
                                                            

 

 

 

 

 

Term of The Day 

BoNUS ShareS 
 

INTRODUCTION 

Bonus Shares are shares distributed by a company to its current shareholders as fully paid shares free of charge. It is 
usually based upon the number of shares that shareholders already own. While the issue of bonus shares increases the 
total number of shares issued and owned, it does not change the value of the company. 

                                         

PROS and CONS 

PROS 

 A bonus issue of shares could be issued by a company to encourage retail participation and increase their equity 
base 

 When price per share of a company is high, it becomes difficult for new investors to buy shares, increase in the 
number of shares reduces the price per share. 

 Shareholders can sell the shares to meet their liquidity needs 

CONS 

 Decreases dividend/earnings per share in future 
 When shareholders sell the shares to meet their liquidity needs, it might result in dilution of controls 

EXAMPLE 

If a company has a share price of Rs 1000. With bonus issue in ratio of 1:1, a member with 100 shares will now have 200 
shares. The share price must reduce to half at Rs 500. But with more volume being traded at lesser price, shareholders 
are rewarded. 



 

 

                                                                                  

 

THE INCOME TAX PROVISIONS ON SALE OF BONUS SHARES 

If bonus shares are received before 01-04-2001 

 Cost of Acquisition : Fair Market value as on 01-04-2001 

If bonus shares are received on or after 01-04-2001 

 Cost of Acquisition : Nil 

THE COMPANIES ACT PROVISIONS 

 A company may issue fully paid-up bonus shares to its members out of any of the following: 
 its free reserves 
 the securities premium account 
 the capital redemption reserve account 

 The company shall not issue bonus shares by capitalizing reserve created out revaluation of Asset 
 The company shall not issue shares in lieu of Dividend. 
 The article of association of the company should authorize such issue. 
 The issue of bonus shares to be recommended by the Board, and authorized in a General Meeting. 
 A company is not eligible for issuing bonus shares,  

 if it has defaulted in : 
 Repayment of deposit, or its interest 
 Debt securities 
 Payment of statutory dues of the employees 

 Any outstanding partly paid share remains unpaid 
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