Strategic Impact of Issuing Bonus Shares

Bonus shares are additional shares given to the existing shareholders without any additional cost,
based on the number of shares that a shareholder owns. The basic terms of bonus shares and the
regulatory framework under which Bonus shares are issued and its strategic impact on the company
are discussed. The taxation aspect of issue of bonus shares is covered with the help of case law.
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INTRODUCTION

onus shares are additional shares given to the

existing shareholders without any additional

cost, based upon the number of shares that

a shareholder owns. These are company’s

accumulated earnings which are not given
out in the form of dividends, but are converted into free
shares.

Bonus shares are issued solely out of the capitalization of
existing reserves of the company.

However, these bonus shares are given to the shareholders
according to their existing stake in the company.

Such an offer is given when the company is short of cash,
and at the same time company has a track record to give
regular dividend and the shareholders expect regular
income.

Bonus issue does not involve cash flow in the company. It
does not increase the net assets of the company but only
the share capital.

For example:

If a company declares One Bonus share for every
Two shares held, it would mean that an existing
shareholder would get One additional share for each
Two shares, he or she is holding in the Company as on
record date.

Suppose Mr. A holds 2,000 shares of the company as on
record date and the Company decides to issue One Bonus
share for every Two shares held, in such case he will
receive 1000 bonus shares, i.e. (2000 *1/2 = 1,000).
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MEANING OF THE SPECIFIC TERMS USED

iii.

Free Reserves: According to Section 2(43) of
Companies Act, 2013, “free reserves” means such
reserves which, as per the latest audited balance
sheet of a company, are available for distribution as
dividend.

But the following shall not be treated as free reserves:

(i) any amount representing unrealized gains,
notional gains or revaluation of assets, whether
shown as a reserve or otherwise, or

(i) any change in carrying amount of an asset or
of a liability recognised in equity, including
surplus in profit and loss account on
measurement of the asset or the liability at fair
value.

Securities Premium: Securities Premium represents
an amount received from issuing securities at
a price above their nominal or par value. It is a
reserve that can be used for specific purposes such
as issuing fully paid-up bonus shares, writing off
preliminary expenses, or redeeming preference
shares etc.

Capitalization of  profits & Reserves:
Capitalization of profits and reserves means using
a company’s profits and retained earnings to
issue fully paid-up bonus shares to shareholders
in proportion to their holdings as of the record
date.

Capital Redemption Reserves: When a company
redeems preference shares using profits available for
dividends it needs to create the Capital Redemption
Reserve A/c equal to the nominal value of the shares
to be redeemed.

Thus, a separate account that is created to redeem
preference shares is called Capital Redemption
Reserve A/c.

Book Closure & Record Date: In practice, the record
date and book closure date often coincide, meaning
they refer to the same event or period. However, in
strict terms:

Record Date: Refers specifically to the date when
shareholders must be on the company’s books to
receive dividends, bonus, rights etc.
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Book Closure: Refers to the period during which the
company’s transfer books are closed for updates,
including determining entitlements like dividends or
bonus.

vi. Dividend: A dividend is the part of company’s
profit which is distributed among the shareholders.
Dividend is the reward of risk taken by the individual
shareholders in the company.

vii. Revaluation Reserves: A revaluation reserve is a
non-cash reserve established to reflect the fair market
value of an asset when its market value differs from its
book value.

FAQs

Q. Can bonus shares be issued in lieu of dividend?

A: Section 63(3) of the Companies Act, 2013 explicitly
prohibits a company from issuing bonus shares in lieu
of dividends.

Q. Once a company announced its Bonus, can it be

¢ What is the impact of a bonus issue on the market
p
price of the company’s shares?

A: Following the issuance of bonus shares, the market
price typically declines in proportion to the bonus
ratio.

Q. Is it permissible to allot bonus shares to non-resident
shareholders?

A: Under the FEMA guidelines, Indian Companies
are authorized to issue Bonus shares to their non-
resident shareholders, provided that the issuance
is in compliance with the applicable sectoral cap if
applicable.

Q. Can Bonus shares be issued to erstwhile Overseas
Corporate Bodies (OCBs)?

A: Yes Bonus shares can be issued to erstwhile Overseas
Corporate Bodies (OCBs) without the approval of
Reserve Bank of India.

Q: Are bonus shares subject to taxation in India?

subsequently withdrawn?

A: No, once the company announced
bonus, it subsequently cannot be
withdrawn.

Q. Why can’t a company withdraw its
bonus once announced?

A: Nowhere in the law is the reason
for not withdrawing the announced

Bonus shares are a
useful tool for companies
to redistribute profits,
enhance liquidity, and
signal financial strength.

A: Yes, bonus shares are taxable. They
are not taxed at the time of issuance
but become taxable when sold by the
shareholder. The taxation occurs under
the head of Capital Gains.

KEY ASPECTS OF TAXATION
REGARDING BONUS ISSUES

bonus mentioned. However, based on
general understanding and research,
it can be argued that the law prohibits the withdrawal
of a bonus once announced due to its significant
impact on the market and investors. When a company
announces a bonus, investor expectations soar,
leading them to buy shares. Allowing the withdrawal
of a bonus would cause an immediate drop in the
company’s share price if it were withdrawn later. This
would severely impact market sentiment and erode
public trust in both the market and the company.
Therefore, once a bonus is announced, it cannot be
withdrawn subsequently, as it would completely
undermine investor trust in the market.

Q. Can bonus shares be issued to a person who holds
shares in physical form?

A: Yes, bonus shares can be issued to shareholders
who hold the company’s shares in physical form.
The company will issue a Bonus Certificate to such
shareholders.

Q. Is there any dilution of share capital after issue of
Bonus Shares?

A: The issuance of bonus shares does not dilute
shareholders’ equity since they (Bonus Shares) are
issued in a constant ratio, maintaining the relative
equity of each shareholder unchanged from before the
issue.
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-- Bonus shares are not taxable at the time
of issuance in the hands of shareholders. However, there
were several cases in the past due to lack of clarity, leading
tolandmark judgments. After a few significant judgments,
it was clarified that bonus shares are not taxable at
the time of issuance, only Capital Gain in the hands of
shareholder is taxable. A recent case in this regard is as
follows:”

Case Law:

In the matter of Principal Commissioner of Income
Tax vs Dr. Ranjan Pai (2021), the Hon’ble Karnataka
High Court decided that bonus shares do not result any
inflow of cash to shareholders concern and, therefore,
should not be taxed under Section 56(2)(v)(c) of Income
Tex Act, 1961.

As the Bonus shares become taxable at the time of sale,
hence as per Income Tax Act, 1961, the cost of acquisition
of such shares deemed to be nil. Thus, whole sales value
becomes taxable in the hands of the seller, as Capital
Gain.

It depends upon the period of holding that the Capital
Gain shall be short-term or long-term Capital Gain. If the
assessee holds such shares one year or more and then sell,
such gain shall be deemed long-term Capital Gain and
vice versa.
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Whether Section 8 Company can issue bonus shares?

No, a Section 8 Company is prohibited to issue of
bonus shares in view of the following:

i. As per Section 8(1)(b) of the Companies Act,
2013, Section 8 Company shall intend to apply its
profits, if any, or other income in promoting its
objects;

ii.  As per Section 8(1)(c) of the Act, Section 8 Company
has absolute prohibition for the payment of any
dividend to its members; and further, Rule 22 (4)
of the Companies (Incorporation) Rules, 2014
requires a declaration from Board of Directors
that:

® No portion of the income or property of
the company has been or shall be paid or
transferred directly or indirectly by way of
dividend or bonus or otherwise to persons
who are or have been members of the
company or to any one or more of them.

Thus, a Section 8 Company is not permitted to issue bonus
shares.

Q
A.

What is Ex-Date?

Ex-Date is the date from which shares trade without
the entitlement to the recently declared bonus or
dividend. Anyone buying the shares after this date
won'’t be eligible for the bonus or dividend.

How is Bonus Share different from Stock Split?

To distinguish bonus shares from stock splits is a
crucial task. In a stock split, the face value of the share
is divided, which results in increase in the number of
shares but keeps the total share capital constant.

In contrast, bonus shares increase the total share
capital by converting profits and free reserves into
share capital without affecting the face value of
individual share.

Is a listed company required to file Statement of
Deviation & Variation if it issues bonus shares?

No, a listed company is not required to file a Statement
of Deviation & Variation with the Stock Exchange(s)
for the issue of bonus shares. This is because a bonus
issue does not involve the inflow of cash into the
company.

Does a company need to make any adjustments for
its convertible securities holders when it issues bonus
shares?

If the company issues bonus shares, the number of
equity shares for holders of convertible securities will
be adjusted proportionately to maintain fairness.

What is the status of shareholders with equity shares
having differential voting rights in the event of a
bonus issue?

(0S) CHARTERED SECRETARY
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In the case of a bonus issue, shareholders with equity
shares that have differential voting rights will receive
bonus shares in proportion to their holdings, similar
to regular equity shareholders. The differential voting
rights will also apply to the new bonus shares issued.

ADVANTAGES AND DISADVANTAGES OF
BONUS ISSUE

The issuance of bonus shares carries both advantages and
disadvantages.

Advantages of bonus issue

The following are the advantages of bonus issue:

1.

Increased Liquidity:

The issuance of bonus shares increases the number of
shares in circulation, thus enhances liquidity.

Increase Shareholder’s Trust:

Issuing bonus shares enhances relations with existing
shareholders, increasing their trust in the company as
they feel appropriately rewarded.

No Tax burden on the Company:

For company bonus shares are not taxable. But for the
shareholders, bonus shares are generally not taxable
until they are sold.

Helpful to increase the Goodwill of the Company:

Issue of bonus shares helps the company to increase
its Goodwill in the market.

Increase in the number of shares make price
affordable in the market:

Because of the bonus issue number of shares increase
in the market and the share price typically decreases
post-bonus issuance, which makes it more affordable
for new investors.

No cost to shareholders:

Bonus shares are issued at no cost, which makes them
highly attractive to shareholders.

Disadvantages

1.

Reduction in earnings per share:

One primary drawback is the reduction in earnings
per share (EPS) due to the increased number of shares
in circulation.

Decrease in market price per share:

The issuance of bonus shares often leads to a decrease
in the market price per share, as the increased supply
typically exerts downward pressure on share prices.

No Real Gain:

In the context of a bonus issue, shareholders receive
additional shares seemingly at no cost. However, the
total value of their investment remains unchanged as
the share price adjusts accordingly.
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4. Time consuming process:

The bonus issuance process involves various
regulatory approvals and compliances, which is a
time-consuming process.

5. No Cash in-flow: There is no inflow of cash in case
of issue of bonus shares, and the company does not
receive any cash while issuing bonus shares, as a
result, the ability to raise money by following an
offering is minimized.

SOURCES AND PREREQUISITES TO ISSUE
BONUS SHARES
Section 63(1) of the Companies Act, 2013, provides

sources out of which a company may issue bonus shares.
These sources are as follows:

A company may issue fully paid-up bonus shares to its
members, in any manner whatsoever, out of—

(i) its free reserves;
(ii) the securities premium account; or
(iii) the capital redemption reserve account:

Provided that no issue of bonus shares shall be made by
capitalising reserves created by the revaluation of assets.

Prerequisites to bonus issue:

There are some prerequisites to issue bonus shares that
are given under Section 63(2) and Section 63(3) of the
Companies Act, 2013, and Regulation 293 of SEBI(ICDR)
Regulations, 2018.

I.  Section 63(2) of the Act, provides as follows:

No company shall capitalise its profits or reserves
for the purpose of issuing fully paid-up bonus shares
under sub-section (1), unless—

(@) itisauthorised by its articles;

(b) it has, on the recommendation of the Board,
been authorised in the general meeting of the
company;

(c) it has not defaulted in payment of interest or
principal in respect of fixed deposits or debt
securities issued by it;

(d) it has not defaulted in respect of the payment
of statutory dues of the employees, such as,
contribution to provident fund, gratuity and
bonus;

(e) the partly paid-up shares, if any outstanding on
the date of allotment, are made fully paid-up;

(f) it complies with such conditions as may be prescribed.

Provided that no issue of bonus shares shall be made
by capitalising reserves created by the revaluation of
assets.
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(Above Prescribed condition: The company which
has once announced the decision of its Board
recommending a bonus issue, shall not subsequently
withdraw the same.) - Rule 14, of Companies (Share
Capital and Debenture) Rules, 2014.

II. Section 63(3) of the Act, provides that the bonus
shares shall not be issued in lieu of dividend.

Prerequisites as per SEBI (ICDR) Regulations, 2018

Regulation 293 of SEBI (ICDR) Regulations, 2018
provides conditions for a bonus issue, which are as
under:

Subject to the provisions of the Companies Act, 2013
or any other applicable law, a listed issuer shall be
eligible to issue bonus shares to its members if:

a) it is authorised by its articles of association for
issue of bonus shares, capitalisation of reserves,
etc;

b) ithasreceived approval from the Stock Exchanges
for listing and trading of all the securities,
excluding options granted to employees pursuant
to an employee stock option scheme and
convertibles securities, issued by the issuer prior
to the issuance of bonus shares;

¢) it has not defaulted in payment of interest or
principal in respect of fixed deposits or debt
securities issued by it;

d) it has not defaulted in respect of the payment
of statutory dues of the employees such as
contribution to provident fund, gratuity and
bonus;

e) any outstanding partly paid shares on the date of
the allotment of the bonus shares, are made fully
paid-up;

f) any of its promoters or directors is not a fugitive
economic offender.

Restrictions on a bonus issue as per SEBI(ICDR)
Regulations, 2018

There are some restrictions on issue of bonus shares
by a listed entity as per regulation 294 of SEBI(ICDR)
Regulations, 2018.

(1) An issuer shall make a bonus issue of equity
shares only if it has made reservation of equity
shares of the same class in favour of the holders
of outstanding compulsorily  convertible
debt instruments if any, in proportion to the
convertible part thereof.

(2) The equity shares so reserved for the holders of
fully or partly compulsorily convertible debt
instruments, shall be issued to the holder of
such convertible debt instruments or warrants at
the time of conversion of such convertible debt
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instruments, optionally convertible instruments,
warrants, as the case may be, on the same terms or
same proportion at which the bonus shares were
issued.

(3) A bonus issue shall be made only out of free
reserves, securities premium account or capital
redemption reserve account and built out of the
genuine profits or securities premium collected in
cash and reserves created by revaluation of fixed
assets shall not be capitalised for this purpose.

(4) Without prejudice to the provisions of sub-
regulation (3), bonus shares shall not be issued in
lieu of dividends.

(5) If an issuer has issued SR equity shares to its
promoters or founders, any bonus issue on the SR
equity shares shall carry the same ratio of voting
rights compared to ordinary shares and the SR
equity shares issued in a bonus issue shall also be
converted to equity shares having voting rights
same as that of ordinary equity shares along with
existing SR equity shares.

(6) The allotment of shares in a bonus issue shall be
made only in the dematerialised form.

FEMA ASPECTS OF BONUS ISSUE

The relevant provisions of Foreign Exchange Management
Act, 1999 (FEMA) allow Indian companies to freely issue
Bonus shares to existing non-resident shareholders,
subject to adherence to sectoral cap.

However, an Indian company may issue bonus shares
to its non-resident shareholders, subject to the
following:

i.  The shares against which bonus shares are issued by
the company (hereinafter called the original shares)
were acquired or held by the non-resident shareholder
in accordance with the Rules/Regulations applicable
to such acquisition.

ii. 'The bonus shares acquired by the non-resident
shareholder shall be subject to the same conditions
including restrictions in regard to reparability as
applicable to the original shares.

iii. Suchissue of bonusshareshastobeinaccordance with
other applicable laws / statutes such as the Companies
Act, 2013, SEBI Laws and rules and regulations made
thereunder.

Reporting Requirements under FEMA

Pursuant to the regulation 13.1(2) of the Foreign Exchange
Management (Transfer or Issue of Security by a Person
Resident Outside India) Regulations, 2017, following is
the reporting requirement:

An Indian company issuing capital instruments to a
person resident outside India and where such issue is
reckoned as Foreign Direct Investment, for the purpose
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of these regulations, shall report such issue in Form FC-
GPR to the Regional Office concerned of the Reserve
Bank under whose jurisdiction the Registered office of
the company operates, not later than thirty days from the
date of issue of capital instruments. Issue of ‘participating
interest/ rights’ in oil fields shall be reported Form FC-
GPR.

The issuance of bonus to non-residents, either directly
or through amalgamation/merger with an existing
Indian company, and the issuance of shares upon
conversion of External Commercial Borrowings
(ECB), royalty, lump-sum technical know-how fees,
or for the import of capital goods by units in Special
Economic Zones (SEZs), must be reported in Form
FC-GPR.

PROCEDURE TO ISSUE BONUS SHARES

1. Convene a Meeting of Board of Directors:

The company is required to convene a meeting of
its Board of Directors to pass a Board resolution
for approving the proposal of issue of Bonus shares,
the quantum and ratio of bonus shares to be issued,
allotment of such bonus shares, and record date for
such issue and Board is also required to determine
date, time and venue, to convene the general meeting
of shareholders.

Authorize the Company Secretary or such other
concerned official, as the case may be, for issuing the
notice of general meeting and do such other acts so as
to give effect to the decision of the Board.

Additional compliance requirements for a Listed
Entity:

e The Listed entity shall give prior intimation of
Board meeting to concern Stock Exchange(s), at
least two working days in advance, (excluding
the day of intimation and the day of meeting)
where such proposal is communicated to the
Board of the listed entity as part of the agenda
papers.

e Trading window to be closed as per company’s
code of conduct for prevention of insider trading.
Simultaneously, give prior intimation to the stock
exchanges about the closure of trading window.
Along with prior intimation of Bord Meeting and
also freeze PANSs of all Directors and Designated
persons of the company through NSDL or CDSL
Issuer Portal.

e Listed entity shall submit the outcome of Board
Meeting as soon as reasonably possible, but not
later than 30 minutes from the conclusion of the
Board Meeting. (Regulation 30) (6) (i) of SEBI
(Listing Obligation & Disclosure Requirements)
Regulations, 2015.

e Listed entity shall post the same outcome on the
website of the company within 48 hours.
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2.

Declaration of Book Closure and Record Date:
Book Closure: -

e In case of unlisted public company, give at least 7
days’ prior notice by advertisement at least one in
a vernacular newspaper having a wide circulation
in the place where the Registered Office of the
company is situated, and at least one in English
language in an English newspaper.

e In case of a private company, notice shall be
served on all members of the private company not
less than 7 days prior to closure of the register of
members or debenture holders or other security
holders.

e In case of Listed entity, intimate to the Stock
Exchange(s) where the specified securities of the
entity are listed, at least Seven working days in
advance about the book closure, during which
the share transfer registers shall remain closed
(excluding the date of intimation and the record
date).

Simultaneously, give advertisement in at least one
vernacular newspaper having a wide circulation
in the place where the Registered Office of the
company is situated, and at least one in English
language in an English newspaper and upload the
same on the website of the Company within 48
hours.

(Section 91(1) of the Companies Act, 2013, read
with Rule 10 of the Companies (Management and
Administration) Rules, 2014).

Record Date: Fix a record date for purpose of
identifying members of the company who are eligible
for the bonus shares, as per the Regulation 42 of the
SEBI (LODR) Regulations, 2015.

Detailed Information: The notice includes details
such as the purpose of the book closure (e.g., for
declaring bonus), the record date (if applicable),
instructions on how shareholders can participate in
the book closure, and any other relevant information
regarding the impact on shareholders’ rights during
the closure period.

Give notice of General Meeting: Give 21 days’ clear
notice to the members of the Company, regarding
convening general meeting of the Company and give
newspaper advertisement about such meeting.

Additional compliance requirements for a Listed
Entity:

e Upload notice of General Meeting on the
website of the Stock Exchanges (s) not later than
the day on which notice is dispatched to the
members.

e  Give advertisement of notice of general meeting
at least one in a vernacular newspaper having a
wide circulation in the place where the Registered
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4.

Office of the company is situated, and at least one
in English language in an English newspaper and
upload the same on the website of the Company
within 48 hours.

Convene General Meeting and obtain consent of
members: Convene General Meeting and obtain
the consent of the shareholders through an ordinary
resolution.

Additional compliance requirements for a Listed
Entity:

e The company must promptly disclose the
proceedings of a general meeting to the stock
exchanges (where its shares are listed), within 12
hours of the meeting’s conclusion. Additionally, it
must publish the same information on its website
within 48 hours.

e  Submit details of the voting results to the stock
exchange within 48 hours from the conclusion
of the general meeting (where the company’s
shares are listed), in the format specified by SEBI.
Simultaneously, promptly post the results on the
company’s website.

File necessary forms with Registrar:

After successful conclusion of general meeting,
submit Form MGT-14 with concern Registrar of
Companies, with necessary attachments within
30 days.

Note: If there is any alteration in Company’s
Articles for authorizing it, to issue bonus shares,
Company shall have to file additional disclosures,
such as filing of Altered MOA and AOA, providing
explanatory statement, and passing of special
resolution etc depending upon the case. But in
this article, it has been presumed that Company’s
Articles authorise Company to issue bonus shares and
also authorise to capitalise profits and reserves for
bonus issue.

Convene another Board Meeting to allot shares:
Convene another Board meeting to allot shares to the
eligible shareholders by passing Board resolution.

File return of allotment (Form PAS-3): File return
of allotment in Form PAS-3 with the Registrar within
30 days from the date of allotment. Attach Board
resolution and list of allottees.

e Issue allotment letter and deliver the share
certificates within a period of 2 months from the
date of allotment, in case of small Companies.

Apply for In-principle approval: Apply for In-
principle approval of Stock Exchange(s).

File Corporate Action Forms: In case of Unlisted

public Companies, Listed Companies and private
Companies which are required to convert their shares
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into Demat form, shall have to file “Corporate Action
Forms” with the depositories, so that required number
of shares shall be credited into the Demat A/c of the
eligible shareholders.

10. Apply for Listing and Trading Approval: Apply for
listing and trading approval of the Stock Exchange(s),
where the Company’s shares are currently listed.

Note with respect to unclaimed bonus: Any corporate
benefits in terms of securities accruing on such shares
viz. bonus shares, shall also be credited to such demat
suspense account or unclaimed suspense account, as the
case may be for the period of seven years and thereafter
shall be transferred by the Company in accordance
with provisions of Section 124(5) read with Section
124 (6) of the Companies Act, 2013 and rules made
thereunder.

SNAPSHOT OF PROCESS FLOW OF BONUS
ISSUE

Approval of Bonus in the Board Meeting

) : . Compliances under SEBI-Regulations, in case of listed entity,
Compliances such as Board Meeting , Book Closure notice, guch as Prior-Intimations and outcome of meeting,

Newspaper Advertisement, fix date, time, venue to convene Announement of Record Date, Newspaper Advertisement.

General Meeting, approval of EGM notice.

Take consent of shareholders through ordinary resolution

Compliances under SEBI-Regulations, in case of listed entity,
e.g. Give outcome, Proceedings of general meeting. Newspaper
Advertisement, Apply for In-principle of Stock Exchanges etc.

W

FEMA, Compliances if issue is also made to non-resident shareholder

Compliances under Companies Act, 2013, File Form MGT-14

File Form FC-GPR, under the reporting requirements, if
Company issues of capital instruments.

Check sectroal Cap and other requirements.

Convene another Board meeting for allotment of bonus shares

Compliances under Companics Act, 2013,File Form MGT-14, with

necessary resolution, and file Form PAS-3 with list of allottees. Compliances under SEBI-Regulations, in casc of listed entity,

c.g. Mecting intimation and outcome.

A 4

Issue of share certificate within two months from the date of allotment/ File Corporate Action
form with depositories to credit required number of shares into the Demat A/c of the eligible
sharcholders.

Unlisted public Companies, Listed Compnaies. and Private
Companies ( Except small Companies) shall file Corporate Action
form with deporisories for creating new shares in dematerialised
form.

A 4

nd trading approval of Stock Exchanges for the new

Small companies which do not allot shares in Demat
form, shall issue share certificate to each allottee .

Finally listed entities shall apply for lisi
shares issued under bonus.

Keep record of Bonus issue, register of members, etc.

STRATEGIC IMPACT OF BONUS ISSUE

Impact of Bonus Issue on outstanding convertible
securities:

The impact of bonus issue has already been discussed
above under the head frequently asked questions (FAQs).

Impact of Bonus Issue on ESOPs/SAR

A bonus issue may have several impacts on Employee
Stock Option Plans (ESOPs) and Stock Appreciation
Rights (SARs):
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e Dilution of ESOPs/SARs: When a company
issues bonus shares to existing shareholders, it
increases the total number of outstanding shares
without any corresponding increase in assets or
earnings. This dilution reduces the proportional
ownership of existing holders of ESOPs or
SARs.

e Adjustment of ESOPs/SARs: Companies
typically adjust ESOPs and SARs to account
for the increase in shares caused by the bonus
issue. This adjustment ensures that the economic
benefits intended for employees through these
plans are maintained despite the dilution effect.

e Perceived Value Impact: Employees
participating in ESOPs or SARs may perceive
a temporary decrease in the value of their
holdings per share after a bonus issue because
of the increased supply of shares in the market.
However, this is often offset by adjustments made
by the company to maintain the value of the

underlying benefits.
e Long-term Considerations: Companies
strategize bonus issues and their impact

on ESOPs/SARs with long-term objectives
in mind. They aim to balance shareholder
interests with employee incentives to ensure
both groups are motivated and rewarded
appropriately.

Overall, while a bonus issue initially dilutes the
ownership of existing shareholders, including those
with ESOPs or SARs, companies typically manage these
impacts through adjustments and strategic planning
to maintain employee motivation and shareholder
value.

Provisions of SEBI (Share Based Employee Benefits &
Sweat Equity) Regulations, 2021

A listed entity, must take care of the following provisions
if it has already granted options /SARs to its employees
and willing to issue Bonus Shares.

The procedure for making a fair and reasonable
adjustment to the entitlement including adjustment to
the number of options/SARs and to the exercise price
in case of corporate actions such as rights issues, bonus
issues, merger, sale of division and others. In this regard,
the following shall, inter alia, be taken into consideration
by the compensation committee:

i. the number and price of options / SARs shall be
adjusted in a manner such that total value to the
employee of the options / SARs remains the same
after the corporate action;

ii. the vesting period and the life of the options / SARs
shall be left unaltered as far as possible to protect the
rights of the employee(s) who is granted such options
/ SARSs.
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Completion of bonus issue:

Pursuant to the regulation 295(1) of the SEBI(ICDR)
Regulations, 2018, where an issuer, announces issue of
bonus shares after approval by its Board of Directors,
and does not require shareholders’ approval for
capitalisation of profits or reserves for making the bonus
issue, shall implement the bonus issue within fifteen
days from the date of approval of the issue by its Board
of Directors:

Provided that where the issuer is required to seek
shareholders’ approval for capitalisation of profits or
reserves for making the bonus issue, the bonus issue
shall be implemented within two months from the date
of the meeting of its Board of Directors wherein the
decision to announce the bonus issue was taken subject
to shareholders” approval.

Note:

e Inthe event of a change in capital structure exceeding
2% of the total paid-up share capital, the company
must submit to the stock exchange(s) a statement
detailing the holding of securities and shareholding
pattern for each class of securities. This submission
must adhere to the format specified by SEBI and be
completed within 10 days of the share allotment.
(Regulation 31 of SEBI(LODR) Regulations,
2015).

e In the case of a small private Company which does
not allot shares in Demat form, it must issue and
deliver share certificates for all allotted shares in
Form SH-1 within two months from the date of
allotment to the respective shareholders, after
payment of stamp duty to the respective State
Government.

DISCLOSURE REQUIREMENTS IN THE
BOARD REPORT

The Company is required to report the bonus issue
in its Board Report and the Company is required
to show the following information in its Board
Report:

e  Ratio of bonus and its calculation.
e  Purpose of the Bonus Issue.
e Impact on Share Capital.

e  Requireddisclosurein terms of Accounting Standards,
if any.

e Details if bonus shares were also issued to non-
resident shareholder.

e  Details of capitalisation of profits and reserves.
e  Total number of shares issued under bonus etc.

e Impact of issue of bonus on the holder of ESOPs and
/or SARs, and adjustments made by the company for
the same.
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ROLE OF THE COMPANY SECRETARY WITH
RESPECT TO ISSUE AND ALLOTMENT OF
BONUS SHARES

The role of Company Secretary for issue and allotment of
bonus shares is not only limited to convening meetings
of the Board, Committees and the Shareholders, for their
approval but also in:

e the determination of ratio for issue of bonus shares;
e  conducting due diligence exercise for bonus issue;

e providing guidance to the Board of Directors
regarding various legal aspects of issuing of bonus
shares;

e preparing and maintaining various secretarial
records relating to bonus issue, e.g. register of
members, minutes of Board and Committee
etc;

e preparation and filing of various e-forms with
the Registrar of Companies; and submit various
disclosures with the Stock Exchange(s);

e  preparation of application to get in-principle approval,
listing, trading approval of Stock Exchange(s)
etg;

e preparation and filing of Corporate Action forms with
the depositories;

e preparation and filing of various e-forms with the
Registrar of Companies.

Thus, the Company Secretary plays a vital role in the
issue, implementation, allotment and monitoring the
whole process of bonus issue.

CONCLUSION

The issuance of bonus shares emerges not only as a
strategic tool to reward shareholders and enhance
liquidity but also as a significant step towards bolstering
market perception and fostering enduring trust in the
company.

By leveraging this approach thoughtfully, companies
can navigate towards sustained growth and stakeholder
satisfaction in the dynamic landscape of modern
business.
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