HERAMB PROFESSIONAL INSTITUTE CA-INTERMEDIATE ACCOUNTS

[ AS - 20: EARNINGS PER SHARE (EPS) ]

e Objective:
Earnings Per Share (EPS) is a financial ratio that gives the information regarding earnings available
for each equity share. It is a very important financial ratio for assessing the market price of the
share.

The objective of this Statement is to prescribe principles for the determination and presentation of

EPS. The focus of this Statement is on the denominator of the EPS calculati

e Scope:
This Standard should be applied by all the entities.

However, a Small and Medium Sized Company and a Small and 1 ] e entity
falling in Level II or Level 111, may not disclose diluted EP j ] traordinary
items).
Further, a non-corporate Small and Medium Sized Entity fallin sclose the information

required by paragraph 48(ii) of the standard.

In consolidated financial statements, the i
presented on the basis of consolid
Accordingly, in the case of arnings per share is presented on the basis of
consolidated financial stat€ ancial statements of the parent.
¢ Definitions:
No.

Description

er than a preference share.

e carrying preferential rights to dividends and repayment

apital.

Any contract that gives rise to both a financial asset of one
enterprise and a financial liability or equity shares of another
enterprise.

E.g. Options, Warrants, Debentures, Investments etc.

A financial instrument or other contract that entitles, or may
entitle, its holder to equity shares.
Examples of potential equity shares are:
a. Debt instruments or preference shares, that are convertible
into equity shares;
b. Sharewarrants;

Options including employee stock option plans: under

which employees of an enterprise are entitled to receive
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equity shares as part of their remuneration and other
similar plans:

d. Contingently issuable shares,

5. | Share warrants Financial instruments that give the holder the right to acquire

/ Options equity shares.

6. | Fairvalue The amount for which an asset could be exchanged, or a liability

settled, between knowledgeable, willing parties in an arm’s

length transaction.
o Presentation:
An enterprise should present basic and diluted EPS on the face Jtemcx and loss
for each class of equity shares that has a different right to sha od. An

enterprise should presentbasic and diluted EPS with equal pro

This Statement requires an enterprise to present i if the amounts

disclosed are negative (a loss per share).

¢ Measurement:

(A) Basic EPS
Basic EPS should be calculatedday dividi e J [ oss for the period attributable to
equity shareholders by the 2 mber of equity shares outstanding during the
period.

Basic EPS = i.e. profit or loss foOr the period attributable to equity shareholders

extraordin tems, are included in the determination of the net profit or loss for the period.

Particulars Amount(Rs.)
Earnings before Tax from ordinary operating activities XX

(+) Extraordinary items (Income) XX

(-) Extraordinary items (Expense) (XX)

(-) Tax attributable to the period (XX)

(-) Preference dividend (*) (XX)
Profit for the purpose of calculating EPS XX

WWW.HERAMBCLASSES.COM CONT. 0251-2361216/ 7045833845/46/47 2|Page



http://www.herambclasses.com/

HERAMB PROFESSIONAL INSTITUTE

CA-INTERMEDIATE

ACCOUNTS

(*) Determination of amount of preference dividend to be deducted from Net Profit:

Amount of Preference Dividends to be deducted from the Net Profit for the period

!

!

!

The amount of any
preference dividends

onnon-cumulative

preferenceshares

provided for in respect

Full amountrequired
oncumulative
preference shares for
the period, whether or

not the dividends have

Amount does not include the

amount of any cumulative
preference shares paid or

declared during the current

period in respect of previous

of the period.

been provided for. periods.

2) Per Share (Basic - Denominator):
For the purpose of calculating Basic EPS, the nu

average number of equity shares outstanding during

Time Weighting Factor:

The time-weightin

Shares with different face values:

Where an enterprise has equity shares of different nominal values but with the same dividend
rights, the number of equity shares is calculated by converting all such equity shares into

equivalent number of shares of the same nominal value.

Para 22:The weighted average number of equity shares outstanding during the period and
for all periods presented should be adjusted for events, other than the conversion of
potential
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equity shares that have changed the number of equity shares outstanding, without a

corresponding change in resources.

Examplesinclude:

a. Abonus issue;

b. A bonus element in any other issue, for example a bonus element in a rights issue to
existing shareholders;

c. Ashare split; and

d. Areverse share split (consolidation of shares).

Weighted Average Number of Shares Outstan

Adjusted for time-weighting f

Partly paid up Para 22 items

shares

Bonusshares Bonus element in other

issue

Bonus Element in other issues (Rights Issue):

The issue of equity shares at the time of exercise or conversion of potential equity shares will
not usually give rise to a bonus element, since the potential equity shares will usually have
been issued for full value, resulting in a proportionate change in the resources available to the
enterprise. In a rights issue, on the other hand, the exercise price is often less than the fair

value of the shares. Therefore, a rights issue usually includes a bonus element.
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The number of equity shares to be used in calculating basic EPS for all periods prior to the rights

issue is the number of equity shares outstanding prior to the issue, multiplied by the following

factor:

Fair value per share prior to the exercise of rights

Theoretical ex-rights fair value per share (*)

(*) Theoretical ex-rights fair value per share

; A

Fair value of the shares prior to the exercise of the rights + Right issue proceeds

Number of shares outstanding after the exercise of the rights.

&
(B) Diluted Earnings Per Share:
Diluted EPS is calculated when there are i i e capital structure of the
enterprises.
The objective is to depict the potential redug asic EPS in future which impacts the
market price per share.
Dilution is a reduction in gérni increase in loss per share resulting from the

Numerator used for Basic EPS (Para 11) should be adjusted by the following after

taking into account any attributable change in tax expense for the period

! | l

Any dividends on dilutive Interest recognized in Any other changes in
potential equity shares the period for the expenses or income that
which have been deducted dilutive potential would result from the

in arriving at the equity shares. conversion of the dilutive
numerator of Basic EPS. potential equity shares.
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After the potential equity shares are converted into equity shares, the dividends, interest and
other expenses or income associated with those potential equity shares will no longer be
incurred (or earned). Instead, the new equity shares will be entitled to participate in the net
profit attributable to equity shareholders.

Therefore, the net profit for the period attributable to equity shareholders calculated in
accordance with paragraph 11 is increased by the amount of dividends, interest and other
expenses that will be saved, and reduced by the amount of income that will cease to accrue, on the

conversion of the dilutive potential equity shares into equity shares.

The amounts of dividends, interest and other expenses or incoz justed for any

attributable taxes.

2) Per Share (Diluted - Denominator):
For the purpose of calculating Diluted EPS, the number of eq

Weighted average number of Weighted average number of

equity shares calculated in equity shares which would be
accordance with paragraphs 15 issued on the deemed conversion
and 22 i.e. the denominator

used in Basic EPS.

of all the “dilutive” potential

equity shares into equity shares.

>

tial equity shares should be deemed to have been converted into equity shares at the

beginning of the period or, if issued later, the date of the issue of the potential equity shares.

If outstanding at the start of the year ‘ If issued during the year
Deemed conversion from first day of Deemed conversion from the
the Financial Year date of issue
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Potential Equity Shares - Weighted:

Potential equity shares are weighted for the period they were outstanding. Potential equity

shares that were cancelled or allowed to lapse during the reporting period are included in the

computation of diluted EPS only for the portion of the period during which they were

outstanding. Potential equity shares that have been converted into equity shares during the

reporting period are included in the calculation of diluted EPS from the beginning of the

period to the date of conversion; from the date of conversion, the resulting equity shares are

included in computing both basic and diluted EPS.

Consider financial yeasfa

Outstanding on the last

day of FY

year

Converted during the

Lapsed during the year

1

Weighted till last

r]ay ofthe EY

1

o March 2

-~

Weighted till the date of
conversion. From date of

conversion it’s included in Basic

Dilutive Potential Equity Share

y |

b/d from previous financial year

v

‘ Weighted till the

Issued during the year say 1/07/12

v

|
v

v

Lapsed on onverted on c/d to next Lapsed on Converted on c/d to next
30/06/2012 30/09/2012 financial year 31/12/12 30/09/12 year
v !

Weighted Weighted for 6M Outstanding Weighted Weighted for 3M Weighted
for 3 for diluted EPS. for 12 for 6 for diluted EPS. 9 months
months Weighted for 6M months for months Weighted for 6M for diluted
for diluted for basic EPS. diluted EPS for diluted for basic EPS. EPS
EPS Indirectly EPS Indirectly

including in including in

diluted EPS also. diluted EPS also.
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Example:

Consider the Financial year as 1 April 2011 till 31*t March 2012
Particulars of Dilutive Potential equity Time Weighting Factor

share

Issued on 1¢t January 2011 and outstanding 12/12 (outstanding from first day of the FY

for the year ended 31% March 2012 till last day of FY)
Issued on 1%t January 2012 and outstanding 3/12 (outstanding from date of issue till last
for the year ended 31% March 2012 day of FY)

Issued on 1%t January 2011 and converted on
30t September 2011

Issued on 1¢t July 2011 and converted on 31s
December 2011

Issued on 1t January 2011 and lapsed on 30t
June 2011

Issued on 1¢t July 2011 and lapsed on 31
December2011

Dilutive Options:

o Stock Options are financj

purchase arrangements are dilutive when they would result in the

for less than fair value.

Amount of the dilution = Fair Value - Issue Price

For the purpose of calculating diluted EPS, an enterprise should assume the exercise of

dilutive options and other dilutive potential equity shares of the enterprise.

The assumed proceeds from these issues should be considered to be received from the
issue at fair value.

The difference between the number of shares issuable and the number of shares that would have

been issued at fair value should be treated as an issue of equity shares for no consideration.
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And it is these equity shares which are treated as issued for no consideration that dilutes
the EPS. Those shares which are treated as issued for fair value will not be dilutive in

nature.

3) Dilutive Potential Equity Shares:

Potential equity shares should be treated as dilutive when, and only when, their conversion to equity

shares would decrease “net profit per share from continuing ordinary operations”

An enterprise uses net profit from continuing ordinary activities, as defined in AS 5, after

deducting preference dividends and any attributable tax thereto

relating to discontinued operations as “the control figure” tha

potential equity shares are dilutive or anti-dilutive.

Determination of whether a share is a Dilutive or Anti — Dil
If

Potential equity shares, on their conversion to

decrease EPS from continuing ordinary activities o

share from continuing ordinary activitig

Potential equity shares, on their conversi i They are said to be
increase EPS from continuing ordinary a anti-dilutive.

share from continuing ordinary activities

e earnings per incremental potential equity share is calculated.

IF earnings’per incremental share THEN potential equity share is
Is the least Most dilutive.
Is maximum Least dilutive.

¢ Restatement:
EPS of previous financial years is restated in certain cases in order to ensure proper comparability.
If the number of equity or potential equity shares outstanding increases as a result of a bonus issue
or share split or decreases as a result of a reverse share split (consolidation of shares), the

calculation of basic and diluted EPS should be adjusted for all the periods presented.
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If these changes occur after the balance sheet date but before the date on which the financial
statements are approved by the board of directors, the per share calculations for those financial
statements and any prior period financial statements presented should be based on the new
number of shares. When per share calculations reflect such changes in the number of shares, that
fact should be disclosed.

An enterprise does not restate diluted EPS of any prior period presented for changes in the

assumptions used or for the conversion of potential equity shares into equity shares outstanding.

Disclosure Requirements:

An enterprise should disclose the following:
1. Where the statement of profit and loss includes extraordi
should disclose basic and diluted EPS computed on

extraordinary items (net of tax expense);

a. The amounts used as the numerators in ca

and diluted EPS, and a reconciliation o

. Thenominal value of shares along with t

share aghounts
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| PRACTICAL QUESTIONS

1st Jan. 2001, Number of shares outstanding = 1800,

31st May 2001- Fresh Issue for Cash = 600,

1st November 2001 — Buy Back of shares = 300.

Calculate the Weighted Average Outstanding Number of Shares as at 31/12/2001.

Accounting year January to December

1st January: Opening Balance 1800 shares.
31st October: Issue of 600 shares of Rs.10 each, Rs.5 paid up.
Calculate Weighted Average Outstanding Number of Shares.

Accounting year January to December

1st January: 2 lac Equity Shares of Rs.10 each fully paid up.

Net Profit fo ar 2000 =Rs.11 lakhs
Net Profit for thfe year 2001 = Rs.15 lakhs
No. of shares outstanding prior to rights issue =5 lakhs

Right issue: 1 (new): 5 (old)

Rights issue price =Rs.15

Last date of exercise rights = 1st March 2001

Fair value of Equity shares immediately prior to exercise of rights on 01/03/01 = Rs.21.
Calculate Basic EPS for the year 2001 and adjusted EPS for the year 2000.
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7. Accounting year January to December
Net Profit = Rs.1 Crore
No. of equity shares outstanding = 50 lakhs
No. of 12% convertible debentures of Rs.100 each =1 lac
(Each debenture is convertible into 10 Equity Share)
Tax rate applicable = 30%
Calculate basic & diluted EPS.

8. PAT -Rs.10 lakhs
9% Debentures of Rs.10 each —Rs.1,00,000.
Each debenture is converted into one equity share on 01/10/2012. TaX1
Number of equity shares on 01/04/2012 — 10,000 shares
Calculate Basic and Diluted EPS for year ended 31/03/2013.

price of Rs.15 per share. Debenture holde
Calculate the number of equity shares to be olders exercising the option

to the maximum.

10. Accounting year January toddecembe

hare

Potential Equity Share

1. Options: 1 Lakhs with exercise price of Rs.60

2. Convertible Pref. Shares: § lakhs shares entitled to a dividend of Rs.8 per share. Each Preference
Share is convertible into 2 Equity shares.

3. 12% convertible Debentures: Nominal amount 10 crores; Face value =Rs.100.

Conversion ratio=1:4.

Calculate basic & diluted EPS.
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12. Mohur Ltd. has equity capital of Rs.40,00,000 consisting of fully paid equity shares of Rs.10 each.
The net profit for the year 2004 - 05 was Rs.60,00,000. It has also issued 36,000, 10% convertible
debentures of Rs.50 each. Each debenture is convertible into five equity shares. The tax rate

applicable is 30%. Compute the diluted earnings.

13. Given below is the capital structure of S Ltd. as on 31st March, 2004.

Particulars (Rs.in thousands)
Equity share capital (Shares of Rs.10 each) 40,000
Share premium 30,000

General reserve 40,000
Revaluationreserve

14% Fully convertible debentures

14% convertible debentures are of Rs.100 each a
converted into 5 equity shares (for each debentu
amounting (“000) Rs.20,000 during 2003 - 2004.

Particulars No. of lacs Amount Rs. in lacs
Equity shares outstanding 1,000 10,000

10% Convertibles : each to be shares | 200 20,000

Net profit after 1,000

Basic EPS (Rs.) 1,000/1,000 |1

ynverted at the beginning of the year that will reduce basic
ompute diluted EPS

’st rate in 12% and conversion into 6 Equity shares.
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