Learning Objectives

Identify characteristics of corporations and their
organization

Describe and contrast the specialized components of
corporate financial statements

Record the issuance of common and preferred shares
and describe their presentation in shareholder’s
equity on the balance sheet.

Describe and accounts for cash dividends.

Distribute dividends between common and preferred
shares.

Record closing entries for a corporation



Characteristics of corporations

Separate legal entity

That conducts its affairs with the same rights ,
duties and responsibilities as a person. A corporation
take actions through its agents, who are its officers
and managers.

Limited liability of shareholders

Because it 1s a separate legal entity, it is
responsible for its own acts and its own debt. If the
business fails, the amount contributed by
shareholders 1s the maximum loss to the shareholders.
Creditors have no claim on shareholders’ personal
assets.

Ownership rights are transferable

The transfer of shares from one shareholder to
another usually has no effect on the corporation or its
operations. (but a transfer of ownership can create
significant effects if it brings about a change in who
controls the company’s activities.)

corporation



Continuous life

A corporation’s life can continue indefinitely
because it 1s not tied to the physical lives of its
Oowners.

Shareholders are not corporate agents

A corporation acts through its agents, who are
the officers or managers. Shareholders who are not
officers or managers of the corporation do not have
the power to bind the corporation to contracts. (lack
of mutual agency)

Ease of capital accumulation

Buying shares in a corporation is attractive to
investors and make it possible for some corporations
to accumulate large amounts of capital.

Governmental regulation

Any publicly traded company with gross
revenues of $ 10 million or assets exceeding $ 5
million must make public its financial statements,
which have been prepared according to GAAP.

Corporate taxation

Corporation are subject to property, payroll, and
corporation taxes. In addition corporation are subject
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to an income tax expense. Corporate income tax is an
expense that appears on the income statement.
However, it is not an operating expense because
income tax is determined by government rather than
by how the business operates.

Advantages disadvantages
Limited liability of Government regulation
shareholders

Ownership rights are
easily transferable

Corporate taxation

Continuous life

Separation of
management and
ownership

Lack of mutual agency

Ease of capital
accumulation
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Organizing a corporation

The costs of organizing a corporation are
organization costs. They include legal fees,
promoter’s fees, and amounts paid to obtain a charter.

April |Organization costs 15000

15 Cash 15000
2002 |To record payment of costs
regarding the organization
of the corporation

Management of a corporation

Ultimate control of a corporation rests with its
shareholders through election of the board of
directors. Individual shareholders’ rights to affect
management are limited to a vote in shareholders’
meetings, where each share holder has one vote for
each common share owned.

Shareholders have three rights: the right to vote, to

receive dividends that have been declared, the right to
receive property of the corporation after its closure.
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Corporate financial statements
Income statement

Assume a 20% flat tax rate. The 20% tax rate is
applied to income before tax(20% x $60 = $12)

The resulting tax expense of $12 is subtracted from
income before tax to arrive at net income. Therefore,
the term net income for a corporation means income
after tax. Not so with sole proprietorship and
partnership forms of business. These are not taxed:
the owners are taxed.

ABC Corporation Dell’s Servicing
Income Statement Income Statement
For Year Ended December 31, 2001 For Year Ended December 31, 2001
BeVBNLIES o aimsmmimeiman s i $100 REVBTIUES s i i S Lo e s $100
Operating eXpenses ........cccooeriie e _ 40 Eperating expenses ummuisinannnns 40
ncome from operations.........cccccove v $ 76 Income from operations...........ccccococcieciieennes $ 76
Other revenues and expenses:* Other revenues and expenses:?
Gain on sale of capital assets .................... $ 7 Gain on sale of capital assets ...........cccceeeeee.. & 7
INterest TaVenUs: s i s 3 Interest revenue i aan s 3
Loss on sale of capital assets............coceeeeee. (12) Loss on sale of capital assets.....ccovvvieeene, (12)
Interest eXpense........oovmnncnineiseisiinnns (14} (16} Interest expense......uiussennans. (14) (16)
NCOME BEfOre taX.. v 8 60 NGt INGOME oo ﬁ
NEt INCOME...ciiiiniiiiiniirrie et § 48 \\__\ The income statements are identical
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Statement of retained earnings

A sole proprietorship prepares a Statement of
owner’s equity to show how equity changed during
the accounting period. The equity of the owners,
regardless of the form of business organization,
changes because of:

e Net income or losses
e Distributions of income
e Owner investments.

The equity of a corporation also changes because of
net incomes or losses, distributions of income(called
dividends), and owner investments.

However, those changes are recorded in Retained
earnings.

ABC Corporation Dell’s Servicing
Statement of Retained Earnings Statement of Owner’s Equity
For Year Ended December 31, 2001 For Year Ended December 31, 2001

Retained earnings, January 1 .......ccccuniiiiinnnes $-0- Ivor Dell, capital, January T..........cccoeinininninnnns $ 0

0 ] W Yo b R T T L e LR s _48 Add: Owner investmMEent........cccueeniieeiennneniiisninns $500

afs) e s e i S $48 e aTerelyy NS SR S e __60
LaEs PINIdands. o e e 40 Tolak v A3 e G LA L e L $560
Retained earnings, December 31 ..........ccccoceieee $ 8 LasseWithdrawals:: o san s, _ 40
e Ivor Dell, capital, December 31 ... $520

clude net income (losses) and distributions of income (calle vidends for a
i ration an th for a s prop I O\\ner |nvestmems are included as paft 0‘ Ivor Dell, Capital,
fOf Ihe Sole propri emrsh\n but for he corporation, investments by shareholders are not part of Retained Earnings.
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Balance sheet

The balance sheets for both the corporation and the
sole proprietorship are identical except for the equity
section. The equity section is called Shareholders’
equity for a corporation.

ABC Corporation Dell’s Servicing
Balance Sheet Balance Sheet
December 31, 2001 December 31, 2001
Assets Assets
Cash i e i e e e, $148 Bughea ka1 n e Bl e $160
therassate el s 600 L p T S A e e S e e e 600
Totaldstein s e s $748 O R B T s v e e s e $760
Liahilifias . oo e e $240 Elabllitles .5 00 =00 et $240
Shareholders” Equity Owner’'s Equity
Sharacaptal . A A e $500 INeEIIEIE Eapitel. 0 e L T T ST 520
Retained 8aIMINGS...... ..o iiimiasinniranis 8
Total shareholders’ eguity .........covvviinrineenine. 508 Total liabilities and oWNer's equity .............ccooeeiverivenas $760
Total liabilities and shareholders’ equity .......... $748

Shareholders' Equity and Owner's Equity include the same transactions in total: net incomes (losses),
distributions of income, and owner investments.

Issuing share capital

A corporation must have a registrar who keeps
shareholder records and prepares official lists of
shareholders for shareholders’ meetings and dividend
payments.

The selling or issuing of shares by a corporation is
referred to as equity financing because assets are
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increased (financed) through shareholder (equity)
investment.

ABC Corporation
Balance Sheet
December 31, 2001

Assets

R e R R e $100,000
i Taiie | i - oo Ao DR R B S SIS - R $100,000
EERBIIEEIOE ... . .......coeiinss i sk S e R $ 0-
Shareholders’ Equity

SHAMBCADIEAL ....coiisuaniti s bbby s Te 4 fan ot st 100,000
Total liabilities and shareholders equity .........c.cvunv. $100,000

Selling shares
Corporations can either sell shares directly of
indirectly to shareholders at the market value per

share.

To sell shares directly, a corporation advertises its
shares issuance directly to potential buyers.

To sell shares indirectly, a corporation pays a
brokerage house to underwrite the issuance.
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Common shares

Common shares represent residual equity, or what is
leftover after creditors and other shareholders (if any)
are paid when a corporation is liquidated.

Shares are most commonly issued in exchange for

cash.

1.e. the entry to record Dillon Snowboards’

immediate 1ssuance of 30,000 common shares for
$300 000 on June 5, 2001 is:

2001
June 5

Cash

Sold and issued common
shares at $10 per share

Common shares

300 000
300 000

corporation
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Many important terms and phrases are used in the
shareholders’ equity section of a balance sheet.

Commion Shares, unlimited

shares authonzed ———
® 30,000 shares issued and outstanding ...................c......

——— FRefars 1o tha Indicates how — |dentifies the number of
numbear of many shares have shares the corporation 15
shares been given out allowed to issus

or sold
Shareholders’ Equity

Jo T $300,000

Total shareholders” eqUIt.............bueovcrrioncens: 1~ $£365,000
|
Defines how many Discloses dollars invested by This reflects

of the issued sharas
are held by
shareholders

shareholders in exchange for
sharas. In this case, 20,000 shares
* $10 par share = 5300,000

investad by shareholders

accumulatad
profitsflosses less
dividends. To date
it includes 65, 000
of net income less
zero dividends

Issuing common shares for noncash assets

2001
July 2

Land

Common shares
Exchanged 4 000 commons
shares for land

105 000

corporation
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The following shows shareholders’ equity of Dillon
Snowboards at July 31 2001, assuming net income
earned during July of $82 000.

Shareholders’ Equity

Common Shares, unlimited shares authonized,
—= 34 000 shares issued and outstanding ...............
N T T e i o e o R S kB Wi Fomm o ST P PR FLEM
Total shareholders' aguily. . ..o Jy

— 30,000 sharas £300,000 previous balance ! 285 000 previous
previously sold + 4+ £105,000 = 3405000 tota balance + $82.000 net
4 000 shares assats recaead by the income earned in July
axchanged for land corporation in exchangs &0 diwvidends = 147,000
34,000 shares for common shares as the balance in retained

garnings at the end of July
Preferred shares

Preferred shares have special rights that give them
priority over common shares in one or more areas.
Special rights typically include a preference for
receiving dividends and for the distribution of assets
if the corporation is liquidated. Most preferred do not
have the right to vote.

2001 |Cash 125 000
Aug. 3 Preferred shares 125 000

Issued 5 000 preferred shares
for total cash of $125 000

corporation 12




— \Whan more than one class of sharas Tha notation “$3° is the dividend

has been issued, the sharehciders’ preference, which means preferred
equity section is classified by grouping shareholders are entitied to dividends
the share capital accounts under the at the rate of $3 per year per
heading Contributed Capital. preferred share when declared.
Contributed capital is the total

armount of cash and other assets
received by the corparation from its
ghareholders in exchange for commaon
andfor preterrad shares.

Net income of $65,000 for June + $82,000
net incame for July + $156,000 net income
for August - $-0- dividends = $303,000 as
the balance in retained samings at
August 31, 2001.

corporation
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Rights of shareholders

1. Mo voting rights.

2. The right to recenve dividands befora
the common shareholders receive a
dividend. In other words, a dividend
cannot be paid 1o cormmon
shareholders unless preferred
shareholders also redamne one,

3. The right to share equally before
common shareholders in any assets
that remain after creditors are paid
when the corporation i1s liquidated.

4. The right to sell or otherwise dispose
of their shares.

corporation

. The right to vote at shareholders’
meatings.

. The night 10 share pro rata with other
common sharaholdars in any dividends
declared. This means each cormmon
share receives the same dividend per
share,

. The right to share equally in any
assets that remain after creditors and
preferred shareholders are paid when
the corporation is kquidated.

. The right to sall or otherwise dispose
of their sharaes.

. The right to purchase additional shares
of commaon shares issuad by the
corporation in the future, called the
preamptive right. It protects
shareholders’ proportionate interest in
the corporation. For example, a
shareholder who owns 25% of a
corporation’s common shares has the
first opportunity to buy 25% of any
new common shares issued. This
enables the shareholder to maintain a
25% ownership interest if desired,

14



Demonstration problem

Roberta Inc. began operations on January 2, 2001 and immediately issued 8,000
of its common shares for cash of $1.50 per share. On January 3, 500 common
shares were issued to promoters in exchange for their services in selling shares of
the corporation. The shares were valued at a total of 51,000, On January 5, 10,000
common shares were issued in exchange for land valued at $24,925. On January 11,
4,000 preferred shares were issued for cash of $5.00 per share. On January 25,
3,000 more preferred shares were issued for total cash of $15,700.

Present the journal entries that the company’s accountant would use to

record these events.

. Prepare the shareholders’ equity section at January 31, 2001, assuming net
income earned during the month was $40,000. No dividends had been
declared. Roberta Inc. is authorized to issue an unlimited number of
preferred and common shares.

What was the average issue price per common share as of January 31, 20017

o. What was the average issue price per preferred share as of January 31, 20017

corporation
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answers

2001
Jan, 2 [ -1 TSSO 12,000
COmMPOn SHBMSS . oot iesisbafasmnbibiad 12,000
issued 8000 comman shares for Cash,
3 Organization T8t ... 1,000
Common Shares .. ... e esriisssesiesseis s 1,000
issued 500 common sharas for
incarparation feas,
5 Lot s s i R e 24,925
Common Shares ... 24,925
Issuad 10000 comman shares i
axchangs far land.
11 R e T R 20,000
Prafarmad Sharas. ...t s 20,000
Issued 4,000 preferred shares at
ER.00 per shara,
25 B 1 ) o Mo e P e A BN S SR 16,700
Prafarrad Shares........cccomssronmmeirio 15,700
Issued 3,000 preferrad shares for 1otal
cash of £15,700,
Roberta Inc.
Shareholders’ Equity
January 31, 2001
Contributed capital:
Preferred shares, unlimited shares authorized,
7.000 shares issued and ouistaNGING...........omrremmmees £36.700
Commarn shares, unimited shares authonzed;
18,500 sharas issued and outstanding.........ccovvciicmiiieee. S, 920
Total comtnibuted TR ... e et o5 dwebniss s £ 73625
Total sharahobders' SOUITY .. ocooi o mimms s s ssess s s £113.625

$ 37,925/18,500 shares = $2.05 average issue price per common share

§ 35,700/7,000 shares = $5.10 average issue price per preferred share

corporation
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Dividends

Dividends are a distribution of earnings. Dividends
cause retained earnings to decrease.

There are two basic types of dividends; cash dividend
and share dividends (stock dividend).

Cash dividends

Generally a corporation is permitted to pay cash
dividends if retained earnings and cash exist.

Many corporation spay cash dividends to their
shareholders in regular amounts at regular dates.

Entries for cash dividends

The payment of dividends involves three important
dates:

Declaration date

Record date

Payment date

corporation 17



Date of declaration is the date the directors vote to
pay a dividend creating a legal liability of the
corporation to its shareholders.

Nov. 9 |Retained earnings 5000
Common dividends payable 5 000

Declared a $1 per share cash

dividend on common shares

Date of record 1s the future date specified by the
directors for identifying those shareholders listed in
the corporation’s records to receive dividends.
Persons who own shares on the date of record receive
dividends.

Date of payment is the date when shareholders
receive payments. If a balance sheet is prepared
between the date of declaration and date of payment,
Common dividends payable is reported as a current
liability.

corporation 18




Special features of preferred shares
Dividend preference

In exchange for voting rights, preferred shares
usually carry a dividend preference, which means a
dividend cannot be paid to common shareholders
unless preferred shareholders are paid first.

Stake Technology Ltd. [Xhlhl?
Shareholders' Equity
April 30, 2001 Presentat

Dividend Prefe

Contributed capital:

Preferred shares, $2.20, 25,000 shares authorized;

7,000 shares issued and outstanding............ccocovvceeioeeecnennns $ 84,000 The preferred shareholders
are entitled to receive $2.20

Common shares, unlimited shares authorized;
per share annually when

80,000 shares issued and outstanding...........ccoceeeiieiiincieens $760,000
; 3 LT dividends are declared.
Total cortribirten) Capital i i e it i i s vase s giates $844,000
Retained eaiings & G e i i e sa b v aits 49,000
Total sharahblders  aUy. . . e dn e $893,000

Cumulative of Noncumulative dividend

Cumulative preferred shares have a right to be paid
both current and all prior periods’ undeclared
dividends before any dividend is paid to common
shareholders.

The unpaid dividend amount is called dividend in
arrears.

corporation 19



Noncumularive preferred shares have no right to
prior periods’ unpaid dividends if they were not
declared.

During the year-ended April 30, 2001, the first year of the corporation’s oper-
ations, the directors declared and paid total cash dividends of $31,400. During the
years-ended April 30, 2002, and 2003, total dividends declared and paid were $0 and
$110,800 respectively. Allocations of total dividends are shown in Exhibit 15.13
under two assumptions:

the preferred shares are noncumulative, and
the preferred shares are cumulative.

—1 —— i

a. If noncumulative preferred:

Year-ended 2001:

7,000 shares » $2.200harg ..o e £15,400

Remamnder 0 COmMIMION ....ooovwieenen e $16,000 £ 31.400
Yeurandod: E: .. ... i miisii o i R - f % o=

E—

Year-anded 2003:

7000 shares ¥ 32 2008H88 ........cconsmnsinsinssssresssnins 15,400

FETITMIET B COTTUTION <o s ienmecsnsssasms sisiassmsmass ssssmns $05 400 $110.800

b. If cumulative preferred:
P o ; 7

Year-ended 2001:

Z000 sharas = $2. 20BhAME ..o s $15,400

Ramainger 10 COTWTION .......oooeseerssiasssmsssssssenssssssansasses £16.000 £ 31,400
Yeaar-anded 002 e et 0 4 & -
Yaar-anded 2003:

Dividends in arrears = $15.400

+ Current year dividends of 15400, 30,800

FBITISIET 10 COFTNTIONT ... eeeiss s sasmsmserssanonsrerrssnsnmsnres £80,000 £110,800

corporation

20



Other features of preferred shares
Participating or non participating dividends on
preferred shares

Nonparticipating preferred shares have dividends
limited to a maximum amount each year.

Participating preferred shares have a feature where
preferred shareholders share with common
shareholders in any dividends paid in excess of the
dollar amount specified for the preferred shares.
Convertible preferred shares

Convertible preferred shares give holders the option

of exchanging their preferred shares into common
shares at a specified rate.

¥
[FS R LR

corporation
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Motivation for preferred shares
For corporation:

to raise capital without sacrificing control of the
corporation.

To boost the return earned by common shareholders.
To 1llustrate, let’s suppose a corporation’s organizers
expect their new company to earn an annual net
income of $24 000 on an investment of $200 000. If
they sell and issue $200 000 worth of common
shares, this income produces a 12% return on the
$200 000 of common shareholders’ equity
(24000/200000 = 12%). But if they issue 1 000
shares of $8 preferred shares to outsiders for $100
000 and $100 000 of common shares to themselves
their own return increases to 16%.

How?
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Demonstration problem

Barton Corporation was created on January 1, 2002. Barton is
authorized by its articles of incorporation to issue 100 000 shares
of $10 cumulative preferred shares and an unlimited number of
common shares. The following transactions relating to
shareholders’ equity occurred during the first two years of the
company’s operation.

Jan. 2 Issued 200,000 common shares at $12 per share,

s Issued 100,000 comman shares in exchange for a building valued at $820,000
and merchandise inventory valued at $380,000,

3 Paid a cash reimbursement to the company's founders for $100,000 of organ-
ization costs; these costs are to be amortized over 10 years,

3 Issued 12,000 preferred shares for cash at $110 per share.

Dec. 31 The income summary account for 2001 had a $125 000 credit balance before

being closed to Retained Earnings; no dividends were declared on either com-
mn o preferred shares.

2002
June 4 Issued 100,000 common shares for cash at $15 per share
Dec. 10 Declared total cash dividends of $540,000 payable on January 10, 2003.
N The incomea summary account for 2002 had a $1 million credit balance before
being closed to Retained Earnings.
Required

Prepare the journal entries to record these transactions.

Prepare statements of retained carnings for the years ended December 31, 2001 and 2002,

Prepare the balance sheet presentation of the organization costs, liabilities, and share-
holders’ equity as at December 31, 2002, Include appropriate notes to the financial
statements (regarding any dividends in arrears).

Planning the Solution
Record journal entries for the events in 2001 and 2002.
Close the accounts related to retained earnings at the end of each year.
Prepare the statements of retained earnings for the years 2001 and 2002.

Deetermine the balances for the 2002 capital equity accounts for the balance sheet
including information about the number of shares issued.

Prepare the shareholders’ equity section of the 2002 balance sheet including a note
regarding any dividends in arrears.

corporation
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Solution

2001
Jan. 2

Dec. AN

Jume 4

Dec. 10

=)

a1

corporation

Cash........
Enmmun Shares

lssued 200,000 common shareS'
200,000 x §12.

Building ...
Mard'landuaa Inw.-ntory
Common Shares .. e
Issped 100,000 common shareﬁ

CNQBMEATION oSS ..cmiiiinniiinie it s sasmnsnbnss

Raeimbursed the founders for organization
COSTS.

F'ren‘arred Shﬂrﬂs

lssued i.?DGUpmfermd shareﬁ,
12000 = £1710.

Incomme Summary ..
Retained Easrmngs

Clase the Income Sumn'.tarr account and
update Retained Earmnings.

':ﬂl'ﬂfTNJI'I Shau‘es

Issued 100,000 common shams
100.000 = §15.

Cash Dnidends Declared
(or Retained EAmMngs)........oooemnmiiiin:

Freferred Dividend Payable ...

Common Dividend Payable
Declared current dividends and dividends
in arrears to common and preferred
shareholders, payable on January 10, 2003;
Prafarred = $10/share » 12,000 sharas =
2 years; Common = § 540000 — § 240,000,

Income Summary ...
Retained Earnlngs

To clase the Income Suml'r:ﬂrr account and
update Retained Earmings.

Retained Earnings ...
Cash Dividends Dectnrﬂd

To close to Retained E.Bfnnrrg's rhe Cash
Dividends Declared.

2,400,000
2,400,000

820,000

380,000
1,200,000

100,000
100,000

1,320,000
1,320,000

125,000
125,000

1,500,000
1,500,000

540,000
240,000
300,000

1,000,000
1,000,000

540,000
540,000
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Total ...

Retained earnings, January 1
AAEICE BT IPHOONTIE ...rumhimamnisarsinannstn s ramnsn nss 1 mr i dos pe8 e R F A AR R F A R

Barton Corporation

Statemant of Retained Earnings
For Years Ended December 31,

Less; Dmdands
Betained earmnings, Dac-aml;rer 31 .........................................

125000
1,000,000

2001

125,000 |

£1,125,000
540,000

125,000 |

.&- {

g E85000

$125,000 |

Balance sheet presentations:

Aszsets

As of December 31,

A TN DS o - . e I s e
Liabilities
Preferrad dividand Pawabila ........oci i eesairersesrsssssseenrien
Cormamon, ddent PEYEDIE ... .o osciieiransesanis nes anesivbstsenns smnntfan
Shareholders’ Equity
Contributed capital:

Praferred shares, 510 cumulative, 100,000 shares
authorized; 12,000 shares issued and outstanding..............

Common shares, unlimited shares authorized; 400,000
shares ssued and wl:standlng in 2002; 300,000 shares
iszued and outstanding in 2001 . g

Total contributed E.apltal
Retained samings (588 NOtE ). e ismi s srasc v
Jobal sheraholoars: SOURY 5. o i i s e i

2002

$ 80,000

§ 240,000
200,000

£1.220,000

5,100,000

2001

£1,320,000

2,600,000

$6.420,000
586,000

$4,920,000
125,000

$7.005,000

$5,045,000

corporation

Mote 1: As of December 31, 2001, there were $120,000 of dhvidends

in arrears on the prafarred sharaes
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Problems

The shareholders” enuity section of Reese Corporation follows:

B

Shareholders’ Equity

Contriouted capital:
Preterred shares, $0.50 cumulatva; 20,000 shares autharizad,

issued, and outstandsng ... .. S i S o AT o £ 200,000 |
Common shares, unirmted shares awthonzed; 150,007 shares
issuad and ousstanding........... e e T e _T"§E'EI".IIQ
Total contnbuted cagetal ... T T TT T a—— % 450,030
Retained earmngs ... ; Y B AR e HI0, 0
Total sharehalders” eguity ..o B o e 31, B4AQ QDD .

" —

Explain each of the following terms included in the shareholders’ equity section above:
50.50 curmulative
total contributed capital
20,000 shares autharized
150,000 shares issued and outstanding
ratained sarnings



The shareholders” equity section from the December 31, 2002 balance sheet of Maritime
Inc, appears below.

Shareholders’ Equity
Contnbuted capdtal:
Freterred shares, 33,50 cumulative,

40,000 shares authorized and issued. ..., o £2.000,000
Preferred shares, £12 noncumulative,

B, D00 shares authorized and iSsued.......o e 800,000
Common shares, 400,000 sharas autharized and issued..................... 2,000,000
Total contributad CBDREN ... it esasitiies s s emmemmeees e e s emaen £4,800,000 ,I

MM BRI | v iaeccaian i iy v eenntiis s A T : B90,000

Total shareholders' equity ........ ..., by e e _

Required
All the shares were issued on January 1, 2000 iwhen the corporation began operationsl,
Mo dividends had been declared during the first two years of operations: 2000 and 2001,
Durmg 2002, the cash dividends declared and paid totalled $736,000.
Calculate the amount of cash dividends paid during 2002 to each aof the three classaes
of shares,
Assuming net income earned during 2002 was 51,500,000 detarmine the December 31,
2007 balance in retained earnings.
. Prepare a statement of retained sarnings for the year ended December 31, 2002,
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Match each of the numbered descriptions with the characteristic of preferred shares that it
hest describes. Indicate your answaer by writing the letter for the correct characteristic in
the blank space next ta each description.

A. Callable or Redeemable D. Noncumulative
BE. Convertible E. Nonparticipating
C. Cumulative F. Participating

_1. The holdars of the shares can exchange it for comman shares.
2. Theissuing corporation can ratire the shares by paying a prearranged price,
3. The halders of the shares are entitled to receive dividends in excess of the
stated rate under some conditions.

4. The holders af the shares are not entitled 1o receive dividends in excess of the
stated rate,
5. The holders of the shares lose any dividends that are not declared.
&. The holders of the shares are entitled to receive current and all past dividends
before common shareholders receive any dividends.
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A corporation’s outstanding shares includes (a) $90,000 of cumulative
preferred shares consisting of 1,000 shares and (b) 12,000 common
shares. Preferred shares have a call price of $90 and dividends of $18,000

are in arrears. Total shareholders’ equity is $630,000. What is the book
value per common share?

corporation
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