
 

ACCOUNTING FOR BONUS ISSUE AND RIGHT ISSUE 

ACCOUNTING FOR BONUS ISSUE  

 Introduction 

 

 Bonus Shares are issued to the Existing Equity Share Holder of the company. Bonus issue is 

also known as ‘capitalisation of profits’. Capitalization of profits refers to the process of 

converting profits or reserves into paid up capital. 

 

 Bonus shares do not entail outflow of resources as it is a kind of free shares received by the 

shareholders. Suppose company announces bonus in the ratio of 1:1 (1 bonus for every 1 

share held). In this share, a person who is holding 200 shares in that company is now holding 

400 shares. 

 

 

FOR KNOWLEDGE: Bonus shares do not lead to actual increase in wealth of shareholders. 

Let us understand this through illustration. 

Company X limited is having assets of INR 1,00,000 and liability of INR 20,000. Therefore, 

capital is INR 80,000, which is the wealth of shareholders. This capital is divided into 1000 

shares. 

Before bonus issue, each shares was valued at INR 80/share.  

After bonus issue of 1:1, total shares have become 2,000 shares. Also, capital of INR 80,000 

is divided into 2000 shares, leading to INR 40/share.  

This shows that shareholders are not richer than before. 

 

 If the subscribed and paid-up capital exceeds the authorised share capital as a result of 

bonus issue, a resolution shall be passed by the company at its general body meeting for 

increasing the authorised capital. 

 

 Procedural formalities – Relevant for exams 

 

 Bonus Shares are issued to the fully paid up existing equity share holders only. 

 

 Bonus shares are always fully paid up. 

 

 Partly paid up equity shares, existing on the date of bonus issue must be made fully paid up 

before bonus is issued to shareholders. 

 

 Bonus Shares are issued out of the following: 
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o Free reserves (Profits which are available for distribution of dividend) 

o Capital reserves (realized in cash) 

o Securities Premium account 

o Capital Redemption Reserve (CRR) - This is used to issue the Bonus Shares only. 

 

 For unlisted companies, securities premium (not realised in cash) may be used for issue of 

bonus shares, whereas the same cannot be used in case of listed companies. 

 

 Profit created through Revaluation of assets cannot be used to issue the bonus shares. 

 

 Statutory Reserves: - Reserves required by state regulators, and if maintained than used 

only for specific purpose for which it created. 

 

o Investment Allowance Reserve 

o Development Rebate Reserve 

o Export Profit Reserve 

o Foreign Project Reserve 

o Note: Statutory Reserves cannot be used to issue the bonus shares. 

 

 Bonus Shares cannot be issued in lieu of dividend. 

 

 No company shall issue bonus shares unless similar benefits are hold or extended to the fully 

convertible debentures and partly convertible debentures. 

 

 Legal formalities – Knowledge purpose 

 

No company shall capitalise its profits or reserves for the purpose of issuing fully paid-up 

bonus shares under sub-section (1), unless— 

 

 Authorised by its articles; 

 Authorised in the general meeting of the company; 

 It has not defaulted in payment of interest or principal in respect of fixed deposits or 

debt securities issued by it; 

 It has not defaulted in respect of the payment of statutory dues of the employees, such 

as, contribution to provident fund, gratuity and bonus; 

 The partly paid-up shares, if any outstanding on the date of allotment, are made fully 

paid-up. 

 

 JOURNAL ENTRIES 

CASE 1: When partly paid up equity shares made fully paid up through bonus 

S.No Particulars Dr. Cr. 

1. (When final call is made) 

 

Equity Share Final Call A/c 

To Equity Share Capital A/c 

 

 

** 

 

 

 

** 

2. (Sanction of an issue of bonus shares) 

 

General Reserve A/c 

Profit and Loss A/c 

To Bonus to Share Holders A/c 

 

 

** 

** 

 

 

 

 
** 
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3. (When adjustment of final call is made) 

 

Bonus to Share Holders A/c 

To Equity Share Final Call A/c 

 

 

** 

 

 

 

** 

 

CASE 2: When Bonus Shares are issued to the existing fully paid up equity share holders 

S.No Particulars Dr Cr 

1 (When appropriation is made for bonus shares) 

 

Capital Redemption Reserve A/c  

Capital Reserve A/c  

Securities Premium A/c  

General Reserve A/c 

Profit and Loss A/c  

Other Revenue Reserves A/c 

To Bonus to Share Holders A/c 

 

 

** 

** 

** 

** 

** 

** 

 

 

 

 

 

 

 

 

** 

2 (When bonus shares are issued) 

 

Bonus to shareholders 

To equity share capital A/c 

 

 

** 

 

 

 

 

** 
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 Introduction 

Whenever a company intends to issue new shares, the voting and governance rights of the existing 

shareholders may be diluted, if they are not allowed to preserve them.  

It may happen because new shareholders may subscribe to the issued share capital. Companies Act, 

2013 allows existing shareholders to preserve their position by firstly offering newly issued shares to 

them. The existing shareholders are given a right to subscribe these shares, if they like. However, if 

they do not desire to subscribe these shares, they are even given the right to renounce it in favour 

of someone else (unless the articles of the company prohibit such a right to renounce). 

In short, the existing shareholders have a right to subscribe to any fresh issue of shares by the 

company in proportion to their existing holding for shares. They have an implicit right to renounce 

this right in favour of anyone else, or even reject it completely. 

Example for understanding the right share concept   

Assume a company makes a right issue of 20,000 shares when its existing issued and subscribed 

capital is 200,000 shares. This enables any shareholder having 10 shares to subscribe to 1 new 

share. Hence Ram, an existing shareholder holding 2,000 shares, may subscribe to 200 shares as a 

matter of right. The existing share percentage of Ram was 1% (2,000 / 200,000). If Ram subscribes 

these shares, his percentage holding in the company will be maintained (2,200 / 220,000). 

However, if X does not mind his shareholding dilution (2,000 / 220,000), he may renounce the right 

in favour of anyone else, say Laxman. Hence, these 200 shares will be issued to Y, at the insistence 
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of Ram. Ram may charge Laxman for this privilege, which is technically termed as the value of 

right. 

 Accounting aspect 

 

 The accounting treatment of rights share is the same as that of issue of ordinary shares. 

 Please remember that the issue price may be higher than the face value (issue at a 

premium). Companies Act does not allow issue of shares at a discount, except issue of sweat 

equity shares. 

 Remember this diagram till eternity 

 
 The market price, which exists before the rights issue, is termed as cum-right market price of 

the share. 

 The right shares are normally offered at a price less than the cum-right value of the share. 

 The difference between the cum-right and ex-right value of the share is called value of right. 

 Ex-right price of share = [Cum-right value of the existing shares + (Rights shares X Issue 

Price)] / (Existing Number of shares + Number of right shares). 

 

Illustration 1: A company offers new shares of INR 100 each at 25% premium to existing 

shareholders (1:4). The cum-right market price of a share is INR 150. 

 

Ex-right value of the shares = (150 X 4 Shares + 125 X 1 Share) / (4 + 1) Shares 

= 725 / 5 shares = INR 145 per share. 

 

Value of right = Cum-right value of the share – Ex-right value of the share 

= 150 – 145 = INR 5 per share. 

 

Hence, any willing to buy one share from the company at INR 125 will have to pay INR 20 (4 

shares X INR 5) to an existing shareholder holding 4 shares and willing to renounce his right 

of buying one share in favour of that person. 

 

Illustration 2: Mr. Narain has 100 shares of Prosperous Company before rights issue (1:10). 

Current worth of holding = No. of shares * Cum-right market Price = 100 * 25(assume) =  

INR 2,500. 

Exercise price = INR 14/share 

 

Case 1: If Narain exercises his right 

He will pay 14*10 shares = INR 140. 

His total investment in the company including right is INR 2,640 (2,500+140). 

On a per share basis, it is 2,640 /110 shares = INR 24, which is the Ex-right market value of 

the share [(10*25+14*1)/11] = INR 24/share. 

 

Case 2: If Narain sells his right to Krishna 

Value of right = INR 1/share 

Share is trading at cum-right 
after right announcement 

Right shares are 
issued by the company 

Shares have 
become ex-right 
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Hence Narain can sell his right at INR 1 per share. Total amount he will get = INR 100. 

Value of Narain’s holding = INR 2400 (2,500-100). 

 

Case 3: If Narain does nothing 

 

Cost of Narain’s holding = INR 2500, but market value of such holding = INR 2400. He will 

lose if he does nothing with his right. 

 

  JOURNAL ENTRIES 

Cases Particulars Dr. Cr. 

I (When right shares are issued at par) 

 

Bank A/c 

To Equity Share Capital A/c 

 

 

** 

 

 

 

** 

II (When right shares are issued at premium) 

 

Bank A/c 

To Equity Share Capital A/c 

To Securities premium A/c 

 

 

** 

 

 

 

 

** 

** 

 


