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7 ~ Alfa company purchased a call option right on its own shares on February 1, 20X6. Relevant information

as follows:
Contract date February 1, 20X6
Exercise date January 31, 20X7
(it can be exercised only at maturity)

Exercise right holder Reporting entity (Alfa company)
Market price per share on February 1, 20X6 €100

Market price per share on December 31, 20X6 €104

Market price per share on January 31, 20X7 €104

Fixed exercise price to be paid on January 31, 20X7 €102

Number of shares under option contract 1,000

Fair value of option on February 1, 20X6 € 6,000

Fair value of option on December 31, 20X6 € 4,000

Fair value of option on January 31, 20X7 € 3,000

Prepare necessary entries at February 1, 20X6, December 31, 20X6 and January 31, 20X7 respectively,
under the following assumptions:

(1) The option will be settled net in cash. [§ 4]

(2) The option will be settled net in shares. [8 4+]

(3) The option will be settled by delivering cash in exchange for Alfa company’s shares. [6 4]
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