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Abstract: This Research Paper show what impact on announcemantorporate event such a Bonus Issue on shareholder
return. This means when companies announce Bonus Shé@ntwhat its impacts on shareholder return. This is evetudy
methodology so here event is to declare as Bonus Shahné Jtudy explores impact of Bonus Share event by &mdiisted
companies. This study focuses on the performance of BoShare Issues in Bombay Stock Exchange (BSE) Mumbai form
2012 to November 2014. The main objective of study is whiethareholder can gain or loss on event like announcerhen
Bonus Share. This studies also examines the share préaetions on information regarding Bonus Share witfiling market
represents semi — strong efficient or not. This studybssed on CAPM Module with help of Event studies andoatests
whether there is an abnormal return exists during evenndow announcement. This study defines statisticalignificant on
abnormal returns on the announcement and its surroundingtes during event.

Keywords: Bonus Share, Event Study, Abnormal Returns.

l. INTRODUCTION

This research paper is consisting a 4 major section. Sddtitmoduction portion. It includes two parts. Part 1 is meg and
impact on Bonus Share in India. Part 2 is literatureesgsiof the research paper. Section Il is giving thaildeabout the
research methodology it further include two parts. PartOais source and part 2 is data design. Part Ill is presampirical
results and further discussion. And final section IV isabasion and reference.

M EANING OF BONUS SHARE :

“Bonus issue is the issue of new equity shares to thérexishareholders at no costs.” The new shares or the Istiawnss are
free to given bonus to shareholders. Bonus issues are aiggtdatge the capital base of the company and also ag@smé
rewarding existing shareholders. A bonus issue is normallg dianretained earnings. Bonus issue is just a book enttinghif
from retained profit to share capital. This is also knasrtapitalization of reserves. [14]*

Bonus shares does have an impact on the market price sibttie the prices of the stock reduces to the proportion ohtle
of the bonus issue. If one share is issued as bonus for areetblen the prices reduces close to half after the ksirares are
listed on the exchange. To conserve cash by declaring a xsue in lieu of a cash dividend (or an increased dividend)

To reduce misunderstanding caused by expressing dividend (owffitd parned on total capital employed) as a percentiage o
the nominal value of the issued share capital. As dividend paydiased on the nominal value of the issued shareatapid
NOT on shareholder funds [14]*

So the dividend payout might seem to be unduly high which might lwadtors to think that the company is overgenerous by
forsaking the relevant investment in capital expenditurenareasing the working capital. Again, another reason is alstign
the earning per share. Due to the smaller number of shpital, the earnings per share would also not been progéagty to
other similar companies which would have already take lbanus issue re: capitalization of reserves. [14]*

To make use of a company’s share premium account. As baugsdan be created vide capitalization from the share premiu
account, this might be one reason that a company might wdraveoa bonus issue. As issuing bonus shares has the effect of
diluting earnings per share and lowering a company’s share, pine share would then become more affordable which would the
encage potential investors to invest in the stock. Adtms issue would have increase the number of shares in tket nitar
therefore increases the liquidity/marketability of thecktAs a double edge sword namely the issuance of bonus shalgéeou
deemed a “reward” to shareholders as Ill as a wag faympany to issue more shares at a lower price totgtweential investors.
[14]

Applies often for stocks that are generally cheaper andlesniva market capitalization to grow faster, these lbm@mpanies
may want to expand their capital base. The bonus issueedilce the price of a stock initially, but this could attgunters and
investors to buy the counter in the hope that there couddpgmential upswing in the stock in the longer term. [13]*
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Bonus shares does have an impact on the market price sibtte the prices of the stock reduces to the proportion ohtle
of the bonus issue. If one share is issued as bonus for areetblen the prices reduces close to half after the ksirares are
listed on the exchange. [13]*

BONUS ISSUE HAS FOLLOWING MAJOR EFFECTS:

1. The primary motive for issuing bonus share is to increasé¢otal return for the shareholder.

2. The secondary motive is to improve the liquidity

3. Bonus share attract the attention of the investor, sentivygosingle about the firms future prospects and bring the
share price in popular trading range, making the stock ntiweetéve to investor.

The tertiary motive for issuance of bonus share isttad more investors.

Managers believe that even though the share is onlyraetiocscorporate event, it has a positive psychologicphizh
on the shareholder, providing positive single about firmisruprospects.

Share capital gets increased according to the bonus &sue r

Liquidity in the stock increases.

Effective Earnings per share, Book Value and other mmestalues stand reduced.

Market price gets adjusted on issue of bonus shares.

0 Accumulated profits get reduced. [12]* [13]*

o ks

H‘Q.m.\‘.o’

I. LITERATURE REVIEW

In this research paper the impact of Bonus Share announcesnandlized & the pertinent literature in this contextss a
follows:

Fama, Fisher, Jensen and Roll (1969), and Grinblatt, Masuland Titman (1984)have documented the evidence of
significant abnormal returns around stock split announcementsalifermal returns are explained on the basis of information
related theory which asserts that managers have supeftomation, and they convey positive information/signals albloeit
firm’'s future prospects via stock split. Many previotisdges showed that stock splits convey positive signals abeufirn’s
future performance.

Fama et al. (1969). Peterson (197%uggested that an increase in stock price following an ewenbccur because the
announcement of bonus issue may have benefit informationntonte

Ramachandran (1985¥tudied the impact of bonus issue announcements on the Ity €ock prices. He found a varied
evidence of semi strong market efficiency

Lamoureux and Poon (1987jnd that the number of shareholders of a firm increaftes the stock splits indicating that lower
stock price makes it more attractive and affordabke lerger number of investors.

Lijlebon (1989)investigated the signaling hypothesis by considering stockehgarice response to bonus issues for indicate
that also concurrently release other information such as pashgs. His finding indicates that there is a greateitipesstock
price reaction for the bonus issue- paying group than focaht&ol group.

Sloan (1987)presented Australian evidence that bonus issue do not influetétalders’ wealth. However, many emoarical
studies revealed that the market normally reactsipelsitto the announcement of bonus issue dividends.

McNichols and David (1990found a positive relationship between the bonus issue anement and the related abnormal
return. Their result provides evidence, which is consistéthta signaling explanation for stock dividend.

Obaidullah (1992)reported a positive stock market reaction to bonug issmouncement and supported the semi strong form
of market efficiency.

Srinivasan (1993)in his study established enormously large positive abnamhains on ex-bonus and ex-right dates for the
Indian stocks. A similar study made by

Balachandran Bala Singham (2001¢xamines the share price reaction to announcement of boaresissues of Australian
companies. They analyzed that the magnitude of price oedactibonus issue announcements is statistically relatdtetsize of
bonus issues & pre-announcement effect.

Mulugetta Abrahamet al (2002gxamined the impact of standard & Poor’s ranking changes ok @tices. The study used
the traditional market model & found statistically significabnormal returns on the announcement & surrounding dates.
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Malhotra Madhuriet al (2003)provided evidence to support signaling hypotheses by examihangelationship between
bonus issue announcement & stock price reaction. The studyudedcthat there is a negative reaction after the boisus is
announcement conveying that the market under reacts aftentlo@ncement.

Mishra A K (2005)examined the stock price reaction to information content nti®dssue. The results indicated significant
positive abnormal returns for a five-day period prior tmis announcement. The results indicate stronger evideneméf s
strong market efficiency of the Indian stock market.

Chander Ramesh, Sharma Renuka, Mehta Kiran (20Gtydied the informational content of dividend announcemerg. Th
results showed average abnormal returns for capital p$sieg model around the dividend announcement.

Vergos, Christopoulous & Mylonakis (2008pvestigated the effects of political, economic, stmeent & analysts report
announcement on share prices of Hellenic telecommunicatiganization. The study found that stock prices do rexttr®
public announcement & continue to increase or decrease umtilyslafter the event.

Dipesh Trivedi 2014mpact on Shareholders Returns on Announcement of Right dédodian listed companies IN Role of
Financial Industry in Accelerating Economic Growth.

1. METHODOLOGY

This section is divided into three parts: ObjectiveRefsearch Study. Data sources & data design. The olatees section
explains the criteria applied in this study & data collectwocess. The data design section, on the other haschitdes the
procedure event study conducted in this research.

OBJECTIVES OF THE RESEARCHES STUDY .

The following major objectives are for Research Paper
1. To check when company announce any Bonus issue what affettareholder return. [01]*
2. To check Presence of any abnormal returns on announcehimus issue and excitation.[07]*[11]*
3. To check how index market is behaving on announcement ofsBissue with help capital assets pricing model
(CAPM). [09]*

DATA SOURCES:

The sample in the study consists of 20 companies which dravaeunced the issue of Bonus Share during the period 2010 to
June 2014. In fact there are much more Bonus Share dhisgériod. But a sample is chosen on the basis of iaritEhe
following are several criteria enforced in this study

1. Shares of the company have to be traded publicly in BSE §Bpi&tock Exchange).

2. The return on company’s securities is available atl88 days prior to 30 days after the announcement thage.
information about the companies issuing stock splits; @mnouncement dates are obtained from BSE (Bombay Stock
Exchange) database. The individual firm’'s security re®&rmarket return were also gathered from BSE (Bombay
Stock Exchange) database.

DATA DESIGN:

To examine the market response to Bonus Share announcstauedérd event study methodology is used. To construct an

event study the event, event date, event window, estimaindow & estimation model should be determined. Tregicglship of

the said event is studied with the share prices. The £deifined for this study are the announcements of stdit&. Sthe event
date is the date of announcement of Bonus Share by theesBmpllt can be expressed as to. The event window ceegpsome
period before & after the event day. The event windothis study is 30 days before & 30 days after Bonus Shswe.ilt can be
expressed as -30 to +30. The estimation period is thedperior to the occurrence of the event. Generally egion period &
event windows are chosen in such a way so that they don’t pv&Ha estimation period for this study is 90 days befogd tays
before the event date. It can be expressed as t = t30-®1l.

The selected examination model for this study is standarlahmodel. The model assumes that there is a linkdiorship
between the return of the security & the return ofkagportfolio. For the purpose of studying the impact ailBoShares on share
prices abnormal returns are computed. Abnormal retumsltained by finding the difference between actual mstaf the
security j on day t & expected returns of security flay t.

ARjt = Rjt—Erjt
Where

ARjt = Abnormal return of security j on day t
Rjt = Actual return on security j on day t
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ERjt = Expected return on security j on day t
Actual return on security j in period t is computed diefes:-
ARj = Pjt - Pjt-1
B
Where,
Pijt = Price of security j on day t
Pjt-1 = Price of security j on day prior to day t
Expected return on security j in period t is computed ém/fs:-
ERjt = g+ hjRmt

Where,
a= Risk free rate of return i.e. here in this Reseaagher Risk free rate is Intercept of security.

bj= Slope means Relative riskiness of the security tdketéndex i. e BSE Sensex.

Rmt = the rate of return on market index on the day t on B8isex.

After computation of abnormal returns of all the secigitlee average abnormal returns (AARs) are computed deviegt
period (-30 to +30). AARt = Average of abnormal retfonday t and Number of securities in the sample the ratelareturns are
aggregated trading day —wise & then divided by number ofitiesuThus cross-sectional & time- series aggregasalone.

CAAR; =X AARt

t-1

T test is used to determine the statistical signifieadfdCAARt & AARt. For computation of t statistics thggregate pre- event
standard deviation of abnormal returns of all the secsiiiecomputed. Individual company’s pre- event standardiitav i.e.
(from -90 to -31) is computed & then aggregation is done.

Beta means a measure of the volatility, or systemig#g¢ of a security or a portfolio in comparison to tharket as a whole.
Beta is used in the capital asset pricing model (CAPM)pédel that calculates the expected return of an assed lom its beta and
expected market returns. Here in this research papeabeonsider is to slop.

The slope is the vertical distance divided by the horaatistance between any two points on the line, which is teeofa
change along the regression line.

SLOPE (known_y's, known_x's)
Known_y's Required. An array or range of dependent data point aekenindex return.
Known_x's Required. An array or range of independent data pointsobnepany return.

Standard error is a statistical term that measureaciti@acy with which a sample represents a populatiame in this research
paper Standard error is consider STEYX while calculating

The standard error is a measure of the amount of errioe iprediction of y for an individual x.

O=STEYX (known_y's , known_x's)
Known_y's Required. An array or range of dependent dataspa@nimarket index return.
Known_x's Required. An array or range of independent data p@ntompany return.

AARt Test = AAR t
)

CAARt Test= CAAR't
o

If AARt or CAARt are greater than zero and statisticalignificant it indicates that the stock prices on serage reacted
positively to Bonus Shares. Thus lead to increase théwef shareholders. [3]*
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V. EMPIRICAL RESULTS

The main empirical results are shown in Table 1.dsents the results of the entire sample consisting of 20 ERirare issues.
For each of the 61 days in the experimental periodponts the Average daily Abnormal Returns (AARs) for'slayB0 to t+30
along with the summary statistics for the tests. Hiesecolumn in table 1 is day which is from t-30 to.tS@cond column is return
of company which announces Bonus Share. Third colummrefunarket index i.e. BSE Sensex Fourth column ExpectadrRet
E{r} then next is Abnormal Return ARjt then Average Abnormetlrn (AAR) of all 25 companies and its cumulative Alomalr
Return and its T Test for AARt Test and CAARt Tegj*(

TABLE-1
Average Daily Abnormal Returns, Cumulative Average AbnormalReturns & Respective Test Statistic
Day Return of company Return of Market E{r} AR AR T TEST CAAR CAAR T TEST
-30 1.493847 0.117612833 0.04206 1.45179 2.1304¢ 4517. 2.1303405
-29 0.778888 -0.03384813 0.06847 0.71042 1.04258 162222 3.1728707
-28 1.45941. 0.0264371 0.0579¢ 1.4014¢ 2.0566: 3.56357! 5.229480:
-27 0.723157 0.206934143 0.02649 0.69667 1.02236 26025 6.2518312
-26 0.987546 -0.17998036 0.09394 0.8936 1.31134 53832 7.5631745
-25 0.85081 -0.09796243 0.07964 0.77117 1.13167 25918 8.694845
-24 -0.04002 0.148634857 0.03665 -0.0767 -0.1125 848348 8.582333
-23 -0.27877 -0.20400814 0.09813 -0.3769 -0.553] 471145 8.0292355
-22 1.186622 -0.04531526 0.07047 1.11616 1.63794 587602 9.6671732
-21 -0.30591 -0.15006258 0.08873 -0.3946 -0.5791 192964 9.0880505
-20 0.505098 -0.16118363 0.09067 0.41443 0.6081F 607896 9.6962202
-19 -0.11921 0.008651517 0.06106 -0.1803 -0.2644 42@.3 9.4316834
-18 0.334276 -0.1217969 0.0838 0.25048 0.36757 76085 9.7992525
-17 0.76414: 0.08707986 0.0473¢ 0.7167 1.0518:- 7.39437. 10.85109.
-16 0.613086 -0.39326276 0.13113 0.48196 0.70726 876829 11.558354
-15 0.292845 0.129068345 0.04006 0.25278 0.3709p 129812 11.929308
-14 0.352883 -0.09923228 0.07987 0.27302 0.4006p 40283 12.329956
-13 0.581489 -0.18250821 0.09438 0.4871L 0.71482 392 13.044772
-12 0.096753 -0.07167321 0.07506 0.02169 0.03183 910827 13.076605
-11 1.41884 0.251014793 0.0188 1.40004 2.05453 1008 15.131135
-10 -0.68996 -0.03459861 0.0686 -0.758p -1.1132 523169 14.017968
-9 -0.14938 -0.09597962 0.0793 -0.228)7 -0.3356 32 13.682388
-8 0.667749 -0.07216267 0.07515 0.5926 0.86963 634 14.552021
-7 1.878431 0.557165 -0.0346 1.91301 2.8073 1148293 17.35932
-6 0.18123: 0.33024! 0.0049¢ 0.1762! 0.2586! 12.0055! 17.61796
-5 0.345864 1.812432 -0.2534 0.59929 0.87945 13%04 18.497417
-4 0.243751 0.762937 -0.0705 0.3142 0.46109 129190  18.958504
-3 0.610666 0.903609 -0.095 0.70564 1.03557 138247  19.994023
-2 1.249462 -0.21949 0.10083 1.148683 1.68559 1867 21.679614
-1 0.740232 -0.22583 0.10194 0.63829 0.93664 168111 22.616298
0 0.617134 -2.21533 0.4488 0.1683B 0.24704 15.57999 22.86332
1 0.083153 0.602745 -0.0425 0.12568 0.18443 1567056  23.047747
2 -0.29412 -1.86913 0.38844 -0.6826 -1.0016 15.0281 22.046098
3 0.487142 0.280258 0.0137 0.47344 0.69474 15.49654 22.740862
4 0.423783 -0.65485 0.17674 0.24705 0.36254 159435  23.103397
5 -0.9239:- 0.11009! 0.0433° -0.967¢ -1.419¢ 14.7762! 21.6838!
6 -0.41072 1.675429 -0.2295 -0.1812 -0.2659 145951 21.418017
7 1.117808 0.276478 0.01436 1.10345 1.61929 15%985 23.037304
8 0.277102 0.120674 0.04153 0.23558 0.3457 15.93413 23.383008
9 0.267878 -0.38306 0.12935 0.13853 0.20324 160726  23.586294
10 -1.37855 -1.06574 0.24837 -1.6269 -2.3875 14.345 21.198816
11 -0.54139 -0.08934 0.07814 -0.619p -0.9091 12826 20.289667
12 0.830345 0.428823 -0.0122 0.84255 1.23642 124668 21.526085
13 0.164867 0.322686 0.0063 0.15856 0.23269 1418273  21.758772
14 -0.41477 0.120674 0.04153 -0.45683 -0.6696 143871 21.089168
15 0.383581 -0.38306 0.12935 0.25423 0.37308§ 124625 21.462246
16 -0.81666 -1.06574 0.24837 -1.065 -1.5629 13.56Q02 19.899329
17 1.219239 -0.08934 0.07814 1.1411 1.67454 14.7013 21.573868
18 0.56668 0.428823 -0.0122 0.57888 0.84944 152801  22.423363
19 1.634503 0.322686 0.0063 1.6282 2.38935 16.90838 24.812711
20 0.687236 -0.8011 0.20223 0.485 0.71173 17.39338 25.524441
21 0.048821 0.60465 -0.0429 0.09168 0.13453 1781850  25.658974
22 -1.01205 0.912565 -0.0965 -0.9155 -1.3435 16569 24.315481
23 0.62072. -1.822¢ 0.380: 0.2404: 0.3528: 16.8099! 24.66830:
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24 0.691827 -0.34344 0.12244 0.56938 0.8355 13879  25.503863
25 0.293323 0.508946 -0.0262 0.31949 0.46884 18%98  25.972711
26 0.463419 0.89862 -0.0941 0.55753 0.81814 188563  26.790872
27 0.795624 0.079245 0.04875 0.74688 1.09603 19008  27.886897
28 0.76878 0.325058 0.00589 0.76289 1.11952 195661  29.006421
29 0.338339 -0.23808 0.10407 0.23427 0.34374 28000  29.350201
30 0.46621. 0.93591: -0.100¢ 0.5668: 0.831¢ 20.5672: 30.18200

Here intercept which is Risk Free rate 0.06% and skpensidering beta around - 0.17% standard Error is 0.6Béctable 1
shows that for the 30 days before the announcement dagishao consistent pattern of abnormal Returns of the congpanie
engaging in Bonus Share. The AARs before the announcenmérd P30 to -1 day) are positive for 25 days ouB0fdays and
are negative for 5 days. Highest positive return dusiegannouncement is AAR is 1.91% on -7thday and lowest rétuing pre-
announcement AAR was -0.75% on t-10. So on average 0.50%d&ARy the pre-announcement of Bonus Share which was from
t-30 to t-1 before announcement date there are signifidsrdrmal returns for the stockholders of the sampigemies. And AAR
T test is 0. 495% before announcement of event

While after post announcement event is consistent patfeabnormal Returns. The AARs after announcement periddo@B
days) are positive for 23 days out of 30 and negativ@ fiays. . Highest positive return during post -announoemas AAR is
1.62% on t19 day and lowest return during post-announcement®\AR62 % on t10.So on average 0.16% AAR and avg. AAR T
test is 0.24% during the post-announcement of Bonus Shamh wias from t30 to tl1 after announcement date so after
announcement day are recorded some of company is giviriyeasply towards event study.

The analysis of CAAR shows that during pre-event windmwCAAR were positive30 days out of 30days. So here & wa
positive, indicating the positive reaction of the maiikeanticipation to Bonus Share. But CAARs before annemmant day are
statistically significant. The pattern of CAAR is caatent from t-30 to t-1. And average return is pre e@éf@AAR was 8.59%
during period of t-30 to t-1 days. Similar after everpigen market reaction was positive on CAAR on averadé.®3% of after
event t1 to t30 day. So here CAAR is give impact positimeannouncement of Bonus Share during event period. And RAR
TEST during announcement of Bonus issue is t-30 to t+8@28% and CAAR T tests 18% so it's give positive and Ag\RBuring
announcement of Bonus issue is t-30 to t+30 0.33 % and CAARgdine event window is 12% so it's give positive impacaon
announcement of Bonus issue to its shareholders.

Some sub- tables are extracted from Table 1 regardd®RC They are in relation to 30 days during pre-event 8addays
during post event.

TABLE-2
T- Test Statistics on the Cumulative Abnormal Returndor 30 Days before the Event Date.
Days Value of T tes’

T-30 TO-15 1.69726!

T-14 TO-1 2.04227.
TABLE-3

T- Test Statistics on the Cumulative Abnormal Returndor 30 Days after the Event Date.
Days Value of T test
T 30 to 15 1.734
T14To!: 2.1009:

All data is statistical significance at 5% level. Tdigove tables show significant CAARs in the interval ofsdaefore 30 and
after 30. However it is also significant positive CAARsst t-30 to t-15 and t-14 to t-1 and t30to t15, t18is positive return are
seen. It implies that market incorporated the inforoma& positive to the announcement of Bonus issues sstiiseholder wealth.

V. CONCLUSION

This research paper has examined the impact of Bonusassebkareholder wealth. Data analyzed in this studyistooka
sample of public announcements of Bonus shares by companiég included in the sample the announcement of Bonus share
must be reported during 2012-2014 period. Using event studyod@ogy the analysis shows that actual stock perforenfoidhe
companies was higher as compared to expected market adjatiess. The results showed that the stock value of the fi
decreased on the day of announcement of so here at annonhoéBenus share it give Positive impact on sharehaleath.

Here a research paper conclude that AAR T TEST duringuaieceaent of Bonus issue is t-30 to t+30 is 0.49% and CAAR T
tests 18% so it's give positive and AAR is during annouresgrof Bonus issue is t-30 to t+30 0.33 % and CAAR duringteat
window is 12% so it's give positive impact on an annouresg@nof Bonus issue to its shareholders. The study alsmle
statistically significant affects abnormal returnstloe announcement & surrounding dates.

If a company have gave positive return during the bonus eseitt predict that the company have more profitable tdsvar
future. So positive may also lad to up the prices becdube demand of particular share will be also increasa® investor will
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be buying the script to shareholders. Bonus shares deesahaimpact on the market price of the stock, theepraf the stock
reduces to the proportion of the ratio of the bonus id6oee share is issued as bonus for one share then the prtuces close to
half after the bonus shares are listed on the exchange
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