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e Commission (SEC) Content

Earnings Per Share

Amendments to Section 260-10-S99

This Codification Update represents technical corrections to Topic 260-10-S99,
Earnings per Share, based on EITF Topic D-53, Computation of Earnings Per
Share for a Period that Includes a Redemption or an Induced Conversion of a
Portion of a Class of Preferred Stock and EITF Topic D-42, The Effect of the
Calculation of Earnings per Share for the Redemption or Induced Conversion of
Preferred Stock.

1.  Amend paragraphs 260-10-S99-2 and 260-10-S99-3, with no link to
transition paragraph, as follows:

>> Announcements Made by SEC Staff at Emerging Issues Task Force
(EITF) Meetings

>>> SEC Staff Announcement: The Effect on the Calculation of Earnings
Per Share for a Period That Includes the Redemption or Induced
Conversion of Preferred Stock

§99-2 The following is the text of SEC Staff Announcement: The Effect on
Calculation of Earnings Per Share for a Period That Includes the Redemption or
Induced Conversion of Preferred Stock.










Scope

This SEC staff announcement applies to redemptions and induced conversions
of equity-classified preferred stock instruments. For purposes of this
announcement: [>>Author-generated text<<]

1. Modifications and exchanges of preferred stock instruments that are
accounted for as extinguishments, resulting in a new basis of accounting for

the modified or exchanged preferred stock instrument, are considered
redemptions. [>>Author-generated text<<]

2. A preferred stock instrument classified within temporary equity pursuant to
the guidance in ASR 268 and paragraph 480-10-S99-3A is considered
equity-classified, and redemptions and induced conversions of such
securities would be subject to this guidance. [>>Author-generated text<<]

3. If an equity-classified security is subsequently required to be reclassified as
a liability based on the provisions of other GAAP (for example, because a

preferred share becomes mandatorily redeemable pursuant to Subtopic
480-10), the reclassification is considered a redemption of equity by
issuance of a debt instrument. [>>Author-generated text<<]

The accounting for conversions of preferred stock instruments into other equity-
classified securities pursuant to conversion privileges provided in the terms of the
instruments at issuance is not affected by this announcement. [>>Author-
generated text<<]

The Effect on Income Available to Common Stockholders of a Redemption
or Induced Conversion of Preferred Stock

If a registrant redeems its preferred stock, the SEC staff believes that the
difference between (1) the fair value of the consideration transferred to the
holders of the preferred stock and (2) the carrying amount of the preferred stock
in the registrant’s balance sheet (net of issuance costs) should be subtracted
from (or added to) net income to arrive at income available to common
stockholders in the calculation of earnings per share. The SEC staff believes that
the difference between the fair value of the consideration transferred to the
holders of the preferred stock and the carrying amount of the preferred stock in
the reqgistrant’s balance sheet represents a return to (from) the preferred
stockholder that should be treated in a manner similar to the treatment of
dividends paid on preferred stock. [>>EITF D-042, Sequence 5<<] This




calculation guidance applies to redemptions of convertible preferred stock
regardless of whether the embedded conversion feature is “in-the-money” or

“out-of-the-money” at the time of redemption. The fair value of the consideration
transferred is reduced by the commitment date intrinsic value of the conversion
option if the redemption includes the reacquisition of a previously recognized
beneficial conversion feature in a convertible preferred stock instrument.
[>>Author-generated<<]

If convertible preferred stock is converted into other securities issued by the
registrant pursuant to an inducement offer, the SEC staff believes that the excess
of (1) the fair value of all securities and other consideration transferred in the
transaction by the registrant to the holders of the convertible preferred stock over
(2) the fair value of securities issuable pursuant to the original conversion terms
should be subtracted from net income to arrive at income available to common
stockholders in the calculation of earnings per share. Registrants should consider
the guidance provided in Subtopic 470-20 to determine whether the conversion
of preferred stock is pursuant to an inducement offer. [>>EITF D-042, Sequence
6<<]

The Effect on Diluted Earnings per Share of a Redemption or Induced
Conversion of Only a Portion of a Class of Preferred Stock

When a registrant effects a redemption or induced conversion of only a portion of
the outstanding securities of a class of preferred stock, the SEC staff believes
that, for the purpose of determining whether the “if-converted” method is dilutive
for the period, the shares redeemed or converted should be considered
separately from the other shares of the same class that are not redeemed or
converted. The SEC staff does not believe that it is appropriate to aggregate
securities with different effective dividend yields when determining whether the
“if-converted” method is dilutive, which would be the result if a single, aggregate

computation was made for the entire series of preferred stock. [>>EITF D-053,
Sequence 4<<]

For example, assume a registrant has 100 shares of convertible preferred stock
outstanding at the beginning of the period. The convertible preferred stock was

issued at fair value, which was equal to its par value of $10 per share, and has a
stated dividend of 5 percent, and each share of preferred stock is convertible into
1 share of common stock. During the period, 20 preferred shares were redeemed
by the registrant for $12 per share. [>>EITF D-053, Sequence 5<<]

In this example, the SEC staff believes that the registrant should determine
whether conversion is dilutive (1) for 80 of the preferred shares by applying the
“if-converted” method from the beginning of the period to the end of the period
using the stated dividend of 5 percent and (2) for 20 of the preferred shares by
applying the “if-converted” method from the beginning of the period to the date of




redemption using both the stated dividend of 5 percent and the $2 per share
redemption premium. [>>EITF D-053, Sequence 6<<]

Accordingly, assuming that the dividend for the period for the preferred stock was
$0.125 per share. a determination of whether the 20 redeemed shares are
dilutive should be made by comparing the $2.125 per-share effect of assuming
those shares are not converted to the effect of assuming those 20 shares were
converted into 20 shares of common stock, weighted for the period for which they
were outstanding. The determination of the "if-converted" effect of the 80 shares
not redeemed should be made separately, by comparing the EPS effect of the
$0.125 per-share dividend to the effect of assuming conversion into 80 shares of

common stock. [>>EITF D-053, Sequence 7<<]

S$99-3 [NOT USED] TFhefollowing—is—the—text-of - SEGC—StaftAnnouneement:




2. Amend paragraph 260-10-S55-2, with no link to transition paragraph, as
follows:



> Effect on Earnings Per Share (EPS) Calculation for a Period That
Includes the Redemption or Induced Conversion of Preferred Stock

855 2 See paragraph 260- 10 899 2 SEC Staff Announcement ZFhe—Effeet—en

The Effect on the Calculatlon of Earnrnqs Per Share for a

Period That Includes the Redemption or Induced Conversion of Preferred Stock,
for SEC Staff views on this topic.

3. Amend paragraph 260-10-S55-3, with no link to transition paragraph, as
follows:

> Redemption or Induced Conversion of a Portion of a Class of Preferred
Stock

S$55-3 See paragraph 260-10-S99-23, SEC Staff Announcement: The Effect on
the Calculation of Earnings Per Share for a Period That Includes the Redemption

or Induced Conversron of Preferred Stock Gencrputatrencf—Earmngs—Per—Share—fer

Gfas&ef—Preferred%teek for SEC Staff views on th|s toprc



Amend paragraph 260-10-S00-1 as follows:

Accounting
Paragraph Standards
Number Action Update Date
260-10-S55-2 Amended 2009-08 09/16/2009
260-10-S55-3 Amended 2009-08 09/16/2009
260-10-S99-2 Amended 2009-08 09/16/2009
260-10-S99-3 Superseded 2009-08 09/16/2009




