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Meaning of Buy Back of Shares
There is no definition given by the Company Act, 1956 about the buy back of shares. But in simple words, we can say that buy back of shares means repurchase of its own shares by the company. In other words, buy back of shares means a company buying its own shares..

Buyback is reverse of issue of shares by a company where it offers to take back its shares owned by the investors at a specified price; this offer can be binding or optional to the investors
It was opted by company if there was an addition funds with company and there is no profitable application where these funds can be invested.
Objective of Buy Back of Shares

Shares may be bought back by the company on account of one or more of the following reasons
· To increase promoters holding.
· Increase earning per share.
· To maintain a target capital structure.

· Support share value.
· To prevent takeover.
· To pay surplus cash not required by business.
           Sources of Buy Back of Shares 
     [ under section 77A(1) ]
           A Company can purchase its own shares from 

· Free reserves; Where a company purchases its own shares out of free reserves, then a sum equal to the nominal value of the share so purchased shall be transferred to the capital redemption reserve and details of such transfer shall be disclosed in the balance-sheet or

· Securities premium account; or 

· Proceeds of any shares or other specified securities. A company cannot buyback its shares or other specified securities out of the proceeds of an earlier issue of the same kind of shares or specified securities.
Section Allowing Buy Back
[ Section 77A ]
Section 77A of the Company act, 1956 has allow the company to buy back its shares subject to certain conditions which are as follow

· The buy-back is authorised by the Articles of association of the Company
· A special resolution has been passed in the general meeting of the company authorising the buy-back if it was not authorised by Articles of association of the Company
· The buy-back is of less than twenty-five per cent of the total paid-up capital and fee reserves of the company and that the buy-back of equity shares in any financial year shall not exceed twenty-five per cent of its total paid-up equity capital in that financial year;

· The ratio of the debt owed by the company is not more than twice the capital and its free reserves after such buy-back; 

· There has been no default in any of the following

· in repayment of deposit or interest payable thereon,

· redemption of debentures, or preference shares or

· payment of dividend, if declared, to all shareholders within the stipulated time of 30 days from the date of declaration of dividend or

· Repayment of any term loan or interest payable thereon to any financial institution or bank;

· There has been no default in complying with the provisions of filing of Annual Return, Payment of Dividend, and form and contents of Annual Accounts;

· All the shares or other specified securities for buy-back are fully paid-up 

· The buy-back of the shares or other specified securities listed on any recognised stock exchange shall be in accordance with the regulations made by the Securities and Exchange Board of India in this behalf
Disclosures in the explanatory statement

The notice of the meeting at which special resolution is proposed to be passed shall be accompanied by an explanatory statement stating - 

· A full and complete disclosure of all material facts; 

· The necessity for the buy-back; 

· The class of security intended to be purchased under the buy-back; 

· The amount to be invested under the buy-back; and 

· The time-limit for completion of buy-back
Filing of Declaration of Solvency

After the passing of resolution but before making buy-back, file with the Registrar and the Securities and Exchange Board of India a declaration of solvency in form 4A. The declaration must be verified by an affidavit to the effect that the Board has made a full inquiry into the affairs of the company as a result of which they have formed an opinion that it is capable of meeting its liabilities and will not be rendered insolvent within a period of one year of the date of declaration adopted by the Board, and signed by at least two directors of the company, one of whom shall be the managing director, if any: 

No declaration of solvency shall be filed with the Securities and Exchange Board of India by a company whose shares are not listed on any recognized stock exchange.
Register of securities bought back

After completion of buyback, a company shall maintain a register of the securities/shares so bought and enter therein the following particulars

· The consideration paid for the securities bought-back,

· The date of cancellation of securities,

· The date of extinguishing and physically destroying of securities and 

· Such other particulars as may be prescribed

Where a company buys-back its own securities, it shall extinguish and physically destroy the securities so bought-back within seven days of the last date of completion of buy-back.
Issue of further shares after Buy back

Every buy-back shall be completed within twelve months from the date of passing the special resolution or Board resolution as the case may be.

A company which has bought back any security cannot make any issue of the same kind of securities in any manner whether by way of public issue, rights issue up to six months from the date of completion of buy back.

Except issue of shares by way of Bonus or in the discharging of Obligation such as stock option scheme, sweat equity or conversion of preference shares or debentures into equity shares. 
Or company can make issue of same class of shares of Buy Backed Shares after a period of 24 Months.
Filing of return with the Regulator

A Company shall after the completion of the buy-back file with the Registrar and the Securities and Exchange Board of India, a return in form 4 C containing such particulars relating to the buy-back within thirty days of such completion. 

No return shall be filed with the Securities and Exchange Board of India by an unlisted company.
Prohibition of Buy Back

A company shall not directly or indirectly purchase its own shares or other specified securities - 

· Through any subsidiary company including its own subsidiary companies or 

· Through any investment company or group of investment companies or
· There has been no default in any of the following

· In repayment of deposit or interest payable thereon,

· Redemption of debentures, or preference shares or

· Payment of dividend, if declared, to all shareholders within the stipulated time of 30 days from the date of declaration of dividend.
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      PURCHASE FROM OPEN MARKET 
· More than 95% of the purchase was done through method.
· Daily repurchase of shares from market is limited.
· Company has not been openly announce that it 
      repurchase its shares from open market. 
FIXED PRICE TENDER OFFER 
· Single purchase price and number of shares are to be sought are mentioned.
· Person who like to sell the shares will come up with offer price and number of shares that he offered to company.
· If offer from public exceed the number of shares to be sought it may buy on pro-data basis. 
DUTCH AUCTION BUY BACK 
· Range of Price at which the company would like to repurchase mentioned in the offer.
· Share Holder can indicate their price with in the 
      range prescribe by the company.

· Lowest bidder to highest bidder was chosen.
· Company has the right to cancel the entire offer if few holders make the offer.  
SELECTIVE BUY BACK 
· A selective buy back is the buy back in which identical was not made to every shareholder.
· Scheme must be approved by atleast 75% of the share holder i.e. Special Resolution.
· Selling share holder has no right to vote in the favour of the special resolution.
EMPLOYEES STOCK OPTION 
· In this method, company has made buy back of shares from his employees or directors or related company.
· Scheme must be approved by ordinary resolution.
       

      
Balance Sheet of XYZ Ltd.

               
      
    For the year ending

                    

  As on 31 March, 2005
	Liabilities
	Amount
	Assets
	Amount

	Equity Share of Rs 10 each fully paid up
	100000
	Plant 
	10000

	Preference Share Capital
	50000
	Machinery
	50000

	Security Premium
	10000
	Land
	50000

	General Reserve
	10000
	Building
	50000

	10% Debentures
	50000
	Debtors
	25000

	Loan
	25000
	Cash
	10000

	
	
	Bank
	50000

	
	245000
	
	245000


· Out the above 10000 equity shares, 4000 equity shares were hold by the Promoters.
· Earning Per Share of the company is Rs 5.
· Company has proposed a buy back offer of 1000 Equity shares@ Rs 25 

As an auditor comment can company buy back the equity shares and its effect on the company position statement.

How many shares company can buy back?

There are three test with help of that we can check how many number of shares company can buy back

· Share Outstanding Test

· Resources Test

· Debt Equity Ratio Test

In the Share outstanding test, 25% of the equity share paid-up capital was calculated.

In resources test, we compute the 25% of the total paid up capital and free reserves.

In debt equity ratio test, we check how much amount is available for buy back.

From the all above test least number of shares was taken.

Practical
(1) Shares Outstanding Test
	Particulars
	

	Number of equity shares outstanding
	10000

	25% of equity shares outstanding
	2500


(2) Resources Test
	Particulars
	Detail
	

	Equity Paid up Capital
	100000
	

	Preference Paid up Capital
	50000
	

	Free Reserves
	20000
	

	Shareholders Fund
	
	170000

	25% of Shareholder Fund
	
	37500

	Buy Back Price per share
	
	25

	Maximum shares can buy back
	
	1500


(3) Debt Equity Ratio Test

	Particulars
	

	Borrowed Funds
	75000

	Minimum Shareholder Fund Required i.e 2:1
	150000

	Present Shareholder Fund
	170000

	Maximum Possible Dilute in Equity
	20000

	Maximum shares can buy back
	800


Analysis of Tests
	Tests
	Maximum Shares

	Shares Outstanding Test
	2500

	Resources Test
	1500

	Debt Equity Ratio Test
	800


Here from the above, maximum number of shares can company can buy back is least out of it. 
In the above case, Company has proposed to buy back 1000 equity shares @Rs 25. But after the above analysis, it was not possible for the company to buy back 1000 equity shares it can upto maximum extend can buy back 800 equity shares.  

   

Balance sheet after Buy Back

     Balance Sheet Of XYZ Ltd.

               
      
    For the year ending

                    

  As on 1 April, 2005
	Liabilities
	Amount
	Assets
	Amount

	Equity Share of Rs 10 each fully paid up
	92000
	Plant 
	10000

	Preference Share Capital
	50000
	Machinery
	50000

	Capital redemption Reserve
	8000
	Land
	50000

	10% Debentures
	50000
	Building
	50000

	Loan
	25000
	Debtors
	25000

	
	
	Cash
	10000

	
	
	Bank
	30000

	
	225000
	
	225000


Effect of Buy Back on the position of the company

(1) Increase Promoter Holding- As in the above case, due to buy back percentage of holding of the promoter has increased from 40% to 43.5%.

(2) Increase earning per share- Due to buy back of the shares earning per share has extend to Rs5.43 from Rs5

(3) To maintain targ`et capital structure- Buy Back of Shares helps the company for maintain the capital structure of the company.
(4) To prevent overtaken- As a result of buy back percentage holding of the promoters has increased which helps in avoiding the overtaken.

(5) Support share price- Buy back of shares helps in supporting the price of share in the market.

(6) To pay surplus cash not required for business- We can use the available cash which can’t be used for business by making buy back of shares.  

Opinion
As after the above discussion, we can say that Buy Back of Shares means purchase of its own shares by the company. It can be done only if company has surplus funds which can’t be used for any other profitable purpose. For doing the Buy Back of Shares, Company has to fulfil certain conditions given in section 77A and other conditions laid down by law.
Buy Back is a technique used by the promoters to increase their holding in the company. As in the above case, due to buy back the holding of the promoters has increased from 40% to 43.5%.

  


 So shareholder has to be careful while these kinds of offer made through company.
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