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Accounting for Contingent Equity and the Statement of Capitalization
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Summary

Stock purchase warrants issued with debt or convertible debts are popular forms of contingent equity financing. And they
could be used for compensation purpose such as stock options and for other purpose like rights plan as anti-hostile
takeover measure. Because the fluctuation of fair value of those options could be material, how those changes should be
reported has to be discussed.

Prior study in Japan could not prove that the gains recognized from the lapse of stock options and stock purchase
warrants were value relevant. But that does not mean liability classification of stock options and stock purchase warrants will
not improve the value relevance. Because Japanese accounting only reflect the grant date fair value of the lapsed stock
option and does not fully reflect the change in fair value of those options after the grant date. Further research is required
to evaluate the value relevance of changes in fair value of contingent equity instruments.
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