1. What do you mean by sweat equity shares? What are the relevant  provisions of Companies Act in this regard? Whether issuance of sweat equity shares can be regarded as preferential issue?
	Meaning- 

	Section 2 (88) of the Companies Act, 2013 defines “sweat equity shares” which means such equity shares which are issued by a company to its directors or employees at a discount for consideration other than cash, for providing their know-how or for creating intellectual property rights or for providing value additions.
Company issue shares at a discount or for consideration other than cash to selected employees and directors as per norms approved by the Board of Directors (or any committee, like compensation committee, formed for this purpose). The value of shares provided are based on the know how provided or intellectual property rights created and given for value additions made by such directors and employees to the company. 
Sweat equity shares refers to equity shares given to the company’s employees on favorable terms in  recognition of their work. The issue of sweat equity shares allows the company to retain the employees by rewarding them for their services. 

	Statutory provisions-

	According to Section 54 of the Companies Act, 2013 a company may issue sweat equity shares of a class of shares already issued, if the following conditions are fulfilled:
1. The issue is authorized by a special resolution passed by the company in the general meeting.
1. The resolution specifies the number of shares, current market price, consideration (if any) and the class of directors or employees to whom such equity shares are to be issued.
1. For listed companies, sweat equity shares are to be issued in accordance with the SEBI (issue of sweat equity ) regulations and for unlisted companies, the sweat equity shares are to be issued in accordance with the rule 8 of Companies (Share Capital and Debenture) Rules, 2014.

	Issuance of sweat equity shares viz. a viz. preferential issue-

	Issue of Sweat Equity Shares is not a ‘preferential issue’ as per regulation 2(1)(z) of SEBI (ICDR) Regulations, 2009 where the meaning of a preferential issue excludes an issue of sweat equity shares 
Further Rule 8 (13) of The Companies (Share Capital and Debentures) Rules, 2014, clearly excludes issue of sweat equity shares from the definition of preferential offer.







2. What are applicability and non-applicability of the SEBI (Issue of Sweat Equity) Regulations, 2002? Explain the requirements for issue of Sweat Equity shares to promoters.
	Applicability of SEBI (Issue of Sweat Equity) Regulations, 2002	
	Listed companies which are issuing sweat equity shares are required to comply with SEBI (Issue of Sweat Equity) Regulations, 2002 in addition to Section 54 of Companies Act, 2013. However, unlisted company coming out with initial public offering and seeking listing of its securities on the stock exchange, pursuant to issue of sweat equity shares, shall comply with the SEBI (ICDR) Regulations, 2009.

	Non- Applicability
	These regulations shall not apply to an unlisted company. 

	Issue of sweat equity shares to promoters-

	In case of Issue of sweat equity shares to promoters, the issue shall also be approved by simple majority of the shareholders in General Meeting. Further, the promoters to whom such Sweat Equity Shares are proposed to be issued shall not participate in such resolution and separate resolution shall be passed for each transaction of issue of Sweat Equity. Such resolution shall be valid for a period of not more than twelve months from the date of passing of the resolution.



3. [bookmark: _bookmark132]What are the additional information to be included in the explanatory statement of the notice for obtaining shareholders’ approval for issuing sweat equity shares.
	Information to be included in the Explanatory Statement of the notice for obtaining shareholders’ approval -
	As per section 54(1)(a) read with Companies (Issue of share capital and debentures) Rules, 2014, the Board of Directors at the time of sending notice to the shareholders for approving the issuance of sweat equity, shall send following additional information:
1. The names of the employees or directors or promoters to whom the sweat equity shares shall be issued and their relationship with the company
1. The value of the intellectual property rights or technical know how or value addition to be received from the employee or director along with the valuation report.
1. [bookmark: _bookmark133]The total number of shares to be issued as sweat equity.
1. The price at which the sweat equity shares shall be issued.
1. The current market price of the shares of the company.
1. The consideration to be paid for the sweat equity.
1. Ceiling on managerial remuneration, (if any, which will be affected by issuance of such sweat equity).
1. A statement to the effect that the company shall conform to the accounting policies.
1. Diluted Earning Per Share pursuant to the issue of securities calculated as per applicable Accounting Standards 

	Documents to be placed before the shareholders post issue of sweat equity shares
	In the General meeting subsequent to the issue of sweat equity,  the Board of Directors shall place before   the shareholders, a certificate from the auditors of the company that the issue of sweat equity shares has been made in accordance with the Regulations and in accordance with the resolution passed by the company authorizing the issue of such Sweat Equity Shares.



4. Elucidate the Pricing provisions of Sweat Equity Shares
	Pricing of sweat equity shares-

	The price of sweat equity shares shall not be less than the higher of the following:

The average of the weekly high and low of the closing prices of the related equity shares during last six months preceding the relevant date; or
The average of the weekly high and low of the closing prices of the related equity shares during the two weeks preceding the relevant date

	
	
If the shares are listed on more than one stock exchange, but quoted only on one stock exchange on given date, then the price on the  stock exchange shall be considered. If the share price is quoted on more than one stock exchange, then the stock exchange where there is highest trading volume during that date shall be considered.


	
	
“Relevant date” for this purpose means the date which is thirty days prior to the date on which the meeting of the General Body of the shareholders is convened for passing special resolution.



[bookmark: _GoBack]

5. Compute the pricing of sweat equity shares from the following data- 
General meeting of the company held on 30.7.19. 
Prices during period 1.7.19 to 30.7.19 were as follows-

	Last Week
	Weekly High
	Weekly Low

	1. 
	40
	20

	2. 
	50
	30

	3. 
	60
	40

	4. 
	70
	50



Price of the share of the company during 1.1.19 to 30.6.19
	Last Week
	Weekly High
	Weekly Low
	Last 
Week
	Weekly High
	Weekly Low

	1. 
	?
	?
	14. 
	140
	135

	2. 
	?
	?
	15. 
	150
	145

	3. 
	30
	25
	16. 
	160
	155

	4. 
	40
	35
	17. 
	170
	165

	5. 
	50
	45
	18. 
	180
	175

	6. 
	60
	55
	19. 
	190
	185

	7. 
	70
	65
	20. 
	200
	195

	8. 
	80
	75
	21. 
	210
	205

	9. 
	90
	85
	22. 
	220
	215

	10. 
	100
	95
	23. 
	230
	225

	11. 
	110
	105
	24. 
	240
	235

	12. 
	120
	115
	25. 
	250
	245

	13. 
	130
	125
	26. 
	260
	255



Data for preceding two weeks are given below- 
First week-
Monday closing price 8, Tuesday closing price 10, Wednesday closing price 7, Thursday closing price 5, Friday closing price 9 .

Second week-
Monday closing price 16, Tuesday closing price 18, Wednesday closing price 20, Thursday closing price 15, Friday closing price 17.

Solution-

The price of sweat equity shares shall not be less than the higher of the following:

i. The average of the weekly high and low of the closing prices of the related equity shares during last six months preceding the relevant date; or
ii. The average of the weekly high and low of the closing prices of the related equity shares during the two weeks preceding the relevant date

i. Average of weekly high and weekly low of last 26 weeks -

	
	Weekly High
	Weekly Low
	Average

	1. 
	10*
	5*
	7.5

	2. 
	20
	15
	17.5

	3. 
	30
	25
	27.5

	4. 
	40
	35
	37.5

	5. 
	50
	45
	47.5

	6. 
	60
	55
	57.5

	7. 
	70
	65
	67.5

	8. 
	80
	75
	77.5

	9. 
	90
	85
	87.5

	10. 
	100
	95
	97.5

	11. 
	110
	105
	107.5

	12. 
	120
	115
	117.5

	13. 
	130
	125
	127.5

	14. 
	140
	135
	137.5

	15. 
	150
	145
	147.5

	16. 
	160
	155
	157.5

	17. 
	170
	165
	167.5

	18. 
	180
	175
	177.5

	19. 
	190
	185
	187.5

	20. 
	200
	195
	197.5

	21. 
	210
	205
	207.5

	22. 
	220
	215
	217.5

	23. 
	230
	225
	227.5

	24. 
	240
	235
	237.5

	25. 
	250
	245
	247.5

	26. 
	260
	255
	257.5

	Average
	135
	130
	132.5



or

ii) Average of weekly high and weekly low of last 2 weeks –
	
	Weekly High
	Weekly Low
	Average

	1. 
	10
	5
	7.5

	2. 
	20
	15
	17.5

	
	15
	10
	12.5



Hence pricing must be Rs. 132.5/- or above. 

Notes-
1. Monday closing price 8, Tuesday closing price 10, Wednesday closing price 7, Thursday closing price 5, Friday closing price 9 then weekly high would be 10 and weekly low would be 5. It doesn’t matter that during the trading time, the price went Rs. 11 or Rs. 4 as the high and low would be reckoned with regard to closing prices.
2. Prices during the period of 1.7.19 to 30.7.19 are of no relevance in the present situation.


6. Explain the following with reference to issue of sweat equity shares-
i. Valuation of intellectual property
ii. Accounting treatment of consideration received
iii. Ceiling on managerial remuneration 
iv. Lock in period of sweat equity shares


	Valuation Of Intellectual property -

	· The valuation of the intellectual property rights or of the know how provided or other value addition shall be carried out by a merchant banker. For this, merchant banker may consult such experts and valuers, as he may deem fit having regard to the nature of the industry and the nature of the property.
· The merchant banker shall obtain a certificate from an independent Chartered Accountant that the valuation of the intellectual property is in accordance with the relevant accounting standards.
· Valuer  means a Chartered Accountant or a merchant banker appointed to determine the value of the intellectual property rights or other value addition


	Accounting treatment of consideration received -

	Where the sweat equity shares are issued for a non-cash consideration, such non cash consideration shall be treated in the following manner in the books of account of the company:-

1. where the non-cash consideration takes the form of a depreciable or amortizable asset, it shall be carried to the balance sheet of the company in accordance with the relevant accounting standards; or

2. where the above clause is not applicable, it shall be expensed as per the relevant accounting standards


	Ceiling on managerial remuneration -
	The amount of Sweat Equity shares issued shall be treated as part of managerial remuneration for the purpose of sections 197 of the Companies Act, 2013, if the following conditions are fulfilled:
1. the Sweat Equity shares are issued to any director or manager; and
1. they are issued for non-cash consideration, which does not take the form of an asset which can be carried to the balance sheet of the company in accordance with the relevant accounting standards.


	Lock in period of sweat equity shares

	The Sweat Equity shares shall be locked in for a period of three years from the date of allotment. SEBI (ICDR) Regulations, 2009 on public issue in terms of lock-in and computation of promoters’ contribution shall apply if a company makes a public issue after it has issued sweat equity.
[bookmark: _bookmark135]The Sweat Equity issued by a listed company shall be eligible for listing only if such issues are in accordance with these regulations.
[bookmark: _bookmark136]Any acquisition of Sweat Equity Shares shall be subject to the provision of SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011.
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