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Equity Financing
Concept Self-check
1. The corporate form of organization offers the following advantages:
a. 	It is a legal entity with unlimited life; its existence is separate from its owners; and it has many of the rights and responsibilities of an individual.
b. 	It has limited liability; the owners are liable only for the amount they invest in the corporation.
c. 	Acquiring capital is facilitated by being able to issue shares (ownership units) with different risk and reward structures to many owners.
d. 	Corporations may pay income taxes at rates that may be lower than rates for individuals.
2. The owners of the corporation are liable for only the amount they have each invested. If the corporation fails, its assets are used to pay the creditors. If assets are not sufficient to pay all creditors, the shareholders have no further liability. Creditors are protected to some degree by disclosure of the corporation’s limited liability.
3. Some of the rights of common shareholders are as follows:
a. 	The right to participate in the management of the corporation by voting at shareholders’ meetings (1 share generally equals 1 vote)
b. 	The right to participate in dividends when they are declared by the corporation’s board of directors
c. 	The right to participate in a distribution of assets on liquidation
d. 	The right to appoint auditors.
The rights may be printed on the share certificate itself; they are detailed in the articles of incorporation.


Concept Self-check continued
4. One or more interested parties prepare and file an application for incorporation with the appropriate governmental agency. The forms describe the name, head office address, classes and maximum number of shares that the corporation requesting to issue, and the number of directors, among other information. A certificate of incorporation or similar document is issued by the state on approval of the application. The incorporators hold the initial shareholders’ meeting to issue share certificates, and the shareholders elect a board of directors and approve the by–laws (set of corporate rules and regulations). The directors hold a directors’ meeting to appoint the officers to execute the policies approved by the board of directors.
5. The shareholders elect a board of directors, which appoints the officers of the corporation. The officers execute the policies approved by the board of directors. The directors are not involved in the daily management of the corporation.
6. a. The two main classes of shares are:
i. 	Preferred Shares—a class of shares that has a preference over common shares. Holders of preferred shares are entitled to payment of dividends before common shareholders and usually have prior claims on a corporation’s assets on liquidation. A fixed dividend rate may be attached to the shares. Some preferred shares may have voting privileges.
ii. 	Common Shares—the class of shares that are the basic ownership units in a corporation. Ownership of common shares carries the right to vote, to share in dividends, and to share in the assets of the corporation if it is liquidated; however, all other claims to the assets of a corporation rank ahead of the common shareholders’ claims.
b. 	Terms relating to the present status of a corporation’s shares:
i. 	Authorized Shares—the designated number of shares within each class of shares that a corporation may issue.
ii. 	Unissued Shares—the shares of share capital in each class that a corporation is authorized to issue but has not yet issued.
iii. 	Issued Shares—the total number of authorized shares that have been issued in the name of shareholders; issued shares may not actually be in the hands of shareholders (e.g., treasury shares).
iv. 	Outstanding Shares—authorized shares that have been issued and are actually in the hands of shareholders.
v. 	Reacquired Shares—shares that have been re-purchased from shareholders, have not been cancelled, and have not been reissued (also called treasury shares).


Concept Self-check continued
7. Shares are preferred in that their owners
a. 	Generally assume less risk than common shareholders. When a corporation is dissolved, preferred shareholders have first claim on the remaining assets after the creditors have been paid; and
b. 	Have a prior claim to the earnings of the corporation. Preferred shareholders must be paid specified dividends before any payments are made to common shareholders.
Preferred shareholders are similar to common shareholders in that both
a.	Own share certificates, evidence of corporate ownership;
b.	Have the legal guarantee that all shares of the same class will be treated equally with respect to rights and privileges attached to them;
c.	Have the right to dividends declared by the board of directors; and
d.	Have the right to participate in distribution of assets on liquidation of the corporation.
Preferred shareholders differ from common shareholders in that
a.	Common shareholders can participate in the management of the corporation by voting at shareholders’ meetings (though some preferred shares may have voting privileges);
b.	Common shareholders can appoint auditors;
c.	Common shareholders assume more risk than preferred shareholders.. However, common shareholders have more potential for receiving substantial dividends and increases in the value of their shares if the corporation is successful; and
d.	Common shareholders receive the balance of assets after other claims have been satisfied—in the case of a bankruptcy or liquidation, there are usually few or no other assets to distribute to common shareholders; preferred shareholders have prior claims.
8. The shares are restored to the status of authorized but unissued. The appropriate stated capital account must be reduced by the payment. Assuming that common shares are repurchased for cash, the entry would be:
Dr.	Common Shares	XXX
Cr.		Cash		XXXX
	To record repurchase of outstanding shares.
These shares can subsequently be resold.
9. When the shares of a corporation are selling at a high price on the stock market, management may opt for a share split in order to put them more easily within the reach of more investors.


Concept Self-check continued
10. a.	The number of authorized and issued shares doubles.
b.	Stated value per share halves.
11. The major components of the shareholders’ equity section of the statement of financial position are share capital (preferred shares and common shares) and retained earnings. These two major components are distinguished because share capital represents invested capital not available for distribution to owners, while retained earnings are available for distribution as dividends.
12. Some of the main considerations involving the declaration of dividends are
a. 	Whether or not there is enough cash, or whether the dividends can be paid by distribution of some other assets;
b. 	Whether the policy of the corporation precludes dividend payments; and
c. 	Whether there is a legal requirement that dividends must be declared.
13. A corporation may decide not to pay cash dividends even though it has a substantial net income because financial conditions may make it impractical or impossible.
a. There may be insufficient cash, due to a significant investment in capital assets or reduction of debt, for instance. In a growth–oriented corporation, shareholders benefit from this strategy through increased earnings, which increase market prices for the shares.
b. The policy of the corporation may preclude dividend payments. 
c. 	There is no legal requirement that dividends must be paid, unless otherwise specified by the various classes of shares.
d. 	Dividends may be issued in shares of the corporation rather than in cash. A share dividend helps to preserve cash or to increase the number of shares traded on the stock market.
14. The date of dividend declaration: the corporation is legally required to pay the dividend; a liability is established. 
The date of record: shareholders who own the shares on this date will receive the dividend.
The date of payment: the dividend is actually paid on this date.


Concept Self-check continued
15. Dividend preferences that may be attached to preferred shares are
a. 	Preferred shareholders are entitled to dividends before any dividends are distributed to common shareholders;
b. 	Preferred shares may be cumulative; undeclared dividends can accumulate from one year to the next; and
c. 	Preferred shareholders may participate with common shareholders in dividend distributions beyond their usual preferred dividends.
Preferred shares have returns that are more predictable and thus attract investors with a lower tolerance for risk. These advantages do not mean that purchasing preferred shares are necessarily better than purchasing common shares. Holding common shares has its own advantages. Common shareholders generally have legal control of the corporation. Ownership of commons shares carries the right to vote, to earn potentially unlimited dividends, and to have share values increase on stock markets.
16. If preferred shares are cumulative, undeclared dividends from previous years are accumulated and must be paid along with the current dividend. The unpaid dividends are called dividends in arrears. They are not a liability of the corporation unless dividends have been declared by the board of directors.
17. Book value is the amount of net assets represented by one share. With respect to common shares, book value represents the amount of net assets not claimed by creditors and preferred shareholders. With respect to preferred shares, it represents the amount that preferred shareholders would receive if the corporation were liquidated. This would include any dividends in arrears.
18. When only one class of shares exists, book value is calculated by dividing shareholders’ equity by the number of shares outstanding. If both preferred and common shares exist, preferred shares are allocated the amount they would receive if the corporation were liquidated. The common shares receive any remaining balance. The liquidating value of preferred shares is printed on the share certificate. Some preferred shares have a cumulative dividend feature — they are entitled to dividends that are in arrears. This is included when calculating the book value of preferred shares.


Concept Self-check continued
19. The balance in shareholders’ equity changes from period to period; thus the book value changes also, since it is based on the shareholders’ equity balance. The reader of the financial statements can compare book value with market value to get an insight into the perceived value of the corporation by investors. Since the market price of shares are related to factors such as company earnings, dividend payments, and perceived future potential to generate earnings, a book value higher than a market price may be interpreted by an investor as indicating that the corporation’s shares are a poor investment. Comparing the ratio of market value per share to book value per share among different corporations can indicate the stock market’s expectations of relative profitability for each company.
20. Since the market price of shares are related to such factors as company earnings, dividend payments, and future earnings potential, a book value higher than a market price could be interpreted by an investor as indicating that the corporation’s shares are a poor investment rather than a bargain.
21. A cash dividend reduces both the asset Cash and the shareholders’ equity account Retained Earnings. A share dividend does not affect Cash; the Retained Earnings account is still reduced, but the account Common (or Preferred, if applicable) Shares is increased. A share dividend has no net effect on shareholders’ equity. Example journal entries for each kind of dividend are as follows:
	Declaration Date	Payment/Distribution Date
Cash Dividend	Dividends	X		Dividends Payable	X
		Dividends Payable		X		Cash		X
Share Dividend		Share Dividend	X		Share Dividend to be Issued	 X
			Share Dividend 					Common Shares		X
	    		to be issued		X		
22. A share dividend is a dividend in the form of shares of the corporation. Retained earnings decrease and share capital increases. A share split is an action taken by the corporation to increase the number of shares outstanding and reduce the per-share market value. No journal entry is required to record a share split, and there is no effect on the accounting records.


Concept Self-check continued
23. A share dividend increases the number of shares held by each shareholder but the ownership percentage remains the same. If a 10 per cent share dividend is distributed, each shareholder holds more shares but the percentage of ownership remains the same, illustrated as follows:
		Ownership	
	Before Share	After Share
	Dividend	Dividend
	Shareholders	Shares	%	Shares	%
	W	250	25%	275	25%
	X	250	25%	275	25%
	Y	250	25%	275	25%
	Z	250	25%	275	25%
		1,000	100%	1,100	100%
24. Unrestricted retained earnings are those that are available for the payment of dividends. The board of directors passes a resolution for a specific purpose to restrict retained earnings: for example, to accommodate a plant expansion. The journal entry required to place a restriction on retained earnings would be
Dr. 	Retained Earnings		XXX
Cr. 		Retained Earnings—Restricted for . . .		XXX
	To place a restriction on retained earnings.
25. Retained earnings represent net assets that are earned by a corporation over its life that have not been distributed as dividends to shareholders. As such, they can be used to invest in productive activities of the business. 
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	Total share capital
	Retained earnings

	1.
	Company is incorporated
	x
	x

	2.
	Issued shares with a stated value of $1 
	
	x

	3.
	Split the common shares 2 for 1
	x
	x

	4.
	Recorded net income for the year 
	x
	

	5.
	Reacquired common shares previously outstanding
	
	x

	6.
	Declared a cash dividend
	x
	

	7.
	Paid a cash dividend (retained earnings effect recorded when dividend declared)
	x
	x

	8.
	Declared a share dividend
	
	

	9.
	Created a restriction on retained earnings
	x
	x
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1.	
	
	
	12%
bonds
	
	Preferred shares
	
	Common shares

	Income before interest and income taxes
	
	$12,000,000
	
	$12,000,000
	
	$12,000,000

	Less: Interest expense
	
	4,800,000
	1
	-0-
	
	-0-

	Income before income taxes
	
	7,200,000
	
	12,000,000
	
	12,000,000

	Less: Income taxes at 50%
	
	3,600,000
	
	6,000,000
	
	6,000,000

	
	
	3,600,000
	
	6,000,000
	
	6,000,000

	Less: Preferred dividends
	
	-0-
	
	4,000,000
	2
	-0-

	Net available to common shareholders (a)
	
	$3,600,000
	
	$2,000,000
	
	$6,000,000

	Number of common shares outstanding (b)
	
	200,000
	
	200,000
	
	400,000

	Earnings per common share (a/b)
	
	$18
	
	$10
	
	$15



	1 $40,000,000 x 12% = $4,800,000
	2 400,000 x $100 x 10% = $4,000,000
2.	Issuing bonds is the financing option that is most advantageous to the common shareholders, all other factors being considered equal. It results in higher earnings per common share. A second advantage is that bondholders normally do not have any control over the company. Issuing shares will distribute control over a larger number of shareholders and the present shareholders’ control would be diluted. A third advantage is that interest expense is deductible for tax purposes, while dividends are paid out of after–tax dollars. One disadvantage, which may make one of the other options more advantageous, is that interest expense is fixed. The company may not earn enough income to cover the interest expense in any given year if bonds are issued.
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1. 	Authorization of share issue:
	Memorandum
The company is authorized under the 
[name of legislation] to issue an unlimited
 number of common shares and 10,000, 4% preferred shares.
2. 	Issue of 10,000 common shares:
2018
Jan. 2	Intangible Assets	10,000
		Common Shares		10,000
3. 	Issue of 1,000 preferred shares:
2018
Jan. 2	Cash		3,000
		Preferred Shares		3,000
CP 11–4
1.	2018
Jan. 2	Land		500,000
		Preferred Shares		500,000
To record the purchase of a tract of land in exchange for preferred shares.
2.	The credit part of the transaction would be classified on the statement of financial position in the shareholders’ equity section as part of share capital. The debit part of the transaction would be recorded as an asset in the property, plant, and equipment section.
CP 11–5
1. 	The average price received for each issued preferred share is $54 ($3,456/64).
2. 	The average price received for each issued common share is $2.10 ($1,680/800).
3. 	The total stated capital is $5,136 ($3,456 + 1,680).
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2018
Dec.		Cash			30,000
		Common Shares		30,000
	To record issue of common shares for cash.
		Common Shares	5,000
		Cash			5,000
	To record redemption of common shares.
		Cash			15,000
		Preferred Shares		15,000
	To record issue of preferred shares for cash.
		Building		8,000
		Cash			8,000
	To record purchase of a building for cash.
		Land			10,000
	Building		12,000
		Common Shares		22,000
		To record purchase of land and building through 	issue of common shares.
		Cash			7,000
		Common Shares		7,000
	To record issue of common shares for cash.
		Cash			4,000
		Land			4,000
	To record sale of land for cash.
		Preferred Shares	6,000
		Cash			6,000
	To record redemption of preferred shares for cash.
		Incorporation Costs	14,000
		Preferred Shares		14,000
To record issue of preferred shares in exchange for incorporation costs. (If incorporation costs amounts are judged material, this would be recorded as an asset; otherwise, it would be expensed.)
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1.	2018
	May 25	Dividends Declared	100,000
			Dividends Payable		100,000
		To record the declaration of the dividend.
2.	2018
	June 26	Dividends Payable	100,000
			Cash		100,000
		To record payment of the dividend.
CP 11–8
1. 	Since the preferred shareholders have cumulative shares, they must receive all dividends in arrears and the current dividend before the common shareholders receive any dividends.
Dividends received by preferred shareholders 
	= Dividends in arrears for one year + Dividends for current year
	= $5,000 + 5,000 = $10,000
2. 	Common shareholders receive the balance, or $4,000.
Dividends received by common shareholders
	= Total dividends – Dividends received by preferred shareholders
	= $14,000 – $10,000 = $4,000
CP 11–9
Dividends in arrears	$ 2,000
Liquidation value	 25,000
Preferred shares	$27,000
Book value of preferred shares	=	Preferred shares/Number of preferred shares
	=	$27,000/5,000
	=	$5.40 per preferred share
Book value of common shares	=	(Total shareholders’ equity—Preferred shares)
	Number of common shares
	=	($210,000 – 27,000)/20,000
	=	$9.15 per common share


CP 11–10
1. 	a. 	Book value per preferred share = ($300 + 30)/300 shares = $1.10 per share
b.	Book value per common share = ($992 – 330)/20 shares = $33.10 per share
2. 	Book value per common share after split = $662/40 shares = $16.55 per share
CP 11–11
1. 	The amount of cumulative preferred dividends in arrears at December 31, 2018 does not appear as a liability. Although the dividends pertain to cumulative shares, no liability exists until such time as the board of directors declares a dividend. Disclosure of dividends in arrears would be made in a note to the financial statements as shown here, however.
2. 	The company may have sufficient retained earnings but may not have sufficient cash to pay the dividends, taking into consideration other needs of the company. Perhaps working capital is being conserved for an important investment project, for instance. The retained earnings balance may be restricted and consequently not available at present for shareholder dividends.
3.	Amount available for all dividends (1/2 x $35,000)		$17,500
	Priority given to cumulative preferred shareholders
	Arrears to December, 2018		(15,000)
	Preferred dividends for 2019		  (5,000)
	Deficiency			$(2,500)
The $2,500 deficiency in 2019 preferred dividends has to be paid in the future before any dividends are paid to common shareholders. There will be no dividends available for common shareholders at December 31, 2019 based on the projections.
CP 11–12
Common share dividend to be issued 	= (5,000 shares x 10%) x $10 
	= $5,000
2018
Jan. 15	Retained Earnings	5,000
		Common Share Dividend to be Issued		5,000
Feb. 15	Common Share Dividend to be Issued	5,000
			Common Shares		5,000
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	2018
	Apr. 1	Share Dividend Declared	15,000
			Common Share Dividend To Be Issued		15,000
			To record the declaration of the share dividend.
		(10,000 x 10% x $15)
	Apr. 15	Common Share Dividend To Be Issued	15,000
			Common Shares		15,000
		To record the distribution of the dividend.	
	Jun. 1	Cash Dividends Declared	22,000
			Dividends Payable		22,000
		To record the declaration of the cash dividend. 
[(10,000 + 1,000) x $2]
	Jun. 30	Dividends Payable	22,000
			Cash		22,000
		To record the cash dividend payment.
	Dec. 31	Retained Earnings	37,000
			Share Dividend Declared		15,000
				Cash Dividend Declared		22,000
To close the Dividends Declared general ledger account to the Retained Earnings account.
CP 11–14
1.	2018
Jan. 5	Cash		150
			Common Shares		150
		To record issue of 10 common shares for cash.
		12	Land		50
		Buildings	100
		Machinery	100
			Common Shares		250
			To record issue of 50 common shares in exchange for assets.
	Feb. 28	Share Dividend Declared	42
			Common Share Dividend to be Issued		42
To record the share dividend [(10 + 50) x 10% = 6 shares x $7]. (An entry to record net income to date could be made, but is not necessary.)
	Mar. 15	Common Share Dividend to be Issued	42
			Common Shares		42
		To record issue of dividend on common shares.


CP 11–14 continued
	Dec. 31	Income Summary	200
			Retained Earnings		200
		To close the income summary account.
	Dec. 31	Cash Dividend Declared	66
			Dividends Payable		66
		To record the cash dividend declared [(10 + 50 + 6) x $1]
	Dec. 31	Retained Earnings	108
			Share Dividend Declared		42
			Cash Dividend Declared		66
		To close 2018 dividends to retained earnings. 
2.	a.	 Blitz Power Tongs Inc.
	Partial Statement of Financial Position
	 At January 31, 2018
		Shareholders’ Equity
		Common shares, stated value $6.67 per share
		Authorized—unlimited shares
		Issued and outstanding—60 shares	$400
	b.	Blitz Power Tongs Inc.
	Partial Statement of Financial Position
	 At February 28, 2018
		Shareholders’ Equity
		Common shares, stated value $6.70 per share
		Authorized—unlimited shares
		Issued and outstanding—60 shares	$400
	Common share dividend to be issued – 6 shares	  42	$442
		Retained earnings
		Net income	60
			Common share dividend declared	  (42)	    18*
		Total shareholders’ equity		$460
*alternately, these amounts could be shown on the statement of changes in equity and just the total retained earnings ($18) shown on the statement of financial position. Other reasonable presentation formats are acceptable.


CP 11–14 continued
	c.	Blitz Power Tongs Inc.
	Partial Statement of Financial Position
	 At December 31, 2018
		Shareholders’ Equity
		Common shares, stated value $7.37 per share
		Authorized—unlimited shares
		Issued and outstanding—60 shares		$442
		Retained earnings
		Net income	$200
			Cash dividends declared	(66)
			Common share dividend declared	  (42)	    92
		Total shareholders’ equity		$534
Other presentation formats and disclosure are acceptable; for instance, information other than the ending share capital and retained earnings balances at each of the three statement of financial position dates could be disclosed in a note to the financial statements.
CP 11–15
1. 2018
	Dec. 31	Retained Earnings	80,000
			Retained Earnings – Restriction 
				for Plant Expansion		80,000
		To record restriction per board of directors’ resolution.
2. 
	Shareholders’ Equity

	
	
	2018
	

	Share capital 
	
	$  100,000
	

	Retained earnings (Note X)
	
	200,000
	

	Total shareholders’ equity
	
	$300,000
	


Note X: On December 31, 2018 the board of directors authorized a $80,000 restriction on the retained earnings for plant expansion. 
3. 2019
	Jun. 30	Plant			90,000						Cash		90,000
				To record construction of building.
4. 2019
	Jul. 31	Retained Earnings – Restriction
			for Plant Expansion	80,000
				Retained Earnings		80,000
			To record removal of restriction.


CP 11–16
	Stetson Auto Inc.
	Partial Statement of Financial Position
	As at December 31, 2018
Share Capital
	Common shares, stated value $1
		Issued and outstanding — 10,000 shares			$ 10,000
Retained Earnings
	Restricted for plant addition		$150,000
	Unrestricted				400,0001
		Total retained earnings				 550,000
Total shareholders’ equity				$560,000
Alternately, these ending balances could be disclosed in a note to the financial statements. The partial statement of financial position would just show:
Share capital (Note X)			$ 10,000
Retained earnings (Note Y)			 550,000
Total shareholders’ equity				$560,000

	Stetson Auto Inc.
	Statement of Changes in Equity
	For the Year Ended December 31, 2018
	
	
	Share capital
	
	
Retained earnings
	
	Total
equity

	
	
	
	
	Unrestricted
	
	Restricted
	
	

	Balance at Jan. 1, 2018
	
	$      -0-
	
	$        -0-
	
	$        -0-
	
	$         -0-

	Common shares issued (Note X)
	
	8,000
	
	
	
	
	
	8,000

	Net income
	
	
	
	575,000 
	
	
	
	575,000

	Cash dividends declared
	
	
	
	(23,000)
	
	
	
	(23,000)

	Common share dividend declared
	
	2,000
	
	(2,000)
	
	
	
	

	Restriction for plant addition (Note Y)
	
	
	
	(150,000)
	
	150,000
	
	

	Balance at Dec. 31, 2018
	
	$10,000
	
	$400,000
	
	$150,000
	
	$560,000
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1.	
	
	
	12%
bonds
	
	Preferred shares
	
	Common shares

	Income before interest and income taxes
	
	$1,000,000
	
	$1,000,000
	
	$1,000,000

	Less: Interest expense
	
	240,000
	1
	-0-
	
	-0-

	Income before income taxes
	
	760,000
	
	1,000,000
	
	1,000,000

	Less: Income taxes at 50%
	
	380,000
	
	500,000
	
	500,000

	
	
	380,000
	
	500,000
	
	500,000

	Less: Preferred dividends
	
	-0-
	
	160,000
	2
	-0-

	Net Available to common shareholders (a)
	
	$380,000
	
	$340,000
	
	$500,000

	Number of common shares outstanding (b)
	
	40,000
	
	40,000
	
	90,000

	Earnings per common share (a/b)
	
	$9.50
	
	$8.50
	
	$5.56


	1 $2,000,000 x 12% = $240,000
	2 20,000 x $8 = $160,000
2.	As representatives of common shareholders results based on earnings per share are important. On this basis, issuing bonds is the best option, since it results in higher earnings per share.
3.	Other factors to be considered by board of directors:
a.	Bondholders do not normally have control over managerial decisions. By issuing shares, the present shareholders’ control would be spread over a larger number of shareholders.
b.	The company may not be profitable enough to be able to cover a fixed annual interest charge.
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1.	a.	2018
		Jan. 2		Cash	18,000
				Preferred Shares		18,000
			To record issue of 3,000 preferred shares for cash.
	b.	Jan. 2		Cash	4,000
				Common Shares		4,000
			To record issue of 2,000 common shares for cash.
	c.	Jan. 12	Cash	25,000
				Preferred Shares		25,000
			To record issue of 5,000 preferred shares for cash.
	d.	Aug. 1	Cash	1,000
				Common Shares		1,000
			To record issue of 1,000 common shares for cash.
	e.	Dec. 15	Land	15,000
				Preferred Shares		15,000
			To record issue of 500 preferred shares for land.
2.	Crystal Clear Electronics Inc.
	Partial Statement of Financial Position
	At December 31, 2018
	Shareholders’ Equity
	Share capital (Note X)	$63,000

Note X (reasonable alternate wording is acceptable)
The share capital of Crystal Clear Electronics Inc. consists of an unlimited number of no-par value common shares and 20,000, 5%, no-par value, non-cumulative, non-voting preferred shares. Preferred shares take precedence when dividends are declared and upon repayment of capital. Common shares represent one vote each at shareholders’ meetings of Crystal Clear Electronics Inc.
During the year, 3,000 common shares with an average stated value of $1.671 per share were issued. This represented 100% of total common shares issued. 8,000 preferred shares with an average stated value of $5.382 per share were issued for cash. This represented 95% of total preferred shares issued. 500 preferred shares with a stated value of $30 per share were issued to acquire land for future operations. This represented 5% of total preferred shares issued.
At December 31, 2018 dividends on preferred shares were in arrears by $2,1503.
1 [($4,000 + 1,000)/(2,000 + 1,000)] = $1.67 (rounded)
2. [($18,000 + 25,000)/(3,000 + 5,000)] = $5.38 (rounded)
3 ($18,000 + 25,000) x 5% = $2,150


P 11–2 continued
3.	Crystal Clear Electronics Inc.
	Statement of Changes in Equity
	For the Years Ended December 31, 2018 and 2019
	
	
	Share Capital

	
	
	Common
	
	Preferred
	
	Total

	Balance at January 1, 2018
	
	$      -0-
	
	$        -0-
	
	$        -0-

	Shares issued during 2018
	
	
	
	
	
	

	  Common – 3,000
	
	5,000
	
	
	
	5,000

	  Preferred – 8,500
	
	
	
	58,000
	
	58,000

	Balance at December 31, 2018
	
	5,000
	
	58,000
	
	63,000

	2:1 Common share split at Dec. 15, 2019
	
	-0-
	
	-0-
	
	-0-

	Balance at December 31, 2019
	
	
	
	
	
	

	  Common – 6,000
	
	$5,000
	
	
	
	

	  Preferred – 8,500
	
	
	
	$58,000
	
	

	  Total
	
	
	
	
	
	$63,000


Alternate presentation formats are acceptable. For example, the share split and ending shares issued could be disclosed in a note.
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1.	Before Split	After Split
	Shareholders’ Equity	Shareholders’ Equity
Common Shares			Common Shares
	Authorized—5,000 Shares			Authorized—5,000 Shares
	Issued and Outstanding — 1,000 shares		$100,000	Issued and Outstanding — 5,000 shares	$100,000
2.	
	Common Shares	No. XXX

	Date
	Description
	F
	Debit
	Credit

	2019
April 15
	
Memorandum
The outstanding shares were increased from 1,000 to 5,000 by a 5–for–1 share split.
	
	
	


3.	The market price per share would be $8 ($40/5). The share split should not have any effect on the overall value of the firm to investors. Therefore, if five times as many shares are now outstanding, each share should be worth 1/5 as much.
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	Gearing Gravel Limited
	Statement of Changes in Equity 
	For the Year Ended December 31, 2018
	
	
	
Common
	
	
Preferred
	
	Ret. earnings
	
	Treas.
shares
	
	Total
equity

	Balance at January 1, 2018
	
	$10,000
	
	$50,000
	
	$100,000
	
	$        -0-
	
	$160,000

	Shares issued
	
	5,000
	
	
	
	
	
	
	
	5,000

	Net income
	
	
	
	
	
	20,000
	
	
	
	20,000

	Share reacquired and held as treasury shares
	
	
	
	
	
	
	
	
(1,000)
	
	
(1,000)

	Cash dividends declared
	
	
	
	
	
	
	
	
	
	

	  Common shares
	
	
	
	
	
	(500)
	
	
	
	(500)

	  Preferred shares ($50,000 x 5%)
	
	
	
	
	
	(2,500)
	
	
	
	(2,500)

	Balance at December 31, 2018
	
	$15,000
	
	$50,000
	
	$117,000
	
	$(1,000)
	
	$181,000


Note X
The authorized share capital of Gearing Gravel Limited consists of an unlimited number of voting common shares with a stated value of $50 per share, and 1,000 5%, non-voting, non-cumulative preferred shares with a stated value of $50 per share. Preferred shares take precedence when dividends are declared and upon repayment of capital. Common shares represent one vote at shareholders’ meetings of Gearing Gravel Limited.
During the year, 100 common shares were issued for a stated value of $50 per share. This represents 33%1 of total common shares issued as of December 31, 2018. 20 common shares were reacquired during the year and held as treasury shares. This represents 7%2 of total common shares issued as of December 31, 2018.
1 100/300 = 33% (rounded)
2 20/300 = 7% (rounded)
(Alternate presentation and disclosure formats are acceptable, providing that information contained in the note and statement of changes in equity shown here are disclosed in some fashion.)
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Assets
	
Liabilities
	Shareholders’ Equity

	1.
	Common shares issued for cash
	
	x
	

	2.
	Declared a cash dividend
	x
	
	

	3.
	Common shares split 3:1
	x
	x
	x

	4.
	Calculated book value of common shares
	x
	x
	x

	5.
	Paid cash dividend related to item 2 above
	
	
	x

	6.
	Recorded restriction of retained earnings
	x
	x
	x


P 11–6
1.	a.	Common Shares	4,000
	 Cash				4,000
	To record reacquisition of 400 common shares
	at $10.
	b.	Memorandum
	Split common shares 2–for–1; issued shares increased from 4,400 to 8,800 shares
	c.	Cash				600
	 Common Shares		600
	To record issue of 200 common shares for cash.
	d.	Income Summary	19,500
	 Retained Earnings		19,500
	To close income summary.
	e.	Retained Earnings	5,000
	 Retained Earnings—Restricted for Plant Expansion		5,000
To record restriction of retained earnings for plant expansion. (Complete only if Appendix 2 is covered.)
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2.
	River Valley Produce Limited
	Statement of Changes in Equity 
	For the Year Ended December 31, 2019
	
	
	
Share capital
	
	
Retained earnings
	
	
Other
	
	Total
equity

	
	
	
Common
shares
	
	
Preferred
shares
	
	Restricted for plant expansion
	
	
Un-restricted
	
	

Total
	
	
Treas.
shares
	
	

	Balance at Jan. 1, 2019
	
	$24,000
	
	$15,000
	
	$      -0-
	
	$40,000
	
	$40,000
	
	$      -0-
	
	$79,000

	Shares reacquired and held as treasury shares
	
	
	
	
	
	
	
	
	
	
	
	

(4,000)
	
	

(4,000)

	Common shares Issued
	
	600
	
	
	
	
	
	
	
	
	
	
	
	600

	Restriction for plant expansion
	
	
	
	
	
	
5,000
	
	
(5,000)
	
	
	
	
	
	

	Net income
	
	
	
	
	
	
	
	19,500
	
	19,500
	
	
	
	19,500

	Balance at Dec. 31, 2019
	
	$24,600
	
	$15,000
	
	$5,000
	
	$54,500
	
	$59,500*
	
	(4,000)
	
	$95,100


*If appendix 2 is not covered, only the “Total” column of retained earnings applies. Also, there would be no row entitled, “Restriction for plant expansion”.
3. $54,500 is available for distribution, the amount of unrestricted retained earnings at December 31, 2019 (see bolded amount above). If Appendix 2 is not covered, $59,500 is available.
P 11–7
1.	Stated value per common share =    Dollar amount of shares issued   
		       Number of shares outstanding
		= $3,070/300 = $10.23 (rounded)
	Book value per common share = 	Total equity 	
		Number of shares outstanding
		= $3,570/300 = $11.90

2.	There is little relationship between market price and the book value of a share. Book value provides only a basis on which to compare two or more companies, or to compare a company’s market price per share. Market value is affected by investors’ perceptions of future earnings expectations of the company. Also some assets recorded at historical cost, such as land, may have appreciated in value. This appreciation would be reflected in the market value of the common shares, but not in the book value.
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1.	2020
Feb. 15	Cash Dividends Declared	112
			Dividends Payable—Preferred Shares		12
			Dividends Payable—Common Shares		100
	Apr. 1	Dividends Payable—Preferred Shares	12
		Dividends Payable—Common Shares	100
			Cash		112
	May 1	Share Dividends Declared	400
			Share Dividends to be Issued		400
		(2,000 x 10% = 200 shares @ $2 FMV)
	Jun. 15	Share Dividends to be Issued	400
			Common Shares		400
	Aug. 15	Cash Dividends Declared	122
			Dividends Payable—Preferred Shares		12
			Dividends Payable—Common Shares
				  (2,200 x $.05)		110
	Oct. 1	Dividends Payable—Preferred Shares	12
		Dividends Payable—Common Shares	110
			Cash		122
	Dec. 15	Share Dividends Declared	660
			Share Dividends to be Issued		660
		(2,200 x 10% x $3 = $660)
		31	Income Summary	1,400
			Retained Earnings		1,400
		31	Retained Earnings	1,294
			Share Dividends Declared		1,060
			Cash Dividends Declared		234
2.	
		TWR Contracting Inc.
		Statement of Changes in Equity
		For the Year Ended December 31, 2020
	
	
	Common
shares
	
	Preferred
shares
	
	Retained
earnings
	
	Total
equity

	Balance at Jan. 1, 2020
	
	$  400
	
	$2,000
	
	$   900
	
	$ 3,300

	Net income
	
	
	
	
	
	1,400
	
	1,400

	Dividends declared
	
	
	
	
	
	
	
	

	  Cash
	
	
	
	
	
	(234)
	
	(234)

	  Common shares
	
	1,060
	
	
	
	(1,060)
	
	

	Balance at Dec. 31, 2020
	
	$1,460
	
	$2,000
	
	$ 1,006
	
	$ 4,466
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1. Cash dividends paid on December 31, 2019	$25,000
Cumulative and unpaid balance of dividends on preferred shares that was not declared per March 20 entry (50,000 x $.20)	 (10,000)
Cash dividends paid on common shares	$15,000
2. 2019
Mar. 20	Cash Dividends Declared	10,000
			Dividends Payable—Preferred Shares		10,000
	Apr. 1	Dividends Payable—Preferred Shares	10,000
			Cash		10,000
	Jun. 15	Cash Dividends Declared	20,000
			Dividends Payable—Common Shares		20,000
	Jul. 10	Dividends Payable—Common Shares	20,000
			Cash		20,000
	Aug. 1	Cash		200,000
			Common Shares		200,000
	Dec. 15	Retained Earnings	20,000
			Dividends Payable—Common Shares		20,000
	Dec. 31	Cash Dividends Declared1	10,000
		Dividends Payable – Common Shares	15,000
			Cash		25,000
	Remaining cumulative dividends on preferred shares
	 = 50,000 x $.20 = $10,000
1 No preferred share dividends were declared, but these are cumulative. $10,000 remains to be paid per part 1 above. Therefore, the debit to record the preferred shares dividend goes directly against the Cash Dividends Declared general ledger account.
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3. 
	Apex Auto Corporation
	Statement of Changes in Equity 
	For the Year Ended December 31, 2019
	(‘000s)
	
	
	
	
	
	
	Retained earnings
	
	

	
	
	
Common
shares
	
	
Preferred
shares
	
	Restricted for plant expansion
	
	
Un-restricted
	
	

Total
	
	
Total
equity

	Balance at Jan. 1, 2019
	
	$   750
	
	$   500
	
	$   150
	
	$   600
	
	$   750
	
	$2,000

	Common shares Issued
	
	200
	
	
	
	
	
	
	
	
	
	200

	Restriction for plant extension
	
	
	
	
	
	75
	
	(75)
	
	
	
	

	Net income
	
	
	
	
	
	
	
	165
	
	165
	
	165

	Dividends
	
	
	
	
	
	
	
	
	
	
	
	

	  Preferred1
	
	
	
	
	
	
	
	(20)1
	
	(20)
	
	(20)

	  Common2
	 
	
	
	
	
	
	
	(40)2
	
	(40)
	
	(40)

	Balance at Dec. 31, 2019
	
	$   950
	
	$   500
	
	$   225
	
	$   630
	
	$   855*
	
	$2,305


1 March 20 dividends	$10,000
	Dec. 31 cumulative dividends deemed paid	  10,000
	Total		$20,000
2 June 15 dividends	$20,000
	Dec. 15 dividends	  20,000
	Total		$40,000
*If appendix 2 is not covered, only the “Total” column of retained earnings applies. Also, there would be no row entitled, “Restriction for plant extension”.
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