
AS-20
EARNINGS PER SHARE
1. This Accounting Standard is applicable to all entities. Partial exemptions are available to SMC & Level II and Level III entities.
2. Earnings per share mean speed of earnings per share for investment in company or entity on annual companies.
3. Earnings per share is a significant measure of performance and is the proxy for benefit in P/E ratio.
4. Issuance of AS-20 has now harmonized the accounting regulations in India, with international practices.
5.                                                 Types of Earnings per share
                                                                                                          


                                                                                                            
           Basic EPS                                                                                                                           Diluted EPS

6. Basic EPS=                        Earnings attributable to Equity Shareholders                                         PARA 10
                           Weighted average of outstanding equity shareholders during the year
7.  Meaning of Earnings attributable to Equity Shareholders: (PARA 11)

	Particulars
	`

	Profit after Tax
(after extraordinary items , after prior period items)
	xxxx

	Less: Preference Dividend on cumulative Preference Shares
(Whether declared or not)
	xxxx

	Less: Preference Dividend on non-cumulative Preference  Shares
(Declared only)
	xxxx

	Less:Prefence Dividend 
(Assume cumulative)
	xxxx

	Less:CDT on above dividend
	xxxx

	Earnings attributable to Equity Shareholders
	xxxx


NOTE: DON’T DEDUCT ANY TRANSFER TO ANY RESERVE.

8. Calculation of Weighted Average of  outstanding Equity Shares: (PARA 15)

	Particulars
	`

	Opening balance of outstanding shares for full year
	xxxx

	Add items: a) Public issue / fresh issue on time  proportion basis 
	xxxx

	                    b) Bonus issue  on full year basis
	xxxx

	                    c)Rights issue paid part on time proportion basis
	xxxx

	                    d)Rights issue bonus part on full year basis
	xxxx

	                    e)Amalgamation Purchase Consideration issue(purchase)on time proportion basis
	xxxx

	                    f)Amalgamation Purchase Consideration issue(merger)on time proportion basis
	xxxx

	                   g)Other issues (underwriting of shares) on time proportion basis
	xxxx

	Less Item:    Buy – Back of shares on time proportion basis
	xxxx

	Weighted Average of outstanding Equity Shares
	xxxx



9. If the enterprise has more than one class of equity shares , net profit or loss for the period is apportioned over the different classes of shares in accordance with their dividend rights.(PARA 14)
	Example 1: PAT for the year 20x5-20x6 is `10,00,000. On 1.4.20x5 10,000 equity shares of face value of ` 10 each were outstanding in the books. On 1.10.20x5 fresh issue of 2,000 equity shares of ` 10 were issued and fully paid up on 1.10.20x5. Calculate BEPS for 20x5-20x6.
   
Solution:

Basic EPS=                        Earnings attributable to Equity Shareholders                                 PARA 10
                           Weighted average of outstanding equity shareholders during the year
 

                                 =                                     `10,00,000                                                                           
                                                        (10,000x12/12) + (2,000x6/12)
                                 = ` 90.91



                                                                                                                                                                                  
10. Whenever shares are partly paid up (entitled to dividend) , then  calculation should be made on per Re(`) basis of “ share capital “. BEPS & DEPS will be disclosed for each CLASS of shares (PARA 8).

	Example 2: Calculate Basic Earnings Per Share for 20x8-20x9.

	Earnings attributable for ESH (20X8-X9)                                         
	`10,00,000

	Equity Shares Opening Balance 01/04/20X8
	16,500 Shares of `10 each 7 paid up 

	Public Issue 01/07/20x8
	10,000 Shares of `10 each 6 paid up

	Received Calls on 01/10/20x8
	16,400 Shares of `10 each 7 paid up

	Received Calls on 01/11/20x8
	10,000 Shares of `4 per share

	
Solution :
	


 
Basic EPS=                        Earnings attributable to Equity Shareholders                                 PARA 10
                           Weighted average of outstanding equity shareholders during the year
 
                       =                                                            10,00,000
                                 (16,500x7x12/12) + (10,000x6x9/12) + (16,400x3x6/12) + (10,000x4x5/12)  

                       =        4.96 per `
BEPS (`10)    =     4.96 x 10 = ` 49.60



PPARA 24:
11. Bonus Shares: Since funds are not received on issue of bonus shares, hence date of issue is not relevant. Bonus shares should be considered as mathematical calculations for complete periods (inclusive of comparatives). Ratio of comparative years is called Recalculated / Restated / Adjusted / Readjusted Ratio.
12. Shares Split:  This is treated just like bonus issue and considered for Current Year & Comparative Periods.

13. Rights Issue (PARA 25):
Right Shares are issued to existing shareholders, at a price which is concessional than actual fair value of shares. Right shares are treated as BONUS PART & PAID PART for the purpose of AS-20. 

	Following steps are applied:

Step 1: Calculate fair value of EX-Right of share;

Fair value of= No. of shares x Fair value             +    Right Shares x Right Price
EX-Right           before right       before right 
of share                                           Total No. of shares after right

Step 2: Calculate Paid part in right shares
               Paid Part = Right Shares x Right Price
                       Fair Value EX-right

Step 3: Calculate Bonus Part in right shares

Bonus Part = Right Shares – Paid Part


NOTE: DUE TO BONUS PART, BEPS OF COMPARATIVE PERIODS WILL ALSO BE RECALCULATED.

NOTE: FOR BONUS PART, TIME IS IRRELEVANT AND FOR PAID PART, TIME IS RELEVENT.
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	Example 3: 
	Profit after tax (10-11)
	15,00,000

	Profit after tax (11-12)
	20,00,000

	01/04/2010
	Balance 2,50,000 shares

	01/07/2010
	Public issue 50,000 of `10 each 7 paid up (issue price `27/-)

	01/10/2010
	Call received `3/-

	01/08/2011
	Bonus issue 70,000 of `10 each 10 paid up

	01/09/2011
	Right issue 40,000 shares of `10 each @70 each fair value before right 90 each

	On 01/04/2010
	Company had 12% Preference share capital of ` 5, 00,000. CDT@10%


For company it is mandatory to transfer `2,00,000 to general reserve.PAT of both the years are calculated before adjusting extraordinary loss of `30,000(Tax rate 30%).

Solution:
Basic EPS=                        Earnings attributable to Equity Shareholders                                          
                           Weighted average of outstanding equity shareholders during the year

	BEPS
	2010-11
	2011-12

	Earnings attributable to ESH
	`14,13,000
	`19,13,000

	Weighted average of no. of equity shares
	28,37,500
	39,67,500

	BEPS(in per `)
	0.50
	0.48

	BEPS (Restated)
	
	

	Earnings attributable to ESH
	28,37,500
	-

	Add:Bonus
	7,00,000
	-

	Add:Bonus(Right shares)
	    82,000
	-

	
	36,19,500
	-

	Restated BEPS(in per `)
	0.39
	-

	
BEPS(`10)
	
5.00
	
4.80

	Restated BEPS( `10)
	3.90
	-

	
	
	



Working Note 1: Calculation of Earnings attributable to Equity Shareholders :(`)

	
	2010-11
	2011-12

	Profit after tax 
	15,00,000
	20,00,000

	Extraordinary loss (net off tax)
	      21,000
(30,000 x 0.70) 
	      21,000


	PAT(after EOI)
	14,79,000
	19,79,000

	Less:Prefence dividend
	60,000
(5,00,000 x 12%)
	60,000
(5,00,000 x 12%)

	Less:CDT @ 10%
	6,000
	6,000

	Earnings attributable to ESH
	14,13,000
	19,13,000



Working Note 2: Calculation of Weighted average of outstanding shares(`)

	
	2010-11
	2011-12

	Opening balance of shares
	20,50,000
	30,00,000

	Add: Public issue
	  2,62,000
(50,000 x 7 x 9/12)
	_

	Add: Call Money
	75,000
(50,000 x 3 x 6/12)
	_

	Add: Bonus Issue
	_
	7,00,000
(70,000 x 10 x 12/12)

	Add : Rights issue
	
	

	Paid part (31,800 x 7/12 x 10)
	_
	1,85,500

	Bonus part ( 8,200 x 10 x 12/12)
	_
	82,000

	
	28,37,500
	39,67,500



Working Note 3:  Calculation of paid part & bonus part in rights issue:

a) Fair value after right = Worth before right + Rights proceeds
                                                                           Total shares

                                                   =  (3,70,000 x 90 ) + ( 40,000 x 70 )     
                                                                             4,10,000

                                                   = 88.05         

b) Paid part = Right proceeds  =  40,000 x 70 
                                    F.V. after right            88.05

c) Bonus part = Right shares – paid part
                     = 40,000 – 31,800
                     = 8,200 shares   	



14. Dividend Rights (Different Dividend Rights):
Dividend Rights can be of two types:
· Absolute Rights
· Proportionate Rights

In case of absolute rights, clauses of equity shares are entitled to increment in dividend.

Class A: Normal Rights
Class B: Normal Rights + x%

In case of proportionate rights classes of equity shares are entitled to increment as proportions.

Class A: Normal Rights
Class B: Normal Rights x X%

Following steps are applied:

a) For absolute rights:
i. Calculate special dividend for each class
ii. Calculate balance earnings for all classes (Total Earnings – Special Dividend)
iii. Calculate BEPS for each class on balance earnings.
iv. Add special dividend per share to normal BEPS
 
b) For proportionate rights:
i. Calculate dividend ratio for all classes
ii. Dividend ratio = Share x paid value x dividend right
iii. Allocate earnings in dividend ratio
iv. Calculate BEPS for each class

15. Issue of Shares in case of Amalgamation
Amalgamation can be in nature of Purchase or merger:

Purchase: Issue of shares is treated just like PUBLIC ISSUE.
Merger: Issue of shares is treated as from beginning of current year and earnings includes earnings of merger entity.

NOTE: RESTATEMENT IS NOT REQUIRED.

For concept clarity: MERGER
[image: ]
	Example 4: Calculate Basic Earnings per Share assuming:

(i) Purchase
(ii) Merger
Earnings attributable for equity shareholders Ram Ltd.(10-11)     6,00,000
Earnings attributable for Equity shareholders Sham Ltd.                2,00,000      
(1/4/2010 to 31/10/2010)
Ram Ltd took over Sham Ltd. On 31/10/2010 in nature of merger
Opening balance (Ram) shares                                                              1,00,000
Under Purchase Consideration Shares Issue were 20,000 nos.

Solution:     Calculation of Basic Earnings Per Share
Basic EPS=                        Earnings attributable to Equity Shareholders                                 PARA 10
                           Weighted average of outstanding equity shareholders during the year
 PURCHASE:
                      =                                                           `6,00,000                                     = `5.538                              
                                                                (1,00,000x12/12) + (20,000x5/12)

MERGER:

BEPS                =                    `8,00,000          =                `6.67
                                                 1,20,000



DILUTED EARNING PER SHARE

Diluted EPS means Basic EPS after considering effects of dilutive potential equity shares. This nullifies the advantage included in Basic EPS from Potential Equity Shares.

DEPS = Earnings attributable to equity shareholders after effects of dilutive potential equity shares
                       Weighted Average of outstanding equity shares + Dilutive potential equity shares

a) Meaning of Potential Equity Share (PES)
Any instrument or contracts which qualify all of following conditions are called PES.
i. Resources have been received in cash or kind;
ii. Such resource has been utilized in business;
iii. Equity share are to be issued for settlement of such contract / instrument.
Examples:   
· Share Warrant
· Convertible Preference shares
· Covertible Debentures
· Share application (used in business)
· Employee stock option
· Partly paid shares not entitled to dividend     

b) Whenever dilutive PES are to be identified apply following steps:
Step 1: Calculate Incremental EPS (IEPS)

IEPS = Effect on earnings if PES is treated as Equity Shares
             Effect on share if PES is treated as Equity Shares

Step 2: Test for Dilution (PARA 39)

PES are treated as dilutive only and only if, Net profit per share decreases from continuing ordinary operations.

For this purpose PES should be tested in ascending order of IPES.
c) Diluted EPS = BEPS +  effects of dilutive PES

NOTE: IF RESTATED DEPS IS TO BE CALCULATED THEN

i. IEPS SHOULD BE RECALCULATED
ii. TEST FOR DILUTION WILL BE REPEATED & THEN RESTATED DEPS WILL BE CALCULATED
	Example 5:
	
	2010-11
	2011-12

	Profit Before Tax
	7,00,000
	9,00,000

	Extraordinary Income
	40,000
	20,000

	Loss from Discontinuing operation
	(30,000)
	(10,000)

	Total
	7,10,000
	9,10,000

	Tax @ 30%
	2,13,000
	2,73,000

	Profit after Tax
	4,97,000
	9,37,000



	01/04/2010
	Balance Equity Shares 50,000

	01/07/2010
	Public issue 10,000 shares

	01/04/2010
	7% Debentures `5,00,000 (share to be converted 3,000)
Dividend Distribution Tax @ 10% conversion date 01.01.2012

	01/07/2010
	12% Debentures `6,00,000 to be converted into shares 40,000 on 01.02.2012

	01/08/2011
	10,000 share warrant to be converted in 2018

	01/05/2011
	Share application money received and invested in business `6,00,000 (value per share 10)
Allotment made 01/10/2011

	01/07/2011
	Bonus Issue 5,000 shares

	Calculate
	Basic Earnings Per Share 10-11 , 11-12
Diluted Earnings Per Share 10-11 , 11-12



Solution: 
 WAIT FOR PART 2 OF THIS FILE.
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