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QUESTION 4 – IAS 33 EPS  
 
 (a)  The following figures have been calculated from the financial statements (including 

comparatives) of Barstead for the year ended 30 September 2009: 
increase in profit after taxation   80% 
increase in (basic) earnings per share  5% 

 
Required: 
Explain why the two measures of earnings (profit) growth for the same company over 
the same period can give apparently differing impressions.    (4 marks) 

 
(b)  The profit after tax for Barstead for the year ended 30 September 2009 was Rs. 15 million. 

At 1 October 2008 the company had in issue 3.6 million equity shares of Rs. 10 each. On 1 
January 2009 Barstead made a fully subscribed rights issue of one new share for every four 
shares held at a price of Rs. 28 each. The market price of the equity shares of Barstead 
immediately before the issue was Rs. 38. The earnings per share (EPS) reported for the 
year ended 30 September 2008 was Rs. 3.5.  

 
Required: 
Calculate the (basic) EPS figure for Barstead (including comparatives) that would be 
disclosed for the year ended 30 September 2009.      (6 marks) 

 
  



IAS 33  Question 4 

Page 2 of 2 (kashifadeel.com) 
 

ANSWER 4 – IAS 33 EPS  
Part (a) 
Whilst profit after tax (and its growth) is a useful measure, it may not give a fair representation of 
the true underlying earnings performance. In this example, users could interpret the large annual 
increase in profit after tax of 80% as being indicative of an underlying improvement in profitability 
(rather than what it really is: an increase in absolute profit). It is possible, even probable, that 
(some of) the profit growth has been achieved through the acquisition of other companies 
(acquisitive growth). Where companies are acquired from the proceeds of a new issue of shares, 
or where they have been acquired through share exchanges, this will result in a greater number of 
equity shares of the acquiring company being in issue. This is what appears to have happened in 
the case of Barstead as the improvement indicated by its earnings per share (EPS) is only 5% per 
annum. This explains why the EPS (and the trend of EPS) is considered a more reliable indicator 
of performance because the additional profits which could be expected from the greater resources 
(proceeds from the shares issued) is matched with the increase in the number of shares.  
 
Part (b) 
 2009 2008 

BEPS = 
Rs. 15,000,000  

=Rs. 3.46 Rs. 3.5 x 36/38 W2 = Rs. 3.32 
4,325,000 W1 

 
W1 2009   
3,600,000 x 3/12 x 38/36 W2 950,000   
4,500,000 x 9/12 3,375,000   

 4,325,000   

 
W2 Theoretical ex-right price 
 Shares Per share Worth 
Before 4 Rs. 38 Rs. 152 
Right issue 1 Rs. 28 Rs. 28 

Total 5 Rs. 36 Rs. 180 

 
 

 


