Analysis of Impact of FASB Statement No. 1XX, Accounting by Issuers for Financial Instruments 

with Characteristics of Liabilities, Equity, or Both, on EITF Issues


	Status after 
Statement 1XX
	Current EITF Guidance
	Effect of Statement 1XX

	
	EITF Issue No. 84-40—Long-Term Debt Repayable by a Capital Stock Transaction
	

	
	Parent Co. forms a subsidiary that in turn forms an owner trust (the “Trust”) of which the subsidiary is the sole beneficiary.  The Trust issues debt and uses the proceeds, together with cash paid in by the subsidiary, to purchase preferred stock issued by Parent Co.  The preferred stock is cumulative, is callable (after a period of time but not while the stock is held by the Trust) at Parent Co.’s option, and carries an adjustable dividend rate pegged in a manner similar to the rate on the debt.  The preferred stock is also convertible into common stock of Parent Co. at a fluctuating conversion rate.

An agreement between Parent Co. and the Trust provides that Parent Co. can issue only common stock if the preferred stock is converted.  The Trust agreement requires that the Trustee either sell the preferred stock or convert and sell the related common stock to make required principal payments.  In summary, the debt issued by the Trust is repayable solely by the issuance of Parent Co.’s common stock.  The issues are (1) whether the Trust used to effect the transaction should be consolidated and (2) whether the debt should be classified as long-term debt, as a component of stockholders’ equity, or between long-term debt and stockholders’ equity (similar to mandatorily redeemable preferred stock) in the consolidated financial statements.
	

	N/A
	1.
The EITF reached a consensus that consolidation of the Trust used to effect the transaction is required.
	Statement 1XX does not address consolidation.

	Resolved
	2.
The EITF did not reach a consensus on the classification of the debt.  The SEC Observer suggested that the perspective of the debt holders be considered in assessing the appropriate consolidated balance sheet classification.  He also stated that the SEC staff has concluded that, in the absence of an FASB pronouncement addressing the issue, those transactions should be treated as debt and that interest expense should be reflected in the income statement.  He also clarified that the SEC has rejected a classification between debt and equity in the financial statements.
	Under Statement 1XX, the classification of the debt is based on the obligations of the issuer (the Trust).  Although the EITF guidance is not clear on the characteristics of the debt, it is assumed that the terms of the debt mandate cash payment of all scheduled principal and interest payments.  Notwithstanding the source of the Trust’s capacity to repay the debt (the Parent’s equity), the debt represents an obligation of the Trust to transfer cash to the debt holder.  Accordingly, the debt is classified as a liability of the Trust and, if the Trust is consolidated pursuant to the consensus in issue 1, the debt is reflected as a liability of the consolidated entity.  

	
	
	

	
	EITF Issue No. 85-29—Convertible Bonds with a “Premium Put”
	

	
	Convertible bonds are issued at par with a “premium put” allowing the investor to redeem the bonds for cash at a multiple of the bond’s par value at future dates prior to maturity.  If the investor does not exercise the premium put, the put expires.  At the issue date, the carrying amount of the bonds is in excess of the market value of the common stock that would be issued under the conversion terms.  The issue is whether the issuer should accrue a liability for the redemption price.  The EITF reached consensuses that:
	

	Nullified
	1.
The issuer should accrue a liability for the put premium over the period from the date of debt issuance to the initial put date.
	Under FASB Statement No. 133, Accounting for Derivative Instruments and Hedging Activities, the combination of the put and conversion features would warrant separate accounting as a derivative (see Statement 133 EITF analysis). Statement 1XX would require separate accounting for the put and conversion features of the combined derivative.  The proceeds of issuance are allocated to the three components (the bond, the put option, and the conversion option).  Because the put option component is a derivative, that component is recorded at fair value, with the remaining proceeds allocated to the debt and the conversion option based on relative fair values, if practicable.  [The conclusion described herein may require an amendment to Statement 133 to permit bifurcation of a compound derivative when that derivative includes liability and equity components.]

	Nullified
	2.
Accrual should continue regardless of any changes in the market value of the debt or underlying common stock.
	The put option meets the definition of a derivative in Statement 133 and is accounted for pursuant to that Statement.  

	Nullified
	3.
If the put expires unexercised, the accounting should depend on the relationship between the put price and the market value of the underlying common stock at the put’s expiration date.  If at that time the market value of the common stock under conversion exceeds the put price, the put premium accrued should be credited to additional paid-in capital.  If the put price exceeds the market value of the common stock under conversion, the put premium should be amortized as a yield adjustment over the remaining term of the debt.
	The put option meets the definition of a derivative in Statement 133 and is accounted for pursuant to that Statement.  

	
	
	

	
	EITF Issue No. 86-32—Early Extinguishment of a Subsidiary’s Mandatorily Redeemable Preferred Stock
	

	Nullified
	1.
The EITF reached a consensus that the enterprise’s acquisition of a subsidiary’s mandatorily redeemable preferred stock should be accounted for as a capital stock transaction.  Accordingly, the consolidated entity would not recognize in its income statement any gain or loss from the acquisition of the subsidiary’s preferred stock.
	Under Statement 1XX, mandatorily redeemable preferred stock is classified as a liability because it embodies an obligation that requires the issuer to settle by transferring assets.  Therefore, the consolidated entity would recognize a gain or loss upon extinguishment of the subsidiary’s mandatorily redeemable preferred stock.

	Nullified
	2.
The EITF members noted that, in the consolidated financial statements, the dividends on a subsidiary’s preferred stock, whether mandatorily redeemable or not, would be included in minority interest as a charge against income.
	Because mandatorily redeemable preferred stock is classified as a liability under Statement 1XX, dividends are reflected as an expense in the consolidated statement of operations.

	
	
	

	
	EITF Issue No. 88-9—Put Warrants
	

	
	Note:  This consensus applies only to non-public companies.  Public companies are required to apply the consensus in Issue 96-13, which was partially nullified by Statement 1XX.

Put warrants are instruments with characteristics of both warrants and put options. The holder of the instrument is entitled to exercise (1) the warrant feature to acquire common stock of the issuer at a specified price, (2) the put option feature to put the instrument back to the issuer for a cash payment, or (3) in some cases, both the warrant feature to acquire common stock and the put option feature to put that stock back to the issuer for a cash payment.  Put warrants are generally issued concurrently with debt securities of the issuer, are detachable from the debt, and may be exercisable only under specified conditions.  The put feature of the instrument may expire under varying circumstances; for example, with the passage of time or if the issuer has a public stock offering.  Under Opinion 14, a portion of the proceeds from the issuance of debt with detachable warrants must be allocated to those warrants.
	

	Nullified
	1.
The EITF reached a consensus that the accounting approach for put warrants should be similar to that for mandatorily redeemable preferred stock and that the portion of the proceeds applicable to the put warrants should be classified as equity except in situations similar to those identified in Issue No. 86-35, “Debentures with Detachable Stock Purchase Warrants.”  (Note: Issue No. 86-35 was superseded by Issue No. 96-13.)  In those situations, the portion of the proceeds applicable to the put warrants should be classified as a liability.  The SEC Observer and EITF members noted that publicly held companies should classify put warrants recorded as equity as temporary capital in accordance with ASR 268.
	Put warrants comprise both an equity component (the warrant) and a liability component (put option).  Therefore, under Statement 1XX, the instrument is separated into its liability and equity components.  The put option is a derivative under Statement 133 and, therefore, the with-and-without method is used to allocate the proceeds of issuance to the components. [The conclusion described herein may require an amendment to Statement 133 to permit bifurcation of a compound derivative when that derivative includes liability and equity components.]

	Nullified
	2.
The EITF reached a consensus that adjustment of the put warrant from the value assigned at the date of issuance to the highest redemption price of the put warrant (the put feature adjustment) is appropriate.  Put feature adjustments should be accrued over the period from the date of issuance to the earliest put date of the warrants.  Changes in the highest redemption price after the date of issuance and before the earliest put date, including changes in interim periods, are considered to be changes in accounting estimate and should affect the put feature adjustment on a prospective basis.  Changes in the highest redemption price after the earliest put date should be recognized in the current period.  Classification of the adjustment should be consistent with the balance sheet classification of the put warrant.
	If the liability meets the definition of a derivative (refer to paragraph 61(e) of Statement 133), it is adjusted to fair value each reporting period as if it were a stand-alone financial instrument.


a.
“Equity” basis assumes that the warrants will be exercised, which requires use of the “if-converted” method set forth in Opinion 15.  For this computation, the effect of the put feature adjustment on earnings available to common shareholders should be reversed, and the number of additional shares of common stock that would be issued if the warrants were exercised, net of the treasury shares that could be purchased from the proceeds from exercise of the warrants, should be included in shares outstanding.

	b.
“Debt” basis assumes that the put option feature will be exercised; thus, the put warrants are not considered common stock equivalents.  For this computation, the effect of the put feature adjustment on earnings available to common shareholders should be retained, and no additional shares of common stock should be included in shares outstanding.
	Statement 1XX refers to the guidance in Statement 128, Earnings per Share, (which superseded APB Opinion 15, Earnings per Share) and EITF Topic D-72, "Effect of Contracts That May be Settled in Stock or Cash on the Computation of Diluted Earnings per Share" for the calculation of earnings per share.  
	

	
	
	

	
	EITF Issue No. 89-3—Balance Sheet Presentation of Savings Accounts in Financial Statements of Credit Unions
	

	
	The AICPA Credit Union Guide requires that savings accounts (also referred to as members’ share accounts) be reported in the statement of financial condition as a liability.  Some credit unions oppose this requirement and have chosen to report savings accounts as equity.  Others have presented an unclassified statement of financial condition that does not include the caption total liabilities or a subtotal for liabilities but rather lists all liability and equity accounts under the heading liabilities and equity and presents savings accounts as the last item before retained earnings.
	

	Affirmed
	1.
The EITF reached a consensus that for a credit union to be in compliance with the Guide, it must be unequivocal on the face of the statement of financial condition that savings accounts are a liability.  
	Under Statement 1XX, savings accounts represent obligations that require settlement by transfer of cash.  Therefore, they would be classified as liabilities.

	N/A
	2.
The EITF also reached a consensus that a statement of financial condition must either (1) present savings accounts as the first item in the liabilities and equity section or (2) include savings accounts within a captioned subtotal for total liabilities.
	Statement 1XX does not address this issue.  Therefore, the EITF consensus would continue to apply. 

	
	
	

	
	EITF Issue No. 90-19—Convertible Bonds with Issuer Option to Settle for Cash upon Conversion
	

	
	A company issues a debt instrument that is convertible into a fixed number of its common shares.  Upon conversion, the issuer is either required or has the option to satisfy all or part of the obligation in cash.  Three variants of this instrument have been identified:

Instrument A:
Upon conversion, the issuer must satisfy the obligation entirely in cash based on the fixed number of shares multiplied by the stock price on the date of conversion (the conversion value).

Instrument B:
Upon conversion, the issuer may satisfy the entire obligation in either stock or cash equivalent to the conversion value.

Instrument C:
Upon conversion, the issuer must satisfy the accreted value of the obligation (the amount accrued to the benefit of the holder exclusive of the conversion value) in cash and may satisfy the conversion spread (the excess conversion value over the accreted value) in either cash or stock.

In all cases, if the holder does not exercise the conversion option, the issuer must repay the accreted value of the debt in cash at maturity.

The issues are:
	

	Nullified
	1.  
Whether the initial balance sheet treatment by the issuer should provide for separate or combined accounting for the conversion feature and debt obligation.  The EITF reached a consensus that combined accounting for the conversion feature and debt obligation is the appropriate accounting by the issuer for instruments A, B, and C.
	Although the EITF guidance is not clear on the characteristics of the debt, it is assumed that the terms of the debt include a requirement for periodic cash interest payments.

Instrument A does not include an equity component.  Regardless of whether the holder exercises its conversion option, the instrument embodies an obligation that requires settlement by a transfer of cash.  Therefore, Statement 1XX does not require the instrument to be separated into components.  However, the conversion option is required to be separated from the debt host contract and accounted for separately by the issuer as a derivative instrument because changes in fair value of an equity interest and the interest rate on a debt instrument are not clearly and closely related.  This consensus on Instrument A was nullified by Statement 133.

Instrument B comprises (a) an obligation to repay the principal by transferring assets, (b) an obligation to make periodic transfers of assets to pay interest, and (c) a conversion option that, if exercised by the holder, would permit the issuer to settle the obligation by issuing a fixed number of equity shares.  

Under Statement 1XX, components (a) and (b) are classified as liabilities because they embody obligations that require settlement by a transfer of assets.  (Because neither component is subject to the requirements of Statement 133, they may be combined for presentation purposes.)  Because component (c) permits (at the issuer’s discretion) settlement by a fixed number of equity shares, that component is classified as equity.  The proceeds of issuance are allocated to the components using the relative-fair-value method unless impracticable.  If use of that method is impracticable, the with-and-without method is used.

Instrument C comprises (a) an obligation to repay the principal by transferring assets, (b) an obligation to make periodic transfers of assets to pay interest, and (c) a conversion option that, if exercised by the holder, requires the issuer to transfer cash to settle one portion of the obligation, and permits the issuer to issue equity shares or pay cash to settle another portion.  Because the monetary value of the obligation to issue equity shares varies not only with changes in the fair value of the underlying common stock but also based on the change in accreted value of the instrument, that obligation does not meet the conditions to be classified as equity, and the entire instrument is classified as a liability.  Similar to Instrument A above, the conversion option is separated from the debt host contract and separately accounted for by the issuer as a derivative instrument.

	Partially Nullified
	2.  
How the issuer should account for the excess conversion value over the accreted value. The EITF reached a consensus that instruments A and C should be accounted for similar to indexed debt obligations.  The issuer should adjust the carrying amount of the instrument in each reporting period to reflect the current stock price, but not below the accreted value of the instrument.  Adjustments to the carrying amount are included in current income and not spread over future periods.  Instrument B should be accounted for as conventional convertible debt.  If the holder exercises the conversion option and the issuer satisfies the obligation in cash, the debt should be considered extinguished at that time and the issuer should follow the accounting prescribed by Opinion 26, paragraph 20, which states, “A difference between the reacquisition price and the net carrying amount of the extinguished debt should be recognized currently in income of the period of extinguishment as losses or gains . . . .”  The gain or loss should be classified pursuant to Statement 4.
	Statement 133 requires that the embedded derivatives (conversion features) in Instrument A and Instrument C be reflected at fair value at each reporting period.  Based on other existing literature, the related liability component is accreted to the amount payable at maturity.

For Instrument B, Statement 1XX requires the amount attributed to the liability to be accreted to the amount payable at maturity.  If the convertible debt is repaid, the issuer is required to allocate the consideration paid to the liability and equity components based on their relative fair values at the date of settlement.  Any difference between the amount allocated to the liability component and its carrying amount would be recognized as a gain or loss and classified in accordance with FASB Statement No. 4, Reporting Gains and Losses from Extinguishment of Debt.

If the convertible debt is converted according to its original terms, the issuer is required to allocate the fair value of the convertible debt as of the date of conversion to the liability and equity components.  Any difference between the amount allocated to the liability component and its carrying amount is recognized in earnings.

	N/A
	3.  
How each instrument should be treated in earnings-per-share computations.  The EITF reached a consensus that Instrument A does not have an impact on primary or fully diluted earnings per share of the issuer other than the recognition of the conversion spread as a charge to income.  Instrument B would be included in the computation of diluted earnings per share using the if-converted method if the effect is dilutive.  The earnings-per-share treatment is consistent with the accounting for Instrument B as convertible debt.  Instrument C would be included in the computation of diluted earnings per share using the if-converted method (if dilutive).  Under the if-converted method, net income (loss) would be adjusted for the after-tax increase or decrease in the conversion spread to arrive at net income (loss) available to common shareholders.  
	Statement 128 nullified the consensus relating to “primary” earnings per share and affirmed the consensus for diluted earnings per share for all three instruments.  Because Statement 1XX refers to Statement 128 for the calculation of earnings per share, this consensus is not changed.  

	
	
	

	
	EITF Issue No.  96-13—Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own Stock
	

	
	The EITF discussed the accounting for freestanding contracts that are indexed to, and potentially settled in, a company’s own stock and reached several consensuses, as described below.  The consensuses in this Issue are to be applied to all freestanding financial instruments that are indexed to, and potentially settled in, a company’s own stock; however, nonpublic companies may continue to apply the consensus in Issue No. 88-9, “Put Warrants,” to the instruments covered by that Issue.  Hereinafter, the framework for accounting that is established in this Issue is referred to as the “Model.”
	Application of Statement 1XX to individual instruments discussed in Issue 96-13 is described in Exhibit 1.

	Partially Nullified
	1.  Initial balance sheet classification 

The initial balance sheet classification generally is based on the concept that contracts that require net cash settlement are assets or liabilities and contracts that require settlement in shares are equity instruments.  If the contract provides the company with a choice of net cash settlement or settlement in shares, the Model assumes settlement in shares; if the contract provides the counterparty with a choice of net cash settlement or settlement in shares, the Model assumes net cash settlement.  However, this Model is not applicable when settlement alternatives do not have the same economic value attached to them or when one of the settlement alternatives is fixed or contains caps or floors.  In those situations, the accounting for the underlying instrument or combination of instruments should be based on the economic substance of the transaction. 

Accordingly, unless the economic substance indicates otherwise, contracts would be initially classified as equity, or as assets or liabilities, in the following situations:

Equity instruments

•
Contracts that require physical settlement or net share settlement 

•
Contracts that give the company a choice of net cash settlement or settlement in its own shares (physical settlement or net share settlement).

Assets or liabilities

•
Contracts that require net cash settlement

•
Contracts that give the counterparty a choice of net cash settlement or settlement in shares (physical settlement or net share settlement).
	1.  Initial balance sheet classification 

The initial balance sheet classification is based on the concept that a component that establishes a debtor-creditor relationship between the counterparties is classified as a liability and a component that establishes an ownership-type relationship between the counterparties is classified as equity.  The following types of components establish ownership-type relationships:

· Any outstanding equity share of the issuer that does not embody an obligation on the part of the issuer

· An obligation that requires (or permits at the issuer’s discretion) settlement by issuance of a fixed number of the issuer’s equity shares

· An obligation that requires (or permits at the issuer’s discretion) settlement by issuance of a variable number of the issuer’s equity shares if both of the following are true:

—Any change in the obligation’s monetary value is equal to the change in fair value of a fixed number of the issuer’s equity shares 

—The monetary value of the obligation changes in the same direction as the change in fair value of the underlying equity shares.

All other obligation components are classified as liabilities.

	Partially Nullified
	2. Initial measurement, and subsequent balance sheet classification and measurement 

The Model requires that all instruments be initially measured at fair value and subsequently accounted for based on the initial classification and the assumed or required settlement method in (1) above.    Contracts that are initially classified as equity are accounted for in permanent equity.  If physical settlement was assumed or required and the company is obligated to deliver cash as part of the physical settlement, then public companies should refer to ASR 268, which provides guidance by analogy for those transactions, and account for the transactions as provided below under “Equity instruments—Temporary equity.”

Equity instruments—Permanent equity

•
Contracts that require that the company deliver shares as part of a physical settlement or a net share settlement should be initially measured at fair value and reported in permanent equity.  Subsequent changes in fair value should not be recognized.

•
Contracts that give the company a choice of (a) net cash settlement or settlement in shares (including net share settlement, or physical settlement that requires that the company deliver shares) or (b) either net share settlement or physical settlement that requires that the company deliver cash should be initially measured at fair value and reported in permanent equity.  Subsequent changes in fair value should not be recognized.  If such contracts are ultimately settled in a manner that requires that the company deliver cash, the amount of cash paid or received should be reported as a reduction of, or an addition to, contributed capital.

Equity instruments—Temporary equity 

•
Contracts that (a) require that the company deliver cash as part of a physical settlement, (b) give the company a choice of either net cash settlement or physical settlement that requires that the company deliver cash, or (c) give the counterparty a choice of either net share settlement or physical settlement that requires that the company deliver cash should be initially measured at fair value and reported in permanent equity, and an amount equal to the cash redemption amount under the physical settlement should be transferred to temporary equity.

Assets or liabilities

•
Contracts that are initially classified as assets or liabilities should be measured at fair value, with changes in fair value reported in earnings and disclosed in the financial statements.  If contracts initially classified as assets or liabilities are ultimately settled in shares, any gains or losses on those contracts should continue to be included in earnings.
	Components recorded as assets or liabilities that remain in the scope of Issue 96-13 are carried at fair value.  Further, those that are within the scope of Statement 133 are subject to the recognition and measurement requirements of Statement 133.  The carrying values of instruments classified as equity are  not adjusted.

The concept of “temporary equity” is nullified by Statement 1XX.  Instruments previously classified as temporary equity are characterized as liabilities under Statement 133.

	
	
	

	
	EITF Issue No. 96-23—The Effect of Financial Instruments Indexed to, and Settled in, a Company’s Own Stock on Pooling-of-Interests Accounting for a Subsequent Business Combination
	

	N/A
	No consensus was reached.
	Statement 1XX does not address this issue. 

	
	
	

	
	EITF Issue No. 98-5—Accounting for Convertible Securities with Beneficial Conversion Features or Contingently Adjustable Conversion Ratios
	

	
	Entities may issue convertible debt securities and convertible preferred stock with a nondetachable conversion feature that is in the money at the commitment date. Those securities may be convertible into common stock at the lower of a conversion rate fixed at the commitment date or a fixed discount to the market price of the common stock at the date of conversion. Certain convertible securities may have a conversion price that is variable based on future events such as a subsequent round of financing at a price lower than the convertible securities’ original conversion price, a liquidation or a change in control of the company, or an initial public offering at a share price lower than an agreed-upon amount.
	

	Partially Nullified
	1.
The EITF reached a consensus that embedded beneficial conversion features present in convertible securities should be valued separately at issuance. That amount should be calculated at the commitment date as the difference between the conversion price and the fair value of the common stock or other securities into which the security is convertible, multiplied by the number of shares into which the security is convertible (intrinsic value).
	Statement 1XX requires the beneficial conversion feature to be separated at issuance only if it would be classified as equity (that is, if the criteria of paragraph 17(c) are met) and the host instrument is classified as a liability (for example, if the host instrument is debt or mandatorily redeemable preferred stock).  If the instrument is separated into equity and liability components, the proceeds of the instrument are allocated to the components based on their relative fair values.

For an instrument with a conversion feature that is not classified as equity and the host instrument is classified as a liability, the entire instrument is recorded as a liability.  Because the conversion feature is not recorded in equity, and its index (the issuer’s common shares) is not clearly and closely related to interest rates, the conversion feature is separated from the host instrument and adjusted to fair value each reporting period pursuant to Statement 133.

For an instrument in which both the host instrument and the conversion option are classified as equity under Statement 1XX, the guidance in Issue 98-5 continues to apply.

	N/A
	2.
For convertible preferred securities, any recorded discount resulting from allocation of proceeds to the beneficial conversion feature should be recognized as a return to the preferred shareholders, through the date of earliest conversion using the effective yield method.  For convertible debt securities, any recorded discount resulting from allocation of proceeds to the beneficial conversion feature should be recognized as interest expense through the date of earliest conversion using the effective yield method.
	The accounting for discounts in Statement 1XX is based on the accounting prescribed in APB Opinion No. 21, Interest on Receivables and Payables. Accordingly, the accounting for discounts described in Issue 98-5 continues to apply to discounts computed in accordance with Statement 1XX. 

	Partially Nullified
	3.
In situations in which the instrument incorporates a multiple-step discount from fair value at the time of conversion, the EITF reached a consensus that the computation of the intrinsic value should be made using the conversion terms that are most beneficial to the investor.  The resultant discount should be amortized over the minimum period in which the investor can recognize that return. In circumstances in which the instrument is converted prior to amortization of the full amount of the discount, the remaining unamortized discount should be included in the carrying value of the convertible security that is transferred to equity at the date of conversion.  If, however, the amount of discount amortized exceeds the amount the holder realized because conversion occurred at an earlier date, the EITF agreed that no adjustment should be made to amounts previously amortized.
	If the conversion feature is classified as equity, the proceeds of issuance are allocated to the components using the relative-fair-value method, unless impracticable.  If use of that method is impracticable, the with-and-without method is used.  The accounting for the discount described in Issue 98-5 continues to apply, although the discount amount to be amortized is based on relative fair values, not intrinsic values as was the case under Issue 98-5.

If the conversion feature is not classified as equity, it would qualify as a derivative under Statement 133.  Therefore, the proceeds of the instrument are allocated to the components using the with-and-without method.

	Partially Nullified
	4.
The EITF reached a consensus that the amount of the reacquisition price to be allocated to the beneficial conversion feature should be measured using the intrinsic value of that conversion feature at the extinguishment date.  The residual amount, if any, would be allocated to the convertible security.
	The intrinsic value approach described in the consensus is inconsistent with the relative fair value approach and the with-and-without approach utilized in Statement 1XX.  Accordingly, if the instrument is bifurcated into liability and equity components pursuant to Statement 1XX, the reacquisition price is allocated to the liability and equity components using the relative-fair-value method, unless impracticable.  If use of that method is impracticable, the with-and-without method is used.

	Nullified
	5.
The EITF reached a consensus that any contingent beneficial conversion feature should be measured at the commitment date but not recognized in earnings until the contingency is resolved.
	Statement 1XX does not distinguish between conversion options that are contingent and those that are not.  However, because a contingent conversion feature would not have a monetary value that changes in an amount equal to changes in a fixed number of equity shares, the criteria of paragraph 17(c) of Statement 1XX are not met and, therefore, the conversion option is classified as a liability and accounted for as described above.  

	
	
	

	
	EITF Issue No. 98-12—Application of Issue No. 96-13 to Forward Equity Sales Transactions
	

	
	It is unclear how the 96-13 model should be applied to situations in which a freestanding derivative instrument that is indexed to, and potentially settled in, a company’s own stock is issued concurrent with the issuance of shares of the company’s stock such that the terms of the combined transactions provide a fixed return to the holder such as in a forward equity sales transaction.  For example, an issuer may issue common stock to an outside party and simultaneously agree to reacquire the stock at a fixed, higher price at a specified date in the future.
	

	Nullified
	1.
The EITF agreed that the 96-13 model did not apply to this transaction and reached a consensus that the forward contract along with the related common stock should be accounted for together as an equity instrument.  Similar to a preferred stock instrument with a cumulative fixed dividend, the fixed-charge component should be accounted for like a dividend.  The EITF observed that this consensus would apply only to situations involving the same counterparty.
	Statement 1XX has no provision for treating two separate instruments or transactions as one transaction.  Rather, Statement 1XX requires a single instrument with liability and equity components to be accounted for as separate components.  Accordingly, the stock issuance is reflected in equity, and the forward repurchase of common stock, because it represents an obligation that requires settlement by a transfer of cash, is classified as an asset or a liability and recorded based on its fair value.

	Nullified
	2.
For the purpose of computing earnings per share (EPS), the EITF observed that any common shares actually issued and outstanding would be considered in the weighted-average shares calculation (that is, the denominator for basic and fully diluted EPS).  Similar to a preferred stock instrument with a cumulative fixed dividend, the fixed-charge component would be treated as a reduction of income available to common shareholders.
	The forward transaction is treated as a liability under Statement 1XX.  If it meets the definition of a derivative in Statement 133, it would be accounted for at fair value with changes in the fair value reflected in earnings (rather than as a reduction to income available to common shareholders under the EITF consensus).

	
	
	

	
	EITF Issue No. 99-1—Accounting for Debt Convertible into the Stock of a Consolidated Subsidiary
	

	
	An entity may issue debt that is convertible into the stock of a consolidated subsidiary, or the consolidated subsidiary may issue debt that is convertible into its own stock. This Issue does not apply to convertible debt instruments that require cash settlement by the issuer of an in-the-money conversion feature, that provide the holder an option to receive cash for an in-the-money conversion feature, or that have a beneficial conversion feature.
	

	Nullified
	The EITF reached a consensus that in the consolidated financial statements, (a) debt issued by a consolidated subsidiary that is convertible into that subsidiary’s stock and (b) debt issued by a parent company that is convertible into the stock of a consolidated subsidiary should be accounted for in accordance with Opinion 14.  That is, no portion of the proceeds from the issuance of the debt should be accounted for as attributable to the conversion feature.
	Statement 1XX requires that equity and liability components of a financial instrument be accounted for separately.  The Statement also states that a minority interest in a consolidated subsidiary is equity in consolidated financial statements.  Accordingly, the conversion option is separately recorded in equity.  The proceeds of issuance are allocated to the components using the relative-fair-value method, unless impracticable.  If use of that method is impracticable, the with-and-without method is used.

	
	
	

	
	EITF Issue No. 99-3—Application of Issue No. 96-13 to Derivative Instruments with Multiple Settlement Alternatives
	

	
	It is unclear how the issuer should account for a contract indexed to, and potentially settled in, the issuer’s stock, with multiple settlement alternatives if the settlement alternatives differ depending on whether the contract is in a gain or a loss position.
	

	Partially Nullified


	1.
The EITF reached a consensus that a contract indexed to, and potentially settled in, the issuer’s stock, with multiple settlement alternatives that require the issuer to receive net cash when the contract is in a gain position but pay (a) net stock or (b) either net cash or net stock at the issuer’s option when the contract is in a loss position should be accounted for as an equity instrument.  The EITF observed that the consensus does not apply to a contract that is predominantly a purchased option in which the amount of cash which could be received when the contract is in a gain position is significantly larger than the amount which could be paid when the contract is in a loss position because, for example, there is a small contractual limit on the amount of the loss.  Those contracts should be accounted for as assets or liabilities.
	If the instrument is in a loss position, the issuer has an obligation.  If the criteria of paragraph 17(c) of Statement 1XX are met, the instrument is classified as equity.  Otherwise, the instrument is classified as a liability.  

	Affirmed
	2.
The EITF also reached a consensus that a contract indexed to, and potentially settled in, the issuer’s stock, with multiple settlement alternatives that require the issuer to pay net cash when the contract is in a loss position but receive (a) net stock or (b) either net cash or net stock at the issuer’s option when the contract is in a gain position should be accounted for as an asset or a liability.
	Because the contract could result in a payment of cash by the issuer and transfer of assets is conditioned on circumstances beyond the control of both the issuer and the holder, the instrument is recorded as an asset or liability under Statement 1XX.

	
	
	

	
	Issue No.  99-7—Accounting for an Accelerated Share Repurchase Program
	

	
	An accelerated share repurchase program is a combination of transactions that permit an entity to purchase a targeted number of shares immediately with the final purchase price of those shares determined by an average market price over a fixed period of time.  An accelerated share repurchase program is intended to combine the immediate share retirement benefits of a tender offer with the market impact and pricing benefits of a disciplined daily open market stock repurchase program.  
	

	Partially Affirmed
	The EITF reached a consensus that an entity should account for an accelerated share repurchase program as two separate transactions:  (a) as shares of common stock acquired in a treasury stock transaction recorded on the acquisition date (July 1, 1999 in the above example) and (b) as a forward contract indexed to its own common stock.  Pursuant to Issue 99-3, an entity would classify the forward contract in the above example as an equity instrument because the entity will receive cash when the contract is in a gain position but pay cash or stock when the contract is in a loss position.  Changes in the fair value of the forward contract would not be recorded, and the settlement of the forward contract would be recorded in equity.
	Statement 1XX does not address accounting for treasury stock repurchases, or the issue of whether two separate transactions with the same counterparty should be combined and treated as a single transaction.  With regard to the accounting for the multiple settlement alternatives within the forward contract, refer to the discussion in Issue 99-3.  Because the monetary value of the forward changes by the same amount, and in the same direction, as the company's shares, and because the company delivers shares if the contract is in a loss position at settlement, the forward is classified as equity consistent with the EITF’s consensus.

	N/A
	The treasury stock transaction would result in an immediate reduction of the outstanding shares used to calculate the weighted-average common shares outstanding for both basic and diluted EPS.  The effect of the forward contract on diluted EPS would be calculated in accordance with Statement 128, as interpreted by Topic No. D-72.
	Statement 1XX does not change this calculation of earnings per share.

	N/A
	With regard to the impact of the treasury stock component of the accelerated share repurchase program on an entity’s ability to account for a business combination as a pooling of interests, the entity should consider the share repurchase date (July 1, 1999 in the above example) to determine whether the treasury stock acquisition results in a violation of either paragraph 47(d) or paragraph 48(a) (as interpreted by SAB 96) of Opinion 16.  Any resulting tainted treasury shares could be “cured” by issuing the same amount of common stock between the purchase date (July 1, 1999 in the above example) and the date of consummation of the business combination.
	Statement 1XX does not address this issue.

	
	
	

	
	Issue No. 99-18—Effect on Pooling-of-Interests Accounting of Contracts Indexed to a Company’s Own Stock
	

	N/A
	No consensus was reached.
	Statement 1XX does not address this issue.

	
	
	

	
	Issue No.  00-4—Majority Owner's Accounting for a Transaction in the Shares of a Consolidated Subsidiary and a Derivative Indexed to the Minority Interest in That Subsidiary
	

	N/A
	A controlling majority owner (parent) holds 80 percent of a subsidiary's equity shares.  The remaining 20 percent (the minority interest) is owned by an unrelated entity (the minority interest holder).  Simultaneous with the acquisition of the minority interest, the minority interest holder and the parent enter into a derivative contract that is indexed to the subsidiary's equity shares.  The terms of the derivative contract may be any of the following:

Derivative 1—The parent has a fixed-price forward contract to buy the other 20 percent at a stated future date

Derivative 2—The parent has a call option to buy the other 20 percent at a fixed price at a stated future date, and the minority interest holder has a put option to sell the other 20 percent to the parent under those same terms, that is, the fixed price of the call is equal to the fixed price of the put option

Derivative 3—The parent and the minority interest holder enter into a "total return swap."  The parent will pay interest to the counterparty plus any net depreciation of the fair value of the 20 percent interest since inception of the swap.  The counterparty will pay to the parent an amount equal to dividends paid on the 20 percent interest and any net appreciation of the fair value of the 20 percent interest since inception of the swap.  
	Statement 1XX does not address when transactions should be combined and accounted for as a single transaction.  The EITF reached a consensus that the transactions should be combined and accounted for as debt resulting from the parent's acquisition of the minority interest.  Because no minority interest remains outstanding for accounting purposes, and the "debt" does not include any equity components (that is, none of the derivatives could be settled by the parent through the issuance of equity shares), Statement 1XX does not affect the EITF consensuses on this Issue.

	
	The issues are:
	

	
	Issue 1(a)—How an enterprise that owns a controlling majority ownership interest (80 percent) in a business and separately enters into a derivative transaction with the owner of the other 20 percent at the same time the minority owner purchases its interest should account for that arrangement.
	

	
	Issue 1(b)—How an enterprise that acquires a controlling majority ownership interest (80 percent) in a business and separately enters into a derivative transaction with the seller (owner of the other 20 percent) at the same time the parent purchases its interest should account for that arrangement.
	

	
	Issue 2—How an enterprise that sells a 20 percent minority interest of a 100 percent owned subsidiary to a third party and simultaneously enters into, with that same party, a derivative transaction of the nature described above should account for that arrangement.
	

	
	The Task Force reached a consensus that the derivatives should be viewed on a combined basis with the minority interest and accounted for as a financing of the parent's purchase of the minority interest.  Under that approach, the parent would consolidate 100 percent of the subsidiary and would attribute the stated yield earned under the combined derivative and minority interest position to interest expense (that is, the financing would be accreted to the strike price of the forward or option over the period until settlement).  Further, for Issue 2, no gain or loss would be recognized on the "sale" of the minority interest by the parent to the minority interest holder at the inception of the contract.  The Task Force also reached a consensus that the same accounting should apply to Derivative 2 even if the exercise prices of the put and call options are not equal, as long as those exercise prices are not significantly different. 
	

	
	
	

	
	EITF 00-6—Accounting for Freestanding Derivative Financial Instruments Indexed to, and Potentially Settled in, the Stock of a Consolidated Subsidiary
	

	
	The issue is how freestanding derivative instruments entered into by a parent company that are indexed to, and potentially settled in, the stock of a consolidated subsidiary should be classified and measured in the consolidated financial statements.
	

	Partially Nullified
	The Task Force reached a consensus that for this Issue, stock of a subsidiary is not considered equity of the parent (reporting entity).  As a result, derivatives indexed to, and potentially settled in, the stock of a consolidated subsidiary do not meet the scope exclusion in paragraph 11(a) of Statement 133.  If those derivatives met the definition of a derivative instrument in paragraph 6 of Statement 133, they should be accounted for under Statement 133, not the model described in Issue No. 96-13, "Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company's Own Stock."  
	Under Statement 1XX, minority interest in a subsidiary is equity of the reporting entity.  Accordingly,  if a contract meets the definition of a derivative and the criteria in paragraph 17 of Statement 1XX are met, the scope exclusion in paragraph 11(a) applies to derivatives subject to this Issue and, therefore, those derivatives are classified as equity.

	N/A
	For derivatives accounted for under Statement 133 pursuant to the consensus, if the parent company ultimately receives shares of the consolidated subsidiary in a net-share or physical settlement, the cost of acquiring those shares would include the amount paid at settlement plus (minus) the parent's gain (loss) on the derivative.  That cost should be accounted for by the parent company as a step acquisition in accordance with Opinion 16.  If the parent company ultimately delivers shares of the consolidated subsidiary as part of net-share or physical settlement, a gain or loss should be recognized in accordance with Opinion 18.  In determining the amount of gain or loss recognized under Opinion 18, the asset or liability balance of the derivative contract at the settlement date should be reflected as a decrease or an increase, respectively, in the selling price of the shares delivered.
	For those derivatives accounted for under Statement 133, the consensuses regarding settlement of those derivatives continue to apply.

	N/A
	With respect to derivatives that are not within the scope of Statement 133, the Task Force reached the following consensuses.
	For those derivatives that are not subject to Statement 133, including those subject to the scope exclusion in paragraph 11(a), the remaining consensuses in this Issue continue to apply.

	
	a.  If a parent enters into a forward contract to purchase outstanding common shares (that is, minority interest) of its subsidiary at a future date, the Task Force reached a consensus that the parent should not record the acquisition of shares until the forward contract is settled and the shares are received.  The Task Force also reached a consensus that during the period of the contract, the parent should continue to allocate subsidiary income or loss to the minority interest to be acquired.
	

	
	b.  If a parent enters into a forward contract to sell common shares of its subsidiary at a future date, the Task Force reached a consensus that the parent should not record the disposition of shares until the forward contract is settled and the shares are transferred.  The Task Force also reached a consensus that during the period of the contract, the parent should continue to recognize subsidiary income or loss in consolidation as if no forward contract was outstanding.  However, the Task Force noted that to the extent there is an excess of carrying amount of the parent's investment in the shares to be sold over the strike price of the forward contract (plus or minus any premiums received or paid, respectively, at inception of the contract), either at inception of the contract or subsequently as a result of income recognized by the subsidiary (which increases the carrying amount of subsidiary shares to be sold and, thus, originates or increases a loss on the sale), an impairment loss in the amount of the excess should be recognized by analogy to paragraph 19(h) of Opinion 18.
	

	
	c.  The Task Force reached a consensus that if the parent purchases an option contract that permits the parent to buy or sell shares of a subsidiary at a future date, the parent should not record the acquisition or disposition of shares until it exercises its option and purchases or sells the shares.
	

	
	d.  The Task Force also discussed written options (that is, options sold by the parent that permit the option holder to buy or sell shares of the subsidiary), but was not asked to reach a consensus.  The SEC Observer noted the SEC staff's longstanding position that written options initially should be reported at fair value and subsequently marked to fair value through earnings.
	

	
	
	

	
	Issue 00-7—Application of Issue No. 96-13 to Equity Derivative Instruments That Contain Certain Provisions That Require Net Cash Settlement If Certain Events outside the Control of the Issuer Occur
	

	N/A
	The issue is how certain derivative contracts indexed to, and potentially settled in, a company's own stock that require a cash payment by the issuer upon the occurrence of future events outside the control of the issuer should be accounted for.
	

	
	The Task Force reached a consensus that equity derivative contracts that include any provision that could require net cash settlement (as defined in Issue 96-13) cannot be accounted for as equity of the issuer (that is, asset-liability classification under Issue 96-13 is required for those contracts).  Similarly, for SEC registrants, the Task Force reached a consensus that equity derivative contracts with any provision that could require physical settlement by a cash payment to the counterparty in exchange for the issuer's shares cannot be accounted for as permanent equity (that is, temporary equity classification under ASR 268 would be required unless net cash settlement can be imposed on the issuer, in which case the contract would be classified as an asset or a liability).  Those conclusions do not allow for an evaluation of the likelihood that an event would trigger cash settlement (whether net cash or physical), except that if the payment of cash is only required upon the final liquidation of the issuer, then that potential outcome need not be considered when applying Issue 96-13 or ASR 268 to those contracts.
	Statement 1XX does not provide specific guidance on whether share settlement is within the control of the issuer.  Accordingly, the guidance in this Issue still applies.  However, any instrument that would be classified as temporary equity under ASR 268 will be classified as a liability under Statement 1XX.

	
	
	

	
	EITF Topic No. D-42—The Effect on the Calculation of Earnings per Share for the Redemption or Induced Conversion of Preferred Stock
	

	Partially Nullified
	If a registrant redeems its preferred stock, the SEC staff believes that the excess of (1) fair value of the consideration transferred to the holders of the preferred stock over (2) the carrying amount of the preferred stock in the registrant’s balance sheet should be subtracted from net earnings to arrive at net earnings available to common shareholders in the calculation of earnings per share.
	If the preferred stock is perpetual preferred and is recorded as equity under Statement 1XX, the consensus is not changed.  However, if the preferred stock has a mandatory redemption feature or some other liability component, the redemption of a liability results in expense recognition in the income statement. 

	
	
	

	
	EITF Topic No. D-60—Accounting for the Issuance of Convertible Preferred Stock and Debt Securities with a Nondetachable Conversion Feature
	

	Partially Nullified
	Conclusions reached are consistent with those subsequently reached by the EITF in Issue 98-5.
	Refer to discussion of Issue 98-5.

	
	
	

	
	EITF Topic No. D-72—Effect of Contracts That May Be Settled in Stock or Cash on the Computation of Diluted Earnings per Share
	

	
	Unlike Statement 128, the consensus in Issue 96-13 does not consider past experience or a stated policy when determining the initial balance sheet classification of those types of contracts.
	

	N/A
	1.
The staff believes that adjustments should be made to the numerator for contracts that are classified, in accordance with the consensus in Issue 96-13, as equity instruments but for which the company has a stated policy or for which past experience provides a reasonable basis to believe that such contracts will be paid partially or wholly in cash (in which case there will be no potential common shares included in the denominator).  That is, a contract that is reported as an equity instrument for accounting purposes may require an adjustment to the numerator for any changes in income or loss that would result if the contract had been reported as an asset or liability for accounting purposes during the period.
	Statement 1XX does not change any of the conclusions reached in this Topic regarding the calculation of earnings per share.  However, if the instruments addressed by Issue 96-13 are separated into liability and equity components, the language in this Topic should be interpreted to apply to those separate components. 

	N/A
	2.
The staff notes that for purposes of computing diluted earnings per share, the adjustments to the numerator described in the above paragraph are only permitted for instruments for which the effect on net income (the numerator) is different depending on whether the instrument is accounted for as an equity instrument or as an asset or liability (for example, those that are within the scope of Issue 96-13).
	

	N/A
	3.
The staff also would like to clarify that the provisions of paragraph 29 of Statement 128 require that for contracts that provide the company with a choice of settlement methods, the company shall assume that the contract will be settled in shares.  That presumption may be overcome if past experience or a stated policy provides a reasonable basis to believe that it is probable that the contract will be paid partially or wholly in cash.
	

	N/A
	4.
For contracts in which the counterparty controls the means of settlement, past experience or a stated policy is not determinative.  Accordingly, in those situations, the more dilutive of cash or share settlement should be used.
	

	N/A
	5.
Year-to-date diluted EPS calculations may require an adjustment to the numerator in certain circumstances.  For example, for contracts in which the counterparty controls the method of settlement and that would have a more dilutive effect if settled in shares, the numerator adjustment is equal to the earnings effect of the change in the fair value of the asset/liability recorded pursuant to Issue 96-13 during the year-to-date period.  In that example, the number of incremental shares included in the denominator should be determined by calculating the number of shares that would be required to settle the contract using the average share price during the year-to-date period.
	

	N/A
	6.
The staff also notes that antidilutive contracts, such as purchased put options and purchased call options, should be excluded from diluted earnings per share.
	

	
	
	


(1) Written put options and forward purchase contracts 

The company (the buyer) agrees to buy from the seller shares at a specified price at some future date.  The contract may be settled by physical settlement, net share settlement, or net cash settlement, or the issuing company or the counterparty may have a choice of settlement methods. 

Accounting under Issue 96-13 Consensus

The Model would be applied as follows:

                  One Settlement Method              Company Choice                            Counterparty Choice________

                  Physical   Net   Net   Net Share or  Net Share or  Net Cash or   Net Share or  Net Share or  Net Cash or

                    (a)     Share  Cash  Physical (a)    Net Cash    Physical (a)  Physical (a)    Net Cash    Physical (a)

(1)Initial Classification: 

Equity               x        x                x              x            x             x

___________________________________________________________________________________________________________________________

Asset/Liability                      x                                                                 x            x

(2)Initial Measurement, Subsequent Classification and Measurement: 

Fair value, 

 permanent equity—

 no changes in fair

 value                        x                x(e)           x(e)

___________________________________________________________________________________________________________________________

Fair value, transfer

 to temporary equity

 an amount equal to

 cash redemption

 amount (b)          x                                                     x(f)          x(f)

___________________________________________________________________________________________________________________________

Fair value,

 asset/liability—

 adjusted for changes

 in fair value (c)                   x                                                                 x(d)        x(d)

(a)
Physical settlement of the contract requires that the company deliver cash to the holder in exchange for the shares.

(b)
Classification and measurement within temporary equity apply only to public companies.

(c)
Subsequent changes in fair value should be reported in earnings and disclosed in the financial statements.   

(d)
If the contracts are ultimately settled in shares, any gains or losses on those contracts should continue to be included in earnings.

(e)
If the contracts are ultimately physically settled by the company, requiring the company to deliver cash, or are ultimately settled in net cash, the amount of cash paid or received should be reported as a reduction of, or as an addition to, contributed capital.

(f)
If the contracts are ultimately settled in net cash or net shares, the amount reported in temporary equity should be transferred and reported as an addition to permanent equity.

Accounting under Statement 1XX

One Settlement Method              Company Choice                            Counterparty Choice________

                    Physical   Net   Net   Net Share or  Net Share or  Net Cash or   Net Share or  Net Share or  Net Cash or

                      (a)     Share  Cash  Physical (a)    Net Cash    Physical (a)  Physical (a)    Net Cash    Physical (a)

(1)Initial Classification: 

Equity (b)                                                   

___________________________________________________________________________________________________________________________

Asset/Liability (c)   x       x       x        x             x             x              x             x            x

(a)
Physical settlement of the contract requires that the company deliver cash to the holder in exchange for the shares.

(b)
Net share settlement of the contract requires that the party with the loss deliver to the party with the gain shares with a current fair value equal to the gain.  Changes in the monetary value of such obligations are in the opposite direction of changes in the fair value of the issuer’s equity shares.  Therefore, the obligations are classified as liabilities.  

(c)
All asset/liability components meet the definition of a derivative under Statement 133 and, therefore, changes in fair value would be recorded and reflected in earnings. 

(2) Forward sale contracts, written call options or warrants, and purchased put options

The issuing company (the seller) agrees to sell shares of its stock to the buyer of the contract at a specified price at some future date.  The contract may be settled by physical settlement, net share settlement, or net cash settlement, or the issuing company or counterparty may have a choice of settlement methods.

Accounting under Issue 96-13 Consensus

The Model would be applied as follows: 

One Settlement Method              Company Choice                            Counterparty Choice________

                    Physical   Net   Net   Net Share or  Net Share or  Net Cash or   Net Share or  Net Share or  Net Cash or

                      (a)     Share  Cash  Physical (a)    Net Cash    Physical (a)  Physical (a)    Net Cash    Physical (a)

(1)Initial Classification: 

Equity                 x         x               x              x             x             x

______________________________________________________________________________________________________________________________

Asset/Liability                         x                                                                x             x

(2)  Initial Measurement, Subsequent Classification and Measurement:                                                                             

Fair value,

 permanent equity—

 no changes in fair

 value                 x         x               x              x(c)          x(c)          x

______________________________________________________________________________________________________________________________

Fair value,

 asset/liability—

 adjusted for changes

 in fair value (b)                      x                                                                x(d)          x(d)

(a)
Physical settlement of the contract requires that the company deliver shares to the holder in exchange for cash.

(b)
Subsequent changes in fair value should be reported in earnings and disclosed in the financial statements.

(c)
If the contracts are ultimately settled in net cash, the amount of cash paid or received should be reported as a reduction of, or an addition to, contributed capital.

(d) If the contracts are ultimately settled in shares, any gains or losses on those contracts should continue to be included in earnings.

Accounting under Statement 1XX

One Settlement Method              Company Choice                            Counterparty Choice________

                    Physical   Net   Net   Net Share or  Net Share or  Net Cash or   Net Share or  Net Share or  Net Cash or

                      (a)     Share  Cash  Physical (a)    Net Cash    Physical (a)  Physical (a)    Net Cash    Physical (a)

(1)Initial Classification: 

Equity (b)           x        x               x              x             x             x

______________________________________________________________________________________________________________________________

Asset/Liability (c)                  x                                                                x             x

(a)
Physical settlement of the contract requires that the company deliver shares to the holder in exchange for cash.

(b)
All equity components would be classified in permanent equity, and changes in fair value of the equity component would not be recorded.

(c)
All asset/liability components meet the definition of a derivative under Statement 133 and, therefore, changes in fair value would be recorded and reflected in earnings. 

(3)  Purchased call options

The company (the buyer) purchases call options that provide it with the right, but not the obligation, to buy from the seller, shares of the company’s stock at a specified price.  If the options are exercised, the contract may be settled by physical settlement, net share settlement, or net cash settlement, or the issuing company or the counterparty may have a choice of settlement methods.

Accounting under Issue 96-13 Consensus

The company should follow the “Accounting under Issue 96-13 Consensus” table included in (2) above in accounting for the call options.

Accounting under Statement 1XX

Statement 1XX does not address the accounting for freestanding written purchase options.

(4)  Detachable stock purchase warrants

An enterprise issues senior subordinated notes with a detachable warrant that gives the holder both the right to purchase 6,250 shares of the enterprise’s stock for $75 per share and the right (that is, a put) to require that the enterprise repurchase all or any portion of the warrant for at least $2,010 per share at a date several months after the maturity of the notes in about 7 years.

Accounting under Issue 96-13 Consensus

The proceeds should be allocated between the debt liability and the warrant, and the resulting discount amortized in accordance with Opinion 21.  The warrants should be considered, in substance, debt and accounted for as a liability because the settlement alternatives for the warrants do not have the same economic value attached to them and they provide the holder with a guaranteed return in cash that is significantly in excess of the value of the share settlement alternative on the issuance date.  

Accounting under Statement 1XX

See the accounting for put warrants under Statement 1XX as described in the discussion of Issue 88-9 above.

(5)  Put warrants

Put warrants are instruments with characteristics of both warrants and put options.  The holder of the instrument is entitled to exercise (a) the warrant feature to acquire the common stock of the issuer at a specified price, (b) the put option feature to put the instrument back to the issuer for a cash payment, or in some cases, (c) both the warrant feature to acquire the common stock and the put option feature to put that stock back to the issuer for a cash payment.  Put warrants are frequently issued concurrently with debt securities of the issuer, are detachable from the debt, and may be exercisable only under specified conditions.  The put feature of the instrument may expire under varying circumstances, for example, with the passage of time or if the issuer has a public stock offering.  Under Opinion 14, a portion of the proceeds from the issuance of debt with detachable warrants must be allocated to those warrants.

Accounting under Issue 96-13 Consensus

Because the contract gives the counterparty the choice of cash settlement or settlement in shares, public companies should report the proceeds from the issuance of put warrants as liabilities and subsequently measure the put warrants at fair value with changes in fair value reported in earnings.  Nonpublic companies may continue to classify and measure the put warrants in accordance with the consensus in Issue 88-9.

Accounting under Statement 1XX

See the accounting for put warrants under Statement 1XX as described in the discussion of Issue 88-9 above.
	Status Legend:
	
	

	Affirmed
	=
	Consensus carried forward (with or without modifications).

	N/A
	=
	Issue is either outside the scope of or unaffected by Statement 1XX.

	Nullified
	=
	Consensus is overturned (either entirely or partially, as noted).

	Resolved
	=
	Guidance is provided by Statement 1XX on issues previously unresolved by EITF.
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