CHAPTER 11 ALTERNATE PROBLEMS

Problem 11.1A

Stockholders’ Equity in a Balance Sheet
Early in 1999, Delstar, Inc. was organized with authorization to issue 10,000 shares of $50 par value preferred stock and 100,000 shares of $1 par value common stock.  Five thousand shares of the preferred stock were issued at par, and 60,000 shares of common stock were sold of $12 per share.  The preferred stock pays a 10% cumulative dividend and is callable at $55.


During the first four years of operations (1999 through 2002), the corporation earned a total of $1,300,000 and paid dividends of 25 cents per share in each year on its outstanding common stock.

Instructions
a. Prepare the stockholders’ equity section of the balance sheet at December 31, 2002.  Include a supporting schedule showing your computation of the amount of retained earnings reported.  (Hint: Income increases retained earnings, whereas dividends decrease retained earnings.)

b. Are there any dividends in arrears on the company’s preferred stock at December 31, 2002?  Explain your answer.

c. Assume that interest rates increase steadily from 1999 through 2002.  Would you expect the market price of the company’s preferred stock to be higher or lower than its call price of $55 at December 21, 2002?

Problem 11.2A

Stockholders’ Equity Section

Flag Publications was organized early in 1997 with authorization to issue 5,000 shares of $100 par value preferred stock and 1 million shares of $2 par value common stock.  All of the preferred stock was issued at par, and 200,000 shares of common stock were sold for $16 per share.  The preferred stock pays a 10% cumulative dividend as is callable at $110.


During the first five years of operations (1997 through 2001) the corporation earned a total of $3,200,000 and paid dividends of $1 per share each year on the common stock.  In 2002, however, the corporation reported a net loss of $1,300,000 and paid no dividends.

Instructions

a. Prepare the stockholder’s equity section of the balance sheet at December 31, 2002.  Include a supporting schedule showing your computation of retained earrings at the balance sheet date.  (Hint: Income increases retained earnings, whereas dividends and net losses decrease retained earnings.)

b. Draft a note to accompany the financial statements disclosing any dividends in arrears at the end of 2002.

c. Do the dividends in arrears appear as a liability of the corporation as of the end of 2002?  Explain.

Problem 11.3A

Stockholders’ Equity in a Balance Sheet

Sophia Dueno organized Newtown Type, Inc. in January 1999.  The corporation immediately issued at $12 per share one-half of its 150,000 authorized shares of $1 par value common stock. On January 2, 2000, the corporation sold at par value the entire 10,000 authorized shares of 10%, $100 par value, cumulative preferred stock.  On January 2, 2001, the company again needed money and issued 5,000 shares of an authorized 10,000 shares of no-par, cumulative preferred stock for a total of $540,000.  The no-par shares have a stated dividend of $8 per share.


The company declared no dividends in 1999 and 2000.  At the end of 2000, its retained earnings were $220,000.  During 2001 and 2002 combined, the company earned a total of $930,000.  Dividends of 60 cents per share in 2001 and $1.50 per share in 2002 were paid on the common stock.

Instructions

a. Prepare the stockholder’s equity section of the balance sheet at December 31, 2002.  Include a supporting schedule showing your computation of retained earrings at the balance sheet date.  (Hint: Income increases retained earnings, whereas dividends and net losses decrease retained earnings.)

b. Assume that on January 2, 2002, the corporation could have borrowed $1,000,000 at 10% interest on a long-term basis instead of issuing the 10,000 shares of the $100 par value cumulative preferred stock.  Identify two reasons a corporation may choose to issue cumulative preferred stock rather than finance operations with long-term debt.

Problem 11.4A

Stockholders’ Equity: A Short Comprehensive Problem

Early in the year Susan Anthony and several trends organized a corporation called Equal Time, Inc.  The corporation was authorized to issue 100,000 shares of $100 par value, 8% cumulative preferred stock and 500,000 shares of $1 par value common stock.  The following transactions (among others) occurred during the year:

Jan. 4
Issued for cash 40,000 shares of common stock at $8 per share.  The shares were issued to Anthony and 3 other investors.

Jan. 10
Issued an additional 1,250 shares of common stock to Anthony in exchange for his services in organizing the corporation.  The stockholders agreed that these services were worth $10,000.

Jan. 15
Issued 3,000 shares of preferred stock for cash of $300,000.

Aug. 12
Acquired land as a building site in exchange for 20,000 shares of common stock.  In view of the appraised value of the land and the progress of the company, the directors agreed that the common stock was to be valued for purposes of this transaction at $10 per share.

Nov. 25
The first annual divided of $8 per share was declared on the preferred stock to be paid December 11.

Dec. 11
Paid the cash dividend declared on November 25.

Dec. 31
After the revenue and expenses were closed into the Income Summary account, that amount indicated a net income of $217,500.

Instructions

a. Prepare journal entries in general journal form to record the above transactions.  Include entries at December 31 to close the Income Summary account and the Dividends account.

b. Prepare the stockholders’ equity section of the Equal Time, Inc., balance sheet at December 31.

Problem 11.5A

Analysis of an Equity Section of a Balance Sheet

The year-end balance sheet of Social Systems, Inc. includes the following stockholders’ equity section (with certain details omitted):


Stockholders’ equity:


8% cumulative preferred stock, $100 par value,



callable at $104, 100,000 shares authorized

$3,200,000


Common stock, $3 par value, 1,000,000 shares



authorized

1,200,000


Additional paid-in capital: Common stock

2,800,000


Donated capital

610,000


Retained earnings

3,470,000


Total stockholders’ equity

$11,280,000
Instructions

From this information, compute answers to the following questions:

a. How many shares of preferred stock have been issued?

b. What is the total amount of the annual dividends paid to preferred stockholders?

c. How many shares of common stock are outstanding?

d. What was the average issuance price per share of common stock?

e. What is the amount of legal capital?

f. What is the total amount of paid-in capital?

g. What is the book value per share of common stock?  (There are no dividends in arrears.)

h. Assume that retained earnings at the beginning of the year amounted to $815,000 and the net income for the year was $4,200,000.  What was the dividend declared during the year on each share of common stock?  (Hint: Net income increases retained earnings, whereas dividends decrease retained earnings.)

Problem 11.6A

Analysis of an Equity Section – More Comprehensive

Melba Corporation is a publicly owned company.  The following information is excerpted from a recent balance sheet. Dollar amounts (except for per share amounts) are stated in thousands.


Stockholders’ equity:


Convertible $12 preferred stock, no par



value, 1,000,000 shares authorized; 240,000 shares



issued and outstanding; $200 per share liquidation 



preference (call price)

$  48,000


Common stock, par value $2; 50,000,000 shares 



authorized

5,260


Additional paid-in capital

72,340


Retained earnings

    47,240


Total stockholders’ equity

$172,840
Instructions

From this information, compute answers to the following questions:

a. How many shares of preferred stock have been issued?

b. What is the total amount of the annual dividends paid to preferred stockholders?

c. What is the total amount of paid-in capital?

d. What is the book value per share of common stock?  

e. Briefly explain the advantages and disadvantages to Melba of being publicly owned rather than operating as a closely held corporation.

f. What is meant by the term convertible used in the caption of the preferred stock?  Is there any more information that investors need to know to evaluate this conversion feature?

g. Assume that the preferred stock currently is selling at $195 per share.  Does this provide a higher or lower dividend yield than a 7%, $50 par value preferred with a market price of $52 per share?  Show computations.  Explain why one preferred stock might yield less than another.

Problem 11.7A

Par, Book, and Market Values

Mindless Corporation is the producer of popular video games.  Recently, an investment service published the following per-share amounts relating to the company’s only class of stock:


Par value

$  0.01


Book value (estimated)

8.00


Market value

82.00

Instructions

a. Without reference to dollar amounts, explain the nature and significance of par value, book value, and market value.

b. Comment on the relationships, if any, among the per-share accounts shown for the company.  What do these amounts imply about Mindless and its operations?  Comment on what these amounts imply about the security of creditors' claims against the company.

Problem 11.8A

Reporting Stockholders’ Equity with Treasury Stock

Early in 2000, Steel Corporation was formed with authorization to issue 100,000 shares of $2 par value common stock.  All shares were issued at a price of $12 per share.  The corporation reported net income of $140,000 in 2000, $60,000 in 2001, and $90,000 in 2002.  No dividends were declared in any of these three years.


In 2001, the company purchased $50,000 of its own shares in the open market.  In 2002, it reissued all of its treasury stock for $62,000.

Instructions

a. Prepare the stockholder’s equity section of the balance sheet at December 31, 2002.  Include a supporting schedule showing your computation of retained earrings at the balance sheet date.  (Hint: Income increases retained earnings.)

b. As of December 31, compute the company’s book value per share of common stock.

c. Explain how the treasury stock transactions in 2001 and 2002 were reported in the company’s statement of cash flows.

Problem 11.9A

Reporting Stockholders’ Equity with Treasury Stock and Stock Splits

Early in 1998, Fess Industries was formed with authorization to issue 100,000 shares of $25 par value common stock and 20,000 shares of $100 par value cumulative preferred stock.  During 1998, all the preferred stock was issued at par, and 60,000 shares of common stock were sold for $40 per share.  The preferred stock is entitled to a dividend equal to 8% of its par value before any dividends are paid on the common stock.


During its first five years of business (1998 through 2002), the company earned income totaling $4,500,000 and paid dividends of 75 cents per share each year on the common stock outstanding.


On January 2, 2000, the company purchased 1,000 shares of its own common stock in the open market for $45,000.  On January 2, 2002, it reissued 500 shares of this treasury stock for $26,000.  The remaining 500 were still held in treasury at December 31, 2002.

Instructions

a. Prepare the stockholder’s equity section of the balance sheet at December 31, 2002.  Include a supporting schedule showing (1) your computation of any paid-in capital on treasury stock and (2) retained earrings at the balance sheet date.  (Hint: Income increases retained earnings, whereas dividends reduce retained earnings.  Dividends are not paid on shares of stock held in treasury.) 

b. As of December 31, compute the company’s book value per share of common stock.  (Hint: Book value per share is computed only on the shares of stock outstanding.)

c. At December 31, 2002, shares of the company’s common stock were trading at $54.  Explain what would have happened to the market price per share had the company split its stock 2-for-1 at this date.  Also explain what would have happened to the par value of the common stock and to the number of common shares outstanding.
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