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Abstract: 

Bonus issue is an inventory dividend, allotted with the aid of the organization to reward 

the shareholders. The bonus stocks are issued out of the reserves of the organization. These are 

free stocks that the shareholders receive in opposition to shares that they currently preserve. 

These allotments commonly are available a hard and fast ratio such as, 1:1, 2:1, 3:1 etc. In 

addition, increasing the quantity of notable stocks decreases the stock fee, making the stock 

greater lower priced for retail buyers.The company accumulated more profits and reserves, 

after the company desires to invest amount, Issue of bonus shares based on company earnings 

and reserves. Benefits of the company will give you bonus shares. The company gives the 

shareholders the highest value dividend; the shareholders will expect the same rate of dividend 

in future days or years. The companies declare dividends to shareholders in insufficient cash 

movements. 

These study includes Bonus share issue, how to issue the bonus shares from reserves 

and profits of the company, the main objectives of  bonus issue expanding the capital base, to 

retain the cash, adds to the reputation or goodwill, leads to more trading and liquidity, the paid 

up capital reflects the actual capital employed by the company. Issue of bonus share have such 

important points like as need of the bonus share, types of bonus share such as Fully paid bonus 

shares and Partly paid bonus shares and advantages, these all points are very important for 

every company. 
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Introduction: 

A company issues bonus shares are an additional or free share given to current 

shareholders in a company. The company cannot receive any amount from shareholders for the 

purpose of issuing bonus shares. Shares of the company based on the shareholders of the firm. 

The total number of bonus shares and owned shares are enhanced by the issue of bonus shares 

of the company. The rate of the firm does not enhanced by the company and also increased 

total number of issuing shares. The shareholders are bonus shares without taking any money 

from the company. Workers gain profits through a company with profits. Value of investment 

adjusts the price accordingly. Bonus shares related to the nominal share capital. Bonus shares 

are issued by the convention of reserves and surplus of the company into shareholders. 

Company liabilities are overcome by huge assets of the firm. Several times company consists 

of alternative bonus shares. Bonus share of shareholders is dependent on profitable company.In 

some cases company have the shortage of liquid funds. In this movement company cannot issue 

dividend to shareholders. Shareholders get the new shares from the bonus issue of company. 

The companies facilitate new shares in lieu of paying dividend in cash.These shares are known 

as bonus share. Shareholdersacquire the bonus shares from out of profits or reserves of the 

company. Company profits are capitalized. It is also known as capitalization profitsor reserves. 

Conceptual framework: 

“Bonus stocks are extra shares given to the cutting-edge shareholders without any 

additional cost, based upon the range of shares that a shareholder owns”. These are company‟s 

accumulated earnings which are not given out in the form of dividends, but are not converted 

into free shares. 

A bonus percentage is a loose inventory in form of percentage given to its share holders 

in a organization, based totally upon the range of shares that the shareholder already owns. But 

company cannot receive any amount from the existing shareholders of the company. It is 

known as Bonus Share or Capitalization of share. While the issue of bonus shares will enhance 

the full number of stocks issued and owned, it does not growth the value of the enterprise. 
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Why issue of bonus shares: 

 A bonus share is very helpful to the composed of more reserves and earnings. 

 Funds of accumulated > on average necessity. 

 Company remaining assets are very essential. 

 Improved the issue of capital. 

 While a company in some cases does not well, its time company cannot pay the bonus 

of cash. 

 A liquidity of the company is not affected by the bonus shares. 

When issue of bonus shares: 

Some times company have the shortage of liquid funds, its time company cannot 

distribute dividend in cash. When a company had earnings and reserves, hence earnings of the 

company allocate bonus shares to the existing Shareholders, but reserves of the company 

cannot receive any amount from the shareholders paying dividend in cash. Bonus Shares are 

related to the stock, divided and debentures etc. and these types of bonus shares are provided 

by the company. 

Where issue of bonus shares: 

Earnings of the company issues bonus shares to existing shareholders in a company. 

But company cannot receive any payment of money from shareholders. Companies low on 

cash may issue bonus shares rather than cash dividend as a method of providing income to 

shareholders. Because issuing bonus shares increases the issued share capital of the company, 

the company is perceived as being bigger than it really is, making it more attractive to increase. 

How bonus shares are issued: 

Bonus shares are issued by the reserves of the company. Companies accumulate its 

reserves by retaining part of its profit over the years, hence company free reserves increase. 

When the company issues bonus shares, the reserves will converts into capital. Company 

profits are not affected by its number of bonus shares. 

Circumstances for issuing bonus shares: 
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In balance sheet company cannot show the huge amount of income. A company 

accumulated huge surplus and profits. Company value increased by the maintaining of stable 

cash outflow and dividend related to the company profits. In case of high reserves to avoid 

heavy dividend payments company converts its accumulated profits into share capital by 

issuing bonus shares. If a company gets more profits than market rate of return. Hence 

company will pay the high value of dividend to shareholders and also increase the economic 

growth of the country. 

Bonus shares issued in the ratio: 

A study ofratio plays a very important role in the issue of bonus shares. Each and every 

company uses the ratio method for issuing of bonus shares to shareholders. To take a ratio 1:1, 

It means allocated one share for every share already held in the company, on the same way take 

the rate of ratio 3:2 is to be paid it means that 3 shares are allocated for 2 existing share in the 

company. Since bonus issuing date is announced by the company, hence the investors wait for 

the obtained date to get the useful benefits. This date is very important to the shareholders, 

because on this particular day shareholders will be entitled to the bonus shares. Which should 

be another date known by the investors, which is the date when the shares go „ex bonus‟. 

Investors will be not qualified for actual bonus shares. Carefully ex-bonus date is noted by the 

company. 

It is actually free: 

Technically bonus shares are not cost to the shareholders; generally companies do not 

allocate their entire reserves to the shareholders as dividends.Practically huge part of the 

company earnings is called reserves of the company. When the companies have more cash 

reserves, hence the company used to this reserves to issuing bonus shares to existing 

shareholders, but shareholders do not pay any amount to a company. To issuing of bonus shares 

there is no impact on the shareholders of the company. In the market bonus shares enhance the 

total number of shares of the company; hence the bonus issue of a company will have more free 

floating shares in the company. For example a company had 20 million shares.  Company 

decides in this year to issue bonus shares in 3:2 proportion. Take a further ratio proportion 3:2 

and 10 million shares are adding to 30 million shares issues in the market. Now we can see 
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currently total shares are 40 million shares. It is considered to as equity dilution. Number of 

shares helps to the profits of a company will also have to be dividend. Company profits do not 

influenced by the bonus issue, it remains the same but number of shares has improved, then the 

EPS (EarningsPer Share) will be turn down. 

A good health of the company is taken by the issue of bonus share: 

Whilst a bonus problem is introduced, the business enterprise additionally pronounces a 

file date for the difficulty. The file date is the date on which the bonus takes effect, and 

shareholders on that date are entitled to the bonus. After the announcement of the bonus but the 

document date, the stocks are called cumbonus. After the record date, when the bonus has been 

given effect, the shares become an ex – bonus. 

Bonus shares are issued by changing the reserves of the agency into share capital. It is 

nothing but capitalization of the reserves of the business enterprise. 

Conditions to be satisfied before issuing bonus shares: 

a) Issues of bonus shares are prepared by its articles. 

b) On the recommendation of the Board of directors, approved by the members in general 

meeting of the company. 

c) The company has not defaulted in the payment of interest or principal in respect of or 

interest or principal in respect of FD or debt securities. 

d) The organization has now not defaulted in the fee of statutory dues of the employees, 

such as PF, gratuity, and many others. 

e) The in part paid stocks, if any, brilliant at the time of allotment, must be made fully paid. 

Tax impact on bonus shares: 

 Dividend: 

However company distributed dividend to the shareholders of the company. The rate of DDT 

(Dividend Distribution Tax) on the company‟s amount @ 15% distributed as dividend to the 

shareholders of the company. Before company paying this DDT accordingly, a dividend paying 

company first pays a 30% income tax on company earnings and then pays a 15% DDT on what 

distributes to its shareholders out of its post-tax profits. 
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 Bonus: 

Tax gained by the capital on sale of bonus shares. They may be taxable, depending on the time 

for which they are held. The nil cost of the bonus shares considered by the tax man. Bonus 

shares are shares these shares are allotted for free to the shareholders and the shareholders 

don‟t have to pay any amount for purchasing these shares of the company. Generally bonus 

shares issued in way of proportion. 

SEBI Guidelines: 

SEBI facilitate some important guidelines for issuing bonus shares. These SEBI guidelines 

are very important to every bonus issuing company. When issue bonus shares of a company 

compulsory followed this guidelines. 

 Only out of free reserves and proportion premium. 

 No revaluation reserve can be used. 

 Residual reserves after Bonus Issue shall be at least 40% of the accelerated paid-up 

capital. 

 30% of the average PBT (Profit Before Tax) for the preceding 3 years need to yield a 

dividend fee of 10% of accelerated capital. 

 Revaluation reserve no longer taken into consideration for Residual reserve. 

 Bonus Share cannot be issued in lieu of Dividend. 

 Company has now not defaulted in payment of interest or Principal on FDs or 

Debentures, statutory dues of personnel. 

 No bonus difficulty will be made within 12 months of any public or right difficulty. 

Objectives of the Study: 

 Define company, share capital, and share. 

 Understand the accounting entries. 

 To know the impact of bonus shares issued and its effect on the market 

Methodology: 

This study is based on secondary data, which is collected from some articles, journals and 

through the internet link etc... 

Need of the bonus share: 
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Bonus Shares are very crucial to the enterprise.The partly paid-up stocks, if any 

fantastic at the date of allotment are made completely paid up.The bonus stocks shall no longer 

be issued in lieu of dividend. 

Bonus issues are given to shareholders while businesses are quick of cash and 

shareholders anticipate an ordinary income. Shareholders may additionally sell the bonus 

shares and meet their liquidity needs. Bonus shares will also be issued to restructure 

organization reserves it will increase the company's percentage capital however no longer its 

internet property. 

Scope and applicability of bonus share: 

 It extends to the complete of India. 

 Every establishment in which 20 or extra men and women are hired on any day at some 

stage in an accounting year. 

 It is described through the factories Act. 

 Very other establishment wherein 20 or more folks are employed on any day for the 

duration of any accounting year. 

Note:For some establishment POBA will apply even if the number of employees are below 20 

under two conditions, 

 Minimum of 10 employees 

 Notified in gazette. 

Types of bonus shares: 

 Fully paid bonus shares: 

Whilst bonus shares are distributed free of fee in proportion of protecting, it's far 

referredto as absolutely paid bonus shares. 

 Partly paid bonus shares: 

A in part paid bonus shares in a agency is one in which simplest a partial price had been    

made with the expectancy that the business enterprise calls for extra price range, calls 

are made on a time till the share are absolutely paid and the calls end. 

Advantages of bonus share: 

a) The fee of dividends to the shareholders is ensured no matter the income of the 

employer. 
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b) It is useful to the ones traders who assume regularity in income on their investments to 

satisfy the expenses. 

Disadvantages of bonus share: 

a) The reserves of the corporation after the bonus issue decline and leave lesser protection 

to buyers. 

b) The fall in the future price of dividend consequences within the fall of the marketplace 

price of shares considerably. 

c) The issue of bonus stocks results in a drastic fall in the destiny rate of dividend as it is 

handiest the capital that will increase and now not actual sources of the business 

enterprise. 

Conclusion: 

From this study, it is miles pretty obvious that, Bonus percentage issue has been an 

effective financial event on the way to assist enhance the inventory rate and hold the stock in 

the correct books.The goal of issuing bonus shares is to convey the quantity of issued and paid 

up capital in keeping with the capital hired in order to depict more sensible incomes ability of 

the organization, call for higher wages to keep away from hard work issues. Issuing of bonus 

shares improves the wealth of shareholders. 
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