"Double-Entry" Journal – Dilutive Securities and Earnings per share
For Instructions see Double Entry Journal Bonds
Stock Options, Warrants 

What are stock options?  Are they different from stock warrants?  Explain.

Distinguish between a compensatory and a non compensatory stock option plan.  What are the reasons for either of them? 

Why is there so much fuss over compensatory stock option plans? 

As a result of significant political pressure, the FASB changed the rules of accounting for compensatory stock options plans a few years ago.  What is the main argument that led to the issuance of FAS 123?  Why was it changed again after only a few more years to FAS 123 (R)

Define the following terms:

· Exercise price

· Option price

· Measurement date

· Service period

· Fair value

· Fixed Option plan (cliff vesting)

· Performance based Option plan

· Stock appreciation rights

How is the fair value of the option determined? 

Who are Black and Scholes and why do they get to torture you?

Work: E 19-1; 4, 5, 7; P 1, 5, 7
Earnings per Share

Explain Earnings per Share (EPS) and why it is so important (or is it?)

Is EPS calculated for all shares or only some shares?

What about preferred stock or treasury stock?

What is the difference between basic and diluted earnings per share? 

How do you determine the correct number of shares (denominator) for basic EPS? 
Work: E 19-10, 11, 14, 23; P 19-14; 
What does “earnings applicable to common stock” mean? Is it the same as net income? Sometimes? Always? Be specific in your answer. 
Diluted EPS:

List the reasons why a company has to calculate diluted EPS.  Describe what is meant by a potentially “dilutive” security.  How do you determine whether a security is dilutive or anti-dilutive?  Which of the securities listed above are considered ‘dilutive”?  Any, all or some of them sometimes?  Be specific in you answer. 

Explain how potentially dilutive securities are ranked. 

What are the effects on the numerator (earnings) 
a. Convertible stock

b. Convertible bonds

c. Options and warrants

d. Contingent shares

Give examples (using numbers) for each case. Are there tax issues that must be considered? Be specific.

What are the effects on the denominator (number of shares)? 
a. Convertible stock

b. Convertible bonds

c. Options and warrants

d. Contingent shares

Describe the effects and give specific examples.  

Work:  E 19- 16; 19; P 19-11; 12  
Financial Statement reporting of EPS

Which items on the income statement potentially require EPS disclosure?  List all that are possible.  Explain why they require separate EPS disclosure.

Work: P 19 -9; 16;  C 19-17
What are pro forma EPS? Is this a useful bit of information?  Why or why not?  Explain your reasoning.  
EPS can allegedly be manipulated (other than by flat out faking!!!)  Explain some ways in which a company may “manipulate” EPS while complying with GAAP.  

Work C 19 -7
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