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SWEAT EQUITY SHARES Tdc sfFadr RR

Sweat Equity Shares are shares issued by a company to its directors or
employees at a discount or for consideration other than cash, in recognition of
their know-how, intellectual property rights, or value additions.

It is governed under Section 54 of the Companies Act, 2013.
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Meaning and Definition R RUCREITE:

Sweat Equity Shares are equity shares issued:

» At a discount, OR

» [or consideration other than cash,

» To directors or employees,

» [or providing know-how, intellectual property, or value addition.
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Legal Provisions @hTelall ATaEITe

Governed by:

» Section 54 - Companies Act, 2013

» Rule 8 of Companies (Share Capital and Debentures) Rules, 2014
» SEBI Regulations (for listed companies)
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Conditions for Issue ST it T T

A company can issue sweat equity shares if:

- Authorized by special resolution.
- Resolution specifies:
- Number of shares
- Current market price
= Consideration
- Class of employees/directors
- At least 1 year has elapsed since commencement of business.
- Listed companies must comply with SEBI.
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Purpose of Sweat Equity Tdc¢ sfFacr
3¢c2T

To reward employees

To retain key managerial personnel

To encourage innovation

To compensate in start-ups where cash is limited
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Maximum Limit 31T8edd dTAT

The issue shall not exceed:
» 15% of existing paid-up equity share capital in a year OR

» Shares worth %5 crores (whichever is higher)
Overall cap: 25% of paid-up equity capital.

» [or start-ups: Up to 50% for 10 years.
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Advantages of Sweat Equity Il

» No immediate cash outflow
» Motivates employees
» Aligns employee interest with company growth

®» |ncreases loyalty
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Disadvantages SIGERI]

» Dilution of ownership
» Possible misuse

» Valuation disputes
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Accounting Treatment ol@Tehel HTchdT

» |f issued at discount:
Debit: Employee Compensation Expense
Credit: Share Capital
Credit: Securities Premium (if any)
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Difference Between Sweat Equity & ESOP

Tde sfaacr 3R ESOP H 3aX
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Nature Immediate issue Option to buy
Consideration Non-cash allowed Cash payment

Purpose Reward contribution Employee benefit plan



BONUS ISSUE dl7g AT

Introduction

Bonus Issue means issuing additional shares to existing shareholders free of cost
out of company reserves.

Governed under Section 63 of Companies Act, 2013.
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Meaning Y

Bonus shares are issued:

» [ree of cost

» To existing shareholders

» |n proportion to their holding

» Qut of free reserves or securifies premium
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Conditions for Bonus Issue  2Td

» Authorized by Articles
» Board resolution

» No defaultin:
» Deposits
» Debf securities

» Statutory dues
Fully paid-up shares only
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Sources of Bonus Issue Iid

Bonus can be issued from:

Free Reserves

Securities Premium

Capital Redemption Reserve

Not from:

» Revaluation Reserve
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Advantages of Bonus Issue lc

®» |[ncreases share liquidity

®» |mproves market perception
» No cash outflow

» Signals strong reserves
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Disadvantages @Il

» No redl increase in wedadlth

» Share price falls proportionately
» |ncreased dividend burden
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Differences between Bonus Issue &
Stock Split

— o

Reserved used Yes No

Face value change No Yes

Capital increase Yes No




Accounting Entry

Debit:
» fFree Reserves
Credit:
» Share Capital
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Example

» |f g company announces 1:1 bonus:
» For every | share, shareholder gets 1 extra share.
» |f holding = 100 shares — After bonus = 200 shares




Practical lllustration

Suppose company has:
» Share Capital =210 lakh
®» Free Reserve =320 lakh

®» Bonus 1:1 — Capital becomes %20 lakh
Reserve reduces to %10 lakh



COMPARISON: SWEAT EQUITY vs BONUS
ISSUE

I L
Selection 54 63
Issued To Employees Shareholders
Consideration Non-cash Free
Purpose Reward contribution Capitalization of reserves

Dilution Yes No change in proportion




CONCLUSION fasay

Sweat Equity Shares and Bonus Issues are important corporate tools under the
Companies Act, 2013. Sweat equity promotes innovation and employee
motivation, especially in start-ups. Bonus issue strengthens investor confidence
and capital structure without cash outflow.

Both mechanisms help companies grow while maintaining financial flexibility.
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