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University of the West Indies

MS 15D Financial Accounting

  Tutorial #6 – Stockholder’s Equity

Note - Correction to the lecture notes: a stock dividend does not result in a reduction of the par value, only a reduction of the market price.
1. Distinguish between paid-in capital and retained earnings of a corporation. Why is such a distinction useful?

2. What is the purpose of a stock split?

3. Explain the significance of the following dates relating to cash dividends: date of declaration, date of record and date of payment.

4. Distinguish between a stock split and a stock dividend. Is there any reason for the difference in accounting treatment of these two events?

5. Exercise 11.4 (Modified) 
A portion of the stockholders’ equity section from the balance sheet of Palermo Corporation appears as follows:

	Stockholders’ equity:

Preferred stock, 9% cumulative, $50 par, 40,000 shares 


authorized and issued. ……………………………………………

Preferred stock, 12% non-cumulative, $100 par, 8,000 shares 


authorized and issued. ……………………………………………

Common stock, $5 par, 400,000 shares authorized


 and issued …………………………………………………………


Total paid-in capital
	$2,000,000

800,000

2,000,000

$4,800,000


Assume that all the stock was issued on January 1 and that no dividends were paid during the first two years of operation. During the third year, Palermo Corporation paid total cash dividends of $736,000.

a) Compute the amount of cash dividends paid during the third year for each of the three classes of stock.

b) Compute the dividends per share during the third year for each of the three classes of stock.

6. Problem 11.4 
Early in the year Roger Gordon and several friends organized a corporation called Mobile Communications, Inc. the corporation was authorized to issue 50,000 shares of $100 par value cumulative preference stock and 400,000 shares of $2 par value common stock. The following transactions (among others) occurred during the year:

	January 6

January 7

January 12

June 4

November 15

December 20

December 31
	Issued for cash 20,000 shares of common stock at $14 per share. The shares were issued to Gordon and 10 other investors.

Issued an additional 500 shares of common stock to Gordon in exchange for his services in organizing the corporation. The stockholders agreed that these services were worth $7,000.

Issued 2,500 shares of preferred stock for cash of $250,000.

Acquired land as a building site in exchange for 15,000 shares of common stock. In view of the appraised value of the land and the progress of the company, the directors agreed that the common stock was to be valued for purposes of this transaction at $15 per share.

The first annual dividends of $10 per share was declared on the preferred stock to be paid December 20.

Paid the cash dividend declared on November 15.

After the revenues and expenses were closed to the Income Summary account, that account indicated a net income of $106,500. 


a) Prepare journal entries in general journal form to record the above transactions. Include entries at December 31 to close the Income Summary account and the Dividends account.

b) Prepare the stockholders equity section of the Mobile Communications, Inc., balance sheet at December 31.

7. Problem 11.5 (modified)
The year-end balance sheet of desk Top Products includes the following stockholders’ equity section (with certain details omitted):

	Stockholders’ equity:

7½% cumulative preferred stock, $100 par, callable at $105


100,000 shares authorized.  …………………………………………

Common stock, $2 par value, 900,000 shares 


authorized …………………………………………………………

Additional paid-in capital: Common stock………………………………..

Retained earnings………………………………………………………….


Total stockholders’ equity
	$2,400,000

900,000

8,325,000

2,595,000

$14,220,000


From the information, compute answers to the following questions:

a) How many shares of preference stock have been issued?

b) What is the total amount of the annual dividends paid to preference stockholders?

c) How many shares of common stock are outstanding?

d) What is the book value per share of common stock? (There are no dividends in arrears.)

e) Assume that retained earnings at the beginning of the year amounted to $717,500 and that net income for the year was $3,970,000. What was the dividend declared during the year on each share of common stock? (Hint: Net income increase retained earnings, whereas dividends decrease retained earnings.)

8. Exercise 12.7 (Modified)
Universal Cable Corporation has 1,000,000 shares of $1 par value capital stock outstanding on January 1. The following equity transactions occurred during the current year:

	April 30

June 1

July 1

August 1

September 1

December 15
	Distributed additional shares of capital stock in a 2-for-1 stock split. Market price of the stock was $35 per share.

Declared a cash dividend of 60 cents per share

Paid the 60-cent cash dividend to stockholders.

Declared a 5% stock dividend. Market price of stock was $19 per share.

Issued shares resulting from the 5% stock dividend declared on August 1.

Declared a 50% stock dividend. Market price of stock was $23 per share.


a) Prepare journal entries to record the above transactions.

b) Compute the number of shares of capital stock outstanding at year-end.

c) What is the par value per share of Universal Cable stock at the end of the year?

d) Determine the effect of each of the following on total stockholders’ equity: stock split, declaration and payment of a cash dividend, declaration and distribution of a stock dividend. (Your answer should be increase, decrease or no effect.)
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