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(shd A) A5 e

(% 2) "= M7=

A 2 2018 2019 2020 2021
AP 45,961 47,277 46,443 44,771
et 26,028 26,821 25,072 27,515
71 g At 268 78 0 953
TGN (FEH) 45 78 0 0
H] frE AT 19,932 20,456 21,370 17,255
FAFA 24,524 30,754 25,909 18,404
FETA 11,141 22,670 16,989 9,989
e A A 2,871 5,629 2,029 0
71ea8 A 0 2,132 1,646 1,304
7\eshy g E 0 1,442 0 0
H -5 54 13,382 8,084 8,921 8,417
AL 3,304 0 0 0
ErdRatics 3,000 1,000 0 0
78 A 1,483 172 1,286 1,219
A FETA (A 1,440 1,443 0 0
AHEEA 21,437 16,524 20,534 26,366
e 4,773 4,804 5,577 5,815
HAgALAY o M 2 572 30 768 228
AR ) A} 124 0 0 0
2o 4 At 6 0 5 10
Aol 22,053 22,479 26,986 29,027
FA I 2T 20,607 21,168 26,647 28,863
At 1,304 1,199 228 52
Algledd 7t 143 112 112 112
AHE2H -953 1,167 -1,207 -1,209
T ad el 624 411 371 163
7 EfEZo] o)A A 71 164 89 172
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(514 B) 972
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o\ A&
A GER A 187 3 165 0
AR A 38 41 0 0
QA H] G AR gl < 698 -4,576 -1,081 3,810
3715019 865 -4,560 -666 4,247
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iy 2018 2019 2020 2021
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ABSA F7[HA o]HE FEZS AFE AR
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A Case Study on the Accounting
for Convertible Bond Call Options

Sung Ho Choi* - You Jung Kang**

Abstract

When issuing convertible bonds, call options are often granted to investors. In 2020, call
option clauses were included in about 87% of all convertible bond issuances (Financial Services
Commission, 2021). Recently, call options on convertible bonds have been granted by designating
a third party after issuance, in addition to being granted directly to investors. Third parties
are mostly the largest shareholders and related parties.

Traditionally, assigning call options on convertible bonds to a third party has been treated
as the transfer of embedded derivatives, with related gains and losses classified as non-
operating. Fasoo, a case company in this study, initially followed this practice. However, after
making an inquiry to the Financial Supervisory Service, they received a reply that the call
options designated to employees and the employee stock ownership union have the same
economic substance as stock options. In other words, the Financial Supervisory Service is of
the opinion that it is appropriate to apply stock-based compensation accounting at the time
when a company designates a call option for its employees and employee stock ownership
union. As a result, Fasoo applied the stock compensation standard when designating a call
option on convertible bonds, resulting in a significant decrease in operating profit and net
profit. Due to a change in accounting treatment when designating a call option, Fasoo has
turned from a profitable company to a loss-making company.

This study highlights how the accounting treatment can differ depending on the party

designated for the call option and provides insights into convertible bonds and call options.

Key Words: Call options, Call option convertible bonds, Convertible bonds, Third-party

designated call options
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