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ACCOUNTING - CLUTCH

CH. 12 - STOCKHOLDERS' EQUITY



CONCEPT: CHARACTERISTICS OF A CORPORATION 

 

● A Corporation is a ___________________ entity from the owners of the business 

□ Main advantages of organizing as a corporation: 

 - Unlimited life 

 - Easy transferability of ownership 

 - Owners have _____________________ liability for the business’ debt 

□ Main disadvantages of organizing as a corporation: 

 - Double taxation 

  > First, the corporation pays taxes 

  > Second, the stockholders pay taxes on ______________ received 

 - Government regulation 

 - Separation of ownership and management 

● To create a corporation, the incorporators: 

□ Pay fees 

□ Sign the corporate charter 

□ File paperwork with the state of incorporation 

□ Agree on a set of ____________, the “constitution” used to govern the company 

● The basic hierarchy of authority within a corporation: 
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● The stockholders of a corporation retain certain rights as the corporation’s owners: 

□ Voting Rights – Elect the __________________ and on important matters, such as mergers 

□ Dividends – Receive their proportionate share of dividends paid by the company 

□ Liquidation – Receive their proportionate share of assets left after paying liabilities upon company dissolution 

□ Preemptive – Option to maintain their proportionate ownership in the company if new shares are issued 

 

EXAMPLE: Johnny Clutch owns 1,000 shares of the outstanding 100,000 shares of ABC Company. ABC Company issues 
50,000 new shares to raise additional capital. Johnny must be given the option to purchase: 

 

 

 

 

 

 

PRACTICE: All of the following are true regarding corporations, except: 

a) The board of directors is in charge of creating policies in the corporation 

b) A stockholder in a corporation is generally not involved in the day-to-day operations of a corporation 

c) Stockholders must pay taxes on any dividends received from the corporation 

d) A corporation is a separate legal entity from its owners 

e) All of the above are true regarding corporations 

 

PRACTICE: All of the following are advantages of corporations, except: 

a) The ease of transferring ownership   

b) Owners of the company have unlimited liability for the corporation’s debts 

c) Corporations have unlimited lives 

d) Corporations can raise more capital than a proprietorship or partnership 

e) All of the above are advantages of the corporate form 

 

 

 

 

ACCOUNTING - CLUTCH

CH. 12 - STOCKHOLDERS' EQUITY

Page 3



CONCEPT: SHARES AUTHORIZED, ISSUED, AND OUTSTANDING 

 

● Shares of Common Stock represent ownership in the corporation: 

□ Authorized Shares – The total amount of shares the corporation is ___________ to sell according to its charter 

□ Issued Shares – The amount of shares the corporation has previously sold to ______________ 

□ Outstanding Shares – The amount of shares still in the hands of _____________ 

 - The difference between Issued and Outstanding Shares is called Treasury Stock 

 - Treasury Stock – shares of its own stock that the corporation has _________________ from the public 

 

Artistic Rendition of Shares Authorized, Issued, and Outstanding 

 

 

 

 

 

 

 
 

The founders of ABC Company formalized their corporate charter, authorizing a total of 10,000,000 shares. 
 
 
 
 
 

Authorized: Issued: Outstanding: 
 

The founders paid $1,000,000 for 1,000,000 shares of common stock in ABC Company. 
 
 
 
 
 

Authorized: Issued: Outstanding: 
 

At a later date, ABC Company repurchased 50,000 shares of its common stock for $100,000. 
 
 
 
 
 

Authorized: Issued: Outstanding: 
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CONCEPT: ISSUING PAR VALUE COMMON STOCK 

 

● When a company issues shares of common stock, it just means they are selling them to the public 

□ Selling Price – The amount the investors paid per share of common stock 

□ Par Value – The amount for which a security can be redeemed 

 - A $1,000 par value bond can be redeemed for $1,000 

 - Common stock generally has a _________ par value 

□ Additional Paid-in Capital – The amount above ____________ that investors paid for the stock 

 

● When the selling price is _____________ the par value, the journal entry does not include __________ 

  

The Apartment Depot issued 500,000 shares of $0.50 par value common stock for $250,000. 
 
Journal Entry:  
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 

 

● When the selling price is _____________ the par value, the journal entry includes __________ 

  

The Apartment Depot issued 500,000 shares of $0.50 par value common stock for $2 per share. 
 
Journal Entry:  
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 
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CONCEPT: ISSUING NO PAR VALUE COMMON STOCK 

 

● When a company issues shares of common stock, it just means they are selling them to the public 

□ Selling Price – The amount the investors paid per share of common stock 

□ Par Value – The amount for which a security can be redeemed 

 - A $1,000 par value bond can be redeemed for $1,000 

 - Common stock generally has a _________ par value 

□ Additional Paid-in Capital – The amount above ____________ that investors paid for the stock 

 

● When common stock has no-par, all of the proceeds are included in the _________________ account 

  

The Apartment Depot issued 500,000 shares of no-par common stock for $250,000. 
 
Journal Entry:  
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 

 

  

The Apartment Depot issued 500,000 shares of no-par value common stock for $2 per share. 
 
Journal Entry:  
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 
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CONCEPT: ISSUING COMMON STOCK FOR ASSETS OR SERVICES 

 

● When a company issues shares of common stock, it just means they are selling them to the public 

□ Value Received – The _________________ of the assets or services received 

□ Par Value – The amount for which a security can be redeemed 

 - The par value per share issued still goes to the ________________ account 

□ Additional Paid-in Capital – The amount above ____________ of the value received 

 

● A trick that professors use is to give you the seller’s book value as well as the fair market value of the assets received: 

  

The Apartment Depot exchanged 100,000 shares of $0.50 par value common stock for the a building. The building had an 
original cost of $120,000, while being depreciated using the straight-line method over a twenty-year useful life (accumulated 
depreciation is currently $48,000). The fair market value of the building is $80,000. 
 
Journal Entry:  
 
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 

 

● The value of services should be expensed in the period the benefit is received 

  

The Apartment Depot exchanged 200,000 shares of $0.50 par value common stock for legal services with a fair market 
value of $140,000. 
 
Journal Entry:  
 
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 
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CONCEPT: RETAINED EARNINGS 

 

● Retained Earnings – net income from _____________________ that has not been distributed as dividends 

□ It is important to note that Retained Earnings is not equal to Cash 

 - The retained earnings could have been invested in other assets, such as Fixed Assets 

- A company can have positive retained earnings, but not enough cash to pay a dividend 

□ The BASE formula (or T-Account) is the best way to work with the Retained Earnings account: 

 - Beginning Balance: accumulation of net income held by company from previous periods 

 - Additions: this year’s _______________ 

 - Subtractions: declaration of _____________ to stockholders 

 - (Subtractions: this year’s ______________ ) 

 - Ending Balance: accumulation of net income still held by company after dividends paid 

□ A retained deficit occurs if a company has accumulated net losses, or paid more in dividends than income 

 

  

During the current year, ABC Company had net income of $530,000 and paid dividends of $2 per share. The ending 
balance in retained earnings was $1,240,000. If the company had 100,000 shares of common stock issued and outstanding, 
what was the beginning balance in retained earnings? 
 
 
 
 
 
 
 
 

 

PRACTICE: On January 1, 2018, XYZ Company had a balance of retained earnings of $420,000. During 2018, the 

company earned net income of $205,000 and also paid dividends. If the balance of retained earnings on December 31, 

2018 was $340,000, how much was paid in dividends? 

a) $80,000 

b) $125,000 

c) $205,000 

d) $285,000 
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CONCEPT: RETAINED EARNINGS – PRIOR PERIOD ADJUSTMENT 

 

● GAAP requires an adjustment to the _______________ balance of retained earnings in the following cases: 

□ The discovery of an error from a previous period (i.e. an expense that was not taken in the previous year) 

 - An unrecorded expense/loss from a previous period will ______________ the retained earnings balance 

 - An unrecorded revenue/gain from a previous period will ______________ the retained earnings balance 

 

  

The accountant at Overlook Corporation discovered a $40,000 legal fee that was capitalized into the Prepaid Expenses 
account. However, the legal fees were related to a court case that was settled during the previous year. 
 
Journal Entry: 
 
 
 
 
 
 

 

□ A change in accounting _____________ used in recordkeeping also requires a restatement of retained earnings 

 - The most common example is a change in inventory methods (FIFO, Weighted-Average, LIFO) 

 - In this course, you will not need to calculate the amount, it will be given 

 

  

The Inventory Company has consistently used the weighted-average method to account for inventory and COGS. During 
the current year, the company decided to switch to the FIFO method. The cumulative effect of the change in accounting 
principle was a $40,000 increase to Inventory. 
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CONCEPT: PREFERRED STOCK 

 

● Preferred Stock is a special class of stock that has different rights than common stock: 

□ No Voting Rights – Generally, preferred stock has no voting rights in selecting the Board of Directors 

□ Liquidation Preference – Upon liquidation, preferred are repaid their investment before common 

□ Dividend Preference – Dividends paid are first paid to preferred stockholders, the remainder goes to common 

□ Dividend Percentage – Preferred stock are paid dividends at a percentage of their ______________ 

 - Preferred Stock generally has a higher par value than Common Stock 

 

● The issuance of preferred stock is very similar to the issuance of common stock 

  

The Apartment Depot issued 10,000 shares of $100 par value 8% preferred stock for $1,250,000 
 
Journal Entry:  
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 

 
● Preferred stock receives dividends equal to their dividend percentage. They cannot receive more than this amount. 

  

The Apartment Depot currently has outstanding 10,000 shares of $100 par value 8% preferred stock and 50,000 shares of 
$0.50 par value common stock. The Apartment Depot declares and pays a dividend of $130,000. What is the amount 
received by preferred shareholders and common shareholders? 
 
 
 
 
 
 
 
 
 
 
 
 

Total Preferred Dividend: Total Common Dividend: 

Preferred Dividend per Share: Common Dividend per Share: 
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CONCEPT: TREASURY STOCK 

 

● Treasury Stock – common stock that is issued and then later reacquired by the company 

□ Treasury Stock is repurchased at the current __________________ 

□ Treasury Stock does not receive dividends when dividends are declared 

 - Dividends are only paid on _________________ stock 

□ Treasury Stock is a ___________________ account, which lowers the value of equity. 

□ This lesson focuses on the cost method of accounting for Treasury Stock 

 

● The company repurchases Treasury Stock from the stockholders: 

  

The Apartment Depot repurchased 10,000 shares of $0.50 par value common stock at the current market price of $25. 
 
Journal Entry:  
 
 
 
 

Assets 
 
 

= Liabilities + Equity 

 
● The company may later resell the Treasury Stock at a price different than the repurchase price: 

  

Previously, the Apartment Depot repurchased 10,000 shares of $0.50 par value common stock at the current market price 
of $25. Now, the Apartment Depot will resell 5,000 shares of its Treasury Stock at a price of $30. 
 
 
 
 
 
 
Journal Entry:  
 
 
 
 

Assets 
 
 

= Liabilities + Equity 
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CONCEPT: CASH DIVIDENDS AND DIVIDEND PREFERENCES 

 

● There are three important dates related to the payment of dividends: 

□ Declaration Date – The date the company publicly states that a dividend will be paid. 

  

On March 14, the board of directors of The Apartment Depot announces a dividend of $300,000 
 
March 14 Journal Entry:  
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 

 

□ Date of Record – Whoever owns the stock on the date of record will receive the dividend 

  

On March 14, the board of directors of The Apartment Depot announces a dividend of $300,000. The directors also 
announced the record date would be April 4. 
 
April 4 Journal Entry:  
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 

 

□ Payment Date – The date that the actual cash dividend is paid to the stockholders 

  

On March 14, the board of directors of The Apartment Depot announces a dividend of $300,000. The directors also 
announced the record date would be April 4. On April 11, the company pays the dividend. 
 
April 11 Journal Entry:  
 
 
 
 
 

Assets 
 
 

= Liabilities + Equity 
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● Dividend Preferences: Preferred Stock always receive its dividends before Common Stock receives anything 

  

The Apartment Depot currently has outstanding 5,000 shares of $100 par value 8% preferred stock and 100,000 shares of 
$0.50 par value common stock. The Apartment Depot declares and pays a dividend of $220,000. What is the amount 
received by preferred shareholders and common shareholders? 
 
 
 
 
 
 
 
 
 
 
 
 

Total Preferred Dividend: Total Common Dividend: 

Preferred Dividend per Share: Common Dividend per Share: 

 

PRACTICE: On December 12, Year 1, ABC Company declared a cash dividend of $250,000. The date of record was 

December 28, Year 1. The cash dividend was paid on January 5, Year 2. During which period will the dividend be included 

on the Statement of Retained Earnings? 

a) The full amount is included in Year 1 

b) The full amount is included in Year 2 

c) The dividend is split between Year 1 and Year 2 

d) Dividends are not included on the Statement of Retained Earnings 

 
PRACTICE: ABC Company declared and paid a dividend of $150,000 during the current year. The amount of common 

stock ($0.50 par value) outstanding was 125,000. The amount of $6 preferred shares (par value of $100) outstanding was 

1,000. What is the total dividend received by common stockholders? 

a) $0 

b) $125,000 

c) $144,000 

d) $150,000 

ACCOUNTING - CLUTCH

CH. 12 - STOCKHOLDERS' EQUITY

Page 13




