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CHAPTER 11

QUESTIONS

1.
The basic rights of common stockholders, unless otherwise restricted in the articles of incorporation or bylaws, are as follows:


(a)
The right to vote in the election of directors and in the determination of certain corporate policies.


(b)
The right to maintain one’s proportional interest in the corporation through purchase of additional stock issued by the company. (In recent years, some states have eliminated this preemptive right.)

2.
Historically, par value was equal to the market value of the shares at issuance. Par value was also sometimes viewed by the courts as the minimum contribution by 
investors. These days, par values for 
common stocks are usually set at very low values (less than $1), so the importance of par value has decreased substantially.

EXERCISES

11–21.
(a)
Cash

600,000



Common Stock

40,000



Paid-In Capital in Excess of Par

560,000





Issued 20,000 shares of $2 par common 





stock at $30.


(b)
Organization Expense

9,000



Common Stock

500



Paid-ln Capital in Excess of Par

8,500





Issued 250 shares of $2 par common stock in





return for legal services in organizing





corporation.


(c)
Compensation Expense

10,000



Common Stock

600



Paid-ln Capital in Excess of Par

9,400





Issued 300 shares of $2 par common stock 





to employees; objective market value 





of stock = $10,000.


(d)
Buildings

295,000



Land

80,000



Common Stock

25,000



Paid-In Capital in Excess of Par

350,000





Issued 12,500 shares of $2 par common stock





in exchange for a building and land valued 





at $295,000 and $80,000, respectively.


(e)
Cash

247,000


Common Stock

13,000


Paid-ln Capital in Excess of Par

234,000





Issued 6,500 shares of $2 par common stock





 at $38.


(f)
Cash

180,000


Common Stock

8,000


Paid-ln Capital in Excess of Par

172,000





Issued 4,000 shares of $2 par common stock 





at $45.

11–24.
(a)
Cash

672,000


Common Stock



60,000


Paid-ln Capital in Excess of Stated 




Value—Common



612,000






Issued 12,000 shares of common stock, stated 





value $5, at $56.



Cash

60,000


Preferred Stock


45,000


Paid-ln Capital in Excess of Par—Preferred


15,000





Issued 3,000 shares of preferred stock, par 





value $15, at $20.


(b)
Cash

39,000



Common Stock Subscriptions Receivable

91,000


Common Stock Subscribed


12,500


Paid-ln Capital in Excess of Stated 





Value—Common


117,500





Received subscriptions for 2,500 shares of 





common stock, stated value $5, at $52.


(c)
Cash

91,000


Common Stock Subscriptions Receivable


91,000





Collected remaining amount owed on stock 





subscriptions.



Common Stock Subscribed

12,500


Common Stock


12,500





Issued 2,500 shares of subscribed stock.


(d)
Cash

335,500


Common Stock


27,500


Paid-ln Capital in Excess of Stated 





Value—Common


308,000





Issued 5,500 shares of common stock at $61.

11–26.
1.
(a)
2005




June
1
Treasury Stock

240,000







Cash


240,000








Reacquired 15,000 shares of  








common at $16.




July
1
Cash

100,000







Treasury Stock


80,000







Paid-ln Capital from Treasury Stock


20,000








Sold 5,000 shares of treasury 








stock at $20; cost $16.




Aug.
1
Cash

98,000






Paid-ln Capital from Treasury Stock

14,000*







Treasury Stock


112,000








Sold 7,000 shares of treasury 








stock at $14; cost $16.






*Alternatively, Retained Earnings could be 






debited for $14,000.




Sept.
1
Common Stock

1,000






Paid-ln Capital in Excess of Par

16,000*







Treasury Stock


16,000







Paid-ln Capital from Treasury Stock


1,000








Retired 1,000 shares of treasury 








stock, cost $16; pro rata issuance 








cost, $17.








[($240,000 + $3,840,000) ÷ 240,000 shares].






*Alternatively, Retained Earnings could be debited for






$15,000, with no entries to paid-in capital accounts.



(b)
Stockholders’ Equity



Contributed capital:




Common stock, $1 par, 275,000 shares authorized;




239,000 shares issued; 2,000 shares held as



treasury stock

$
239,000



Paid-in capital in excess of par

3,824,000



Paid-in capital from treasury stock

7,000



Retained earnings


1,005,000


Total contributed capital and retained earnings

$5,075,000



Less: Treasury stock at cost


32,000




Total stockholders’ equity

$5,043,000

2.
(a)
2005




June
1
Treasury Stock

15,000






Paid-ln Capital in Excess of Par

240,000







Paid-ln Capital from Treasury Stock


15,000







Cash


240,000








Reacquired 15,000 shares at $16; par value, $1;








pro rata cost, $17.

11–26.
(Concluded)




July
1
Cash

100,000







Treasury Stock


5,000







Paid-ln Capital in Excess of Par


95,000








Sold 5,000 shares at $20; par 








value, $1.




Aug.
1
Cash

98,000







Treasury Stock


7,000







Paid-In Capital in Excess of Par


91,000








Sold 7,000 shares at $14; par 








value, $1.




Sept.
1
Common Stock

1,000







Treasury Stock


1,000








Retired 1,000 shares; par value, $1.

(b)
Stockholders’ Equity



Contributed capital:




Common stock, $1 par, 275,000 shares authorized;




239,000 shares issued; 2,000 shares held as



treasury stock

$

239,000



Less: Treasury stock at par


2,000


Common stock outstanding

$
237,000



Paid-in capital in excess of par



3,786,000



Paid-in capital from treasury stock



15,000


Total contributed capital

$
4,038,000



Retained earnings


1,005,000


Total stockholders’ equity

$
5,043,000

11–27.
When the rights are issued, only a memorandum entry is required to state the number of shares that may be claimed. This is to ensure that enough shares are held to cover the rights.


When the rights are exercised, another memorandum entry is needed to record the reduction in the outstanding rights. 


When the rights lapse, a memorandum entry should be made to note the decrease in outstanding claims to common stock.

11–28.
1.
Cash


90,000



Common Stock Warrants

8,617*



Preferred Stock

20,000†


Paid-ln Capital in Excess of Par—Preferred

61,383†

*Value assigned to warrants:



($9/$94) ( $90 ( 1,000 = $8,617 (rounded)


†Value assigned to preferred stock:



($85/$94) ( $90 ( 1,000 = $81,383 ($20,000 par, $61,383 paid-in capi
11–28.
(Concluded)

2.
Common Stock Warrants

8,617


Cash


30,000



Common Stock

2,000



Paid-ln Capital in Excess of Par—Common

36,617

3.
Common Stock Warrants

6,032*


Cash


21,000



Common Stock

1,400



Paid-ln Capital in Excess of Par—Common

25,632


*0.70 ( $8,617 = $6,032 (rounded)


Common Stock Warrants

2,585*



Paid-ln Capital from Expired Common Stock



Warrants


2,585


*0.30 ( $8,617 = $2,585 (rounded)

11–29.
1.
Fair Value Method



Total compensation expense over the 3-year service period (2004–2006) is $630,000 ($7 fair value ( 90,000 options). The journal entry required in each year of the service period is as follows:


Compensation Expense ($630,000/3 years)

210,000



Paid-In Capital from Stock Options


210,000




The journal entry to record the exercise of all 90,000 of the options on December 31, 2007, is as follows:


Cash (90,000 ( $48)

4,320,000


Paid-In Capital from Stock Options

630,000



Common Stock


180,000



Additional Paid-In Capital in Excess of Par


4,770,000



2.
Intrinsic Value Method



Total compensation expense over the 3-year service period (2004–2006) is $180,000 [($50 – $48) ( 90,000 options]. The journal entry required in each year of the service period is as follows:


Compensation Expense ($180,000/3 years)

60,000



Paid-In Capital from Stock Options

60,000




The journal entry to record the exercise of all 90,000 of the options on December 31, 2007, is as follows:


Cash (90,000 ( $48)

4,320,000


Paid-In Capital from Stock Options

180,000



Common Stock


180,000



Paid-In Capital in Excess of Par


4,320,000

11–31.
1.
Preferred Stock (4,000 shares ( $15)

60,000


Paid-ln Capital in Excess of Par—Preferred

12,000



Common Stock (4,000 shares, $10 par)



40,000



Paid-ln Capital in Excess of Par—Common



32,000

2.
Preferred Stock

60,000


Paid-ln Capital in Excess of Par—Preferred

12,000


Retained Earnings

88,000



Common Stock (16,000 shares, $10 par)



160,000

3.
Preferred Stock

60,000


Paid-ln Capital in Excess of Par—Preferred

12,000



Common Stock (6,000 shares, $10 par)



60,000



Paid-ln Capital in Excess of Par—Common



12,000

11–36.
(a)
Entries assuming that the 10% stock dividend is recorded at market



value:



Retained Earnings

80,000*




Stock Dividends Distributable



20,000




Paid-In Capital in Excess of Par



60,000





Declared a 10% stock dividend recorded at 





new market value of $20 ($22 ( 1.1).



*40,000 shares outstanding ( 0.10 = 4,000 additional shares;


4,000 shares ( $20 = $80,000


Stock Dividends Distributable

20,000




Common Stock, $5 par



20,000


(b)
Entries assuming that the 50% stock dividend is recorded at par value:



Retained Earnings (or Paid-In Capital in 




Excess of Par)

100,000*




Stock Dividends Distributable



100,000





Declared 50% stock dividend recorded at 





par value.



*40,000 shares outstanding ( 0.50 = 20,000 additional shares;


20,000 shares ( $5 = $100,000



Stock Dividends Distributable

100,000




Common Stock, $5 par


100,000


(c)
No journal entry is needed. A memorandum entry would disclose the decrease in par value (from $5 to $2.50) and the increase in shares outstanding (from 40,000 to 80,000).

11–40.
Minimum pension liability adjustment: This item is always a reduction in equity.


Unrealized loss on available-for-sale securities: An unrealized loss reduces equity.


Accumulated foreign currency translation adjustment: Because the currencies in the countries where Bypass has foreign subsidiaries have strengthened relative to the U.S. dollar, this equity adjustment will increase equity.


Contributed capital and retained earnings

$700,000


Plus: Foreign currency translation adjustment


50,000


Less: Minimum pension liability adjustment


(95,000)


Less: Unrealized loss on available-for-sale securities


(68,000)


Total stockholders’ equity

$587,000
Problem 11–55.

1.
No stock dividend: If no stock dividend is declared, Homer can expect to have unrestricted retained earnings available by year-end of $290,000 ($580,000 beginning retained earnings plus expected net income of $110,000 less the debt covenant constraint of $400,000). Assuming cash is available, this level of unrestricted retained earnings could easily accommodate maintenance of past dividends ($0.70 per share, or a total of $70,000) and could even allow for a dividend increase, if desired.

2.
10% stock dividend: This option would require the transfer of $200,000 from      Retained Earnings to Paid-In Capital [10,000 new shares created multiplied by the new market price of $20.00 per share ($22 ( 1.1 = $20)]. Projected unrestricted retained earnings is $90,000 ($580,000 – $200,000 stock dividend + $110,000 net income – $400,000 constraint). This would allow maintenance of the $0.70 per share dividend if net income reaches the forecast level. This option would make it imperative that operating results be satisfactory in order for dividends to be paid.

11–55.
(Concluded)

3.
25% stock dividend: This option would require the transfer of $12,500 from 
Retained Earnings (or from Additional Paid-In Capital) to Paid-In Capital at Par (25,000 new shares created multiplied by the par value of $0.50 per share). Projected unrestricted retained earnings is $277,500 ($580,000 – $12,500 stock dividend + $110,000 net income – $400,000 constraint). As with the no stock dividend 


option, this level of unrestricted retained earnings could easily accommodate maintenance of past dividends.

Both the no stock dividend and 25% stock dividend options would easily allow the maintenance of prior dividends. The declaration of the 10% stock dividend would reflect strong confidence by the board about expected profitability.

Exercise

11–42.
1.
Kenny Co.


Stockholders’ Equity


December 31, 2004


Common stock ($1 par, 950,000 shares 


authorized, 475,000 shares issued and 


outstanding)

$
475,000*


Paid-in capital in excess of par


6,650,000†


Total paid-in capital



$7,125,000


Retained earnings





787,500‡


Total stockholders’ equity



$7,912,500

Total stockholders’ equity 



$7,912,500
COMPUTATIONS:


*950,000 ÷ 2 = 475,000 ( $1 = $475,000

†475,000 ( $15 = $7,125,000 – $475,000 = $6,650,000

‡$1,025,000 – $237,500 = $787,500

2.

Kenny Co.

Statement of Changes in Stockholders’ Equity

For the Year Ended December 31, 2005



Paid-In

Paid-In



Capital

Capital


Preferred
in Excess
Common
in Excess
Retained



Stock


of Par


Stock


of Par

Earnings

Total

Balances,

Dec. 31, 2004

$
0
$
0
$475,000
$6,650,000
$
787,500
$ 7,912,500

Jan. 10:

Issued 100,000 


shares of com-


mon stock 


at $17



100,000
1,600,000

1,700,000

Apr. 1:

Issued 150,000 


shares of


preferred stock 


at $8

750,000
450,000



1,200,000

Oct. 23:

Issued 50,000 


shares of 


preferred stock 


at $9

250,000
200,000



450,000

Net income 

for 2005





1,215,000
1,215,000

Cash dividends:


Preferred stock,


$0.30 on 200,000


shares





(60,000)
(60,000)


Common stock,


$1.00 on 575,000


shares










(575,000)

(575,000)

Balances,


Dec. 31, 2005

$1,000,000
$650,000
$575,000
$8,250,000
$1,367,500
$11,842,500
11–42.
(Concluded)

3.
Kenny Co.


Stockholders’ Equity


December 31, 2005


Preferred stock, 6% ($5 par, 500,000 shares 


authorized, 200,000 issued and outstanding)

$
1,000,000


Paid-in capital in excess of par—preferred 


stock

650,000


Common stock ($1 par, 950,000 shares 


authorized, 575,000 issued and outstanding)


575,000


Paid-in capital in excess of par—common 


stock


8,250,000

Total paid-in capital



$10,475,000


Retained earnings



1,367,500


Total stockholders’ equity



$11,842,500

(Note:
  Disclosure of the $295,000 retained earnings restriction would be made. Alternatively, retained earnings of $295,000 could be shown as appropriated in the Stockholders' Equity section.)
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