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EARNINGS PER SHARE 

QUESTION 

On 1 January 20X6 the issued share capital of Dose, a public limited company, was 12 million preference shares of 

$1 each and 10 million ordinary shares of $1 each. Assume where appropriate that the income tax rate is 30%. The 

earnings for the year ended 31 December 20X6 were $5,950,000.  

1. Calculate the basic EPS separately in respect of the year ended 31 December 20X6 for each of the following 

circumstances (a)(d), on the basis that:  

 

a) there was no change in the issued share capital of the company during the year ended 31 December 

 

b) the company made a bonus issue on 1 July of one ordinary share for every four shares in issue at 30 June 

 

c) the company issued 1 share for every 10 on 1 August at full market value of $4 

 

d) the company made a rights issue of $1 ordinary shares on 1  October in the proportion of 1 of every 3 

shares held, at a price of $3. The price for the shares on the last day of quotation cum rights (“rights-on”) 

was $4 per share 

 

2. Calculate the diluted EPS separately in respect of the year ended 31 December 20X6 for each of the following 

circumstances (e)(f), on the basis that:  

 

e) the company made no new issue of shares during the year ended 31 December, but on that date it had in 

issue $2,600,000 10% convertible bonds. These bonds will be convertible into ordinary $1 shares as 

follows: 

 20X6  95  $1 shares for $100 nominal value bonds  

 20X7  90  $1 shares for $100 nominal value bonds  

 20X8  85  $1 shares for $100 nominal value bonds  

 

f) the company made no issue of shares during the year ended 31 December, but on that date there were 

outstanding options to purchase 1m ordinary $1 shares at $2.50 per share. Share price during the year 

was $4. 

 

3. Calculate the basic EPS assuming that items b, c, and d occur together in the same year. 

  

4. Calculate the diluted EPS assuming that items e and f are both in existence at 31 Dec 20X6.  
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SOLUTION  

(1) 

(a) 

Earnings Shares Earnings Per Share (EPS) 
$5.95m 10m 59.5c 

 

MF Note: Preference shares are not included in calculating the shares figure. However, you do have to make sure that any 

preference share dividends have been deducted from earnings.  

(b) 

Earnings Shares Earnings Per Share (EPS) 
$5,95m 12.5m (w1) 47.6c 

 

(w1)  10m x 5/4 = 12.5m 

 

MF Note: For bonus issues, it does not matter when the issue was made, you just assume that the additional shares existed at 

the start of the year i.e. there is no time weighted calculation necessary. Also note, you must restate the comparatives 

proportionally as well when accounting for bonus share issues.  

(c) 

Earnings Shares Earnings Per Share (EPS) 
$5.95m 10.41m (w2) 57.2c 

 

(w2)  pre issue:  10m shares x 7/12 months    =  5.83m 

 post issue:  10m shares x 11/10 x 5/12 months   =  4.58m 

             10.41m 

 

MF Note: For issues of full priced shares, a time weighted calculation is involved as outlined above.   
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(d) 

Earnings Shares Earnings Per Share (EPS) 
$5.95m 11.33m (w3) 52.5c 

 

(w3)  pre rights issue:  10m shares x $4/$3.75* x 9/12 months    =  8m 

 post rights issue:  10m shares x 4 shares/3 shares x 3/12 months =  3.33m 

                   11.33m 

 

 *   Theoretical Ex-Rights Price = [(1 share x $3) + (3 shares x $4)] / 4 shares = $3.75 

 

MF Note: Students should think of rights issues as a mix between: 

1) A bonus issue (see 1 (b)) 

2) An issue at full price (see 1 (d) 

This is because shareholders taking part in rights issues do actually pay some consideration for the shares but the price they pay 

is normally less than the market value of the share (hence the recognition of a bonus element).  

The bonus element is calculated by multiplying the shares in issue before the transaction by the factor: 

      Cum-Rights Price / Theoretical Ex-Rights Price 

The theoretical ex-rights price is basically answering the question “what will the share price be after the rights issue?”  In the 

question above, if a shareholder had 3 shares worth $4 and buys one more share for $3, the overall share price should move to 

$3.75 after the rights issue and this is the theoretical ex-rights price. The final step is to time weight the shares as shown above.  

Post issue, it’s simply a case that the company now has 4 shares in issue where it used to have 3 so the pre-rights issue shares 

are just multiplied by the factor 4/3 and time weighted as before.  
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(2) 

(e) 

MF: Use the following table for diluted EPS calculations. Remember, diluted EPS calculations start with the Basic EPS. 

Item Earnings Shares Earnings Per 
Share (EPS) 
 

Basic EPS $5.95m 10m 59.5c 
 
Diluted EPS 
    
Debt (w4) $0.182m 2.34m  

 $6.132m 12.34m 49.7c 

 

(w4)  Earnings effect:  $2.6m x 10% x (1-30%)          = $0.182m saved interest expense 

 Shares effect:  $2.6m/$100 x 90                    = 2.34m additional shares 

              

MF Note: If the debt is converted, overall earnings will increase as the company will no longer have to make interest payments. 

The “real” saving to the company is the after-tax interest expense.  

Also, if the debt is converted, the company will issue 90 shares for each $100 block of debt currently in issue. The reason 90 is 

used as 31 Dec 20X7 is the next possible conversion date (31 Dec 20X6 has come and gone and we are told no shares were 

issued).  

Note, contingently issuable shares e.g. bonus shares to be issued on achieving a certain profit target, are excluded from basic 

and diluted EPS calculations. In the question above, the convertible debt is not contingent, the company knows that it will have 

to convert the debt in the future, the only issue is the uncertainty over when the conversion will occur.  

Finally, there is a possibility with convertible debt that the diluted EPS figure you calculate is actually higher than the basic EPS. 

If this is the case, convertible debt is ignored as it is anti-dilutive and in the question above the diluted EPS would equal the basic 

EPS.  
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(f) 

Item Earnings Shares Earnings Per 
Share (EPS) 
 

Basic EPS $5.95m 10m 59.5c 
 
Diluted EPS 
    
Options (w5) ----- 0.375m  

 $5.95m 10.375m 57.3c 

 

(w5)  Earnings effect:  zero  

 Shares effect:  1m – (1m x $2.50/$4) = 0.375m shares effectively issued for “free” 

              

MF Note: The key is to work out the number of shares the company are effectively giving away for free.  

If the options are exercised, the option holders will pay $2.50 per share. 1m shares issued at $2.50 per share is effectively the 

same as 625,000 shares issued at the full price of $4 (1m x $2.50/$4).  

Therefore, the number of shares the company is effectively giving away for free i.e. zero consideration is 1m - 0.625m = 0.375m 

shares and this is the figure used to calculate the dilutive potential of the shares.  

  



Michael Farrell Online 

(3) 

Earnings: $5.95m  

Shares:  

Item Weighted average 
shares figure 

Months 
Covered 

Working 
Ref 

Issue (b) 7.29m  7  w1 
Issue (c) 9.58m 9  w2 
Issue (d) 13.55m 12  w3 

 

Basic EPS = $5.95m / 13.55m = 43.9c 

 

Workings 

(w1)  10m x 5/4 = 12.5m  

Weighted average to date (12.5m x 7/12):           7.29m 

 

Total number of shares deemed in issue from start of year: 12.5m 

 MF: The shares are only time weighted for 7 months as this is when the next share issue occurs (see w2). 

(w2)  pre issue:  see (w1)       =  7.29m 
post issue:  12.5m shares x 11/10 x 2/12 months =  2.29m 
Weighted average to date:           9.58m 
 

Total shares actually in issue (12.5m x 11/10):       13.75m 

MF Note: 12.5m from w1 now being used instead of 10m. Also, the post issue shares are only time weighted 

for 2 months as this is when the next share issue occurs (see w3).  

(w3)  pre rights issue:  9.58m x $4/$3.75     =  10.22 

 post rights issue:  13.75m  x 4 shares/3 shares x 3/12 months  =  3.33m 

  Weighted average to date          13.55m 

  

  Total shares actually in issue (13.75m x 4/3):         18.33m 

 

MF Note: 9.58m shares is the time weighted calculation for 9 months so all I have to do is increase it 

proportionally for the bonus issue i.e. the time weighting calculation is already carried out per w2.  

In relation to post rights issue, 13.75m represents the number of shares in issue at the date the rights were 

exercised so this is the figure that I increase proportionally to find the total number of shares actually in 

issue after the rights issue has been completed.  
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(4) 

MF: Use the same table layout as in Q2.  You should order your calculations most dilutive to least dilutive, typically this means 

that options come first, then debt.  

Item Earnings Shares Earnings Per 
Share (EPS) 
 

Basic EPS $5.95m 10m 59.5c 
 
Diluted EPS 
    
Options (w1) ----- 0.375m  
 
Sub-Total $5.95m 10.375m 57.3c 
    
    
Debt (w2) $0.182m 2.34m  
 
Sub-Total $6.132m 12.72m 48.2c 

 

(w1)  Earnings effect:  zero  

                Shares effect:  1m – (1m x $2.50/$4) = 0.375m shares effectively issued for “free” 

 

(w2)  Earnings effect:  $2.6m x 10% x (1-30%)          = $0.182m saved interest expense 

 Shares effect:  $2.6m/$100 x 90                    = 2.34m additional shares 

 

MF: Remember that if any calculation results in the EPS increasing then it must be excluded as it is anti-dilutive. For example, if 

the EPS from w2 increased to 58c this means the debt is anti-dilutive and the correct diluted EPS figure would be 57.3c.  

 


