Questions
1. Why is the distinction between paid-in capital and retained earnings important?
[bookmark: _GoBack]Paid capital is the amount the corporation received from shareholders when the corporation issued its shares. Paid capital is also known as permanent capital. Retained earnings are the cumulative amount of net income after tax earned by the corporation since its inception, less dividends that have been distributed to shareholders since the corporation began. The distinction between paid-in capital and retained earnings is important for legal and economic reasons because dividends can be declared from retained earnings but cannot be declared out of paid-in capital. Also the earnings show the continued existence and growth of the corporation. 

2. Explain how underwriting costs and accounting and legal fees associated with the issuance of stock should be recorded
It should report underwriting costs and accounting and legal fees as a reduction of the amounts paid in. Debit Additional paid in capital.
3. What factors influence the dividend policy of a company?
A firm's dividend policy is influenced by the large numbers of factors. Some factors affect the amount of dividend and some factors affect types of dividend. 
Factors
· Legal requirements: There is no legal compulsion on the part of a company to distribute dividend. However, there certain conditions imposed by law regarding the way dividend are distributed. Basically there are three rules relating to dividend payments. They are the net profit rule, the capital impairment rule and insolvency rule.
· Firm's liquidity position: Dividend payout is also affected by firm's liquidity position. In spite of sufficient retained earnings, the firm may not be able to pay cash dividend if the earnings are not held in cash.
· Repayment need: A firm uses several forms of debt financing to meet its investment needs. These debts must be repaid at the maturity. If the firm has to retain its profits for the purpose of repaying debt, the dividend payment capacity reduces.
· Expected rate of return: If a firm has relatively higher expected rate of return on the new investment, the firm prefers to retain the earnings for reinvestment rather than distributing cash dividend.
· Stability of earning: If a firm has relatively stable earnings, it is more likely to pay relatively larger dividend than a firm with relatively fluctuating earnings.
· Desire of control: When the needs for additional financing arise, the management of the firm may not prefer to issue additional common stock because of the fear of dilution in control on management. Therefore, a firm prefers to retain more earnings to satisfy additional financing need which reduces dividend payment capacity.
· Access to the capital market: If a firm has easy access to capital markets in raising additional financing, it does not require more retained earnings. So a firm's dividend payment capacity becomes high.
· Shareholder's individual tax situation: For a closely held company, stockholders prefer relatively lower cash dividend because of higher tax to be paid on dividend income. The stockholders in higher personal tax bracket prefer capital gain rather than dividend gains.

4. Dividends are sometimes said to have been paid “out of retained earnings.” What is the error, if any, in that statement?
Cash dividends are paid out of cash. A balance must exist in retained earnings to permit a legal distribution of profits, but having a balance in retained earnings does not ensure the ability to pay a dividend if the cash situation does not permit it.
5. How are restrictions of retained earnings reported? 
Restrictions on retained earnings are usually reported in the notes to the financial statements.


BE
BE15-5 (L01) On February 1, 2017, Buffalo Corporation issued 3,000 shares of its $5 par value common stock for land worth $31,000. Prepare the February 1, 2017, journal entry. 
	Description/Account
	Debit
	Credit

	Land
	31000 
	 

	         Paid-in Capital in Excess of Par
	 
	16000 

	         Common Stock  
	 
	15000 




BE15-6 (L01) Moonwalker Corporation issued 2,000 shares of its $10 par value common stock for $60,000. Moonwalker also incurred $1,500 of costs associated with issuing the stock. Prepare Moonwalker’s journal entry to record the issuance of the company’s stock.
	Description/Account
	Debit
	Credit

	Cash
	58500 
	 

	         Paid-in Capital in Excess of Par
	 
	38500 

	         Common Stock
	 
	20000 



Exercises 
E15-1 (L01) EXCEL (Recording the Issuances of Common Stock) During its first year of operations, Collin Raye Corpora-tion had the following transactions pertaining to its common stock. 
Jan. 10 Issued 80,000 shares for cash at $6 per share. 
Mar. 1 Issued 5,000 shares to attorneys in payment of a bill for $35,000 for services rendered in helping the company to incorporate. 
July 1 Issued 30,000 shares for cash at $8 per share. 
Sept. 1 Issued 60,000 shares for cash at $10 per share.

 Instructions
(a) Prepare the journal entries for these transactions, assuming that the common stock has a par value of $5 per share.
1/10	Cash (80,000 x $6)	480,000
Common Stock (80,000 x $5)	400,000
Additional Paid-in Capital	80,000
3/1	Organization Expense	35,000
Common Stock (5,000 x $5)	25,000
Additional Paid-in Capital	10,000
7/1	Cash (30,000 x $8)	240,000
Common Stock (30,000 x $5)	150,000
Additional Paid-in Capital	90,000
9/1	Cash (60,000 x $10)	600,000
Common Stock (60,000 x $5)	300,000
Additional Paid-in Capital	300,000

(b) Prepare the journal entries for these transactions, assuming that the common stock is no-par with a stated value of $3 per share.
1/10	Cash (80,000 x $6)	480,000
Common Stock (80,000 x $3)	240,000
Paid-in Capital in Excess of Stated Value - CS	240,000
3/1	Organization Expense	35,000
Common Stock (5,000 x $3)	15,000
Paid-in Capital in Excess of Stated Value - CS	20,000
7/1	Cash (30,000 x $8)	240,000
Common Stock (30,000 x $3)	90,000
Paid-in Capital in Excess of Stated Value - CS	150,000
9/1	Cash (60,000 x $10)	600,000
Common Stock (60,000 x $3)	180,000
Paid-in Capital in Excess of Stated Value - CS	420,000
E15-3 (L01,2) (Stock Issued for Land) Twenty-five thousand shares reacquired by Elixir Corporation for $53 per share were exchanged for undeveloped land that has an appraised value of $1,700,000. At the time of the exchange, the common stock was trading at $62 per share on an organized exchange. 

Instructions 
Prepare the journal entry to record the acquisition of land assuming that the purchase of the stock was originally recorded using the cost method.
Land ($62 X 25,000)	1,550,000
Treasury Stock ($53 X 25,000)	1,325,000
Paid-in Capital from Treasury Stock	225,000

(c) Briefly identify the possible alternatives (including those that are totally unacceptable) for quantifying the cost of the land and briefly support your choice. 
One might use the cost of treasury stock. However, this is not a relevant measure of this economic event. Rather, it is a measure of a prior, unrelated event. The appraised value of the land is a reasonable alternative (if based on appropriate fair value estimation techniques). However, it is an appraisal as opposed to a market-determined price. The trading price of the stock is probably the best measure of fair value in this transaction.


E15-6 (L01,2) (Stock Issuances and Repurchase) Lindsey Hunter Corporation is authorized to issue 50,000 shares of $5 par value common stock. During 2017, Lindsey Hunter took part in the following selected transactions. 
1. Issued 5,000 shares of stock at $45 per share, less costs related to the issuance of the stock totaling $7,000. 
2. Issued 1,000 shares of stock for land appraised at $50,000. The stock was actively traded on a national stock exchange at approximately $46 per share on the date of issuance. 
3. Purchased 500 shares of treasury stock at $43 per share. The treasury shares purchased were issued in 2013 at $40 per share.

 Instructions 
(a) Prepare the journal entry to record item 1. 
(b) Prepare the journal entry to record item 2. 
(c) Prepare the journal entry to record item 3 using the cost method. 

(a) Cash [(5,000 shares X $45 market price/share) – $7,000 of issue costs]             218,000 
Common Stock (5,000 shares X $5 par value/share)            25,000 
Paid-in Capital in Excess of Par—Common Stock (plug)      193,000 
(b)  Land (1,000 shares X $46 market price/share)                46,000 
Common Stock (1,000 shares X $5 par value/share)              5,000 
Paid-in Capital in Excess of Par—Common Stock (plug)        41,000 
Note: The fair value of the stock ($46,000) is used to value the exchange because it is a more objective measure than the appraised value of the land ($50,000). 
(c) Treasury Stock (500 shares X $43 cost/share)        21,500 
Cash =21,500
