed company
20X1:

) furnishes you with the following balance sheet as a

1| particulars

Equity and Liabilities
1 Shareholders' funds
Share capital

Reserves and Surplus




2 1 Current liabilities & |
| A | Trade Payables N
Total 440 &
Assets
1 Non-current assets
A | Property, plant and equipment |
B | Non-Current Investments 100/ |
2 Current assets
A | Trade receivables 140
B | Cash and Cash equivalents \200
Total \MOJ
Notes to uccounfs :
B e £
No. Particulars A |
1 | Share Capital
Authorized, issued and subscribed share capital: , !
12% Redeemable preference shares of 2 100 each, fully paid up 75|
Equity shares of 2 10 each, fully paid up 25
Total 100
2 | Reserves and Surplus ‘
Capital reserve 15
Securities premium 25
Revenue reserves 260
Total - - 300
3 | Property, Plant and Equipment
PPE Cost 100
Less: Provision for depreciation (100)] *=
| Net carrying value NIL
4 | Non-Current Investments g
Non-current investments at cost (Market value % 400 Cr.) 100

The company redeemed preference share
shares of 210 each at 50 per share. Th
bclonce»s, which appeared as a part of current assets. -
You are asked to: :

(i) Pass journal entries to record the above. ,
(i) Prepare balance sheet as qt 1.4.20X1, iy

CA Aakash Kandoi

$ on st April, 20X1. It also bought back 50 lakhs equity
e payments for the above were made out of the huge bank ==
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Buy Back of Securities

jon

e
(in crores ¥)

T Particulars 2. s
12% Preference share capital A /c D i q
7 75

entries in the books of Anu Ltd.

20X1

To Preference shareholders A/c - ' |
75

(Being preference shq :
shareholders occount)re capital account transferred to

preference shareholders A /c

To Bank A/c | E :

(Being payment made to shareholders) :

Shares buy-back A/c

To Bank A/c Z £
7y

Being 50 lak i - :
ghare% akhs equity shares bought back @ % 50 per

Equity share capital A/c (50 lakhs x % 10) Dr. S
Securities premium A/c (50 lakhs x % 40) Dr. 20
To Shares buy-back A/c ; :

(Being cancellation of shares bought back) - =
Revenue Reserve A/c Dr. 80
To Capital Redemption Reserve A/c (75+5) ‘ 80

(Being creation of capital redemptio ‘
extent of the face value of referer?ce nh Criea) I3
and equity shares bought t?cck) sharesieacenics %

(i) Balance Sheet of Anu Ltd as at 1.4.20X1

Particulars : ' Notes

Equity and Liabilities
1 Shareholders’ funds
A | Share capital

B |Reserves and Surplus

2 Current liabilities
A | Trade Payables
Total
Assets
1 Non-current assets

A | Property, plant and equipment
B |Non-Current Investments

2 Current assets

A | Trade receivables

Cash and Cash equivalents

Total

vy}

e
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Notes to accounts

No particulars ‘-E

1 Share Capital . ital 200 ‘-\
Authorized, issued and subscribed shgre cap 2
lakhs Equity shares of 10 each fully paid Tl
Total 20

2 Reserves and Surplus
Capital reserve 15
Capital redemption reserve = ____\_82
Securities premium —_—
Less: Utilization for buy-back of shares (20) e B
Revenue Reserve 260 —_
Less: transfer to Capital redemption reserve (80) 180
Total ___2_8_0__

3 Property, plant and Equipment —
PPE: cost 100
Less: Provision for depreciation (100)
Net carrying value N

4 Non-Current Investments ]
Non-current investments at cost 100
(Market value ¥ 400 Crores)

5 Cash and Cash Equivalents
Cash and Cash Equivalents as on 31.3.20X1 200
Less: Bank payment for redemption and buy-back (100)
Total 100

~

@ Question 3 (RTP May'24)
| ®

NB Pg. No.
KG Limited furnishes the following Balance Sheet as at 31st March, 20X1:
1 . Particulars Notes z
' Equity and Liabilities
| 1 Shareholders' funds
| A | Share capital
l B | Reserves and Surp| -
’ yrplus
2 Non-current liabilities - =
Long term borrowings
3 Current liabilities — =
A | Trade Payables N s
| 5[ Other Current libifies ———— ..
| Total \"—i
Assets [ e =700
1 Non-current assets D . SR
A | Property, plant—m @
——— : 2,026

CA Aakash Kandoi
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Buy Back of Securities

['*;,f.f’;ﬁ_ﬁ—gn-current Investments i
‘ //—c;rrent assets
}Tmentories 700
_—T1 g | Trade receivables
_—T ¢ |cash and Cash equivalents £
—] Total 3 7732
;;;:s' to accounts '
ﬁ: ' Particulars =
— | Share Capital
— [ authorized, issued and subscribed capital
— T e gquity share capital (fully paid up shares of 10 each) 1200
"'2"_ Reserves and Surplus :
— | Securities premium
General reserve 21:;
| Capital redemption reserve 200
Profit & loss A/c 176
Total =5
3 |Long term borrowings
[ |12% Debentures 5
4 |Property, plant and equipment
Land and Building 1800
Plant and machinery . ==
l Net carrying value 5. 026

I On Ist April, 20X1, the company announced the buy-back of 25% of its equity shares @ 215 per sha
| For this purpose, it sold all of its investments for ¥ 75 lakhs.

; On 5th April, 20X1, the company achieved the target of buy-back. On 30th April, 20xX1 the

issued one fully paid up equity share of 2 10 by way of bonus for every four equity shcres
equity shareholders.

You are required to:
1)  Pass necessary journal entries for the above transactions.
2) Prepare Balance Sheet of KG Limited after bonus issue of the shares.

328
Solution: el
In the books of KG Limited ; );m e
Journal Entries : :.3__...., _'
Particulars y
Bank A/c Dro e 75
— To Investment A/c :
— To Profit on sale of investment :
' (Being investment sold on profit) 5l |
S~ m Equity share capital A/c: Dr ‘ .

CA Aakash Kandoi CAInS



Dr.

Securities premium A/c

150

To Equity shares buy-back A/c

the amount due to equity shcreholde'rs on buy-

(Being
back)
April 5 | General reserve A/c 2 ‘22\
Profit and Loss A/c DI is_.\
To Capital redemption reserve A/c __\:,mo
(Being amount equal to nominal value of buyback sho-res (T
from free reserves transferred to capital redemption
reserve account as per the law)
April 30 | Capital redemption reserve A/c Dr. 225
To Bonus shares A/c (W.N.1) —‘\‘2;5
(Being the utilization of capital redemption reserve to R s )
issue bonus shares)
Bonus shares A/c Dr. 225\¥ o |
To Equity share capital A/c —~—2?5_
(Being issue of one bonus equity share for every-four equity
shares held) A |
Balance Sheet
(After buy-back and issue of bonus shares)
Particulars Notes 4
Equity and Liabilities
1 Shareholders’ funds
A | Share capital 1 1,125
B Reserves and Surplus 2 436 |
2 Non-current liabilities
Long term borrowings 3 750
3 Current liabilities
' A | Trade Payables 70
B | Other Current Liabilities 195| |
Total 3,251
Assets 5
Non-current assets :
A | Property, plant and equipment A 2,026 !
Current assets {
A |Inventories 600
B | Trade receivables 260
C | Cash and Cash equivalents 365
Total 3,251
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Buy Back of Securities

Particulars

Tshare Capital
e T =
authorized, issued and subscribed capitql:

Bl o} :
/____EqUIty share capital (fully paid up shares of 210 o h
peserves and Surplus ach) .

265 _
(265) 2
200

Reatiiais

Less: Transfer to CR

——-—'—'._—_ 3

capital Redemption Reserve

phloe

Add: Transfer due to buy-back of shares from p/L

Add; Transfer due to buy-back of shares from General Reserve 35

Less: Utilisation for issue of bonus shares : 259

securities premium 2 275

Less: Adjustment for premium paid on buyback =

Profit & Loss A/c 159) 25

Add: Profit on sale of investment 2

Less: Transfer to CRR (35;

Total E:

3 |Long term borrowings

12% Debentures 750
L |Property, Plant and Equipment :

Land and BU|1d|r-19 1,800

Plant and machinery 226

Net carrying value 2,026

T
L]

L

g |Reserve
— | general Reserve
L —

—

| _—

_—

L—

L ——]

L—

—

"]

Working Notes:
1) Amount of bonus shares =
9) Cash at bank after issue of bonus shares

Particulars

25% of (1,200 - 300) lakhs = ¥ 225 lakhs

Z in lakhs

Cash balance as on 1st April, 20X1 740
s 75

Add: Sale of investments
815

Less: Payment for buy-back of shares (450)
365

apital redemption reserve account

Note: In the given solution, it is possible to adjust transfer to ¢ e . ou
r securities premium (to the exten

or capitalization of bonus shares from any other free reserves O
available) also.

Question 4 (RTP Nov'18)
Dee Limited (a non-listed comp

any) furnishes the following Balance Sheet as at 31st

particulars

gk

Equity and Liabilities

| CAAdkash Kandoi i CAlntESy




Shareholders' funds

- 1
| Share capital ‘21_ 0
| B |Reserves and Surplus o 5
i 2 Current liabilities __\700
‘: A | Trade Payables _\]'400
| Total 13,805
, Assets
1 Non-current assets
f A | Property, plant and Equipment 9,300
B | Non-Current Investments 3,000
2 Current assets T
A | Inventories ‘_-_"EEE
| B | Trade receivables —‘%
1 C | Cash and Cash equivalents  200]
{ Total 13.800
Notes to accounts
No. Particulars e
1 Share Capital e
Authorized, issued and subscribed capital: T ]
2,50,000 Equity shares of 2 10 each fully paid up 2,500
2,000, 10% Preference shares of 2 100 each 200
(Issued two months back for the purpose of buy-back)
Total ;7—66
2 Reserves and Surplus
} Capital reserve 1000
f Reven r
1 Securi:iige:;;?um i
l Profit and loss account e
1| Total 5500
1 9,700
|

The company passed a resolution to buy-back 20%
purpose, it sold all of its investment for ¥ 22,00,000.

You are required to pass necessary journal entries and Prepare the Balance Sh
ce Sheet.

of its equity capital @ 2 50 per share. For this

(in thousand ?)

Solution
Journal Entries in the books of pee Limited
Particulars _
(i) |Bank Account T
Dr

Profit and Loss Account
To Investment Account
(Being the investments sold at loss for the PUrPoSe of buy-

Dr.

22 UOSe of buy-hcy |

7 cA Aakash Kandoi
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2,200
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(iii)

(iv)

v)

Buy Back of Securities

(Being the amount equal to nominal valve of equity shares
bought .bcck out of free reserves transferred to capital
redemption reserve account)

Equity share buy-back Account ‘ Dr. 2 500
To Bank Account | 2,500
—@fw payme.nt made on buy-back)
Equity Share Capital Account Dr. 500
premium Payable on Buy-Back Accoynt Dr. 2 000
To Equity Shares Buy-Back Account ' 2,500
To Premium payable on buy-back Account £ o 2,000
O s v oo

— | Revenue reserve Account Dr. 300
To Capital Redemption Reserve Account 300

Balance Sheet of Dee Limited as at 1st April, 20X1

(After buy-back of shares)

(in thousand %)

Particulars Notes z
Equity and Liabilities
1 Shareholders’ funds
A | Share capital 1 2,200
B | Reserves and Surplus 2 6,900
2 Current liabilities :
A | Trade Payables 1,400
Total 10,500
Assets
1 Non-current assets
A | Property, plant and Equipment 9,300
2 Current assets
A | Inventories 500
B | Trade receivables 200
C |Cash and Cash equivalents 500
1 Total 10,500
Notes to accounts
No. Particulars S

1

Share Capital

\
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Ak Hai

Bhaigasheab 1 Buy Back
R °f$
| 2,50,000 Equity shares of 2 10 each fully paid up o
2,000, 10% Preference shares of 100 each 2,00
' (Issued two months back for the purpose of buyback) 20
| Total |
: 2 Reserves and Surplus
i Capital reserve
1 Capital redemption reserve 1.00
: Securities Premium : 2,200 =€
‘ Less: Premium payable on buy-back of shares (2,000)
g Revenue reserve ) 3,000 L
' Less: Transfer to Capital redemption reserve (300) 2,700
i Profit and loss A/c 3,500 '
| Less: Loss on investment (800) 2700
f Total
! £.200
ﬁ?_de;ﬁog_S S : Sk b : ' NB Pg. No
! Extra Ltd. (a non- [|sted compcny) furnishes you w:th the follownng Bolcnce Sheet as at 31st Mare
‘ 20X1:
(in lakhs 2
Particulars Notes z
{ Equity and Liabilities-
i 1 Shareholders’ funds
A | Share capital 1 120
B Reserves and Surplus - 2 118
2 Non-current liabilities
Long term borrowings 3 4
3 Current liabilities :
A Trade Payables : 70
' Total 312
Assets
1 Non-current assets
A Property, plant and Equipment , 50
! B Non-current Investments 120
| 2 Current assets
i! A Cash and Cash equivalents 142
Total| 312
Notes to accounts
1| ~p= ' Particulars =
lf 1 share Capital : T |
' Authorized, issued and subscribed capital:
f Equity shares of 2 10 each fully paid @"
|

cA Aakash Kandoi
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Buy Back of Securities

tr/wmcble prefelfence shares of 2 100 each fully paid 20
_—| Total 250
{' Reserves and Surplus

[ capita' reserves 8
e Revenue reserves =5
L — [ securities premium =
/3’ Long term borrowings

; 10% Debentures =

The company redeemed the preference shares at a premium of 109 i
0] 5 p % on 1st April, 20X1.
@ 't also bought back 3 lakhs equity shares of 2 10 each at % 30 per share. The payment for the

i
above wWas made out of huge bank balances.
ded in its investment were "investments in own debentures” costing % 2 lakhs (face value X

(iii) Inclu
220 lakhs). These debentures were cancelled on 1st April, 20X1.

(iv) The company had 1,00,000 equity stock options outstanding on the above mentioned date, to
the employees at X 20 when the market price was %30 (This was included under current liabilities) -

On 1.04.20X1 employees exercised their options for 50,000 shares.

(a) Pass the journal entries to record the above.
(b) Prepare Balance Sheet as at 01.04.20X1.

Solqtion
(2 in lakhs)'

- Debit Credit
Dr. 20.00
2.00

Date : : Particulars

20X1 1st
April Premium on redemption

To Preference shareholders A/c
capital transferred to

9% Redeemable preference share capital A/c
of preference shares A/c Dr.

(Being preference share

shareholders account)
Preference shareholders A/c Dr.
- To Bank A/c
(Being payment made to shareholders)
Dr.

Equity shares buy-back A/c
To Bank A/c

(Being 3 lakhs equity shares of

— Z 30 per share)

Equity share capital A/c

Securities premium A/c

To Equity Shares buy-back A/c
hares bought bx

z 10 each bought back

g e

(Being cancellation of s




N

Revenue reserve A/c - Dr. 50.00
To Capital redemption reserve A/c
(Being creation of capital redemption reserve account
to the extent of the face value of preference shares
redeemed and equity shares bought back as per the law)
10% Debentures A/c Dr. 200 T
To Investment (own debentures) A/c
s : 2.00
~ To Profit on cancellation of own debentures A/c 0
; . ; 20
(Being cancellation of own debentures costing % 2 lakhs,
face value being  2.20 lakhs and the balance being
profit on cancellation of debentures)
Bank A/c Dr. 10.00
Employees stock option outstanding
(Current liabilities) A/c Dr. 5.00
To Equity share capital A/c 5.00
To Securities premium A/c 10.00
(Being the allotment to employees, of 50,000 shares of ¥
10 each at a premium of 20 per share in exercise of stock
options by employees)
Securities premium A/c Dr. 2.00
To Premium on redemption of preference
shares A/c 2.00
(Being premium on redemption of preference shares
adjusted through securities premium)
Balance Sheet of Extra Ltd. as at 01.04.20X1
(in lakhs ¥)
: B Particulars Notes -
Equity and Liabilities
1 Shareholders’ funds
Share capital
1 75.00
Reserves and Surplus %620
2 Non-current liabilities : —
Long term borrowings
R 3 1.80
3 Current liabilities
Other Current Liabilities
Total 4 65.00
Assets 42%
1 Non-current assets
Property, plant and Equipment
Non-current Investments 50.00
2 Current assets D Y 5 118.00
=] Cash and Cash equivalents ~~— —m—— |
= Total . 6 40.00
L —— d - 240-8_‘
kash Kandol ———————
CAAQ CA Inter - e

Advanced Accounting Volume |
|



NO

ARRRRRRRAERRNN

tes t
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o accounts
/.—_7

Particulars

Buy Bac

m&al

L
Equity shares of 210 each fylly paid

100

5. Cancellation of bought b
[lLefs: LONCE : ack shares
add: Shares issued against ESOp

(30)

""-_-_' \
Total

peservesand Surplus ~  ———

L
capital Reserve R

Capitd!
Opening balance D T

o - 1
Add: Profit on cancellation of debentyres

8.00

Revenue reserves

0.20

8.20

I

Opening balance T

Less: Creation of Capital Redemption Reserve

50.00

Securities Premium

(50.00)

-a;;ening balance

Less: Adjustment for cancellation of equity shares

60.00

Less: Adjustment for premium on redemption of preference
shares

(60.00)
(2.00)

Add: Shares issued against ESOP at premium

10.00

8.00

Capital Redemption Reserve

Total

“\

Long term borrowings

10% Debentures

4.00

Less: Cancellation of own debentures

(2.20)

Total

1.80

Other Current liabilities

Opening balance

Less: Adjustment for ESOP outstanding

Total

Non-current investments

Opening balance

Less: Investment in own debentures

Total

Cash and Cash Equivalents

Opening balance

142.00

CA Agk

Less: Payment to preference shareholders

(22.00)

Less: Payment to equity shareholders

(90.00)

| Add: Share price received against ESOP

10.00

Total

40.00

ash Kandoi
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2 Question 6 (MTP Oct20, Oct'21, Oct'23, RTP May'20)
The following was the summarized balance sheet of Bhoomi Ltd. as

on 31st March, 202

NB
0: A - ‘

Equity & liability Rs g TR
(in lakhs) - (in lakpy,
Authorised Capital: Property, plant and equipment | 4, 009
Equity shares of Rs 10 each 80,000 | Investments 24,009
Issued Capital Cash at Bank 13,200
Equity Shares of Rs10 each Fully 64,000
Paid up
Trade Receivables 66,000 ]
10% Redeemable Preference Shares 20,000
of 10 each, Fully Paid Up
—._\
Reserves & Surplus:
Capital Redemption Reserve 8,000
Securities Premium 6,400
—
General Reserve 48,000
Profit & Loss Account 2,400
9% Debentures 40,000
Trade Payables 26,400
215,200 2,15,200

On 1st April, 2020 the Company redeemed all its Preference Shares at a Premium of 10% and bought
back 25% of its Equity Shares at Rs 20 per Share. In order to make Cash available, the Company sold
all the Investments for Rs 25,000 Lakhs and raised a Bank Loan amounting to Rs 16,000 lakh on
the Security of the Company's Plant. Give the necessary Journal Entries considering that the buy
back is authorized by the articles of company and necessary resolution is passed by the company
for this. The amount of Securities premium may be utilized to the maximum extent allowed by law.

(8 Marks)
Solution:
Journal entries In the books of Bhoomi Ltd.
Dr. " Crn
_ (2 in lakhs)
1 Bank A/c Dr. 25,000 ]
E To Investments A/c 24,000
{ To Profit and Loss A/c 1,000
: (Being Investments sold and, profit being credited to Profit
f and Loss Account) -
| 2 10% Redeemable Preference Share Capital A/c Dr. 20,000 -
3 Premium payable on Redemption of Preference 2,000
| Shares A/c Dr. o
, To Preference Shareholders A/c 22,000
f (Being amount payable on redemption of Preference
'f shares, at a Premium of 10%) o
' Securities Premium A/c Dr. 2,000 ]
|
|

|
CA Aakash Kandoi
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Buy Back of Securit

it .

/ To Premium payable on Redemption of Preference 2,000
Shares A/c
_—-—-_— . . e
/" (Being Securities Premium utilised to provide Premium on
Redemption of Preference Shares)
/A"' Equity Share Capital A/c Dr. 16,000
|_— [ premium payable on Buyback A/c Dr, 16,000
| To Equity Share buy back A/c 32,000
_— | (Being the amount due on buy-back)
/5" sgcurities Premium A/c (6,400 - 2,000) Dr. 4,400
_— | General Reserve A/c (balancing figure) Dr. 11,600
To Premium payable on Buyback A/c 16,000

(Being premium on buyback provided first out of Securities
Premium and the balance out of General Reserves.)

Bank A/c Dr. 16,000

: To Bank Loan A/c 16,000
(Being Loan taken from Bank to finance Buyback)
7 Preference Shareholders A/c Dr. 22,000
o Equity Shares buy back A/c Dr. 32,000
(o To Bank A/c 54,000
— | (Being payment made to Preference Shareholders and
Equity Shareholders)
[ 8 | General Reserve Account Dr. 36,000
R To Capital Redemption Reserve Account 36,000

(Being amount transferred to Capital Redemption Reserve
Account to the extent of face value of preference shares
redeemed and equity Shares bought back) (20,000 +

16,000)

7 (MTP Nov'21, Apr'23) NB Pg. No.
SM Limited gives the following information as on 3ist March, 2020:

Rs
Share capital 3
00,000
(60,000 Equity Shares of Rs 10 Each) 6,00,00
Reserve & Surplus: -

| Security premium

General reserve g
 Profit and Loss
[Non-current liability:
9% debentures (secured) . =
| Current Liabilities:
Term loan —=
Creditors =1
Provision for taxation 5
.

| CAAakash Kandoi
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Property plant and equipment

Non-current investment

Current assets:

Stock

Debtors

(i)
(i)

(ii1)

(iv

(v)

Bank
The shareholders adopted the resolution on 31st March, 2020 to:

Buy back 25% of the paid up capital @ Rs 15 each.
issue 10% debentures of Rs 60,000 at a premium of 10
Maintain a balance of Rs 20,000 in General Reserve.
) Sell investments worth Rs 1,00,000 for Rs 80,000.

Buy back expenses were Rs 2,000.

9% to finance the buyback of sy,

s to record the above transactions and Prepg
e

You are required to pass necessary journal entrie
Ledger account of Bank. (8 Marks)
Solution:
In the books of SM Limited Journal Entries
Particulars Dr. o |
Rs ‘_Fs—
1. Equity share capital A/c (15,000 x Rs10) Dr. 1,50,000 ]
Premium on buyback A/c (15,000 x Rs5) Dr. 75,000 ]
To Equity shares buy back or Equity Shareholders A/c (15,000 x 22%
Rs15)
(Being the amount due to equity shareholders on buy back)
2. Equity shares buy back/Equity shareholders A/c Dr. 2,25,000
To Bank A/c 2,25,000
(Being the payment made on account of buy back of 15,000 Equity
Shares as per the Companies Act)
3.Bank A/c Dr. 66,000
To 10 % Debentures A/c 60,000
To Securities Premium A/c 6,000
(Being 14 % debentures issued to finance buy back)
4. Buyback Expenses A/c Dr. 2,000
To Bank A/c 2,000
(Buyback expenses paid)
5. Bank A/c Dr. 80,000 |
Profit and Loss A/c (Loss on sale of investment) 20,000
To Investment A/c 1,00,000
(Being investment sold at loss)
6. General reserve Dr. 43,000
profit and Loss A/c Dr. 1,07,000
To Capital redemption reserve A/c 5 @

:—_CA Aakash Kandoi
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Buy Back of Securities

ransferred to capital redemption reserye account as per

t equal to nomi
o~ ant'iO‘J“ q inal value of buy back shares from free
s
eserv®

r
t I ) H

1 FrellllUIII

Ies Dr.

_ Securit 75,000
profit and L9 Ll Dr. 2,000
- premium on buyback ' 0
To guyback Expenses A/c 7;’330
geing premium on bbeGC_k and buyback expenses charged to |
securities premium and profit and loss account)
Bank Account
— Particulars Amount Particulars Amount
(Rs)
Lo B (Rs)
— Balance b/d To 83,000 | By Equity Shareholders A/c 2,25,000
investment A/c - 80,000 | By Expenses on buy back of shares 2,000
To 10% Debentures and Securities 66,000 | By Balance c/d 2,000
premium
L
Total 2,29,000 | Total 2,29,000

| Note: It may be noted that as per the provisions of the Companies Act, no buy-back of any kind of
~ chares or other specified securities shall be made out of the proceeds of an earlier issue of the same
' kind of shares or same kind of other specified securities. Issue of debentures has been excluded for
| the purpose of "specified securities” and the entire amount of Rs 1,50,000 has been credited to CRR

' while solving the Question.

|6 question 8 (PYQ Nov'19) (RTP Nov'21)
cx Ltd. furnishes the following summarized Balance Sheet as at 31-03-2018.

NB Pg. No.

B Liabilities

(in ¥)

(in¥)

Share Capital

Equity Share Capital of 2 20 each fully paid up

50,00,000

10,000, 10% Preference Shares of 2100 each fully paid up

70,00,000

60,00,000

Reserves & Surplus

Capital Reserve

1,00,000

Security Premium

12,00,000

Revenue Reserve

5.00,000

Profit and Loss

20,00,000

Dividend Equalization Fund

5,50,000

43,50,000

Non-Current Liabilities

12% Debenture

12,50,000

wt Liabilities and Provisions

5,50,000

Total

1.21,50,000

\
Assets

e —
Fixed Assets
\

1Ongib‘
le As
onss, commns sets

1,00,75,000

CA Aakash Kandoi
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Ak Hai
Bhargashaab ! Buy Back o
| o
Current Assets o i
Investment ' 3,00,000
Inventory ' g 2,00,000
Cash and Bank 15,75,000] 207555 :
Total 1'21’50'000
‘The shareholders adopted the resolution on the date of the above mentioned Balance Sheet t;- 0 ‘r"
ded to offer a price of 20% over market pr‘ig
e.d

of the paid up capi

Buy back 25%
ket value of the

The prevailing mar
To finance the buy back of sh
lssue 3000, 14 % debenture of 10

Hig

2)
a.

3) Sell investment worth

4) Maintain a balanc

Later the company issue three
for every 15 equity share held b

tal and i was deci
company's share is

b. lIssue 2500, 10 % preference share o
Rs. 1,00,000 for Rs. 1,50,000.
e of Rs. 2,00,000°in Revenue Re

fully paid up equity s
y the equity shareholder.

N
ournal entries to record

i

Rs. 30 per share.

are company :

0 eachata premium of 20%

fRs. 100 each

serve.
hare of Rs. 20 each by way of bonus share 4

the above transactions and prepare |

| You are required to pass the necessary J
" Balance Sheet after buy back. (15 Marks) 8
- Solution:
In the books of X Limited Journal Entries
Particulars Dr. Cr.
3 <
1. Bank A/c Dr. 3,60,000
To 14 % Debenture A/c 300,000
To Securities Premium A/c 60,000 |
(Being 14 % debentures issued to finance buy back) ¥
2. Bank A/c Dr. 2,50,000
To 10% preference share capital A/c 2,50,000 1
(Being 10% preference share issued to finance buy back) .
3. Bank A/c Dr. 150,000 | |
To Investment A/C 100,000 4
To Profit on sale of investment (Being investment sold on profit) 50,?60_ 1
| |&. Equity Share Capital A/c (62,500 x 220) Dr. 12,50,000 =8
Securities premium A/c (62,500 x %16) Dr. 10,00,000 o
To Equity shares buy back A/c (62,500 x ¥36) ' 2{5_0.%—6- ‘4
(Being the amount due to equity shareholders on buy back) S ] |
5. Equity shares buy back A/c Dr. 1
" ToBonk A 22,50,000 e |
ing the payment m Ll —— o
| giezrrﬁss ohs er)t/he gLy s::ieosnAsscount of buy back of 62,500 Equity -
. Revenue reserve Dr. sl
Ee_cgrities premium Dr. 3,00,000 i AR
2,60,000 i

CA Aakash Kandoi
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Buy Back of Securitie

4,450,000
al redemption reserve A/c* 10,00,000

a .
To CaP!t -
mount equal to nominal value of buy back shares from free
t,gnsferred to capital redemption reserve account as per the
rese"‘[',|2 50,000 less 2,50,000]

(Being a
es

L i - redemption Reserve A/c Dr. T
e shares A/c (W.N.1) 120,

\ . To Bonus T — - 7,50,000
g the utilization of capital redemption reserve to issue 37,500

i :JB:nuS shares)

|~ gonus shares A/c Dr. 7,50,000

| To EQUItY share capital A/c 7,50,000
|

gissue of 3 bonus equity share for every 15equity shares held)

|@ein = :
| ‘,A\Itema'dVerr entry for combination of different amounts (from Revenue reserve, Securities premium
- ond profit and Loss account.) may be passed for transferring the required amount to CRR.

Note: It MOY be not'ed that as per the provisions of the Companies Act, no buy-back of any kind of

hares Of other spef.:lfiec! securities shall t?e made out of the proceeds of an earlier issue of the same

ind of shares of sam.e.kmd of ojcf.\er specified securities. Issue of debentures has been excluded for

| the purpose of."speglﬂed secuntn?s" and the entire amount of Rs; 10,00,000 (after deducting only
oref. share capital) has been credited to CRR while solving the question.

Balance Sheet (After buy back and issue of bonus shares)

. Equity and Liabilities
(1) Shareholder's Funds

{ (a) Share Capital 1 57,50,000

| (b) Reserves and Surplus 2 2710,000
’?2) Non-Current Liabilities 3

. (a) Long-term borrowings 15,50,000

(3) Current Liabilities
| (a) Trade payables -

| (b) current liabilities & Provisions 5,50,000
I Total 1,05,60,000
i Il. Assets
l (1) Non-current assets
} (a) Property, Plant and Equipment 1,00,75,000
i (2) Current assets
1\ (a) Investments 2,00,000
\ | (b) Inventory 2,00,000
1 (c) Cash and cash equivalents (W.N. 2) 85,000
% D Total 1,05,60,000
Notes to Accounts
| sl .

1 | Share Capital

CA Aakash Kandoi CA Inter — Advanced Accounting Volum
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Buy Back of Se,
u

(4%
Bhéleggh'aabr
Equity share capital (Fully paid up shares of ¥ 20
‘| each)
(2.50,000-62,500+37,500 shares) 45,00,000
10% preference shares @ ¥ 100 each (10,00,000 + 12,50,000 57,500
2,50,000) 00
2. | Reserves and Surplus
Capital Reserve 1,00,000
Revenue reserve 2,00,000
Securities premium 12,00,000
Add: Premium on debenture 60,000
Less: Adjustment for premium paid on buy back (10,00,000)
Less: Transfer to CRR (2,60,000) Nil|
Capital Redemption Reserve
Transfer due to buy-back of shares from P&L
10,00,000
Less: Utilisation for issue of bonus shares (7,50,000) 2,50,000
Profit & Loss A/c 20,00,000 T
Add: Profit on sale of investment 50,000
Less: Transfer to CRR (4,40,000) 16,10,000 ]
Dividend equalization reserve 5,50,000 27.10,000
3 | Long-term borrowings - 12% Debentures 12,50,000 ]
- 14% Debentures 3,00,000 15,50,000
Working Notes:
1. Amount of bonus shares = [(2,50,000 -25%)3/15] x 20 = 37,500 x 20=7,50,000
| 2. Cash at bank after issue of bonus shares
Rs.
Cash balance as on 30.3.2018 15,75,000
Add: Issue of debenture 3,60,000
Add: issue of preference shares 2 50.000
Add: Sale of investments 1"50:000
23,35,000
85,000 |

Less: Payment for buy back of shares (22,50,000)

@ Question 9 (PYQ Jan'21)

NB Pg. No.

The Directors of Umang Ltd. passed a resolution to buyback 5,00,000 of its fully paid i Shores
b aid equity shares

of 2 10 each at 2 15 per share. This buyback is in compliance with the provisi
visions

Act, 2013.
For this purpose, the company
(i) Sold its investments of 2 30,00,000 for 2 25 00 000

(i) I1ssued 20,000, 12% preference shares of z 100 each at
at par,

with application.

of the Companies

the entire amount being payable

cA Aakash Kandoi
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Buy Back of Securities

000 of it e ) g
s g 15,00, Its Securities Premium Account apart from its adequate balance in General

Pl g US - .
i) peserve to fulfill the legal requirements regarding buy-back.
any has necessa -
) The comp ;’t ry cash balance for the payment to shareholders.
required to pass necessary Joy Tt . : ;
- asrein the books of Umang Ltd.y S8 (including narration) regarding buy- back of
shar€ : (5 Marks)
solution :
Journal Entries in the books of Umang Ltd.
| L Particulars Dr
Bank A/c = . cr.
i r. 25,00,000
profit and Loss A/c
: Dr. 5,00,000
To Investment A/c
ing investment sold f : SO
(Being In sold for the purpose of buy-back of Equity
Shares)
A/c '
‘ 2. |Bank A/ Bsio o0 _ Dr. 20,00,000
_To 1 ref. Share capital A/c 20,00,000
(Being 12% Pref. Shares issued for 2 20,00,000)
3. | Equity share capital A/c Dr. 50.00 000
Prem;um payable on buy-back ' Dr. 25,00,000
To Equity shares buy-back A /c 75,00,000
Equity shareholders A /c
(Being the amount due on buy-back of equity shares)
4. |Equity shares buy-back A/c/ Equity shareholders A/c  Dr. 75,00,000
To Bank A/c : 75,00,000
(Being payment made for buy-back of equity shares)
5. | Securities Premium A/c General Dr. 15,00,000
Reserve A/c : Dr. 10,00,000
To Premium payable on buy-back 25,00,000
(Being premium payable on buy-back charged from Securities
premium)
6. |General Reserve A/c Dr. 30,00,000
To Capital Redemption Reserve A/c 30,00,000
(Being creation of capital redemption reserve to the extent of
the equity shares bought back after deducting fresh pref.shares
issued)
?Question 10 (MTP Mar'23, Sep’'23) (RTP Nov'20 MTP Sep'23) NB Pg. No.
Pratham Ltd. (a non-listed company) has the following Capital structure as on 31st March, 20X1:

- Particulars 3 4
Equity Share Capital (shares of 2 10 each fully paid 30,00,000
Reserves g Surplus

 CAAakash Kando - CA Inter - Advanced Accounting Vo



Ok Hai

B
il 1Y Back of Seqy
General Reserve 325@
Security Premium Account 6-00,0*0(1
Profit & Loss Account ‘h30.Oﬂ
Revaluation Reserve 6,20,000 49'00,000
Loan Funds 42'001000

bt Equity Ratio Test, the maximum number of shares that ¢

formation, when the offer price for buy-back is 2 30 per ShGn be!

You are required to compute by De

bought back in the light of above in k2
(10 Mary)
Solution _ :
Debt Equity Ratio Test
‘Particulars ) i i
(a) |Loan funds : m
(b) Minim.um equity to be maintained after buy-back in the ratio of m
2:1 (% in crores) .
(c) | Present equity shareholders fund (% in crores) ' 7m
(d) |Future equity shareholder fund X in crores) (See Note 2) 59}50‘0‘ :
(72,80,000-12,95,000)
(e) |Maximum permitted buy-back of Equity (% in crores) [(d) - (b)] 3835:0@
(See Note 2) . simultaneoys|
: equation)|
(f) | Maximum number of shares that can be bought back @ ¥ 30 per | 1,29,500 (by simultaneous|
share (shares in crores) (See Note 2) equation) 5
Working Note:
1. Shareholders' funds .3
‘ Particulars z
Paid up capital 30,00,000
Free reserves (32,50,000 +6,00,000+4,30,000) 42,80,000
| 72,80,000

|

|

9. As per section 68 of the Companies Act, 2013, amount transferred to CRR and maximum equity 4
to be bought back will be calculated by simultaneous equation method %
' ]

Suppose amount equivalent to nominal value of bought back shares transferred to CRR account
is 'x' and maximum permitted buy-back of equity is 'y".

Equation 1: (Present equity - Nominal value of buy-back transfer to CRR) - Minimum equity to be
maintained = Maximum permissible buy-back of equity.

(72,80,000 -x)-21,00,000 =y 0

Since 51,80,000 -x =y

Maximum buy -back

Equation 2: ( X Nominal Vclue)

Offer price for buy -back

- Nominal value of the shares bought -back to be transferred to CRR

y
i n2:(——x10) ==X
Equatio 20

3x=Yy i

| xS :
CA Aakash Kandoi |
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_ 7 38,85,000 crores

| Ouesti"“ 11: (PYQ Sept.24)

&

0 i -
L‘Aerodots Ltd. has the following capital structure as on 31.03.2024 :

Buy Back of Securities

NB Pg. No.

Particulars

Amount (Rs. in

| mcpitcl (shares of Rs.10 each) thousands)
Reserves: . =

General Reserve

Securities Premium 540
orofit & LOSS 200
“evaluation Reserve 100
WAllowonce Reserve (Statutory Reserve) =
infrastructure Development Reserve i
25
Loan Funds 2000

cquity share.

/ h
On st April, 2024 the company wants to buy back 14,000 equity shares of Rs.10 each at Rs.30 per

vou are required to calculate maximum permissible number of equity shares that can be bought

back.

guy Back of shares is duly authorized by its articles and necessary resolution has been passed by the

company.

solution :

(7 Marks)

Sstatement determining the maximum number of shares to be bought back

(in thousands)

Maximum number of shares that can be bought back [least of the above]

Particulars Number of
shares
Shares Outstanding Test (W.N.1) 15
Resources Test (W.N.2) 12
Debt Equity Ratio Test (W.N.3) 1
n

Thus, the lowest being 11,000 shares, the company cannot buy back 14,000 shares.

Working Notes:
1. Shares Outstanding Test

(Shares in thousands)

Particulars
| Number of shares outstanding 60
| 25% of the shares outstanding 15

‘\ :
CA Aakash Kandoi i CA Inter — Advanced Accounting Volume Ii



| 2.

3.

| &,
|

Alternatively, Maximum number of shares from debt equity ratio test may be worked out as follows:
Buy-back price + Face value of equity shares = Rs.30 + Rs.10 = Rs.40
Excess of equity fund over the minimum equity to be maintained 1440-1000 =
Number of Shares that can be bought back = 440/40 Hiovsange= 7 th = 440 thousands
= ousands.

Resources Test e
Particulars s "‘m

Paid up capital - m

Free reserves (540 + 200 +100) \BA_Q

Shareholders' funds ﬁ—-_l-éég

25% of Shareholders fund ‘—-—.161

Buy-back price per share _M

Number of shares that can be bought back 12,000 shqreg

T

Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds post Buy-Back

Particulars Rs. in thousands |

(@) Loan funds 35&?

(b) Minimum equity to be maintained after buy-back in the ratio of 2:1 T.O‘OE)-

(Rs.) (a/2) '

(c) Present equity shareholders fund (Rs.) 1—'4:0"

(d) Future equity shareholders fund (Rs.) 1,330
(see W.N.4) (1,440-110)

(E) Maximum permitted buy-back of Equity (Rs.) [(d) - (b)] 330

(F) Maximum number of shares that can be bought back @ Rs.30 per 11,000 shares

share

Amount transferred to CRR and maximum equity to be bought back will be calculated by
simultaneous equation method. :
Suppose amount transferred to CRR account is 'x' and maximum permitted buy-back of equity
is 'y’ Then '
Equation 1: (Present Equity- Transfer to CRR)- Minimum Equity to be maintained = Maximum
Permitted Buy-Back

= (1,440 - x) - 1,000 = y

=440 -x=y(1)
Equation 2: Maximum Permitted Buy-Back X Nominal Value Per Share/Offer Price Per Share
y/30 x 10 = x
Or
3x=y (2)
by solving the above two equations we get

x = Rs.110 thousands

y = Rs.330 thousands

CA Aakash Kandoi T
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e. Buy-back of shares is duly authorized by its a

, ﬂ‘em""pﬂny towards this. The payment for buy-
“Wfﬁcient bank balance available shown as part of Current Assets.

rtic

R Particul
i : ars
5 Equity and Liabilities Notes T
/1" Shareholders’ funds
— | A |Share capital
= | B | Reserves and Surplus 12,50,000
";- Non-current liabilities 18,75,000
Long term borrowings
L g PR . Al
3 Current liabilities 28,75,000
Other Current Liabilities
16,50,000
- Total 76,50,000
1 Non-current assets
; Property, plant and Equipment
9 Current assets SatR00d
Other Current Assets
[ 30,00,000
Total 76,50,000
Notes to accounts
Falkon s No. Particulars ks
1 Share Capital
Authorized, issued and subscribed capital:
Equity share capital (fully paid up shares of ¥ 10 each)
2 Reserves and Surplus 12,50,000
Securities premium 2,50,000
Profit and loss account 1,25.000
Revenue reserve 15,00,000
Total 18,75,000
3 Long term borrowings
14% Debentures 18,75,000
Unsecured Loans 10,00,000
Total 28,75,000
4 Property, plant and equipment
i 0
Land and Building 19'30'220
- . 00
el Plant and machinery 18,00,
: sy 9,20,000
. Furniture and fitting
. 46,50,000
e Net carrying valve ; =
The com itv shares of 2 10 each, on 1st April, 20X1 at * 20 per
! an -back 25,000 equity s 7
giewants to buy les and necessary resolution has been passed

back of shares will be made by the company out

%ﬂt with your calculations, whether buy-back of shares by company is within the provisions
CA Inter — Advanced Accounting Volume |




o N

- B“V BaCk of
of the Compani . . — Seqy
panies Act, 2013. If yes, pass necessary journal entries towards buy-bacy, ., | e

Prepare the Balance Sheet after buy-back of shares. * O share, iy
g

Solution:

Determination of Buy-back of maximum no. of shares as per the Companies Act, 2013
1. Shares Outstanding Test

Particulars (Sh
Number of shares outstanding 1";@5)
25% of the shares outstanding J 35'000
1,250

2. Resources Test: Maximum permitted limit 25% of Equity paid up capital + Free Reserves

b Particulars A =
Paid up capital (%) m
Free reserves () (15,00,000 + 2,50,000 + 1,25,000) 187500
Shareholders' funds () 31,25,000]
25% of Shareholders fund (%) m
Buy-back price per share i;{o‘
Number of shares that can be bought back (shares) 39002
Actual Number of shares for buy-back m

3. Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds post Buy-Back

| e Particulars 3
| (a) Loan funds (%) (18,75,000 + 10,00,000 +16,50,000) 45,25,000
| (b) Minimum equity to be maintained after buyback in the ratio of 2:1 ®) (a/2) 22,62,500
(c) Present equity/shareholders fund %) 31,25,000

(d) Future equity/shareholders fund (%) (see W.N.) (31,25,000 - 2,87,500) 28,37,500

(e) Maximum permitted buy-back of Equity () [(d) - (b)] 5,75,000

(f) Maximum number of shares that can be bought back @ Z 20 per share 28,750 shares

(g) Actual Buy-Back Proposed 25,000

Shares

Summary statement determining the maximum number of shares to be bought back
Particulars Number of
shares

== :
Shares Outstanding Test JLQ_L
39,062

. Y IRT

Resources Test .
28,750

Debt Equity Ratio Test
Maximum number of shares that can be bought back [least of the above]

Company qualifies all tests for buy-back of shares and came to the conclusion that it can buy
maximum 28,750 shares on 1st April, 20X1.

‘ However, company wants to buy-back only 25,000 equity shares @  20. Therefore,
25,000 shares, as desired by the company is within the provisions of the Companies Act, 2013.

| CA Aakash Kandoi - CA Inter — Advanced, Accounting VolU™
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Buy Back of Securities

‘\_

""’? ~ Particulars Debit (2) | Credit (3
i gquity shares buy-back account Dr. 5,00,000
To Bank account 5,00,000
Geing buy-back of 2-5,000 equity shares of 2 10 each @ % 20 per share)
o) Equity shcre. capital account Dr. 250,000
spcurities pregllln ACESUN Dr. 2,50,000
To Equity shares buy-back account 5,00,000
motion of shares bought back)
() Revenue reserve occo?nt Dr. 2.50,000
/—Ig_gzgutal redemption reserve account 2,50,000
(Being transfe-.r of free reserves to capital redemption reserve to the
extent Of nominal value of capital bought back through free reserves)
extent O
Balance Sheet of M/s. Competent Ltd.
as at 31st March, 20X1
Sl Particulars Notes L4
Equity and Liabilities
1 shareholders’ funds
A | Share capital 1 10,00,000
B | Reserves and Surplus 2 16,25,000
2 Non-current liabilities
[ Long term borrowings 3| 28,75,000
3 Current liabilities
A | Other Current Liabilities 16,50,000
Total 71,50,000
Assets
1 Non-current assets
A | Property, plant and equipment 4|  46,50,000
2 Current assets
A | Other Current Assets (30,00,000 -5,00,000) 25,00,000
Total 71,50,000
Notes to accounts
| No. Particulars S
i 1 Share Capital
| Authorized, issued and subscribed capital:
| Equity share capital (fully paid up shares of 2 10 each) 10,00,000
2 |Reserves and Surplus
Profit and Loss A/c 1,25,000
Revenue reserves 15,00,000
Less: Transfer to CRR (2,50,000)| 12,50,000

CA Aakash Kandoi
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Ak Hai

Bhalsashaab 1 Buy Back:; ¢
Securities premium 2,50,?0? —
Less: Utilization for share buy-back (2,50,000)|
Capital Redemption Reserves B 2,50,09
Total 16,25'000
3 Long term borrowings =
14% Debentures 18,75,000
Unsecured Loans 10,00,000
Total ) 28,75,000
4 Property, plant and equipment
Land and Building 19,30,000
Plant and machinery A : 18,00,000
Furniture and fitting - 9,20,000
Net carrying value - 46,50,000

Working Note:

Amount transferred to CRR and maximum equity to be bought back will be calculated by simultaneoy
equation method. .

Suppose amount transferred to CRR account is 'x' and maximum permitted buy-back of equity s 'y,
Then

(31,25,000 - x) - 22,62,500 = y (1)

(y/20 x10) =x or 2x =y (2)

by solving the above equation, we get

x = %2,87,500
y = 2 575,000
j. ? Questibn 13 (PYQ Nov'23) ; NB Pg. No.
| The following is the extract of Balance Sheet of Yellow Limited as on 31.03.2023:
3
4,00,000 Equity shares of 2 10 each - 40,00,000
General Reserve : 48,00,000
Profit & Loss Account 10,00,000
Securities Premium 18,00,000
Secured Loans 60,00,000
Unsecured Loans 32,00,000
Current Liabilities | | 28,00,000
2 36,00,000
Property, Plant and Equipment 90,00,000
Investments 18,00,000
Current Assets 1,28,00,000
' 2.36,00,000]

The company intends to buy-back 80,000 equity shares of 2 10 each at a premium of 150%.
You are required to state whether the company can buy back equity shares
(5 Marks)

CA Aakash Kandoi
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Buy Back of Secunt

EIWELER

ytion:
termlnot|on of Buy-back of maximum no. of shares as per the Companies Act, 2013
% shares outstanding Test

particulars (Shares)

number of shares outstanding 4,00,000
95% of the shares outstanding 1,00,000
2 pesources Test: Maximum permitted limit 25% of Equity paid up capital + Free Reserves
pemm——— A .
‘ Particulars

e “

paid up capital ®) 40,00,000

e o

Free reserves ) (48,00,000 +18,00,000 +10,00,000) 76,00,000
| ' [
shareholders' funds () 1,16,00,000
5% of Shareholders fund () 29 00.000
Buy-back price per share z 05
Number of shares that can be bought back (shares) 116,000
Eual Number of shares for buy-back 20 000

3, Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds post Buy-Back

Debt Equity ratio of the company should not exceed 2:1 after such buy-back. In this case, the
debt is ¥ 92,00,000 (60,00,000 + 32,00,000)* and equity after such buy back will be  96,00,000
{1,16,00,000 - 20,00,000). Thus, the debt equity ratio is 0.96:1, which is less than 2:1.

Company qualifies all tests for buy-back of shares and came to the conclusion that it can buy
80,000 equity shares @ ¥ 25.

ion 14 NB Pg. No.
Perrotte Ltd (a non-listed company) has the following Capital Structure as on 31.03.20X1:

: Particulars (Z in crores)
(1) Equity Share Capital (Shares of Z 10 each fully paid) - 330
(2) Reserves and Surplus
General Reserve 240 -
Securities Premium Account 20 >
Profit & Loss Account 90 -
Infrastructure Development Reserve 180 600
() _|Loan Funds 1,800

The Shareholders of Perrotte Ltd. , on the recommendation of their Board of Directors, have approved
on12.09.20X1 a proposal to buy- bcck the maximum permissible number of Equity shares considering
‘ ti‘ekilfs;e surplus funds available at the disposal of the company.

'The prevalhng market value of the company's shares is ¥ 25 per share and in order to induce the

“'s;:"‘g shareholders to offer their shares for buy-back, it was decided to offer a price of 20% over

] ‘Yw_ﬂl'e also informed that the Infrastructure Development Reserve is created to satisfy Income-tax
- Act requirements.

You are required to compute the maximum number of shares that can be bought back in the light of
i nbove information and also under a situation where the loan funds of the company were either
€rores or ¥ 1,500 crores.

3 Ackash Kandoi CA Inter — Advanced Accounting Volur




comp

Solution

any's books in each situation.

Statement determining the maximum number of shares to be bought back

Assuming that the entire buy-back is completed by 09.12.20X1, show the accounting entipsn‘. -
SS in th

Number of share

Particulars

When loan fund is

¥1,200

1,800
crores
8.25

crores
8.25

¥1,500

8.2

Shares Outstanding Test (W.N.1)

6.25

6.25

6.25

Debt

Resources Test (W.N.2)

Nil

375
3.75

Nil

Maximum number of shares that can be bought back

Equity Ratio Test (W.N.3)
Nil

Nil

[least of the above]

Journal Entries for the Buy-Back

(applicable only when loan fund is T 1,200 crores)

T in crores

Credit

Particulars

Debit
112.5

(a)

Equity share buy-back account Dr.

To Bank account
(Being buy-back of 3.75 crores equity shares of ¥ 10 each @ ¥ 30

37.5

12,5

(b)

per share)
Equity share capital account Dr.

Securities premium account Dr.
To Equity share buy-back account
(Being' cancellation of shares bought back)

75

37.5

2.5

(c)

General reserve account Dr.
To Capital redemption reserve account
es to capital redemption reserve to

(Being transfer of free reserv
f share capital bought back out of

the extent of nominal valve o
redeemed through free reserves)

37.5

| working Notes:

1.

Shares Outstanding Test

(Shares in crore?‘

Particulars

33

8.25

Number of shares outstanding
259% of the shares outstanding

2. Resources Test

Particulars

330

Paid up capital (X in crores)

420

Free reserves (% in crores)

750

i

shareholders' funds (% in crores)

—_—

|

Aakash Kandoi
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95%

)

Buy Back o

of Shareholders fund (% in crores)

Z 187.5 crores

back price per share

%30

per of shares that can be bought back (shares in crores)

6.25 crores sharesJ

ecuritie

ik

2.

e,

pebt Equity Ratio Test
3' prm—
— hars When loan fund is
¥1,800 | 21200crores | %1,500
el 3 crores crores
(@) |Loan funds (R in crores) 2
(@) 19 _ -2 800 1,200 1,500
(b) |Minimum equity to be maintained after buy- 900 500 750
: back in the ratio of 2:1 (% in crores)
(c) |Present equity shareholders fund (% in crores) 750 750 750
(d) [Future equity shareholder fund (2 in crores) N.A. =
| (See Note 2) 712.5 (750-37.5) N.A.
(e) |Maximum permitted buy-back of Equity (% in Nil 112.5 (b E
crores) [(d) - (b)] (See Note 2) S tcr;eéu)s/ A
L= ; equation)
() Maximum number of shares that can be Nil 3.75 (by Nil
bought back @ % 30 per share (shares in simultaneous
crores) (See Note 2) equatioh)
Note: .

Under Situations 1& 3 the company does not qualify for buy-back of shares as per the provisions

-~ of the Companies Act, 2013.

As per section 68 of the Companies Act, 2013, the ratio of debt owed by the company should
not be more than twice the capital and its free reserve after such buy-back. In the question, it
is stated that the company has surplus funds to dispose of therefore, it is presumed that buy-
back is out of free reserves or securities premium and hence a sum equal to the nominal value
of the share bought back shall be transferred to Capital Redemption Reserve (CRR). Utilization
of CRR is restricted to issuance of fully paid-up bonus shares only. It means CRR is not available
for distribution as dividend. Hence, CRR is not a free reserve. Therefore, for calculation of future
equity i.e. share capital and free reserves, amount transferred to CRR on buy-back has to be

excluded from present equity.

. Amount transferred to CRR and maximum equity to be bought back will be calculated by

simultaneous equation method.
Suppose amount equivalent to nominal value of bought back shares transferred to CRR account
is'x' and maximum permitted buy-back of equity is 'y".

365y

Then

— %:EQuation 1: (Present equity - Nominal value of buy-back transfer to CRR) - Minimum equity to be
- maintained= Maximum permissible buyback of equity

- (750600 =y (1

~ Since 150-x-=y -

24

e i -back

~ Equation 2: ( Seimym buy -bac X Nominal Vclue)
?‘* = Offer price for buy -back

al I'”??"Nominq] value of the shares bought -back to be transferred to CRR

CA Inter — Advanced Accounting Volume i



[here (30 = 25% x 120]
Or 3Ix=y (2
by solving the above two equations we

get

x = ¥ 37.5 crores
y =¥ 112.5 crores

| ? Question 15 (PYQ May'22) NB Pg, N
Quick Ltd. has the following capital structure as on 31st March,2021: 'L:
Zin Crores i
(1) |Share Capital: 469 |
(Equity Shares of ¥ 10 each, fully paid) -
—
(2) |Reserves and Surplus: b
General Reserve 336 i
Securities Premium Account 126 _1
Profit and Loss Account 126 __|=
Statuto-y Reserve 180 1 E*i
Capital Redemption Reserve 87 z
Plant Revaluation Reserve 33 888
(3) |Loan Funds:
Secured 2,200
Unsecured 320 2,520

oard of Directors, on 16th September, 2021, the shareholders of the

company have approved a proposal to buy-back of equity shares. The prevailing market valuve of
the company's share is ¥ 20 per share and in order to induce the existing shareholders to offer their
shares for buy-back, it was decided to offer a price of 50% over market value. The company had ;
sufficient balance in its bank account for the buy-back of shares. You are required to compute the
maximum number of shares that can be bought back in the light of the above information and also
under a situation where the loan funds of the company were either ¥ 1,680 Crores or % 2,100 Crores;
Assuming that the entire buy-back is completed by 31st December,2021, Pass the necessary
d) in the books of the company in each situation.

On the recommendations ofthe B

accounting entries (narrations not require
(10 Marks)
Solution:
Statement determining the maximum number of shares to be bought back Number of shares
e shuon Particulars When loan fund is e
b | 22,520 21,680 7 2,100
s i crores crores crores
Shares Outstanding Test (W.N.1) 11.55 11.55 11.55
| Resources Test (W.N.2) e 8.75 ‘_8_7_5—
Debt Equity Ratio Test (W.N.3) .Nil . s '25 ‘_I\II_ ‘
Maximum number of shares that can be bou : . — 1
[least of the above] » ght back Nil 5.25 Nil
—

cA Aakash Kandoi .:
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al gntries for the Buy-

Buy Back of Securities

Back i
(applicable only when loan fund js 2 1,680 crores)

Zin crores

| G Particulars : ;

| /m}e buy-back account pr, Debit Credit

j ﬂ To Bank account 157.5

| ﬁme capital account (5;25 x 2 10) pr, 157.5

| bt securities premium account (5;25 x g 20) pr, 52.5
B To Equity share buy-back account 105

| (C/) meserve account Dr, 157.5
Brs To Capital redemption reserve account 52.5
— Notes: 52.5
WOrking Notes:

| 1, Shares outstanding Test

|

Particulars

(Shares in crores)

number of shares outstanding

| > 46.2
25% of the shares outstanding
9, Resources Test
Particulars
paid up capital (Z in crores) o
| Free reserves (% in crores) (336+126+126) 538
shareholders' funds (% in crores) 1,050

95% of Shareholders fund (% in crores)

¥ 262.5 crores

Buy-back price per share

T30

Number of shares that can be bought back (shares in crores)

8.75 crores shares

3, Debt Equity Ratio Test

Particulars When loan fund is
2,520 71,680 £ 2,100
crores crores crores
(@) |Loan funds (Z in crores) 2,520 1,680 2,100
(b) |Minimum equity to be maintained after buy- 1,260 840 1,050
back in the ratio of 2:1 (% in crores) _
(©) |Present equity shareholders fund (% in crores) 1,050 1,050 1,050
(d) |Future equity shareholder fund (% in crores) N.A.| 997.5 (1,050-52.5) N.A.
(See Note 2) ™
(@ |Maximum permitted buy-back of Equity ( in Nil . |1t57.5; C(E); i
c - te 2 simultane
rores) [(d) - (b)] (See Note 2) aqueiian)
) |Maximum number of shares that can be Nil _ I5-25 (25; Nil
bought back @ ¥ 30 per share (shares in simu tﬂg‘:;n)
crores) (See Note 2) i
Note;

)

- ®fthe Companies Act, 2013.
AAakash Kandoi

Under Situations 1 & 3 the company does not qualify for bu

y-back of shares as per the provisions

T sask
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) ¢ :tpkf; ;e:rt:t; c?:tof'the Compqnies Acl:, 2013, the ratio of debt owed by the com,
Lk wice the‘ capital and its free reserve after such buy-back, Amounfony
Ceben Supposemum equity to be bought 'bcck will be calculated by simultane A5l
e e cmo.unt equwcl'ent to nominal value of bought back shares trans
B e maximum permitted buy-back of equity is 'y'; Then Equation 1: (
ninal value of buy-back transfer to CRR) - Minimum equity to be maintai
permissible buy-back of equity * R

(1,050 ‘X)‘SL}O =y
Since 210 -x = y

SRt i

Sho
Sferr
Ous e U ‘t|
ferred to g
Present e 3

.ed: MOXim

Maximum buy -back

E - 2 S -
quation 2 [ X Nominal Value]

Offer price for buy -back

= Nominal value of the shares bought -back to be transferred to CRR
SEARNS
30 0 ‘
S =1 2
by solving the above two equations we get
x =% 52;5 crores y = ¥ 157;5 crores

|" 3) Statutory reserves, capital redemption reserve and plant revaluation reserves are not f
- reserves. - ]

- 4) - For calculation of f:!ebt -equity ratio both secured and unsecured loans have been considered

Daestion16 (YQDEEZ) * | N po.

Mohan Ltd. furnishes the folloWingﬁ'sUmmc‘rised Bdlénce Sheet on 31st March 2021. (% in Lakhs)

Amount
Equity and Liabilities:
shareholders' fund
Share Capital
Equity Shares of 210 each fully paid up 6% 78
Redeemable Preference shares of 2 50 each fully Paid up 24
Reserves and Surplus
_| Capital Reserves 5

General Reserve 428
Securities Premium o
Profit & Loss 148
Revaluation Reserve 3
Infrastructure Development Reserve 1
Non-current liabilities

7% Debentures 068
Unsecured Loans 7|
Current Liabilities =
L 265

£ PR

— 7~ cA Aakash Kandoi
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Buy Back of Securitie

t Assets : :
pment less depreciation

= 725
jant ost
| ;:,,|nve5"’"ent 2 720
| et Assets : 1207

cu/"-f
_ _ ‘ 2652
W

othe redeemed
: The company preference shares at g premium of 10% on 1st April, 2021.

ered to buy back the maxi S .
9 It olsor osfrf\qre B it oo Ximum permissible number of equity shares of Z 10 each at ¥
30 p€ 4

t for the above was mad ;
he paymen e out of available bank bal i
3 ;l;f the current assets. ance, which appeared as a part

had investment in :
The company own debentures costing ¥ 60 lakhs (face
) lokhs). These debentures were cancelled on 2nd April 2021, : olve 2%

on 4th April 20?.1 company issued one fully paid-up equity share of Z 10 each by way of b
2 every five equity shares held by the shareholders. gkl

You are required to:

g) Calculate maximum possible number of equity shares that can be bought back as per the
companies Act, 2013 and

b) Record the Journal Entries for the above-mentioned information.

(10 Marks)
solution:
(a) (i) Statement determining the maximum number of shares to be bought back
' Number of shares (in lakhs)

2 Particulars e When loan fund is ¥ 304 lakhs*
Shares Outstanding Test (W.N.1) 19.5
Resources Test (W.N.2) 11475
Debt Equity Ratio Test (W.N.3) 29.725
Maximum number of shares that can be bought back 1375
[least of the above]

Thus, the company can buy 11,177,500 Equity shares at 30 each.

: Working' Notes: )
1. Shares Outstanding Test
Particulars : (Shares in lakh)

Number of shares outstanding 78
25% of the shares outstanding 19.5

2. Resources Test

| Particulars e,

Paid up capital (% in lakh) 780
Free reserves (% in lakh) (625+52+148-24-240") 561
Shareholders’ funds (Z in lakh) 1341
25% of Shareholders fund (% in lakh) ' 335.25

Agkash Kandoi ‘ CA Inter — Advanced Accounting Volume



i3 A,.

1=
i

9

|

i

:

Buy Back of Seqy

Buy-back price per share

Number of shares that can be bought back

*Amount transferred to CRR is excluded from free reserves.

Premium on redemption also reduced.

_ 3. Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity

Funds post Buy-Back

particulars Tinlakh 7]
(a) |Loan funds (%) : ——SBZ g
(b) |Minimum equity to be maintained after buyback in the ratio ‘15‘ b
of 2:1 ) (a/2) 4
(c) |Present equity shareholders fund () —1—3-1;
(d) |Future equity shareholders fund ) (see W.N.4) 1043.75 (1341—29?25?
(e) |Maximum permitted buy-back of Equity () [(d) - (b)] 891.75]
(f) |Maximum number of shares that can be bought back @ % 30 29'—75
per share
As per the provisions of the Companies Act, 2013, company Qualifies

Alternatively, when current liabilities are considered as pa
Equity Ratio
Test will be done as follows:

rt of loan funds, in that case Debt

_Amount transferred to CR
simultaneous equation method

Suppose amount transferred to CRR account is 'x' and
equity is 'y’ Then

Equation 1: (Present Equity- Transfer to CRR) - Minimum Equity to be maintained =

Permitted Buy-Back
=(1341-x)—-152 =y

=1189 - X =y )]

Equation 2: Maximum Permitted Buy-Back x Nominal Value Per Share/Offer Price Per

y/30 x 10 = x (2)
by solving the above two equations we get x =  297.25 and y = ¥ 891.75

or 3x=y

Alternatively, when current liabilities are considered as part of loan funds, in that case
. Equation 1: (Present Equity- Transfer to CRR)- Minimum Equity to be maintained = Maximum

Permitted

et

p—

CA Aakash Kandoi
h ..

Particulars Z in lakh

(a) Loan funds (%) 699
(b) Minimum equity to be maintained after buyback in the ratio of 2:1 (%) 349.5
(a/2)
(c) Present equity shareholders fund (%) 1341
(d) Future equity shareholders fund (%) (see W.N.4) 1093.125 (1341-

i ' : 247.875)
(e) Maximum permitted buy-back of Equity (3) [(d) - (b)] 743.625
(/) Maximum number of shares that can be bought back @ ¥ 30 per share 24.7875
As per the provisions of the Companies Act, 2013, company Qualifies

R and maximum equity to be bought back will be calculated by

maximum permitted buy- back of

Maximum

Share

CA Inter — Advanced Accounting Volu ‘




Buy Back of Securities

Buy-BaCk

(m joumdl E

April

y/3ox10 =Xxor

by solving the above two equations we get x = 247.875 and y = 743.625

ntries for Buy Back (¥ in lakhs)

= (1341 - X) - 3495=y

= 991.5 -X=y (1)
'on 2: Maxim i
gquation aximum Permitted Buy-Back X Nominal Value Per Share/Offer Price Per Share

3x=y 2)

—

Particulars

Debit

Credit

69/6 Redeemable preference share capital
A/cC

Dr.

240

Premium on redemption of preference
shares A/c.

Dr

24

To Preference shareholders A/c

264

6% Redeemable preference share capital
A/c

Dr.

240

Premium on redemption of preference
shares A/c.

Dr

24

To Preference shareholders A/c

264

(Being premium on redemption of
preference shares adjusted through

securities premium)

Equity shares buy-back A/c

Dr.

335.25

=
ond April
__._—-—_7

To Bank A/c

335.25

(Being 11.175 lakhs equity shares of 10
each bought back @ % 30 per share)

Equity share capital A/c

Dr.

M.75

Securities Premium A/c.

Dr

52

General Reserve or P&L A/c

Dr.

171.50

335.25

To Equity Shares buy-back A/c

(Being cancellation of shares bought
back)

General reserve A/c.

Dr

351.75

To Capital redemption reserve A/c

351.75

capital redemption
he extent of the face
hares redeemed
as per

(Being creation of
reserve account to t
value of preference S
and equity shares bought back

the law ie. 240+ 111.75 lakhs)
7% Debentures A/c.

Dr

75

60

2nd April

- To Investment (own debentures) A/c

(15

To Profit on cancellation of own

kash Kandoi

debentures A/C
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B?Igilgaat'\aab ! Buy Back of Sq

(Being cancellation of own deb.entures
costing % 40 lakhs, face valuve belng. 75
lakhs and the balance being profit on
cancellation of debentures)

4th April | Capital Redemption Reserve Dr. 133.65 i
' To Bonus Shares A/c : 133.65;{

(Being issue of one bonus equity share for
every five equity shares held)

Bonus shares A/c Dr. 133.65
To Equity share capital A/c 133 63
(Being bonus shares issued)

" .Working Note: Bonus Share to be issued =66.825 (78 - 11.175) lakh shares divided by 5 = 13.345
lakh shares. -

- Note:*Securities premium has not been utilized for the purpose of premium payable on redemption,
of preference shares assuming that the company referred in the question is governed by Section
133 of the Companies Act, 2013 and complies with the Accounting Standards prescribed for
them. Alternative entry considering otherwise is also possible by utilizing securities premium

- amount.
| @ Question 7 (PYQMay2z) 000 £ iglerd NB Pg. No.§
What are the conditions to be fulfilled by a Joint Stock Company to buy-back its equity shares as pers
Companies Act, 2013? Explain in brief. (5 Marks)}
Solution:

Section 68 to 70 of the Companies Act, 2013 lays down the provisions for a company to buy-back its
own equity shares. For details, refer para 1.1 and 1.2 of the chapter




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}



