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(Z&%) Relevant Accounting Principles for

ASRs

Description

Application

ASC 480-10-25
(FAS 150)

Statement that requires certain share
repurchase contracts to be
accounted for as liabilities

Prepaid contracts and many contracts which could require the
company to deliver shares at maturity are outside of the scope of
ASC 480-10-25 (FAS 150)

ASC 505-30-25
(EITF Issue 99-7)

Literature relating specifically to
Accelerated Share Repurchases

Requires an ASR to be accounted for as (1) a treasury stock
repurchase equal to the number of shares received up front and
(2) a “make-up” contract which is a derivative on the company’s
own stock

ASC 815-10-15
FAS 133

Derivative accounting standard

Derivatives on a company’s own stock are outside the scope of
ASC 815-10-15 (FAS 133) provided they are (a) indexed solely
to the company’s own stock and (b) meet the requirements for
equity classification in ASC 815-40-25 (EITF Issue 00-19)

ASC 815-40-25
(EITF Issue 00-19)

Requirements for transaction to be
classified as equity

Contracts classified as equity are not mark to market, thus do not
create earnings volatility

ASC 260-10-55-32
(EITF Topic D-72)

Precedent of cash settlement for
equity contracts places stress on use
of TSM for EPS

If an issuer has set a precedent of cash settlement, instead of
using the treasury stock method for EPS purposes they must
reduce the numerator by the mark to market

ASC 260-10-45
(EITF Issue 03-6)

Pronouncement that calls for two
class method accounting should
forward contract holders be
compensated for actual dividends
paid

Contracts are not adjusted for changes in dividends over the
term of the contract

Web



- FHEE )1
SENEH \ PI-6 2014-1
(Z&%)Accounting Overview

Most accountants agree that a Fixed-Dollar ASR should be accounted for as an equity transaction provided the
requirements for equity classification in ASC 815-40-25 (EITF Issue 00-19) are met

B Balance Sheet and Income Statement Treatment of a Fixed-Dollar ASR
— Most Fixed-Dollar ASR contracts are outside the scope of ASC 480-10-25 (FAS 150)

— Provided the Fixed-Dollar ASR is (1) is indexed solely to the company’s own stock and (2) meets the requirements
for equity classification under the guidance in ASC 815-40-25 (EITF Issue 00-19), then the contract is not marked-
to-market

— At settlement date (the date cash is paid by the Company and shares are delivered by Investment Bank) the
Company would reduce cash for the amount paid to Investment Bank and reduce shareholders equity (APIC /
common stock) for the same amount

— Subsequent changes in fair value should not be recognized as long as the contract remains classified as equity

— Any additional receipt of shares would be recorded as an adjustment between APIC and common stock. If no
additional cash is exchanged, there is no net impact to shareholders equity

B Earnings per Share Treatment

— Weighted-average-shares outstanding for both basic and diluted EPS calculations should be reduced by the number
of shares received from Investment Bank as of the date they are received

— The make-up contract is included in diluted EPS using the treasury stock method
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(Z&%) Detailed Accounting Framework for an
ASR

Below we have laid out our understanding of the accounting literature with respect to a Fixed Dollar Accelerated Share
Repurchase

B The first step in determining the appropriate accounting treatment is to determine whether or not the contract is
classified as a liability or equity based on the guidance in ASC 480-10-25 (FAS 150). Specifically, ASC 480-10-25-8
and ASC 480-20-25-14 (FAS 150, par 11 — 12) deal with certain derivatives on a company's own stock

— ASC 480-10-25-8 (FAS 150, par 11) states that certain obligations to repurchase shares by the transferring assets
should be classified as liabilities:

An entity shall classify as a liability (or an asset in some circumstances) any financial instrument, other than an
outstanding share, that, at inception, has both of the following characteristics: (a) It embodies an obligation to

repurchase the issuer ’'s equity shares , or is indexed to such an obligation & (b) It requires or may require the issuer
to settle the obligation by transferring assets

Based on discussions with our outside accounting advisors, it is our understanding that a contract that is prepaid at

inception does not fall within the scope of ASC 480-10-25-8 because there is no obligation to transfer assets in the
future to repurchase shares
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(Z&%) Detailed Accounting Framework for an

ASR
(Continued)

— ASC 480-10-25-14 (FAS 150, par 12) states that certain contracts which a company will settle by issuing a variable
number of shares should be classified as liabilities :

A financial instrument that embodies an unconditional obligation, or a financial instrument other than an outstanding
share that embodies a conditional obligation, that the issuer must or may settle by issuing a variable number of its
equity shares shall be classified as a liability (or an asset in some circumstances) if, at inception, the monetary value
of the obligation is based solely or predominantly on any one of the following :

a.) A fixed monetary amount known at inception (for example, a payable settleable with a variable number of the
issuer’s equity shares)

b.) Variations in something other than the fair value of the issuer’s equity shares (for example, a financial instrument
indexed to the Standard and Poor's S&P 500 Index and settleable with a variable number of the issuer’s equity
shares)

c.) Variations inversely related to changes in the fair value of the issuer’s equity shares (for example, a written put
option that could be net share settled)

It is our understanding that most Fixed Dollar ASRs are not indexed solely or predominantly to any of the items in
(a) — (c), even if there is a possibility that the company may have to deliver a variable number of shares to settle any
obligation
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(Z&%) Detailed Accounting Framework for an

ASR
(Continued)

B The second step is to determine whether the contract is eligible for the scope exception in ASC 815-10-15-74 (a) /
Paragraph 11(a) of FAS 133

Notwithstanding the conditions of paragraphs 815-10-15-13 through 15-139 : the reporting entity shall not consider the
following contracts to be derivative instruments for purposes of this Subtopic :

a. Contracts issued or held by that reporting entity that are both (1) indexed to its own stock and (2) classified in
stockholders’ equity in its statement of financial position

Provided the requirements in ASC 815-40-15 (EITF Issue 07-5) are met, the Fixed Dollar ASR would meet the first
requirement that the contract be indexed to the company’s own stock

In addition, provided the detailed requirements for equity classification in ASC 815-40-25 (EITF Issue 00-19) are met,
the Fixed Dollar ASR would also meet the second requirement and should be accounted for as an equity transaction
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