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| ISSUANCE OF BONUS SHARES & RIGHT SHARES

i In the previous chapter Balance Sheet of Yousaf Industries Ltd. a newly formed company

wis given in Illustration No.1 as.

Yousaf Industries Ltd.
Balance Sheet

Liabilities Rs. Assets Rs.
Authorised Capital: Current Assets:
3,00,000 ordinary shares of Rs. 10 Bank Balance 800,000
each 30,00,000
Issued, subscribed & paid up capital:
80,000 shares of Rs-10 each 800,000
| 800,000 800,000

After some time in illustration No.7 Yousaf Industries Ltd. have acquired assets from Mr.
Hayat and paid them by issuing shares at premium.

Then the position of assets and liabilities of Yousaf Industries in the Balance Sheet was

as follow:

Yousaf Industries

Balance Sheet
Liabilities Rs. Assets Rs.
Authorised Capital: Fixed Assets:
3,00,000 ordinary shares of Land 400,000
Rs. 10 each 30,00,000 | Building 500,000
Machinery 100,000

Issued, subscribed & paid up Current Assets:
capital: Bank Balance 550,000
1,40,000 shares of Rs. 10 each 14,00,000
Reserves:
Shares Premium 1,50,000 :

15,50,000 | 15,50,000
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. operation of the company, it has earpey
g ““tlaﬁ“;?!f:ﬁaﬁl;ﬁﬁff;?:ﬁ cﬂ?t?fbuted to the sharehplders and if
Eﬂbﬁtﬁ” gt I\?eri'aﬁ:wy:azé. According to the legal provision of the companies ordinanc,
1984, companies have to transfer a part of profit to general reserves for the sftrm‘ljg. fqgtlgg Sho
considering public interest. In other business there are no legal compulsions for distribution of

from reserves & surplus company can i
equalisation fund and these are not

£ pm:: the end of six years the balance sheet of Yousaf Industries Ltd. Shows the following position,
Balance Sheet
Liabilities Rs. Assets Rs.
Authorised Capital: Fixed Assets:
3,00,000 ordinary shares of Land & Building 9,75,000
Rs. 10 each 30,00,000 | Plant & Machinery 8,75,000
Issued, subscribed & paid up: Furniture 190,000
1,40,000 shares of Rs. 10 each 14,00,000 | Vehicles 380,000
Reserves: Current Assets:
Share premium 1,50,000 | Stock 290,000
General Reserves 12,70,000 | Debtors 280,000
Profit & loss Appropriation 90,000 | Prepaid Expenses 5,500
Current Liabilities: Bank Balance 49,500
Sundry creditors 1,20,000
Outstanding expenses 15,000
30,45,000 30,45,000
The above balance sheet of the company shows under capitalisation position, because
Reserve and Surplus cannot be treated as i

Capitalisation of reserves is necessary for the company:

(1) To use the amount of reserves in the busines

(2) To bring the rate of dividend j | -
rate as before capitalisation the dividend ra

(3) To handle labour force efficient]

S ON permanent bagsis.

(9 To maintain the portion of cories ¥ slbvatrties among the shareholders




If the board of directors of compan itali
P v want to capitalise the reserves of Rs. 600,000 by
issuing the shareholders free shares at par. Then effect of capitalisation on equity per share of the

company will be as follows:
Before After

Bonus Shares | Bonus Shares
Ordinary Share Capital 14,00,000 20,00,000
Share Prclmum 150,000 1,50,000
Profit & Loss 90,000 90,000
General Reserves 12,70,000 6,70,000
Total Shareholders equity 29,10,000 29,10,000
Number of shares issued 140,000 200,000
Equity per share 20.79 14.55

Mr. A (Shareholder of company)
: No of shares owned 140 200
Total Equity 2910 2910
| Portion of company’s shareholding 0.1% 0.1%

BONUS SHARES

The term bonus means something more than what was expected or agreed. Bonus
reference to company means an extra dividend paid to its shareholders out of reserves besides
| their usual dividend. If a company has large accumulated profits and reserves, the directors of
company may decide to distribute a part of these reserves to its shareholders in the form of bonus.
Company may distribute to its shareholders the amount of bonus in the form of cash or in the
form of shares. Thus the shares issued to its shareholders by the company from its accumulated

-~ profits and reserves free of cost are known as ‘bonus shares’.

Cash bonus is paid by company when it has surplus profits and reserves and also
sufficient cash or bank balance for payment of amount of bonus to its shareholders. Sometimes
the company has sufficient cash and bank balance for payment of amount of bonus but not paid
cash bonus because of adverse effects on the working capital. So company prefers to issue free
shares to its shareholders for bonus instead of cash payment.

Why Companies Issue Bonus Shares:

(1)  Companies issue bonus shares out of their surplus profits and res
. cause an increase in the amount of paid up capital and decre:

reserves. By issuing bonus shares companies use their su
in the business. -
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ADVANTAGES AND DISADVANTAGES OF BONUS SHARES: A
From the following we can see the advantages and disadvantages of issuing bonus shares.
Advantages: ;

Advantages of issuing of bonus shares can be discussed from company’s view point and
shareholders view point.

(1)  From Company’s View Point:

(1) The main advantage with company’s viewpoint is that it has not to pay cash so it has no
effects of working capital position of company. -

(i)  Company can expand its volume by using the surplus profits and reserves permanently in
business.

i (iii) By using surplus profits and reserves permanently in business the creditability of
company also improves.

(iv)  Share capital of the company will show more realistic view if the bonus shares are issue.

(v) By issuing bonus shares the capital of company increases due to which the rate of return
on capital will decrease which will show real earning capacity of company.

. (2) From Shareholders View Point:

(1) The main advantage from shareholders view point is that they receive extra dividend by
their same amount of investment in the company.

(11) If the shareholders want to receive amount of bonus shares in the form of cash they may
. ) sell these shares in stock exchange and receive cash.

(iii)  Shareholders can receive dividend in future on their increased mvestment in the company
due to bonus shares.

(iv)‘ Shareholders have another advantage that they are receiving the new shares from
company free of cost. As it is much difficult to purchase the new shares of such an
excellent company.

Disadvantages:

(1) The main disadvantage of issuing bonus shares is that the rate of return on capital is being
decreased e.g. before bonus issue rate was 55% and after bonus issue rate of return on |
capital is decreased to 33%. From which discontent feelings may arise amongst the
shareholders.

(i1) By issuing bonus shares there may raise the chances of speculation in the compa
shares, which may cause fluctuation in their market value. :

(iii)  The surplus profits and reserves being capitalised if in the periods
these cannot be used for equalisation of dividends or writing off
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LEGAL PROVISION FOR BONUS ISSUE:

: tes that bonus sh
Section 3(6) of the Capital Issues Exemption Order 11‘5:?13 :Izck < S
1ssued by the companies whose securities are listed on any o :
fulfillment of the following conditions namely:

: it i f the bonus ghy,

mpany are sufficient to penmtllssge of t -

N :g:rf:::n:nc:: i?\stﬁi ?eiei?rcs ZS);Jcrcent of the capital as it will be increased by the

oposed bonus shares. :

(1) pArc]:'ﬁﬁcate from the auditors is obtained before the issue of ttl}:: bonus sl;_ares to

the effect that the free reserves and surpluses remained gﬁer € 1ssue of bonyg
shares will not be less than 25 percent of the incr:eased capital, |

All contingent liabilities disclosed in the audited accounts shall be takep Into

account in the calculation of minimum residual reserves of 25 percent,
(iv)  All the existing shares are fully paid up.

(V)  Observance of such other
controller of capital issues:

ares Can b'.'.‘
ubject tq the

(1)

guidelines as may, from time to time, be issued by
(v1) Simultaneously, with the issue of the bonus shares, a return shall be filed with the

controller of capital issues together with a copy of the auditors certificate and
relevant Balance Sheet.

Upto What Extent Bonus Share can be Issued:

According to the legal provisions mentioned above the maximum amount of bonus can
be calculated as:

That residual reserves should
Residual Reserves =
Increased Capital
Assume:

Free Reserves = FR
Existing Capital] = C

Quantum of Bonus = Q

Free Reserves — (maxi
+ Quantum of bonus.

I
o
5.

oo
&
2.
E

um amount of bonys)
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(w=2) Amount of Bonus:

No. of shares x per share value

= 4000 x (100 + 25%)
= 4000 x 125 = Rs. 500,000

ILLUSTRATION NO. 4:

50,000 Shares of Rs. 100 each

Issued, Subscribed and paid up:

10,000 shares of Rs. 100 each
Reserve fund
Profit & loss Appropriation A/c

profits by issuing bonus shares.

Rs. 50,00,000

Rs. 10,00,000

Rs. 5,00,000
Rs. 4,00,000

—ARey

The extracts are given from the draft balance sheet of Z Ltd. as on 31* December 2010:
Authorised Capital:

The Board of Directors pass a resolution to capitalise a part of existing reserves and

Two bonus shares are being issued for every five shares of Rs. 100 each held in the

company. For this purpose the amount is to be provided cqua]ly from reserve fund and profit and
loss Appropriation Account.

prepare the amended balance sheet,

Make the necessary Journal Entries to give the effect to the above resolution and also

SOLUTION: Journal
Date Details L/F | Debit Credit
i Rs) | (Rs)
Reserve fund Account Dr. 200,000
Profit & Loss Appropriation Account Dr, 200,000
Bonus to shareholder Account 400,000
(Being the bonus declared equally from reserves and
profit)
Bonus to shareholders Account Dr. - 400,000
Share Capital Account : 400,000
(Being the allotment of bonus shares)
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ILLUSTRATION NO. 5: : sheet as on 31* December 2010,
XYZ Co. Ltd. presents the following balance o R
Rt Rs.
Liabilities f
Fixed Assets:
Authorised Capital S Stane st raneliingy 80,0,
Issued & paid up: bors 100,09,
900,000 | Fun
9000 shares of Rs. 100 each Current Assets:
Reserves: " 400,00
350,000 | Stoc
Reserve fund 110,004
i 50,000 | Debtors
Sy 0,000 | Bills Receivable 20,00
Profit & loss A/c 120, ad 85,000
Current Liabilities:
Sundry Creditors 95,000
Provision for taxation 80,000 p— |
15,95,000 15,95.000

- . %

The company purchases fresh machinery for Rs. 125000 for which it pays Rs. 25000 by

cheque and allots shares of Rs. 100 each at a premium of Rs. 25 per share for balance amoun to
vendors. The company then issues one bonus shares for every four shares held at present. For the

Purpose of bonus the balance in profit & loss Account and reserve funds are used to the necess

ary
extent.

You are required to

Pass journal entries for the above arrangements and redraft the
company’s balance sheet.

SOLUTION: Journal _
Date Details L/F Debit Credit
(Rs.) (Rs.)
Machinery Account Dr. 125,000 .
Vendor’s Account 125,000
(Being the purchase of fresh machinery)
Vendor's Account D, | 125,000
Bank Account 25.000
Share Capital Account (800x100) 80.000
Share Premium Account (800x25) 20,000
(Being the payment to vender in the cash ang shares)
Profit & loss appropriation Account
Reserve fund Account g: : :gg’ggg
Bonus to share holders Account i
(Being the declaration of bonus) 225,000
Bonus to shareholder Account \“‘5}—-
Share Capital Account ' 225,000
(Being the issuance of bonys shares) 225,000
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RIGHT ISSUE
Introduction: o
i ma

Financial needs of company for expansion purposes Y

(a) Short term

(b) Long term

- which may be obta;
from cresdlhfz:u:;?:ri: Z:?;L::;d;aﬁcox_wmmrﬁﬂaigr::em for expan}srion ofta;{zﬁ
and machinery and these needs are fulfilled by:

(@) Long term Borrowings
(b) By issuing further/fresh shares
(c) By issuing Bonds, Debentures or TFC.

One of the way by which company may satisfy its financial needs is that it may issue
fresh shares, '

When a company wants to increase its share capital by issuing new shares, first Option to

purchase new shares is given to existing shareholders. The first option or a pre-emptive or simply
termed as “right” may therefore be defined as.

“An option to buy a share at a specified price during specified period.”

“Right Shares” are the shares so issued to the existing shareholders under such pre-
emptive right.

(1) Where the directors decide to increase

(2) 'I'hcoﬁ'crofnewshamsshallbesh'icﬂy'

the Proceeds from such

s may have accepted such
(3)  The offer of new shares shall be gecq

or an officer of the company authorisedlby themmy  circular dy]

: Y signed by the directors
the Authority containing materig] inf ) iy behalf in the form '
statement of the accounts ang setting f‘::;ﬂhﬂn about the affyiry of e

the necegs; 2 the company, latest
Sty for further capita]
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« circular referred to in sub-section (3) duly signed by the directors or an

“ :ﬂ":oc:ryaz‘t‘ht:ﬁscd as aforesaid shall be filed with the registrar before the circular is sent to

the shareholders. s Fon

(5)  The circular referred to in sub section (3) shall specify a date by which the ofier, if no
accepted, will be deemed to be declined.

(6) If, in the case of a public company, the whole or any part of the issue pf shares so otfcrct:
is declined or is not subscribed, the directors shall offer the unsu!ascnbcq part to any on
or more institutions as may be specified by the Authority, and, if the said tnshtutlon do
not subscribed to the whole or any part of the offer, such whole or part may vc allotted to
and issued in such manner as the directors may deem fit.

Purposes of Right Shares:

The issue of right shares serves the following purposes:

(1) It preserves the power of control of the existing sharcho_ldcrs. In ti_rc absence _of such a
right, the existing shareholders may be deprived of their controlling power if a large
number of shares are offered for subscription to outsiders.

(2)  The existing shareholders may get benefit by receiving right shares as these shares are
offered to them on a price which is lower than market price.

(3) If the shares are offered to general public then its issuing cost may also be saved by right
shares.

(4)  Right shares also restricts the directors to issue these shares to their friends and relatives
at lower price and their controlling rights in the company may also be checked.

FACTORS TO BE CONSIDERED TO MAKE THE RIGHT ISSUE SUCCESSFUL:
Following are the important factors which determine the success of right issue:
(1) Trend of Investment Market
(2) Size of the Right Issue
(3) Price of Right Issue
'(4) Right Issue and Earning Per Share.
(1)  Trend of Investment Market:
One of the important factors which determine the success of right issue is the attraction of
the shares of the company but the trend of the investment market has also strong effects on the

success of right issue. If there is a favourable trend in the investment nrarket it will show success
on the part of right issue otherwise unfavourable trend affects the success adversely.

(2) Size of the Right Issue:

Success of right issue, also depends upon its size. If the size of right issue is small in
relation to existing share capital then there are bright chances of its success as compared to large
§ize. This is because of fresh issue bring profit after some time where as number of shares are
increased then earning per share will decrease and it may show bad effects on the market value of
shares. As the market value of shares decreases then the offer of right issue has less attraction

among the shareholders which cause a failure on the part of right issue. So success of ri 1SSue
also depends upon its small size in relation to share capital. e

Ty
e

W\
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(3)  Price of Right Issue: ss of right issue is the price 5 B,

' hich influences the succe : ch
the ri hﬂﬁ;@ﬁ?&tg m{h‘: directors while deciding the ;pngcntfﬁnﬁgc:fgri:g iy
sharerllmgoldcrs for purchasing nc.w shares have to be very careful. While UE Price
the following factors should be kept in mind:

" (i) trend of investment market,
(i) the size of right issue,
(il)  eaming capacity of the company,
(iv) past dividend records etc. M ;
Issue price should be lower than the market price i.c., if market f:c';h c:;' itli?;'es come
down due to some factors then it should not be below than the issue price. Provide

charm for the shareholders to exercise the right offer and then may sold these shares in the marke
and may gain benefit.

(4)  Right Issue and Earning Per Share: ‘
New shares imﬁ@mcﬁﬂmmhgmm.&nwanofm has increaseq,

VALUATION OF RIGHTS:

When a company offers new shares to the existing shareholders
offered at a much lower price than their market price. This is because of two

First, the company wants to give the existin

, they are generally
reasons.

g shareholders some advantage because of

the right issue is being offered at a

A : profit by selling his ri
shares. He may sell this right with or withoyt selling his mml:]ys “‘i :;gj:gght to apply for new

one ordinary share is Rs. 180. Then value of&'ﬁm?ﬂ?b? glc?dmt?‘:l ll;l:arket value of
Market value of 2 ordinaryslmres@gs 180 cach ~ s ws
Add:offcredpﬁccoflﬁghtshare@ng,uo = 120
———
480 ==
Averageprice = Rs: s

3 = Rs. 160
The value of right = Market price

A‘m! »
o 180'-160 = R&a m
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ILLUSTRATION NO. 7:

i hase 3 shares of Rs. 100 g},
its exiting shareholders the right (o purc chay
prcmlmnz oli'tgﬂﬁ?of:c:? c::-:;s '.'elalla;mrc!s of Rs. 100 each held in the company: The market value of g,
share is Rs. 250 each.

REQUIRED:

Calculate the value of right.
SOLUTION:
Market value of 7shares @ Rs. 250 each =  Rs.1750

Add: Issue price of 3 right shares @ Rs. 150 each = 450
Total price of 10 shares = 2200
- Rs. 2200
Average Price = ;:::l SPnhmce P o =
Value of Right = Market Price — Average price
= Rs.250-220
= Rs.30
Check:
New Shares

Valueofright = Tmren o x (Market Price - Offered Price)
= <5 (250~ 150)

= '3—0x100

= Rs. 30
ACCOUNTING TREATMENT FOR RIGHT ISSUE:

When a company offers new shares 1o the existing shareholders, they are generally
offered at a IOTH price ﬂun their market price in °‘l'd¢l' to make the right issue attractive. From
sharcholders view point difference between market price and issue price due to receipt of right is
considered as bonus whereas from company’s view point the diff,

O ki erence between issue price and
Mpiuismwduwmumﬁnghlshummwumhwmm. P

For example Rs. IOOShutsofaommbe d
New Shares may be issued at Rs. 150 to members whi lued on stock exchange at Rs. 275.
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Entries:
(1) When right offer is made:
Sundry Shareholders Account .. Dr. (with market value)
Ordinary Share Capital Account (with face value)

Share premium Account (with difference between market value and face value)
' (2  When amount is received from Shareholders:
Bank Account ... Dr. (with issued price)
Sundry shareholders Account
(3)  Close of Shareholders Account:
Bonus Share Dividend Account i 7
Sundry Shareholders Account (with balance in shareholders Alc)

ILLUSTRATION NO. 8:

A company with issued capital of Rs. 9,00,000 dividend into 9000 ordinary shares of
Rs. 100 each decided to make a right issue to its shareholders @ Rs. 100 share for every share held
at Rs. 120 each. Market value on the date of issue is Rs. 150 each. All the rights were taken up.

Pass the Journal Entries necessary to record the above transactions and also show the
relevant accounts.

SOLUTION: Journal
‘Date Details L/F Debit Credit
(Rs.) (Rs.)
Sundry shareholders Account (9000x150) Dr. 13,50,000
Share Capital Account (9000x100) 900,000
Share Premium Account (9000x50) 450,000
(Being the right offer of 9000 shares)
Bank Account (9000 x 120) Dr. 10,80,000
Sundry shareholders Account 10,30,000
(Being the amount received from members on account
of right shares)
Bonus share dividend Account Dr. 270,000
Sundry shareholders Account 270,000
(Being the close of sundry shareholder A/c) |
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THEORETICAL QUESTIONS

Q.1 Define bonus shares. Why companies issue bonus shares?

Q2 What are the advantages and disadvantages of issuing bonus shares?

Q3 * What are the legal provisions regarding bonus?

Q4 What s "Quantum of Bonus’? How is it calculated? |

Q5 What do You mean by ‘Capitalisation of Reserves’? Explain its methods and give alsg jy,

dccounting treatment?

Q6  Whatare the advantages of (a) Bonus issue (b) Right Issue?

Q7  Whatis meant by pre-emptive right of Shareholders?

Q8 Explain the main purposes of right issue.

Q9  Whatis the mode of calculation of value of right?

Q.10 Explain the accounting treatment regarding right issue.

PRACTICAL Qu ESTIONS
BONuUs ISSUE:

A1

Ans:

0.2

Ans:

are j :
market price was Rs, 250 each, SSued at par j ¢
Pass the necessary journal entries,

g company
Existing capital: Rs. 40,00,000
Free Reserves: Rs. 50,00,000

[ Quantum of Bonus Rs. 32,00,000)

Free reserves of ACG company I tq. ason 3"

5 : December, 2010, are Rs, 32,00,000 (160%
of existing capital), :

<NOW the maximym amount of honys available for Capitalisation
qua 0 . .
after calculating the amount of bonyg, . [0 25% of the increased capital

Calculate the quantum of bopyg.
[Quantum of Bonus Ry 21,60,0007

A company had an issued capita] of Rs, 3

Company distributes 4 bonus oyt of reserve reserve fund of Rs. 28,00,000.
fully paid bonus shares. Bonyg shares fung 60% of the 1ssued capital by issuing

‘€, at Rs, 100 each and their



| T

' Q4 Mehmood Company Ltd. had paid up capital of Rs. 600,000 divided into 6,000 ordinary
shares of Rs. 100 each. The company resolves to capitalise a part of reserve fund of Rs.

525,Q00 by issuing bonus shares. One bonus shares is issued for every two shares already
held in the company.

REQUIRED:
Give the necessary journal entries.

pd Ah:l-nad company Ltd. had an authorised capital of 20,000 shares of Rs. 100 each of
which 50% was issued and paid up. Company had a balance of Rs. 800,000 in General
Reserves and Rs. 500,000 in profit & Loss Account.

The directors of the company resolves to issue bonus to its shareholders @ 40% of paid
up capital in the fully paid bonus shares. For this purpose Rs. 250,000 are taken out of
profit & Loss account and balance out of general reserves.

Give necessary Journal Entries to record the above arrangement.

}ﬁ The extracts are taken from the draft balance Sheet of Aslam Limited as on 31"
~ December 2010:

Authorised Capital: 400,000 ordinary shares of Rs. 10 each  Rs. 40,00,000
Issued, Subscribed and paid up Capital:

100,000 ordinary shares of Rs. 10 each Rs. 10,00,000
Share Premium Rs. 2,00,000
General Reserve Rs. 6,00,000
Profit & Loss Account Rs. 3,50,000

The Board of Directors pass a resolution to capitalise a part of its existing reserves by
issuing bonus shares. Bonus shares be issued at the rate of 50% of the ordinary shares,
For this purpose Rs. 1,00,000 is provided out of share premium and balance equally out
of general reserve and profit & Loss Ale.

Make the necessary Journal entries to glva the effect to the above resolution and
prepare also an amended balance sheet.

[Balance Sheet Rs. 21,50,000]
Q.7  Usman Trading Company Ltd, ; 3sents the following balance sheet as on 31" December 2010:

Liabilities Rs, Assets - Rs. |
Authorised Capital: 30,00,000 | Fixed Assets: ;
Issued, subscribed & paid up Land & Building 9,00,000
capital: | Plant & Machinery §,00,000
12,000 shares of Rs. 100 each 12,00,000 | Furniture 1,90,000
General Reserve 8,00,000 | Current Assets:
Profit & Loss 2,50,000 | Stock
Creditors 1,75,000 | Debtors
Provision for Tax 65,000 | Bank

24,90,000
——]
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h . v for Rs. 200,000 for which it pays Rs. 2500y
The company purchases fresh machinery 00 each at 25% premiy .
cheque and for balance allots Ofd‘“m;. every five ordinary shares held at Present, p,
company then issues two bonus shares :: rofit & Loss A/c and balance out of g, fr
the purpose of amount of bonus, utilise the p d
E5ih rangements and redrgg
bove ar: raft
You are required to pass journal entries for the a - the
company’s balance sheet, o& CLL
Ans: [Balance Sheet Rs. 26,65,000] . : .ll \’ g
as follows:
A balance sheet of Zeeshan Ltd. on December 31, 2010 was e r—
Liabilities Rs. i Tl
Share Capital;
25,000 shares of Rs. 10 each 2,50,000 | Sundry Assets ,00,000
Reserve fund 1,10,000
Profit & Loss A/c 70,000 |.
Long term Debts 170,000
6,00,000
6,00,000 |
The company decided to pay off long term debts by issuing ordinary shares oI? Rs. 10
each at Rs. 12.5 each. It further decide to issue bonus shares @ 40% of share capital. For
this purpose to utilise profit & Loss A/c and the balance out of reserve fund.
Give journal entries and re-draft the balance sheet.

Ans:  [Balance Sheet Rs. 600, 000] )

Q.9  Faisal company Ltd. offers to its existing shareholders the right to buy one right share at
‘Rs. 140 for every two shares of Rs, 100 each held at present. The market value of the
share on such date is Rs. 250 per share.

Calculate the value of the right.

Ans:  [Value of Right Rs. 36.67]

Q.10  Shoaib Company Ltd. offers to its existing shareholders the right to :

. 2 purchase three right
shares at Rs. 20 each for every eight shares of Rs, 10 e

A price of the share on such date is Rs. 50 per shae, SA6REld st prosent. The markt
Calculate the value of the right.

Ans:  [Value of Right Rs. 8.18]

Q.11  Ashraf Company Ltd. offers to its shareho] ; : :

120 each for every ten shares of Rs, 10 eacd:she?g ik § ! Puight chares ot Rk

value of share on date of such issue js Rg 225 Y In the company. The market

value of right. ;  #&9 per share. You are required to calculate the
Ans: [Value of Right Rs. 30]




19)

: . : ' shares of Rs. 100 each and reserves (I
Amir Company Ltd. with an issued PSP hare at a premium of 20% for

' 1 buy one right s
of Rs. 6,00,000 decided to offer the right to . g oy
every one share of Rs. 100 each held at present in the company. ‘I'he market sg::tpﬁ“ >
share on the date of such offer is Rs. 175. The excess of market price Over 1 |

treated as bonus. All the rights are taken up.

REQUIRED:

: nts in
Give the necessary journal entrles and also prepare the necessary ledger aceot

the books of Amir Co. Ltd. :

Aslam company Limited with issued capital of Rs. 30,90,000 divided ll}to 3'-,00,000
shares of Rs. 10 each and reserve of Rs. 18,00,000 decides to make a right lssu-c =
shareholders one share ior every one share held. Right shares are e ot ol
All the rights were taken up.

REQUIRED:

U

Pass the necessary journal entries and prepare the necessary ledger accounts.

The extracts are taken from the draft Balance sheet of Modern Appliance Limited as on
31* December 2010:

Authorised capital: SR Rs.
30,000 ordinary shares of Rs. 100 each 30.00,000

Issued, subscribed and paid up capital: |
12,500 shares of Rs. 100 each 12,50,000
Reserve Fund 8,25,000
Profit & Loss Account 3,30,000

The Board of Directors recommended to issue bonus'sharcs at the rate 15 shares of

Rs. 100 each for every 50 shares held at present. For this purpose, Rs. 200,000 are to be
provided out of profit & Loss account and the balance out of reserve fund.

The Board also recommended to issue right shares of the company @ 30 shares of
Rs. 100 each for every 50 shares at a premium of 20% per share.

: The approval of
controller of Capital issue had already been obtained. '

REQUIRED:

Ans:  [Balance Sheet Rs. 33,05,000]

Make necessary journal entries to give effect to the recommendation

: of Board
Directors and show how would they effect the Balance sheet. C.'f '







