Earnings Per Share- An investment Measure
Is the Dream run over, has the market become bearish? The global market crisis lead by the Sub Prime lending has left the investors all over the world in a Jinx.

Moreover, ever since Lehmann brothers. have gone into bankruptcy, the investors have lost their total confidence in the stock market. Today investors are looking to invest in safe and secure funds irrespective of rate of returns.
Now the question that hits everyone’s mind is, why Sub-prime crisis of US have impacted the investments in Indian stock market exposing it to such volatility? Is it because the market sentiments are really low or the Indian companies listed in the stock market are fundamentally not strong to sustain such highs??
The market analysts, including the investment magnate, Rakesh Jhunjhunwala are of the opinion that this is a great opportunity to buy. But still the investors are carrying negative sentiments. 
In this article we take a step to educate the investor as to how they can plan their investment in this crunch situation by analyzing EPS- Earnings per Share. 
The EPS is an important tool kit to an investor helping him to take decision in relation to his investment, it gives the investor that extra bit of confidence as he can compare the earnings of one company with other and invest in the company which is most profitable to him. To help the investor in this comparison the ICAI has issued AS -20 which has been prescribed by the Companies Act 1956 read with the Companies (Accounting Standards) Rules, 2006.
The Accounting Standards is issued to establish and improve standards of financial reporting that will result in useful information for users of financial reports and guide and educate the public, including bankers, creditors, and users of those financial reports.  
On the same lines AS -20 was issued so as to make the investor help comparing the financial statements. As – 20 states the following:
Applicability:
AS-20 (Earnings per Share) is applicable to the enterprises whose equity shares and potential equity shares are listed on a recognized stock exchange. If the enterprise is not so covered but chooses to present EPS, then it should calculate EPS in accordance with the standard.

Calculating EPS:
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While calculating EPS, the focus is on denominator to be adopted for EPS calculation:
In case of enterprises presenting consolidated financial statements, EPS has to be calculated on the basis of consolidated information. The major requirement is to present basic and diluted EPS on the face of Profit & Loss statement with regards to all periods presented in the financial statement. EPS is required to be presented even when earnings are negative (i.e. loss per share)
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Calculating Basic EPS:

The weighted average number of shares for all the periods presented is adjusted for bonus issue, share split and consolidation of shares. In case of rights issue at price lower than fair value, there is an embedded bonus element for which adjustment is made.
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Calculating Diluted EPS:
The weighted average numbers of shares for this purpose are adjusted for the effects of dilutive potential equity shares (i.e., assuming conversion into equity of all dilutive potential equity). Potential equity shares are treated as dilutive when their conversion into equity would result in a reduction in profit per share from continuing operations. Also the effects of anti-dilutive potential equity shares are ignored in calculating diluted earnings per share. These are the kind of shares, the conversion of which to equity would increase or decrease earnings or loss per share from continuing ordinary activities. Each issue or series of potential equity shares is considered separately rather than in aggregate.


If the number of equity shares or potential equity shares outstanding increases or decreases on account of bonus, splitting or consolidation during the year or after the balance sheet date but before the approval of financial statement, basic and diluted EPS are recalculated for all periods presented.
The following example will clarify the method of calculating basic and diluted EPS:

Accounting Year: 2007-08
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Solution : 
(a)  Basic EPS = 100000/30000 = Rs. 3.33 per share
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Increase in Earnings Attributable to Equity share holders on conversion of Potential Equity Shares. 
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Since diluted EPS is increased when taking the convertible preference shares into account (from Rs. 1.61 to Rs. 1.75), the convertible preference shares are anti- dilutive and are ignored in the calculation of diluted EPS. Therefore diluted EPS is Rs. 1.61.

An investor strives hard to maximize his returns on investment and to make his investment portfolio a profitable one; he uses this tool to make judgment on his investment. Such intense research would enable him to sustain the pressures of the ever fluctuating stock markets. The importance of AS 20 is even more emphasized by the expert analysts as the share prices are more notional rather than being rationale in the modern world of investments. So, by comparing the EPS of two different companies or of two different periods of the same company, an investor would surely find himself stocked up with the right investments.
