EPS – is a financial ratio indicating amount of profit or loss for the period attributable to each equity share.
As per ASI 12 every company, which is required to give information under PART IV of SCHEDULE VI to the companies act, 1956 should calculate and disclose EPS in accordance with AS 20 whether or not its shares are listed in stock exchange.
Basic EPS or diluted EPS should be disclosed even if the amounts disclosed are NEGATIVE (loss per share).
Uses of EPS:
· Used by investors to compare the growth (shrinkage) of a company's earnings from year to year, as well as to forecast future growth of earnings
· EPS comparisons and forecasts can then be used for deciding which stock to purchase shares in and/or when to sell a shrinking EPS stock in exchange for buying a growing EPS stock.



 





Basic EPS:
 (
                                      Net profit/loss attributable to 
Equity share holders
Basic EPS =                         
           
         
   Weighted average number of equity shares outstanding during the period
)



Net profit:
(+) Prior Period items and extra ordinary items as per AS-5
(-) Preference dividend : 
cumulative preference shares  dividend should be deducted whether provided or not in accounts
Non cumulative shares  dividend is deducted only when provided in accounts.
More than one class of Equity shares – Net profit / loss should be apportioned over different classes of shares in accordance with their dividend rights.

Weighted average number of shares:
 (
Number of equity shares outstanding at 
beginning of the period
Equity shares bought back
Equity shares issued during the current period
)
 (
Time factor (t)
)
	Purpose of issue of Equity shares
	Period considered for (t) from

	· In exchange of cash
	When cash is receivable

	· Conversion of debt instrument to equity shares
	Date of conversion

	· issued in lieu of interest or principal on other financial instruments
	Date on which interest ceases to accrue

	· in exchange for settlement of liability
	Date the settlement becomes effective

	· on acquisition of asset other than cash
	Date on which asset is recognized

	· issued for rendering of services
	Date on which services are rendered

	· Amalgamation in the nature of purchase
	Date of acquisition

	· Amalgamation in the nature of merger
	Beginning of the reporting period

	· Partly paid shares
	Treated as Fraction of shares 

	· Issuable on satisfaction of certain conditions on contractual arrangements
	When all the necessary conditions to the contract are satisfied

	· Bonus shares/share split
	As if Issued at the BEGINNING OF THE REPORTING PERIOD



Time factor = no. of days for which specific shares are outstanding
Total number of days in the period

Right shares:
Exercise price < fair value  difference is Bonus element
Exercise price is the price at which share holders are offered to buy right shares by the company
Fair value  current market value of the share 
No . of equity shares to be used in calculating BEPS for all prior periods to the rights issue
Equity shares outstanding prior to the issue * adjustment factor
Adjustment factor = Fair value per share immediately prior to rights issue/
			Theoretical ex-rights fair value

Theoretical ex-right fair value = 
	Aggregate fair value of shares immedaiately prior to excise of the rights 
						+
				Proceeds from exercise of rights
Number of shares outstanding immediately after the rights issue 

Diluted Earnings Per Share: Future earnings per share

 (
No control
)
When DEPS arises?
 (
Diluted
)Net profit attributable to Equity share holders	
 (
Change in denominator without corresponding increase in numerator 
- 
 considered
 while calculating DEPS
) (
Can be controlled
)Weighted avg no of shares





Don’t consider:
· If there is corresponding change in numerator & denominator
· If there is change in numerator without change in denominator
· Bonus shares
·  (
These will increase only denominator without any change in numerator. (
considered
 in BEPS)
)Share split
· Shares consolidation
· Bonus element in rights issue 
Potential equity shares are dilutive if their conversion results in reduction of BEPS. If they increase EPS then they should not be considered as dilutive.
Convertible Debentures, Convertible Preference shares and employee stock options – potential equity shares.
Diluted earnings:
Net profit or loss attributable for the period to the existing share holders
Dividend + distribution tax ( convertible preference shares) previously deducted
Interest net off tax ( convertible debentures or loans previously charged)
Order for considering potential equity shares:
Potential equity shares should be ranked in order of dilutive effect.
Dilutive effect = incremental net profit/incremental equity shares arising out of conversion.
Restatement:
Equity shares or potential equity shares are increased as a result of
· Bonus issue
· Share split
· Consolidation of shares 
Basic and diluted EPS should be restated for all the periods presented.




Types of EPS


Basic EPS


Diluted EPS











