UNIVERSITY OF THE WEST INDIES

DEPARTMENT OF MANAGEMENT STUDIES

MS15D Tutorial 6

Suggested Solutions

1. Paid in Capital represents shares of stock which the owners have bought and therefore represents contributed equity. Retained Earnings represent accumulated profits over a number of years net of any dividend payouts. The distinction is important because it separates that portion of equity which can be distributed back to the shareholders.
2. The purpose of a  stock split is to reduce the market price of the company’s shares to make it look more attractive to potential investors.
3. Date of declaration – When the announcement has been made to make a distribution of dividends. It also creates an obligation (i.e. a liability). Date of record – is the date that identifies which shareholders are to receive dividends. Date of payment. – the date that the shareholders are paid.

4. Stock split – shares are increased and the individual par value is proportionately reduced, thereby maintaining the same total par value. Stock dividend – shares are also increased but the individual par value remains the same. Because there is an increase in the par value and also because the organizations “takes” the stock dividend from retained earnings, a journal entry is required. However for a stock split, the total par value is not affected, neither is the retained earnings, therefore no journal entry is required.
5. .Exercise 11.4 (Modified) 

	a.
	Total dividends paid in third year


Dividends on 9% cumulative preferred stock:
	
$
736,000

	
	
	Dividends ($50 ( .09 ( 40,000 ( 2 years)

	
$
360,000
	

	
	
	Current year’s dividend ($50 ( .09 ( 40,000)

	

180,000
	

	
	
	Total paid on 9% cumulative preferred stock

	
$
540,000
	

	
	Dividends on 12% noncumulative preferred stock:
	
	

	
	
	Current year’s dividend ($100 ( .12 ( 8,000)

	

96,000
	

636,000

	
	Dividends on common stock in third year

	
$
100,000

	b.
	Dividends per share:

	
	
	Preferred stock, 9% cumulative ($540,000 ( 40,000 shares)

	
$
13.50
 per share

	
	
	Preferred stock, 12% noncumulative ($96,000 ( 8,000 shares)

	
$
12.00
 per share

	
	
	Common stock ($100,000 ( 400,000 shares)

	
$
0.25
 per share


	6. Problem 11.4 
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General Journal

 

20__

Jan

6

 Cash

2

8

0

0

0

0

Common Stock

4

0

0

0

0

Additional Paid-in Capital: Common Stock

2

4

0

0

0

0

 Issued 20,000 shares of $2 par value common stock at $14

 per share.

7

 Organization Costs

7

0

0

0

Common Stock

1

0

0

0

Additional Paid-in Capital: Common Stock

6

0

0

0

 Issued 500 shares of common stock to Gordon in exchange

 for services relating to formation of the corporation.

 Implied issuance price ($7,000 

¸

 500 shares) = 

$14 per share.

12

 Cash

2

5

0

0

0

0

10% Cumulative Preferred Stock

2

5

0

0

0

0

 Issued 2,500 shares of $100 par value, 10%, cumulative

 preferred stock at par value.

June

4

 Land

2

2

5

0

0

0

Common Stock

3

0

0

0

0

Additional Paid-in Capital: Common Stock

1

9

5

0

0

0

 Issued 15,000 shares of common stock in exchange for land

 valued at $225,000 (15,000 shares x

 $15).

Nov

15

 Dividends (Preferred Stock)

2

5

0

0

0

Dividends Payable

2

5

0

0

0

 To record declaration of annual dividend of $10 per share on

 2,500 preferred shares outstanding. Payable Dec. 20.

Dec

20

 Dividends Payable

2

5

0

0

0

Cash

2

5

0

0

0

 To record payment of dividend declared Nov. 15.

31

 Income Summary

1

0

6

5

0

0

Retained Earnings

1

0

6

5

0

0

 To close the Income Summary account for the year.

31

 Retained Earnings

2

5

0

0

0

Dividends (Preferred Stock)

2

5

0

0

0

 To close the Dividends account.


	
	Problem 11–4 (concluded
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MOBILE COMMUNICATIONS, INC.

Partial Balance Sheet

December 31, 20__

 Stockholders’ equity:

 

Cumulative preferred stock, $100 par, authorized 50,000

  shares, issued 2,500 shares

$

2

5

0

0

0

0

Common stock, $2 par, authorized 400,000 shares, issued

  35,500 shares

7

1

0

0

0

Additional paid-in capital: Common stock

4

4

1

0

0

0

Total paid-in capital

$

7

6

2

0

0

0

Retained earnings*

8

1

5

0

0

Total stockholders’ equity

$

8

4

3

5

0

0

 *Computation of retained earnings at December 31, 20__:

Retained earnings at January 1, 20__

$

0

Add: Net income in 20__

1

0

6

5

0

0

Less: Preferred dividends in 20__

(

2

5

0

0

0

)

Retained earnings at December 31, 20__

$

8

1

5

0

0


	7. Problem 11-5 (Modified)
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Par value of all preferred stock outstanding

$

2

4

0

0

0

0

0

Par value per share of preferred stock

$

1

0

0

Number of shares of preferred stock outstanding ($2,400,000 

¸ 

$100)

2

4

0

0

0

 b.

Dividend requirement per share of preferred stock (7 1/2% x

 

$100)

$

7

50

Number of shares of preferred stock outstanding (

a

)

2

4

0

0

0

Annual preferred stock dividend requirement ($7.50 x

 24,000 shares)

$

1

8

0

0

0

0

 c.

Par value of all common stock outstanding

$

9

0

0

0

0

0

Par value per share of common stock

$

2

Number of shares of common stock outstanding ($900,000 

¸

 $2 per share)

4

5

0

0

0

0

d

Total stockholders’ equity

$

14

2

2

0

0

0

0

Less: Preferred stock               

2

4

0

0

0

0

0

Equity of common stockholders

$

11

8

2

0

0

0

0

Number of shares of common stock outstanding (

c

)

4

5

0

0

0

0

Book value per share ($12,420,000 

¸

 450,000 shares)

$

2

6

27

e

Retained earnings, beginning of the year

$

7

1

7

5

0

0

Add: Net income for the year

3

9

7

0

0

0

0

Subtotal

$

4

6

8

7

5

0

0

Less: Retained earnings, end of the year

2

5

9

5

0

0

0

Total dividends paid during the year

$

2

0

9

2

5

0

0

Less: Dividends on preferred stock (part 

b

)

1

8

0

0

0

0

Total dividends on common stock

$

1

9

1

2

5

0

0

Number of common shares outstanding

4

5

0

0

0

0

Dividends per share of common stock ($1,912,500 

¸

 450,000)

$

4

25


8. Exercise 12.7 (Modified)
	Ex. 12–7
	a.
	Apr.
	30
	Memorandum: Issued an additional 1,000,000 shares of capital stock in a 2-for-1 stock split. Par value reduced from $1 per share to $0.50 per share.

	
	
	June
	 1
	Dividends

	1,200,000
	

	
	
	
	
	
	Dividends Payable

	
	1,200,000

	
	
	
	
	To record the declaration of a dividend of 60 cents per share on 2 million shares of stock outstanding.
	
	

	
	
	July
	 1
	Dividends Payable

	1,200,000
	

	
	
	
	
	
	Cash

	
	1,200,000

	
	
	
	
	To record payment of the dividend declared on June 1.
	
	

	
	
	Aug.
	 1
	Retained Earnings

	1,900,000
	

	
	
	
	
	
	Stock Dividend to Be Distributed

	
	50,000

	
	
	
	
	
	Additional Paid-in Capital: Stock Dividends

	
	1,850,000

	
	
	
	
	To record declaration of a 5% stock dividend consisting of 100,000 shares (2,000,000 shares x 5%) of $0.50 par value common stock. Amount of retained earnings transferred to paid-in capital is based on market price of $19 a share.
	
	

	
	
	Sept.
	1
	Stock Dividend to Be Distributed

	50,000
	

	
	
	
	
	
	Common Stock

	
	50,000

	
	
	
	
	To record distribution of a stock dividend of 100,000 shares.


	
	

	
	
	Dec.
	15
	Retained Earnings

	24,150,000
	

	
	
	
	
	
	Stock Dividend to Be Distributed

	
	525,000

	
	
	
	
	           Additional Paid-in Capital: Stock Dividends

	
	23,625,000

	
	
	
	
	To record declaration of a 50% stock dividend consisting of 1,050,000 shares of $0.50 par value common stock. Amount of retained earnings transferred to paid-in capital is based on market price of $23a share.
	
	

	
	b.
	2,100,000 shares

	
	
	1,000,000 + 1,000,000 + 100,000 

(Note: The Dec. 15 stock dividend has not been distributed at the end of year.)

	
	c.
	$0.50 par value per share ($1 par reduced to $0.50 par due to 2-for-1 stock split on April 30.)

	
	d.
	Stock split—No effect

	
	
	Declaration/payment of cash dividend—Decrease retained earnings, & stockholder’s equity

	
	
	Declaration/distribution of  stock dividend—No effect
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				a.				Par value of all preferred stock outstanding												$		2		4		0		0		0		0		0

								Par value per share of preferred stock																				$		1		0		0

								Number of shares of preferred stock outstanding ($2,400,000 ¸ $100)																		2		4		0		0		0

				b.				Dividend requirement per share of preferred stock (7 1/2% x $100)																								$		7		50

								Number of shares of preferred stock outstanding (a)																		2		4		0		0		0

								Annual preferred stock dividend requirement ($7.50 x 24,000 shares)												$				1		8		0		0		0		0

				c.				Par value of all common stock outstanding												$				9		0		0		0		0		0

								Par value per share of common stock																								$		2

								Number of shares of common stock outstanding ($900,000 ¸ $2 per share)																4		5		0		0		0		0

				d				Total stockholders’ equity												$		14		2		2		0		0		0		0

								Less: Preferred stock														2		4		0		0		0		0		0

								Equity of common stockholders												$		11		8		2		0		0		0		0

								Number of shares of common stock outstanding (c)																4		5		0		0		0		0

								Book value per share ($12,420,000 ¸ 450,000 shares)																						$		2		6		27		0

				e				Retained earnings, beginning of the year												$				7		1		7		5		0		0

								Add: Net income for the year														3		9		7		0		0		0		0

										Subtotal										$		4		6		8		7		5		0		0

								Less: Retained earnings, end of the year														2		5		9		5		0		0		0

										Total dividends paid during the year										$		2		0		9		2		5		0		0

								Less: Dividends on preferred stock (part b)																1		8		0		0		0		0

										Total dividends on common stock										$		1		9		1		2		5		0		0

								Number of common shares outstanding																4		5		0		0		0		0

										Dividends per share of common stock ($1,912,500 ¸ 450,000)																						$		4		25
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Sheet1

		

				b.																		MOBILE COMMUNICATIONS, INC.

																						Partial Balance Sheet

																						December 31, 20__

				Stockholders’ equity:

						Cumulative preferred stock, $100 par, authorized 50,000

						shares, issued 2,500 shares																																						$		2		5		0		0		0		0

						Common stock, $2 par, authorized 400,000 shares, issued

						35,500 shares																																										7		1		0		0		0

						Additional paid-in capital: Common stock																																								4		4		1		0		0		0

								Total paid-in capital																																				$		7		6		2		0		0		0

						Retained earnings*																																										8		1		5		0		0

								Total stockholders’ equity																																				$		8		4		3		5		0		0

				*Computation of retained earnings at December 31, 20__:

						Retained earnings at January 1, 20__																																						$												0

						Add: Net income in 20__																																								1		0		6		5		0		0

						Less: Preferred dividends in 20__																																								(		2		5		0		0		0		)

						Retained earnings at December 31, 20__																																						$				8		1		5		0		0
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