ACG 2021 CHAPTER 11 EXERCISE

Exercise 1: Issuing Stock

A company will often issue (sell) shares of stock to raise capital. The two main classes of stock are Common
Stock and Preferred Stock. Review the completed example below for the issuance of Common Stock shares.
Notice that the entry includes increases to two equity accounts, Common Stock and Paid-In Capital in Excess
of Par. Par (Stated) value is an arbitrary dollar value that is often assigned to each share. The Common Stock
account can only reflect the shares issued multiplied by the par value. The remainder is recorded in the Paid-
In Capital account.

Common Stock:
Belson Corporation issued (sold) 1,000 shares of $10 par value common stock for $17 per share.

Paid-in Capital in
Excess of Par-
Cash Common Stock Common Stock

The entry to record the issuance of Preferred stock is similar. Complete the following entry:

Preferred Stock:
Belson Corporation issued (sold) 1,000 shares of $25 par value preferred stock for $30 per share.

Paid-in Capital in
Excess of Par-
Preferred Stock
Cash Preferred Stock
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In some instances, a stock can be issued with no par value. Review the completed example below:

No-Par Stock:
Belson Corporation issued (sold) 100 shares of no-par value common stock for $50 per share.

Cash Common Stock

5,000 | | 5,000
Exercise 2: Treasury Stock

When a company decides to re-purchase its own shares from the marketplace, these shares are recorded as
Treasury Stock on the company’s books. The Treasury Stock account is a contra-Equity account so it
increases on the debit side. The company may later re-sell the stock to the marketplace. If it does, it cannot
record any gains or losses on the sale. Instead, these amounts are recorded to the Paid-In Capital in Excess
of Cost account.

Recording these gains or losses to the Paid-In Capital account (recorded on the Balance Sheet) instead of a
gain/loss account (recorded on the Income Statement) reduces the incentive for a company to speculate in the
buying and selling of it's own stock.

The “Cost Method” which ignores Par Value is used to record Treasury Stock transactions.



Review the completed example below:

1) Lawson Corporation re-purchased 1,000 shares of $5 par value common stock for $10 per share.
2) Lawson later sold 100 shares of its treasury stock for $12 per share.
3) A few weeks later, Lawson sold 100 more shares of its treasury stock for $9 per share.

Paid-in Capital in
Excess of Cost-

Cash Treasurx Stock Treasurz Stock
10,000(1) 10,000(2)
1,200 (2) 1,000(2) 200 (2)
900 (3) 1,000(3) 100 (3)
| ] 8000 bal | 100 bal

NOTE: Treasury Stock is a contra-equity account.

Next, use the t-accounts below to record the following Treasury Stock transactions for Kramer Corp:
1) Kramer Corporation re-purchased 400 shares of $1 par value common stock for $8 per share.
2) Kramer later sold 80 shares of its treasury stock for $10 per share.

3) A few weeks later, Kramer sold 30 more shares of its treasury stock for $6 per share.

Paid-in Capital in
Excess of Cost-

Cash Treasurz Stock Treasurx Stock

T

Exercise 3: Cash Dividends- Common Stock:

A company may elect to reward its shareholders by paying them a cash dividend. This decision is up to the
Board of Directors of the company. If the board does elect to pay a dividend, three dates will be designated.

1) Date of Declaration- This is the date the Board of Directors commits to the dividend. The company

shall recognize a liability on this date.

2) Date of Record- Any shareholders of record as of the close of business on this date will be eligible to

receive the dividend. No accounting entries are made on this date.
3) Date of Payment- This is the date the dividend is paid and the liability is relieved.

Use the t-accounts below to complete the following dividend declaration and payment. If you get stuck, review

the text and online examples.

On January 15, the Board of Directors of Barnes Inc. declares a $0.25 per-share dividend on its common stock
to shareholders of record on January 31%. The dividend will be paid on February 15. Barnes has 8,000

common shares outstanding. Record the entries necessary to record the cash dividend.

a) Record the declaration of the dividend on Jan 15.
b) Record the payment of the dividend on Feb. 15.

Dividends Dividends Payable Cash

—es -

7
_
)
_



Exercise 4: Cash Dividends- Preferred Stock:

On March 1%, Barnes Inc. declares an annual cash dividend to its Preferred shareholders on record as of
March 15". The payment date is March 31st. Shares outstanding on March 15" included 10,000 shares of
$100 par, 6% preferred stock.

Note: Dividends on Preferred Stock can be expressed as a percentage of par or as a set dollar amount per
share. To calculate the dividend amount, multiply the dividend rate by the par to determine the dividends per
share. Then, multiply by the shares outstanding to determine the total dividend. (% x Par x Outstanding
Shares)

x$ par=$ per share x shares = $

Next, record a) Dividend on the date of declaration (March 1%) and b) Payment on March 315,

Dividends Dividends Paxable Cash

1

Exercise 5: Distributing Dividends

When a company has both Common and Preferred shares outstanding, the pot of money declared as a
dividend must be allocated between the Common and Preferred shareholders. A designated annual dividend
rate is assigned to each Preferred share (expressed as a % or a $ amount). This annual dividend must be
paid before any amounts are paid to Common shareholders. In addition, if the Preferred shares also have a
cumulative feature attached, the company must pay any unpaid amounts (Dividends in Arrears) from previous
years before paying the Common shareholders.

Review the following completed example:

Belson Corporation has 10,000 outstanding common shares with a par value of $1 per share. There are 5,000
outstanding cumulative preferred shares with a dividend rate of $5 per share and a par of $100 per share. The
Board of Directors declares a total of $40,000 in Year 1 and $20,000 in Year 2 and $70,000 in Year 3 available
for dividends. No dividends are in arrears going into Year 1. Determine how much should be paid to each class
of stock each year.

Year 1 Year 2 Year 3

Preferred (5,000 shares x $5 per) 25 000 20,000 25,000

Dividends in Arrears 0 0 5,000

Total Preferred 25 000 20,000 30,000

Common (get the remainder) 15.000 0 40,000

Total 40.000 20,000 70,000
Balance- Dividends in Arrears 0 5,000 0

NOTE: Remember, the preferred dividend rate may be expressed as a % rather than a per share dollar
amount. For instance, in the above example the $5 per share rate may instead be expressed as 5% (5% x
$100 par = $5 dividend per share).



Next, use the chart below to complete the following problem:

Carter Corporation has 8,000 outstanding common shares with a par value of $1 per share. There are 6,000
outstanding cumulative preferred shares with a dividend rate of $3 per share and a par of $40 per share. The
Board of Directors declares a total of $60,000 in Year 1 and $15,000 in Year 2 and $70,000 in Year 3 available
for dividends. No dividends are in arrears going into Year 1. Determine how much should be paid to each class
of stock each year.

Year 1 Year 2 Year 3

Preferred (6,000 shares x $3 per)

Dividends in Arrears

Total Preferred Q )

Common (get the remainder) Q )

Total

Balance- Dividends in Arrears

Exercise 6: Stock Dividends

Rather than paying dividends in cash, a company may elect to issue additional shares to its current
shareholders in the form of a stock dividend. Review the following completed example carefully:

On June 20", the Board of Directors of Commerce Inc. declares a 4% stock dividend on its 50,000 outstanding
common shares. The date of record is June 30" and the dividend will be distributed on July 14™. The par
value of the stock is $10 per share and the market value on July 14™ is $16 per share.

To record the entries for a stock dividend, first complete these steps.
e Calculate the number of shares to be issued. 0.04 x 50,000 shares = 2,000 shares

e Next, calculate dollar value of the stock dividend using the market value.
2000 shares x $16 = $32,000

Paid-in Capital in
Excess of Par-

Retained Earnings Common Common Stock

NOTE: The above entry is made when the shares are distributed on July 14". Unlike cash dividends, there is
no entry necessary at the date of declaration as there is no liability incurred on that date. This is because
liabilities are a claim on assets and stock dividends are simply a transfer from Retained Earnings to Common
Stock.




Now, use the previous example as a guide to record the following stock dividend in the t-accts below:

On May 15", the Board of Directors of Traymont Inc. declares a 5% stock dividend on its 10,000 outstanding
common shares. The date of record is May 31 and the dividend will be distributed on May 15". The par
value of the stock is $2 per share and the market value on May 15" is $7 per share.

To record the entries for a stock dividend, first complete these steps.

e Calculate the number of shares to be issued.

e Next, calculate dollar value of the stock dividend using the market value.

Paid-in Capital in

Excess of Par-

Retained Earnings Common Common Stock

Exercise 7: Stock Split

A company can immediately influence the price of its own stock by executing a stock split. This is often done
when a stock price becomes elevated and the company wants to spark interest in the stock. No accounting
entries (i.e. debits/credits) are necessary in a stock split. However, a split has the following impacts on the par
value, outstanding shares and the market price (see chart below).

From a shareholder’s perspective a 2:1 stock split results in each shareholder doubling the number of shares
they own. However, since every shareholder receives this benefit, the overall ownership and value of the
investment doesn’t change as a result of the split.

Review the completed example below for various types of stock splits:

ABC Corp. has 10,000 outstanding common shares with a $20 par value. The share price is currently $100
per share.

SPLIT NEW PAR NEW OUTSTANDING NEW MARKET
(approximately)

2:1 $ 10 20,000 $ 50

4:1 $ 5 40,000 $ 25

10:1 $ 2 100,000 $ 10




