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Corporation Equity
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Sales of Stock and Repurchase of Treasury Shares

Common Stock

Cash (2,000 shares x $15 market value) 30,000
Common Stock - $10 Par Value (2,000 shares x $10 Par) 20,000
Paid in Capital in Excess of Par - Common Stock (2,000 shrs x $5 over par) 10,000
Preferred Stock
Cash (3,000 shares x $20 market value) 60,000
Preferred Stock - $5 Par Value (3,000 shares x $5 Par) 15,000
Paid in Capital in Excess of Par - Preferred Stock (3,000 shrs x $15 over par) 45,000
Treasury Stock
Treasury Stock, Common (100 shares $12) 1,200
cash 1,200

Reissue of Treasury Stock - Repurchase price resets par value

Cash (50 shares x $15) 750
Treasury Stock, Common (50 shares x $12) 600
Paid in Capital, Treasury Stock (50 shrs x $3 over repurchase price) 150
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QS 11-2 (Algo) Issuance of common stock LO P1

Prepare the joumal entry to record Zende Company’s issuance of 83,000 shares of $7 par value common stock assuming the shares sell for

.87 cash per share.
b. $8 cash per share.
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QS 11-5 (Algo) Issuance of common stock LO P1

Prepare the issuer's joumal entry for each of the following separate transactions.

a.0n March 1, Atlantic Co. issues 47,500 shares of $4 par value common stock for $312,500 cash.
b.On April 1, OP Co. issues no-par value common stock for $80,000 cash.

. On April 6, MPG issues 3,000 shares of $15 par value common stock for $49,000 of inventory, $150,000 of machinery, and acceptance of a
$99,000 note payable.
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Use the following information for Exercises 4-5 below. (Algo)

[The following information applies to the questions displayed below.]
Following are the Issuances of Stock transactions.

1.A corporation Issued 3,000 shares of $20 par value common stock for $72,000 cash.

2. A corporation Issued 1,500 shares of No-par common SIock to Its promoters In exchange for thelr efforts, estmated 1o be worth $42,000. The stock
has a $3 per share stated value.

3. A corporation Issued 1,500 shares of no-par common Stock o fts promoters In exchange for their efforts, estimated 1o be worth $42,000. The stock
has no stated value.

4. A corporation Issued 750 shares of $75 par value preferred stock for $98.250 cash.
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QS 11-17 (Algo) Purchase and sale of treasury stock LO P3

On May 3, Zirbal Corporation purchased 7,500 shares of its own stock for $67,500 cash. On November 4, Zirbal reissued 1,650 shares of this
treasury stock for $16,500.

Prepare the May 3 and November 4 journal entries to record Zirbal’s purchase and reissuance of treasury stock
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QS 11-16 (Algo) Determining shares outstanding LO P3

Anthem Co. has 100,000 shares authorized, 93,200 shares issued, and 21,600 shares of treasury stock Determine the number of shares
outstanding
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Use the following information for the Exercises 8-9 below. (Algo)

[The following information applies to the questions displayed below.]

On June 30, Sharper Corporation’s stockholders' equity section of Its balance sheet appears as follows before any stock dividend or spiit. Sharper
declares and Immediately distributes a 50% stock dividend.

Common stock—S$10 par value, 64,000 shares issued and outstanding S 640000
Paid-in capital in excess of par value, common stock 270,000
Retained earnings

Total stockholders’ equity
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Assume that instead of distributing a stock dividend, Sharper did a 3-for-1 stock split.

(1) Prepare the updated stockholders' equity section after the split.
(2) Compute the number of shares outstanding after the split.
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Capitalizing RE — Transfers amts from RE to Common Stock.

Brd of Directors declare small stock dvd (less than 2r

How to calculate:

Number of common shares issued/outstanding
Board of Directors dedare a 10% stock dividend
Number of dividend shares

Market value as of the date of the dedaration
Number of dividend shares
Valueof distribution

$ 1500
1,000

$ 15000

%6 of issued shrs)

(1,000 shares x $15 market price on date of

Declaration Date Retained Earnings 15,000 declaration)
(1,000 shares x $10 par value) - Never a payable
Common Stock Dividend Distributable 10,000 since itis not alishility but a capitalization of RE
Pdin Kin Excess of Par - Common Stock 5000 (1,000 shares x $5 over par)
Payment Date Common Stock Dividend Distributable 10,000
(Notice JE does not indude Pd in K general
Common Stock, $10 Par Value 10,000 ledger account)
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QS 11-7 (Algo) Accounting for small stock dividends LO P2

Epic Inc. has 10,200 shares of $2 par value common stock outstanding. Epic declares a 7% stock dividend on July 1 when the stock's market
value is $10 per share. The stock dividend is distributed on July 20.

Prepare journal entries for (a) declaration and (b) distribution of the stock dividend
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Dividends are not available unless declared by Board of Directors, and there are sufficient

retained earnings

Date of Declaration JE Retained Earnings 50,000
Common Dividend Payable

Date of Record No JE

Date of Payment  JE Common Dividend Payable 50,000

Cash

This is a payable because it creates a liability on behalf of the corporation.

50,000

50,000
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QS 11-6 (Algo) Accounting for cash dividends LO P2

Prepare journal entries to record the following transactions for Emerson Corporation. (If no entry is required for a transaction/event, select
"No journal entry required” in the first account field.)

July 15 Declared a casn dividend payable to common stockholders of $165,000.
Aug. 15 Date of record is August 15 for the cash dividend declared on July 15.
Aug. 31 Paid the dividend declared on July 15.
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Noncumulative Preferred Shares

O

Company has oustanding preferred stock of 70,000 shares of noncumulative 8%, $5 par preferred
stock. Common stock outstanding/issued common stock of 100,000 shares with a par value of $2

How to calculate amount due to preferred shareholders

Outstanding Preferred Shares 70,000

Par value of preferred shares _$ 5

Total par S 350,000

Dividend percentage 8%

Percentage due to PS 28,000

Company declared dividends as follows:  Preferred Common
2014 $ 15,000 Dividend $15,000
2015 S 14,000 Dividend $14,000
2016 $ 55,000 Dividend $28,000 $ 27,000

2017 $125,000 Dividend $28,000 $ 97,000

Total
$ 15,000
$ 14,000
$ 55,000
$125,000

(Under $28,000 threshold)
(Under $28,000 threshold)
(Over $28,000 threshold)
(Over $28,000 threshold)
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Use the following information for Quick Studies below. (Algo)

[The following information applies to the questions displayed below.]
Green Planet Corp. has 5,400 shares of noncumulative 13% preferred stock with a $2 par value and 21700 shares of common stock with a $0.01 par
Value. During ts first two years of operation, Green Planet declared and paid the following total cash dividends.

Year 1total cash dividends s 800
Year 2 total cash dividends 2170
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Cumulative Preferred Shares — Cash Dividends

‘Company has oustanding preferred stock of 70,000 shares of mulative 8%, 5 par preferred
Stock. Common stock outstanding/ssued common stock of 100,000 shares with 3 par value of $2

How o laslate amount due to preferred sharholders

Ousnding Preferred Shares 70,000

Par value o preferredshares S s
Toral par s 350000
Divicend percentage %
Percentage duet P s o
Company declareddividends 35 ollows:  Preferred Preferred  Common ot
Arrears CurrentYe
201 5 15000 Dividend s 15000 S 15,000 (Under $28,000 threshold) Amountinarrears 28000 (15,000) =
2015 5 14000 Dividend 513000 § 1000 S 14000 (Under $28,000 thrashold) Amountinarrears -prioryr 13000
Amountinarrear -currentyr 28000 (1000) =
2016 § 55000 Dividend 527000 $ 28000 S 55,000 (Over 528,000 treshold) Amountinarrears -prioryr 27000

Amountinarrear -currentyr 28000 (28,000)

2017 $125000 Divicend $28000 § 57,000 125000 (Over $28,000 threshold)

13,000

27000
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Use the following information for the Exercises 12-13 below. (Algo)

[The following information applies to the questions displayed below.]

York's outstanding stock consists of 90,000 shares of noncumulative 7.5% preferred stock with a $5 par value and also 270,000 shares of common
stock with a $1 par value. During Its first four years of operation, the corporation declared and paid the following total cash dividends.

Year 1 total cash dividends $ 23000
Year 2 total cash dividends 31700
Year 3 total cash dividends 235,000

Year 4 total cash dividends 385,000
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Corporation Basics
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Characteristics

* Ownership rights are easily transferred to other buyers independent of
company management. Stockholders can sell their shares at will.
* When a company has only one class of stock, the stock is common stock.
Common stockholders have certain rights.
© Each stockholder has a right to vote annually on the board of directors. Huge
blocks of ownership shares mean these stockholders control the election of the
board of directors and thus the corporation.
© Share proportionallyin any declared dividend
© Receive the right to buy the same percentage of stock when new stock issued.
(Preemptive rights). Corporation cannot issue new stock to change the percentage
of stock ownership by a stockholder. Equally share in the remaining assets in
liquidation once the creditors are fully satisfied.
* When a company has two classes of stock—one is common and the others
are preferred shares
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Preferred Shares

®
\_/
* Preferred shareholders
© Receive the right to dividends at a fixed rate before the common
shareholders
© Receive the right to assets in liquidation before common shareholders but
after creditors, ie creditors are paid first before any shareholders are paid.
© If the preferred shares are cumulative, receive the right to all dividends in
arrears (previously not paid) before the common shareholders are paid
dividends.
© If the preferred shares are noncumulative, then any dividend rights to prior
year dividends are forfeited; each year has a stand alone calcualtion as to
the dividends payable
© If the preferred shares are callable, then the corporation can redeem them
prior to maturity
© If the preferred shares are convertible, the shareholders have a right to
convert to common shares
© Do not ordinarily have voting rights
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Stock Issuance

When a corporation is formed, in its charter the corporation will establish a large amount of
authorized shares. These are the shares the corporation is authorized to sell. (Normally, the total
amount of authorized shares far exceeds the number of shares sold. The large amount of
authorizes shares allows the corporation to have shares ready to be sold without the necessity
and expense of amending the charter).

In its charter the company determines if the stock will have a par value, stated value or no par
value.

Stock can then be issued at par or stated value or with no par value. Stocks usually are purchased
ata price above their par value.

Par value limits the amount recognized in the general ledger related to the value of the common
or preferred stock. An account entitled “Common (Preferred Stock) - $10 Par (Stated) Value” is
credited for the number of shares issued times the par value. Most companies use par value not
stated value.

Any amount over the par value is credited to an account called “Paid in Capital in Excess of Par
(Stated) Value, Common (Preferred) Stock.

If the stock is no par value, then the entire amount paid for the stock is credited to Common
(Preferred) Stock. The account entitled “Paid in Capital in Excess of Par Value” is not used.

St e T T T RS AR T @ AT e RS e,
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Other Issues Related to Stock

+ A corporation can repurchase its stock from its stockholders. Repurchased shares are
called “Treasury Stock.” Authorized shares represent all shares the charter authorizes
the company to sell; issued shares represent all shares sold to public or issued to
employees; outstandingshares are issued shares minus any treasury shares

+ A corporation can split its stock to 2 to 1 or 3 to 1 in order to reduce the par value of
the stock. The ownership percentages are unchanged when stock is split. But since
the par value and shares issued change, the market value of the stock decreases
making it easier for owners to sell the stock. For example, stock selling on the NYSE at
$100 per share maybe hard to sell, but if a stock split occurs and it now sells for $50
per share, more shares can be sold by the stockholders.
© The initial stock split has no effect on the value of in the common stock or paid in capital

accounts, but the description of the stock changes from $10 par value to $5 par value. There
is no need to journalize a stock split, only change the descriptions on the balance sheet and
statement of stockholder’s equity.
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Authorized shares - Common Stock 1,000,000    Total shares authorized in corporation's charter

Additional shares can 

be "tendered" to the 

public later or given 

to employees as 

compensation.

Issued shares 600,000       Total shares issued by company

A company issues a 

share only once; 

after that, investors 

may sell it to another 

investor. 

Calculation of outstanding shares

Issued shares - Common stock 600,000     Total shares presently in the market

Treasury shares (25,000)      Total shares repurchased by corporation

Total outstanding shares 575,000    

  Difference between issued and outstanding are treasury shares

The outstanding shares figure is useful to know for an investor that is contemplating buying shares in a 

company. Dividing the number of shares to be purchased by the number of shares outstanding reveals 

the percentage of ownership that the investor will have in the business after the shares have been 

Balance sheet description - Common stock $5 Par Value, Authorized 1,000,000; issued 600,000; 

outstanding 575,000


