
Professor Authored Problems

Intermediate Accounting 3  Acct 343/543

Earnings per share (EPS)

Problem 28   EPS–computing weighted average

Barlock company was formed in 2014 and was granted the authorization to issue 1,000,000 shares of

$2 par value common stock.  The following transactions occurred during 2014:

January 2, 2014  Issued 350,000 shares of common stock for $1,700,000.

July 1, 2014.  Declared and issued a 10% common stock dividend.

September 1, 2014  Purchased 20,000 shares of common stock from outside investors for

$160,000.

September 30, 2014  Sold the 20,000 shares of common stock in the treasury to new investors for

$180,000.

December 31, 2014.  Declared and issued a two for one stock .

Required:  Compute the weighted average amount of shares of common stock available during 2014.

Problem 29   EPS–computing weighted average

Barlock company was formed in 2014 and was granted the authorization to issue 1,000,000 shares of

$2 par value common stock.  The following transactions occurred during 2014:

January 2, 2014 Issued 200,000 shares of common stock.

March 1, 2014 Declared and issued a three for one stock split

April 1, 2014 Issued 150,000 shares of common stock

Aug 1, 2014  Purchased 20,000 shares of common stock from outside investors.

Sep 1, 2014 Declared and issued a 10% common stock dividend.

Oct 1, 2014  Sold the 20,000 shares of common stock in the treasury to new investors

Required:  Compute the weighted average amount of shares of common stock available during 2014.
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Problem 30   EPS–comprehensive problem

The First Corp. had a weighted average of 200,000 shares of common stock outstanding during 2004,

and has 320,000 shares of stock outstanding at year end.  First's current net income, after taxes, is

$2,500,000.  The tax rate is 30%. The common stock is selling for $12 at year end, and has an average

price of $14 during the year.

Options:

*  Throughout the year the President & CEO held options to purchase 25,000 shares of common

stock at $8 per share.

*  The Vice-President & Chief Operating Officer held options to purchase 9,000 shares of

common stock at $13 per share.

*  Assistant Vice-President Closson held options to purchase 7,000 shares at $9 per share.

Preferred Stock:

Class A, 10%, $100 par per share, cumulative, 6,000 shares issued and outstanding. Each

preferred share is convertible into 2 shares of common stock. The Class A preferred shares (total

par of $600,000) were issued in 2001 at par ($600,000). There are $30,000 of dividends in arrears

as of 1/1/04. Dividends of $90,000 were declared and paid during 2004 ($30,000 for 2003 and

$60,000 for 2004). There are no dividends in arrears as of 12/31/04.

Class B, 8%, $100 par per share, cumulative, 6,000 shares issued and outstanding. Each preferred

share is convertible into 3 shares of common stock. The Class B preferred shares were issued in

1989 at par ($600,000). There were no dividends in arrears as of 1/1/04. Dividends of $30,000

were declared and paid during 2004. There are $18,000 of dividends in arrears as of 12/31/04.

Class C, 10%, $100 par per share, cumulative, 5,000 shares issued and outstanding. Each

preferred share is convertible into 5 shares of common stock. The Class C preferred shares were

issued in 1990 at par ($500,000). There are no dividends in arrears as of 1/1/04. Dividends were

not declared or paid during 2004. This means that $50,000 of dividends were in arrears on

12/31/04.

Class D, 9%, $100 par value, non-cumulative, 3,000 shares issued and outstanding. This class of

preferred stock is not convertible. There are no dividends in arrears as of 1/1/04. Dividends of

$27,000 were declared and paid during 2004. There are no dividends in arrears on 12/31/04

Bonds:

Series 1, stated rate = 10%, $1,000 bonds, 10-year, 2,000 bonds issued and outstanding. Each

bond is convertible into 25 shares of common stock.  The Series 1 bonds (total face value of

$2,000,000) were issued on January 1, 2002 for $2,268,403. Each bond has a maturity date of

December 31, 2011, and interest is paid annually on December 31.  First uses the effective

interest method to amortize bond discount or premium, with an effective rate of 8%.
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Series 2, stated rate = 10%, $1,000 bonds, 1,500 bonds issued and outstanding.  Each bond is

convertible into 18 shares of common stock.  The Series 2 bonds (total face value of $1,500,000)

were issued on January 1, 2001 for $1,500,000. Each bond has a maturity date of December 31,

2010, and interest is paid annually on December 31. First uses the effective interest method to

amortize bond discount or premium.

Required:   Calculate First's basic and diluted EPS for 2004. For the DEPS figure, show the correct

order of entry for all potentially dilutive securities.  It is important for you to fully document all

work.
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Problem 31   EPS–comprehensive problem

The Second Corp. had a weighted average of 600,000 shares of common stock outstanding during

2004, and has 720,000 shares of stock outstanding at year end.  Second's current net income, after

taxes, is $860,000.  The tax rate is 30%.  The common stock is selling for $9 at year end, and has an

average price of $11 during the year.

Options:

Throughout the year the President & CEO held options to purchase 38,000 shares of common

stock at $10 per share.

The Vice-President & Chief Operating Officer held options to purchase 6,000 shares of common

stock at $8 per share.

 The assistant Vice-President held options to purchase 4,000 shares at $20 per share.

Preferred Stock:

Class A, 10%, $100 par per share, cumulative, 4,000 shares issued and outstanding. Each

preferred share is convertible into 3 shares of common stock. The Class A preferred shares (total

par of $400,000) were issued in 2001 at par ($400,000). There are $30,000 of dividends in arrears

as of 1/1/04. Dividends of $70,000 were declared and paid during 2004 ($30,000 for 2003 and

$40,000 for 2004). There are no dividends in arrears as of 12/31/04.

Class B, 8%, $100 par per share, cumulative, 9,000 shares issued and outstanding. Each preferred

share is convertible into 4 shares of common stock. The Class B preferred shares were issued in

1989 at par ($900,000). There were no dividends in arrears as of 1/1/04. Dividends of $72,000

were declared and paid during 2004. There are no dividends in arrears as of 12/31/04.

Class C, 9%, $100 par value, non-cumulative, 4,000 shares issued and outstanding. This class of

preferred stock is not convertible. There are no dividends in arrears as of 1/1/04. Dividends of

$36,000 were declared and paid during 2004. 

Class D, 10%, $100 par per share, cumulative, 7,000 shares issued and outstanding. Each

preferred share is convertible into 4 shares of common stock. The Class D preferred shares were

issued in 1990 at par ($700,000). There are no dividends in arrears as of 1/1/04. Dividends were

not declared or paid during 2004. This means that $70,000 of dividends were in arrears on

12/31/04.

Bonds:

Series 1   ̧Stated rate = 10%, $1,000 bonds, 10-year, 3,000 bonds issued and outstanding. Each

bond is convertible into 30 shares of common stock. The Series 1 bonds (total face value of

$3,000,000) were issued on January 1, 2002 for $3,402,605. Each bond has a maturity date of

December 31, 2011, and interest is paid annually on December 31. Second uses the effective

interest method to amortize bond discount or premium, with an effective rate of 8%.
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Series 2, Stated rate = 7%, $1,000 bonds, 3,400 bonds issued and outstanding. Each bond is

convertible into 45 shares of common stock. The Series 2 bonds (total maturity value of

$3,400,000) were issued on January 1, 2001 for $3,400,000. Each bond has a maturity date of

December 31, 2012, and interest is paid annually on December 31. Second uses the effective

interest method to amortize bond discount or premium.

Required:  

1. Calculate Second's basic and diluted EPS for 2004. For the DEPS figure, show the correct

order of entry for all potentially dilutive securities.  It is important for you to fully

document all work.

2. Recompute Second’s basic and diluted EPS for 2004, this time using $1,600,000 for net

income.

3. Recompute Second’s basic and diluted EPS for 2004, this time using $300,000 for net

income.

4. Recompute Second’s basic and diluted EPS for 2004,this time with a net loss of $380,000.
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Problem 32   EPS–comprehensive problem

The Third Corp. had a weighted average of 1,256,000 shares of common stock outstanding during

2004, and has 1,312,000 shares of stock outstanding at year end.  Third's current net income, after

taxes, is $1,500,000.  The tax rate is 25%.  The common stock is selling for $11 at year end, and has an

average price of $10 during the year.

Options:

Throughout the year the President & CEO held options to purchase 150,000 shares of common

stock at $5 per share.

The Vice-President & Chief Operating Officer held options to purchase 60,000 shares of common

stock at $9 per share.

 The assistant Vice-President held options to purchase 10,000 shares at $15 per share.

Preferred Stock:

Class A, 8%, $100 par per share, cumulative, 6,000 shares issued and outstanding.  Each

preferred share is convertible into 4 shares of common stock.  The Class A preferred shares (total

par of $600,000) were issued in 2001 at par ($600,000).  There are $30,000 of dividends in

arrears as of 1/1/04.  Dividends of $70,000 were declared and paid during 2004 ($30,000 for

2003 and $40,000 for 2004).  There are $8,000 of dividends in arrears as of 12/31/04.

Class B, 9%, $100 par per share, cumulative, 7,000 shares issued and outstanding.  Each

preferred share is convertible into 5 shares of common stock.  The Class B preferred shares were

issued in 1989 at par ($700,000).  There were no dividends in arrears as of 1/1/04. Dividends of

$63,000 were declared and paid during 2004.  There are no dividends in arrears as of 12/31/04.

Class C, 10%, $100 par value, non-cumulative, 8,000 shares issued and outstanding.  This class

of preferred stock is convertible into 6 shares of common stock.  There are no dividends in arrears

as of 1/1/04. Dividends of $45,000 were declared and paid during 2004. 

Bonds:

Series 1  ̧Stated rate = 8%, $1,000 bonds, 10-year, 5,000 bonds issued and outstanding.  Each

bond is convertible into 20 shares of common stock.  The Series 1 bonds (total maturity value of

$5,000,000) were issued on January 1, 2002 for 6,158,260.  Each bond has a maturity date of

December 31, 2011, and interest is paid annually on December 31.   Third uses the effective

interest method to amortize bond discount or premium, with an effective rate of 5%.

Series 2, Stated rate = 7%, $1,000 bonds, 10-year, 6,000 bonds issued and outstanding.  Each

bond is convertible into 25 shares of common stock.  The Series 2 bonds (total maturity value of

$6,000,000) were issued on January 1, 2003 for $5,229,881.  Each bond has a maturity date of

December 31, 2012, and interest is paid annually on December 31.  Third uses the effective

interest method to amortize bond discount or premium, with an effective rate of 9%.
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Required:  

1. Calculate Third's basic and diluted EPS for 2004.  For the DEPS figure, show the correct order of

entry for all potentially dilutive securities.  It is important for you to fully document all work. 

Then prepare the Notes to the Financial Statements disclosure for EPS.

2. Rework the problem with net income of $3,800,000.
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Problem 33   EPS–comprehensive problem

In 1997, the Hayes Company Income Statement shows the following amounts:

Income from Continuing Operations $675,000 

Income from Discontinued Operations (75,000)

  Net Income  $600,000 

The weighted average number of shares of Common Stock for the year are 100,000.  There are

two issues of convertible bonds:

Series I:  annual interest expense of $35,000, convertible into 4,500 shares of stock.

Series II: annual interest expense of $12,000, convertible into 3,000 shares of stock.

The tax rate is 25%.

Compute and fill in the amounts for BEPS & DEPS:

Item BEPS DEPS

Income from Continuing Operations

Income from Discontinued Operations

Net Income
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