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Wileyplus	intermediate	accounting	chapter	15	solutions

Embed	Size	(px)	344	x	292429	x	357514	x	422599	x	487Chapter	15-1	Stockholders	Equity	Chapter15	Intermediate	Accounting	12th	Edition	Kieso,	Weygandt,	and	Warfield	Prepared	by	Coby	Harmon,	University	of	California,	Santa	Barbara	Slide	2	Chapter	15-2	1.	1.Discuss	the	characteristics	of	the	corporate	form	of	organization.	2.	2.Identify	the	key
components	of	stockholders	equity.	3.	3.Explain	the	accounting	procedures	for	issuing	shares	of	stock.	4.	4.Describe	the	accounting	for	treasury	stock.	5.	5.Explain	the	accounting	for	and	reporting	of	preferred	stock.	6.	6.Describe	the	policies	used	in	distributing	dividends.	7.	7.Identify	the	various	forms	of	dividend	distributions.	8.	8.Explain	the
accounting	for	small	and	large	stock	dividends,	and	for	stock	splits.	9.	9.Indicate	how	to	present	and	analyze	stockholders	equity.	Learning	Objectives	Slide	3	Chapter	15-3	Issuance	of	stock	Reacquisition	of	shares	The	Corporate	Form	Corporate	Capital	Preferred	Stock	Dividend	Policy	Presentation	and	Analysis	State	corporate	law	Capital	stock	or
share	system	Variety	of	ownership	interests	Features	Accounting	for	and	reporting	preferred	stock	Financial	condition	and	dividend	distributions	Types	of	dividends	Stock	split	Disclosure	of	restrictions	PresentationAnalysis	Stockholders	Equity	Slide	4	Chapter	15-4	Three	primary	forms	of	business	organization	The	Corporate	Form	of	Organization
ProprietorshipPartnershipCorporation	LO	1	Discuss	the	characteristics	of	the	corporate	form	of	organization.	Special	characteristics	of	the	corporate	form:	1.	1.	Influence	of	state	corporate	law.	2.	2.	Use	of	capital	stock	or	share	system.	3.	3.	Development	of	a	variety	of	ownership	interests.	Slide	5	Chapter	15-5	State	Corporate	Law	The	Corporate
Form	of	Organization	LO	1	Discuss	the	characteristics	of	the	corporate	form	of	organization.	Corporation	must	submit	articles	of	incorporation	to	the	state	in	which	incorporation	is	desired.	General	Motors	-	incorporated	in	Delaware.	U.S.	Steel	-	incorporated	in	New	Jersey.	Accounting	for	stockholders	equity	follows	the	provisions	of	each	states
business	incorporation	act.	Slide	6	Chapter	15-6	Capital	Stock	or	Share	System	The	Corporate	Form	of	Organization	LO	1	Discuss	the	characteristics	of	the	corporate	form	of	organization.	In	the	absence	of	restrictive	provisions,	each	share	carries	the	following	rights:	1.	1.	To	share	proportionately	in	profits	and	losses.	2.	2.	To	share	proportionately	in
management	(the	right	to	vote	for	directors).	3.	3.	To	share	proportionately	in	assets	upon	liquidation.	4.	4.	To	share	proportionately	in	any	new	issues	of	stock	of	the	same	classcalled	the	preemptive	right.	Slide	7	Chapter	15-7	Variety	of	Ownership	Interests	The	Corporate	Form	of	Organization	LO	1	Discuss	the	characteristics	of	the	corporate	form	of
organization.	Common	stock	represents	basic	ownership	interest.	Bears	ultimate	risks	of	loss.	Receives	the	benefits	of	success.	Not	guaranteed	dividends	nor	assets	upon	dissolution.	Preferred	stock	is	created	by	contract,	when	stockholders	sacrifice	certain	rights	in	return	for	other	rights	or	privileges,	usually	dividend	preference.	Slide	8	Chapter	15-
8	Contributed	Capital	Retained	Earnings	Account	Account	Additional	Paid-	in	Capital	Account	Account	Less:	Treasury	Stock	AccountLess:	Treasury	Stock	Account	Two	Primary	Sources	of	Equity	Corporate	Capital	LO	2	Identify	the	key	components	of	stockholders	equity.	Common	Stock	Account	Account	Preferred	Stock	Account	Account	Assets
Liabilities	=	Equity	Slide	9	Chapter	15-9	Issuance	of	Stock	Accounting	problems:	1.	1.	Par	value	stock.	2.	2.	No-par	stock.	3.	3.	Stock	issued	with	other	securities.	4.	4.	Stock	issued	in	noncash	transactions.	5.	5.	Costs	of	issuing	stock.	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Shares	authorized	-	Shares	sold
-	Shares	issued	Slide	10	Chapter	15-10	Par	Value	Stock	Low	par	values	help	companies	avoid	a	contingent	liability.	Corporations	maintain	accounts	for:	Preferred	Stock	or	Common	Stock.	Additional	Paid-in	Capital	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Slide	11	Chapter	15-11	BE15-1:	BE15-1:	Lost
Vikings	Corporation	issued	300	shares	of	$10	par	value	common	stock	for	$4,100.	Prepare	Lost	Vikings	journal	entry.	Cash4,100	Common	stock	(300	x	$10)	3,000	Journal	entry:	Additional	paid-in	capital1,100	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Slide	12	Chapter	15-12	No-Par	Stock	Reasons	for
issuance:	Avoids	contingent	liability.	Avoids	confusion	over	recording	par	value	versus	fair	market	value.	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Some	states	require	that	no-par	stock	have	a	stated	value.	Slide	13	Chapter	15-13	BE15-2:	BE15-2:	Shinobi	Corporation	issued	600	shares	of	no-	par	common
stock	for	$10,200.	Prepare	Shinobis	journal	entry	if	(a)	the	stock	has	no	stated	value,	and	(b)	the	stock	has	a	stated	value	of	$2	per	share.	Cash10,200	Common	stock	10,200	Journal	entry:	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Cash10,200	Common	stock	(600	x	$2)	1,200	Additional	paid-in	capital9,000	a.
b.	Slide	14	Chapter	15-14	Stock	Issued	with	Other	Securities	Two	methods	of	allocating	proceeds:	1.	1.	the	proportional	method	and	2.	2.	the	incremental	method.	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Slide	15	Chapter	15-15	BE15-4:	BE15-4:	Primal	Rage	Corporation	issued	300	shares	of	$10	par	value
common	stock	and	100	shares	of	$50	par	value	preferred	stock	for	a	lump	sum	of	$14,200.	The	common	stock	has	a	market	value	of	$20	per	share,	and	the	preferred	stock	has	a	market	value	of	$90	per	share.	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Proportional	Method	Slide	16	Chapter	15-16	BE15-4:
BE15-4:	Primal	Rage	Corporation	issued	300	shares	of	$10	par	value	common	stock	and	100	shares	of	$50	par	value	preferred	stock	for	a	lump	sum	of	$14,200.	The	common	stock	has	a	market	value	of	$20	per	share,	and	the	preferred	stock	has	a	market	value	of	$90	per	share.	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.
Corporate	Capital	Cash14,200	Preferred	stock	(100	x	$50)	5,000	Journal	entry	(Proportional):	Additional	paid-in	capital-preferred3,520	Common	stock	(300	x	$10)	3,000	Additional	paid-in	capital-common2,680	Slide	17	Chapter	15-17	BE15-4:	(Variation)	BE15-4:	(Variation)	Primal	Rage	Corporation	issued	300	shares	of	$10	par	value	common	stock
and	100	shares	of	$50	par	value	preferred	stock	for	a	lump	sum	of	$14,200.	The	common	stock	has	a	market	value	of	$20	per	share,	and	the	value	of	the	preferred	stock	is	unknown.	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Incremental	Method	Slide	18	Chapter	15-18	LO	3	Explain	the	accounting
procedures	for	issuing	shares	of	stock.	Corporate	Capital	Cash14,200	Preferred	stock	(100	x	$50)	5,000	Journal	entry	(Incremental):	Additional	paid-in	capital-preferred3,200	Common	stock	(300	x	$10)	3,000	Additional	paid-in	capital-common3,000	BE15-4:	(Variation)	BE15-4:	(Variation)	Primal	Rage	Corporation	issued	300	shares	of	$10	par	value
common	stock	and	100	shares	of	$50	par	value	preferred	stock	for	a	lump	sum	of	$14,200.	The	common	stock	has	a	market	value	of	$20	per	share,	and	the	value	of	the	preferred	stock	is	unknown.	Slide	19	Chapter	15-19	Stock	Issued	in	Noncash	Transactions	The	general	rule:	Companies	should	record	stock	issued	for	services	or	property	other	than
cash	at	either	the:	fair	value	of	the	stock	issued	or	fair	value	of	the	noncash	consideration	received,	whichever	is	more	clearly	determinable.	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Slide	20	Chapter	15-20	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Land80,000
Common	stock	(24,000	x	$1)	24,000	April	1	Issued	24,000	shares	of	common	stock	for	land.	The	asking	price	of	the	land	was	$90,000;	the	fair	market	value	of	the	land	was	$80,000.	Additional	paid-in	capital56,000	E15-2:	E15-2:	Kathleen	Battle	Corporation	was	organized	on	January	1,	2007.	It	is	authorized	to	issue	500,000	shares	of	no	par	common
stock	with	a	stated	value	of	$1	per	share.	Prepare	the	journal	entry	to	record	the	following.	Slide	21	Chapter	15-21	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Organization	expense50,000	Common	stock	(10,000	x	$1)	10,000	Aug.	1	Issued	10,000	shares	of	common	stock	to	attorneys	in	payment	of	their	bill	of
$50,000	for	services	rendered	in	helping	the	company	organize.	Additional	paid-in	capital40,000	E15-2:	E15-2:	Kathleen	Battle	Corporation	was	organized	on	January	1,	2007.	It	is	authorized	to	issue	500,000	shares	of	no	par	common	stock	with	a	stated	value	of	$1	per	share.	Prepare	the	journal	entry	to	record	the	following.	Slide	22	Chapter	15-22
Costs	of	Issuing	Stock	Direct	costs	incurred	to	sell	stock,	such	as	underwriting	costs,	accounting	and	legal	fees,	printing	costs,	and	taxes,	should	be	reported	as	a	reduction	of	the	amounts	paid	in	(additional	paid-in	capital).	LO	3	Explain	the	accounting	procedures	for	issuing	shares	of	stock.	Corporate	Capital	Slide	23	Chapter	15-23	Reacquisition	of
Shares	LO	4	Describe	the	accounting	for	treasury	stock.	Corporations	purchase	their	outstanding	stock:	To	provide	tax-efficient	distributions	of	excess	cash	to	shareholders.	To	increase	earnings	per	share	and	return	on	equity.	To	provide	stock	for	employee	stock	compensation	contracts	or	to	meet	potential	merger	needs.	To	thwart	takeover	attempts
or	to	reduce	the	number	of	stockholders.	To	make	a	market	in	the	stock.	Corporate	Capital	Slide	24	Chapter	15-24	Purchase	of	Treasury	Stock	Two	acceptable	methods:	Cost	method	(more	widely	used).	Par	or	Stated	value	method.	Treasury	stock,	reduces	stockholders	equity.	Corporate	Capital	LO	4	Describe	the	a	Topics	Questions	Brief	Exercises
Exercises	Problems	Concepts	for	Analysis	Stockholders’	rights;	corporate	form.	1,	2,	3	1	Stockholders’	equity.	4,	5,	6,	16	3	7,	9,	10,	16,	17,	18	1,	2,	3,	6,9,	12	Issuance	of	shares.	7,	10	1,	2,	6	1,	2,	4,	5,	6,	8,	9,	18	1,	3,	4,	9,12	Noncash	stock	trans-	actions;	lump	sum	sales.	8,	9	4,	5	3,	4,	5,	6,181,	4	2	Preferred	stock.	3,	11,	12,	13	7	9,	18	1,	3,	9,	12
Treasury	stock	trans-	actions,	cost	method.	14,	15,	17	8,	9	3,	6,	7,	8,10,	181,	2,	3,5,	6,	7,	9,127	Stockholders’	equity	accounts;	classifications;	terminology.	18	10,	11,	17,186,	9,	11,123	Dividend	policy.	19,	20,	21	12,	15,	16	7,	10	Cash	and	stock	dividends;	stock	splits;	property	dividends;	liquidating	dividends.	22,	23,	24,25,	2610,	11,	12,13,	1413,	14,15,
186,	7,	8,9,	10,	114,	5,	6	Restrictions	of	retained	earnings.	27,	28	6	*12.	Dividend	preferences	and	book	value.	29	15	21,	22,23,	24*This	material	is	covered	in	an	Appendix	to	the	chapter.	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	15-	ASSIGNMENT	CLASSIFICATION
TABLE	(BY	LEARNING	OBJECTIVE)Learning	Objectives	Questions	Brief	Exercises	Exercises	Problems	Concepts	for	Analysis	Describe	the	corporate	form	and	the	issuance	of	shares	of	stock	1,	2,	3,	4,	5,6,	7,	8,	9,	10,11,	12,	13,	16,181,	2,	3,	4,	5,6,	71,	2,	3,	4,	5,6,	8,	9,	10,181,	3,	4,	9,12CA15-CA15-CA15-	Describe	the	accounting	and	reporting	for
reacquisition	of	shares.	14,	15,	17	3,	8,	9	3,	6,	7,	8,10,	181,	2,	3,	5,6,	9,	12CA15-	Understand	the	accounting	and	reporting	issues	related	to	dividends	19,	20,	21,	2223,	24,	25,	2610,	11,	12,13,	149,	11,	12,13,	14,15,	181,	3,	6,	7,8,	9,	10,11,	12CA15-4,CA15-5,CA15-	Indicate	how	to	present	and	analyze	stockholders’	equity.	27	,28	10,	11,	16,17,	18,
19,201,	2,	3,	6,9,	11,	12*5.	Explain	the	different	types	of	preferred	stock	dividends	and	their	effect	on	book	value	per	share.	29	15	21,	22,23,	2415-2	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	ANSWERS	TO	QUESTIONS	The	basic	rights	of	each	stockholder	(unless
otherwise	restricted)	are	to	share	proportionately:	(1)	in	profits,	(2)	in	management	(the	right	to	vote	for	directors),	(3)	in	corporate	assets	upon	liquidation,	and	(4)	in	any	new	issues	of	stock	of	the	same	class	(preemptive	right).	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:
Communication	The	preemptive	right	protects	existing	shareholders	from	dilution	of	their	ownership	share	in	the	event	the	corporation	issues	new	shares.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	Preferred	stock	commonly	has	preference	to	dividends	in
the	form	of	a	fixed	dividend	rate	and	a	preference	over	common	stock	to	remaining	corporate	assets	in	the	event	of	liquidation.	Preferred	stock	usually	does	not	give	the	holder	the	right	to	share	in	the	management	of	the	company.	Common	stock	is	the	residual	security	possessing	the	greater	risk	of	loss	and	the	greater	potential	for	gain;	it	is
guaranteed	neither	dividends	nor	assets	upon	dissolution	but	it	generally	controls	the	management.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	The	distinction	between	paid-in	capital	and	retained	earnings	is	important	for	both	legal	and	economic	points	of
view.	Legally,	dividends	can	be	declared	out	of	retained	earnings	in	all	states,	but	in	many	states	dividends	cannot	be	declared	out	of	paid-in	capital.	Economically,	management,	stockholders,	and	others	look	to	earnings	for	the	continued	existence	and	growth	of	the	corporation.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,
AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	Authorized	capital	stock—the	total	number	of	shares	authorized	by	the	state	of	incorporation	for	issuance.	Unissued	capital	stock—the	total	number	of	shares	authorized	but	not	issued.	Issued	capital	stock—the	total	number	of	shares	issued	(distributed	to	stockholders).	Outstanding
capital	stock—the	total	number	of	shares	issued	and	still	in	the	hands	of	stockhold-	ers	(issued	less	treasury	stock).	Treasury	stock—shares	of	stock	issued	and	repurchased	by	the	issuing	corporation	but	not	retired.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:
Communication	Par	value	is	an	arbitrary,	fixed	per	share	amount	assigned	to	a	stock	by	the	incorporators.	It	is	recognized	by	the	state	of	incorporation	as	the	amount	that	must	be	paid	in	for	each	share	if	the	stock	is	to	be	fully	paid	when	issued.	If	not	fully	paid,	the	shareholder	has	a	contingent	liability	for	the	discount	that	results.	LO:	1,	Bloom:	K,
Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	The	issuance	for	cash	of	no-par	value	common	stock	at	a	price	in	excess	of	the	stated	value	of	the	common	stock	is	accounted	for	as	follows:	(1)	Cash	is	debited	for	the	proceeds	from	the	issuance	of	the	common	stock.	(2)	Common
Stock	is	credited	for	the	stated	value	of	the	common	stock.	(3)	Paid-in	Capital	in	Excess	of	Stated	Value	Common	Stock	is	credited	for	the	excess	of	theproceeds	from	the	issuance	of	the	common	stock	over	its	stated	value.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:
Communication	15-4	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	Questions	Chapter	15	(Continued)	The	proportional	method	is	used	to	allocate	the	lump	sum	received	on	sales	of	two	or	more	classes	of	securities	when	the	fair	value	or	other	sound	basis	for	determining
relative	value	is	available	for	each	class	of	security.	In	instances	where	the	fair	value	of	all	classes	of	securities	is	not	determinable	in	a	lump-sum	sale,	the	incremental	method	must	be	used.	The	value	of	the	securities	is	used	for	those	classes	that	are	known	and	the	remainder	is	allocated	to	the	class	for	which	the	value	is	not	known.	LO:	1,	Bloom:	K,
Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Measurement,	AICPA	PC:	Communication	The	general	rule	to	be	applied	when	stock	is	issued	for	services	or	property	other	than	cash	is	that	the	property	or	services	be	recorded	at	either	their	fair	value	or	the	fair	value	of	the	stock	issued,	whichever	is	more	clearly
determinable.	If	neither	is	readily	determinable,	the	value	to	be	assigned	is	generally	established	by	the	board	of	directors.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Measurement,	AICPA	PC:	Communication	The	direct	costs	of	issuing	stock,	such	as	underwriting	costs,	accounting	and	legal
fees,	printing	costs,	and	taxes,	should	be	reported	as	a	reduction	of	the	amounts	paid	in.	Issue	costs	are	there-	fore	debited	to	Paid-in	Capital	in	Excess	of	Par—Common	Stock	because	they	are	unrelated	to	corporate	operations.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:
Communication	The	character	of	preferred	stock	can	be	altered	by	being	cumulative	or	noncumulative,	partici-	pating	or	nonparticipating,	convertible	or	nonconvertible,	callable	or	noncallable,	or	redeemable.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication
Nonparticipating	means	the	security	holder	is	entitled	to	no	more	than	the	specified	fixed	dividend.	If	the	security	is	partially	participating,	it	means	that	in	addition	to	the	specified	fixed	dividend	the	security	may	participate	with	the	common	stock	in	dividends	up	to	a	certain	stated	rate	or	amount.	A	fully	participating	security	shares	pro	rata	with	the
common	stock	dividends	declared	without	limitation.	In	this	case,	Dagwood	Inc.	has	a	fully	participating	preferred	stock.	Cumulative	means	dividends	not	paid	in	any	year	must	be	made	up	in	a	later	year	before	any	profits	can	be	distributed	to	common	stockholders.	Any	dividends	not	paid	on	cumulative	preferred	stock	constitute	a	dividend	in	arrears.
A	dividend	in	arrears	is	not	a	liability	until	the	board	of	directors	declares	a	dividend.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	Preferred	stock	is	generally	reported	at	par	value	as	the	first	item	in	the	stockholders’	equity	section	of	a	company’s	balance
sheet.	Any	excess	over	par	value	is	reported	as	part	of	additional	paid-in	capital.	LO:	1,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	The	major	reasons	for	purchasing	its	own	shares	are:	(1)	to	provide	tax-efficient	distributions	of	excess	cash	to	shareholders,	(2)	to
increase	earnings	per	share	and	return	on	equity,	(3)	to	provide	stock	for	employee	stock	compensation	contracts	or	to	meet	potential	merger	needs,	(4)	to	thwart	takeover	attempts	or	to	reduce	the	number	of	stockholders,	and	(5)	to	make	a	market	in	the	stock.	LO:	1,	2,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:
None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	15-	Questions	Chapter	15	(Continued)	In	declaring	a	dividend,	the	board	of	directors	must	consider	the	condition	of	the	corporation	such	that	a	dividend	is	(1)	legally
permissible	and	(2)	economically	sound.	In	general,	directors	should	give	consideration	to	the	following	factors	in	determining	the	legality	of	a	dividend	declaration:	(1)	Retained	earnings,	unless	legally	encumbered	in	some	manner,	is	usually	the	correct	basis	for	dividend	distribution.	(2)	In	some	states,	additional	paid-in	capital	may	be	used	for
dividends,	although	such	dividends	may	be	limited	to	preferred	stock.	(3)	Deficits	in	retained	earnings	and	debits	in	paid-in	capital	accounts	must	be	restored	before	payment	of	any	dividends.	(4)	Dividends	in	some	states	may	not	reduce	retained	earnings	below	the	cost	of	treasury	stock	held.	In	order	that	dividends	be	economically	sound,	the	board
of	directors	should	consider:	(1)	the	availability	(liquidity)	of	assets	for	distribution;	(2)	agreements	with	creditors;	(3)	the	effect	of	a	dividend	on	investor	perceptions	(e.g.	maintaining	an	expected	“payout	ratio”);	and	(4)	the	size	of	the	dividend	with	respect	to	the	possibility	of	paying	dividends	in	future	bad	years.	In	addition,	the	ability	to	expand	or
replace	existing	facilities	should	be	considered.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	5-10,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	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.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	A	cash	dividend	is	a	distribution	in	cash	while	a	property	dividend	is	a	distribution	in	assets	other	than	cash.	Any	dividend	not
based	on	retained	earnings	is	a	liquidating	dividend.	A	stock	dividend	is	the	issuance	of	additional	shares	of	the	corporation’s	stock	in	a	nonreciprocal	exchange	involving	existing	stockholders	with	no	change	in	the	par	or	stated	value.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,
AICPA	PC:	Communication	A	stock	dividend	results	in	the	transfer	from	retained	earnings	to	paid-in	capital	of	an	amount	equal	to	the	fair	value	of	each	share	(if	the	dividend	is	less	than	20–25%)	or	the	par	value	of	each	share	(if	the	dividend	is	greater	than	20–25%).	No	formal	journal	entries	are	required	for	a	stock	split,	but	a	notation	in	the	ledger
accounts	would	be	appropriate	to	show	that	the	par	value	of	the	shares	has	changed.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Measurement,	AICPA	PC:	Communication	(a)	A	stock	split	effected	in	the	form	of	a	dividend	is	a	distribution	of	corporate	stock	to	present	stockholders	in	proportion
to	each	stockholder’s	current	holdings	and	can	be	expected	to	cause	a	material	decrease	in	the	market	price	per	share	of	the	stock.	GAAP	specifies	that	a	distribution	in	excess	of	20%	to	25%	of	the	number	of	shares	previously	outstanding	would	cause	a	material	decrease	in	the	market	price.	This	is	a	characteristic	of	a	stock	split	as	opposed	to	a
stock	dividend,	but,	for	legal	reasons,	the	term	“dividend”	must	be	used	for	this	distribution.	From	an	accounting	viewpoint,	it	should	be	disclosed	as	a	stock	split	effected	in	the	form	of	a	dividend	because	it	meets	the	accounting	definition	of	a	stock	split	as	explained	above.	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,
16/e,	Solutions	Manual	(For	Instructor	Use	Only)	15-	Questions	Chapter	15	(Continued)	(b)	The	stock	split	effected	in	the	form	of	a	dividend	differs	from	an	ordinary	stock	dividend	in	the	amount	of	other	paid-in	capital	or	retained	earnings	to	be	capitalized.	An	ordinary	stock	dividend	involves	capitalizing	(charging)	retained	earnings	for	an	amount
equal	to	the	fair	value	of	the	stock	distributed.	A	stock	split	effected	in	the	form	of	a	dividend	involves	charging	retained	earnings	for	the	par	(stated)	value	of	the	additional	shares	issued.	Another	distinction	between	a	stock	dividend	and	a	stock	split	is	that	a	stock	dividend	usually	involves	distributing	additional	shares	of	the	same	class	of	stock	with
the	same	par	or	stated	value.	A	stock	split	usually	involves	distributing	additional	shares	of	the	same	class	of	stock	but	with	a	proportionate	reduction	in	par	or	stated	value.	The	aggregate	par	or	stated	value	would	then	be	the	same	before	and	after	the	stock	split.	(c)	A	declared	but	unissued	stock	dividend	should	be	classified	as	part	of	paid-in	capital
rather	than	as	a	liability	in	a	balance	sheet.	A	stock	dividend	affects	only	capital	accounts;	that	is,	retained	earnings	is	decreased	and	paid-in	capital	is	increased.	Thus,	there	is	no	debt	to	be	paid,	and,	consequently,	there	is	no	severance	of	corporate	assets	when	a	stock	dividend	is	issued.	Furthermore,	stock	dividends	declared	can	be	revoked	by	a
corporation’s	board	of	directors	any	time	prior	to	issuance.	Finally,	the	corporation	usually	will	formally	announce	its	intent	to	issue	a	specific	number	of	additional	shares,	and	these	shares	must	be	reserved	for	this	purpose.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	10-15,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:
Communication	A	partially	liquidating	dividend	will	be	debited	both	to	Retained	Earnings	and	Paid-in	Capital	in	Excess	of	Par.	The	portion	of	dividends	that	is	a	return	of	capital	should	be	debited	to	Paid-in	Capital	in	Excess	of	Par.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA
PC:	Communication	A	property	dividend	is	a	nonreciprocal	transfer	of	nonmonetary	assets	between	company	and	its	owners.	A	transfer	of	a	nonmonetary	asset	to	a	stockholder	or	to	another	entity	in	a	non-	reciprocal	transfer	should	be	recorded	at	the	fair	value	of	the	asset	transferred,	and	a	gain	or	loss	should	be	recognized	on	the	disposition	of	the
asset.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	Retained	earnings	are	restricted	because	of	legal	or	contractual	restrictions,	or	the	necessity	to	protect	the	working	capital	position.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,
AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	Communication	Restrictions	of	retained	earnings	are	best	disclosed	in	a	note	to	the	financial	statements.	This	allows	a	more	complete	explanation	of	the	restriction.	LO:	3,	Bloom:	K,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Communication,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:
Communication	15-8	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	SOLUTIONS	TO	BRIEF	EXERCISESBRIEF	EXERCISE	15-Cash.....................................................................................	4,Common	Stock	(300	X	$10)........................................	3,Paid-in	Capital	in	Excess	of	Par
—Common	Stock......................................................	1,LO:	1,	Bloom:	AP,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	BRIEF	EXERCISE	15-(a)	Cash.............................................................................	8,Common	Stock....................................................	8,(b)
Cash.............................................................................	8,Common	Stock	(600	X	$2)..................................	1,Paid-in	Capital	in	Excess	of	Stated	Value—Common	Stock...............................................	7,LO:	1,	Bloom:	AP,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	BRIEF	EXERCISE	15-WILCO
CORPORATIONStockholders’	EquityDecember	31,	2017Common	stock,	$5	par	value............................................	$	510,Paid-in	capital	in	excess	of	par—common	stock............	1,320,0	00Total	paid-in	capital...........................................................	1,830,Retained	earnings..............................................................	2,340,4,170,Less:	Treasury
stock.........................................................	90,Total	stockholders’	equity.........................................	$4,080,LO:	1,	2,	Bloom:	AP,	Difficulty:	Simple,	Time:	5-10,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	15-10	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor
Use	Only)	BRIEF	EXERCISE	15-Cash....................................................................................	13,Preferred	Stock	(100	X	$50).......................................	5,Paid-in	Capital	in	Excess	of	Par—Preferred	Stock........................................................	3,Common	Stock	(300	X	$10).......................................	3,Paid-in	Capital	in	Excess	of	Par—Common
Stock........................................................	2,FV	of	common	(300	X	$20)................................................	$	6,FV	of	preferred	(100	X	$90)................................................	9,Total	FV.......................................................................	$15,Allocated	to	common$15,$6,X	$13,500	=	$	5,Allocated	to	preferred$15,$9,X	$13,500	=	8,$13,LO:	1,	Bloom:	AP,	Difficulty:	Simple,
Time:	3-5,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	BRIEF	EXERCISE	15-Land.....................................................................................	31,Common	Stock	(3,000	X	$5)......................................	15,Paid-in	Capital	in	Excess	of	Par—Common	Stock........................................................	16,LO:	1,	Bloom:	AP,	Difficulty:	Simple,
Time:	3-5,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	BRIEF	EXERCISE	15-Cash	($60,000	–	$1,500).....................................................	58,Common	Stock	(2,000	X	$10).....................................	20,Paid-in	Capital	in	Excess	of	Par—Common	Stock........................................................	38,LO:	1,	Bloom:	AP,	Difficulty:	Simple,
Time:	3-5,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	15-	August	1Retained	Earnings	(2,000,000	X	$1.00)...........................2,000,Dividends	Payable...................................................	2,000,August
15No	entry.September	9Dividends	Payable............................................................	2,000,Cash..........................................................................	2,000,LO:	3,	Bloom:	AP,	Difficulty:	Simple,	Time:	3-5,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	BRIEF	EXERCISE	15-September	21Equity
Investments...........................................................325,Unrealized	Holding	Gain	or	Loss—Income	($1,200,000	–	$875,000).............................	325,Retained	Earnings............................................................	1,200,Property	Dividends	Payable...................................	1,200,October	8No	entry.October	23Property	Dividends
Payable...............................1,200,000.............Equity	Investments..................................................	1,200,LO:	3,	Bloom:	AP,	Difficulty:	Simple,	Time:	5-10,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)
15-	BRIEF	EXERCISE	15-April	20Retained	Earnings($500,000	–	$125,000)........................................375,000............Paid-in	Capital	in	Excess	of	Par—Common	Stock..............................................................125,Dividends	Payable...................................................	500,June	1Dividends	Payable............................................................
500,Cash..........................................................................	500,LO:	3,	Bloom:	AP,	Difficulty:	Simple,	Time:	5-10,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	BRIEF	EXERCISE	15-Declaration	Date.Retained	Earnings............................................................1,300,Common	Stock	Dividend	Distributable.................	200,Paid-in
Capital	in	Excess	of	Par—Common	Stock.....................................................	1,100,(20,000	X	$65	=	$1,300,000;	20,000	X	$10	=	$200,000)Distribution	Date.Common	Stock	Dividend	Distributable..........................	200,Common	Stock........................................................	200,LO:	3,	Bloom:	AP,	Difficulty:	Simple,	Time:	5-10,	AACSB:	Analytic,	AICPA	BB:	None,
AICPA	FC:	Reporting,	AICPA	PC:	None	BRIEF	EXERCISE	15-Declaration	Date.Retained	Earnings............................................................	4,000,Common	Stock	Dividend	Distributable(400,000	X	$10)......................................................	4,000,Distribution	Date.Common	Stock	Dividend	Distributable..........................	4,000,Common
Stock........................................................	4,000,LO:	3,	Bloom:	AP,	Difficulty:	Simple,	Time:	5-10,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	15-14	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	SOLUTIONS	TO	EXERCISESEXERCISE	15-1	(15–
20	minutes)January(a)	Cash	(80,000	X	$6)..............................................	480,Common	Stock	(80,000	X	$5).........	400,Paid-in	Capital	in	Excess	of	Par—Common	Stock.............................	80,MarchOrganization	Expense...........................	35,Common	Stock	(5,000	X	$5)...........	25,Paid-in	Capital	in	Excess	of	Par—Common	Stock.............................	10,JulyCash
(30,000	X	$8).................................	240,Common	Stock	(30,000	X	$5).........	150,Paid-in	Capital	in	Excess	of	Par—Common	Stock	(30,000	X	$3)......	90,SeptemberCash	(60,000	X	$10)...............................	600,Common	Stock	(60,000	X	$5).........	300,Paid-in	Capital	in	Excess	of	Par—Common	Stock	(60,000	X	$5)......	300,January(b)	Cash	(80,000	X
$6).................................	480,Common	Stock	(80,000	X	$3).........	240,Paid-in	Capital	in	Excess	ofStated	Value—Common	Stock(80,000	X	$3)....................................	240,15-16	Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	EXERCISE	15-1	(Continued)MarchOrganization
Expense...........................	35,Common	Stock	(5,000	X	$3)...........	15,Paid-in	Capital	in	Excess	ofStated	Value—Common	Stock($35,000	–	$15,000	or	5,000	X	$4)....	20,JulyCash	(30,000	X	$8).................................	240,Common	Stock	(30,000	X	$3).........	90,Paid-in	Capital	in	Excess	ofStated	Value—Common	Stock(30,000	X	$5).................................
150,SeptemberCash	(60,000	X	$10)...............................	600,Common	Stock	(60,000	X	$3).........	180,Paid-in	Capital	in	Excess	ofStated	Value	—Common	Stock(60,000	X	$7).................................	420,LO:	1,	Bloom:	AP,	Difficulty:	Simple,	Time:	15-20,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	EXERCISE	15-2	(15–20
minutes)JanuaryCash	(80,000	X	$5).........................................	400,	000Common	Stock	(80,000	X	$1).................	80,Paid-in	Capital	in	Excess	of	StatedValue—Common	Stock.......................	320,(80,000	X	$4)Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	15-	EXERCISE	15-2
(Continued)November	1Cash	(1,000	X	$112).......................................	112,Preferred	Stock	(1,000	X	$100)...............	100,Paid-in	Capital	in	Excess	of	Par—Preferred	Stock...................................	12,	000(1,000	X	$12)LO:	1,	Bloom:	AP,	Difficulty:	Simple,	Time:	15-20,	AACSB:	Analytic,	AICPA	BB:	None,	AICPA	FC:	Reporting,	AICPA	PC:	None	EXERCISE	15-
3	(10–15	minutes)(a)	Land	($62	X	25,000)..................................................	1,550,Treasury	Stock	($53	X	25,000).........................	1,325,Paid-in	Capital	from	Treasury	Stock..............	225,(b)	One	might	use	the	cost	of	treasury	stock.	However,	this	is	not	arelevant	measure	of	this	economic	event.	Rather,	it	is	a	measure	of	aprior,	unrelated	event.	The
appraised	value	of	the	land	is	a	reasonablealternative	(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	fairvalue	in	this	transaction.LO:	1,	Bloom:	AP,	Difficulty:	Simple,	Time:	10-15,	AACSB:	Analytic,
Communication,	AICPA	BB:	None,	AICPA	FC:	Measurement,	Reporting,	AICPA	PC:	Communication	EXERCISE	15-4	(20–25	minutes)Incremental	methodLump	sum	receipt	(10,000	X	$880)	$8,800,Allocated	to	subordinated	debenture	(10,000	X	$500)	(5,000,000)Balance	allocated	to	common	stock	$3,800,(a)	1.	Cash	($880	X
10,000).......................................	8,800,Bonds	Payable...........................................	5,000,Common	Stock	(100,000	X	$5).................	500,Paid-in	Capital	in	Excess	of	Par—Common	Stock.......................................	3,300,000*Copyright	©	2016	John	Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)	15-
EXERCISE	15-4	(Continued)Assumes	bonds	properly	priced;	residual	attributed	to	commonstock	has	a	questionable	measure	of	fair	value.*Computation	of	common	stock	and	paid-in	capital	in	excess	of	par.Balance	allocated	to	common	stock	$3,800,Less:	Common	stock	(10,000	X	$5	X	10)	500,Paid-in	capital	in	excess	of	par.	$3,300,Proportional
methodThe	allocation	based	on	fair	value	for	one	unit	isSubordinated	debenture	$Common	stock	(10	shares	X	$40)	400Total	fair	value	$2.	Cash...................................................................	8,800,Bond	Discount	($5,000,000	–	$4,888,889).......	111,Bonds	Payable...........................................	5,000,Common	Stock	(100,000	X	$5).................	500,Paid-in	Capital
in	Excess	of	Par—Common	Stock.......................................	3,411,111**Therefore	5/9	is	allocated	to	the	bonds	and	4/9	to	the	common	stock.$8,800,000	X	(5/9)	=	$4,888,889	To	Debentures$8,800,000	X	(4/9)	=	$3,911,111	To	CommonPaid-in	capital	in	excess	of	par	=	$3,911,111	–	$500,=	$3,411,(b)	One	is	not	better	than	the	other.	The	choice	of	method
depends	on	therelative	reliability	of	the	valuations	for	the	stocks	and	bonds.	Thisquestion	is	presented	to	stimulate	some	thought	and	class	discussion.LO:	1,	Bloom:	AP,	Difficulty:	Moderate,	Time:	20-25,	AACSB:	Analytic,	Communication,	AICPA	BB:	None,	AICPA	FC:	Measurement,	Reporting,	AICPA	PC:	Communication	15-20	Copyright	©	2016	John
Wiley	&	Sons,	Inc.	Kieso,	Intermediate	Accounting,	16/e,	Solutions	Manual	(For	Instructor	Use	Only)
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