EXERCISES

11–21.
(a)
Cash

600,000



Common Stock

40,000



Paid-In Capital in Excess of Par

560,000





Issued 20,000 shares of $2 par common 





stock at $30.


(b)
Organization Expense

9,000



Common Stock

500



Paid-ln Capital in Excess of Par

8,500





Issued 250 shares of $2 par common stock in





return for legal services in organizing





corporation.


(c)
Compensation Expense

10,000



Common Stock

600



Paid-ln Capital in Excess of Par

9,400





Issued 300 shares of $2 par common stock 





to employees; objective market value 





of stock = $10,000.


(d)
Buildings

295,000



Land

80,000



Common Stock

25,000



Paid-In Capital in Excess of Par

350,000





Issued 12,500 shares of $2 par common stock





in exchange for a building and land valued 





at $295,000 and $80,000, respectively.


(e)
Cash

247,000


Common Stock

13,000


Paid-ln Capital in Excess of Par

234,000





Issued 6,500 shares of $2 par common stock





 at $38.


(f)
Cash

180,000


Common Stock

8,000


Paid-ln Capital in Excess of Par

172,000





Issued 4,000 shares of $2 par common stock 





at $45.

11–22.
December 31, 2003, Dividend:



Because no preferred stock had been issued at this time, the entire $25,600 dividend was paid to the common stockholders.


December 31, 2005, Dividend:



Because cumulative preferred stock had been issued, the preferred stockholders have the right to receive $17,280 in dividends before common stockholders receive payment. (24,000 shares ( $12 par = $288,000; $288,000 ( 0.06 = $17,280.) Thus, the entire $15,500 was paid to preferred stockholders.


December 31, 2006, Dividend:



Because preferred stockholders had not received all dividends they were entitled to on December 31, 2005, the remaining portion of the 2005 dividend plus the preference for 2006 must be paid to preferred stockholders before any payment to common stockholders. Thus, preferred stockholders will receive $19,060 in 2006, and common stockholders will receive $13,600 ($17,280 – $15,500 = $1,780; $1,780 + $17,280 = $19,060; $32,660 – $19,060 = $13,600).

11–23.



2003


2004


2005



(a)




[image: image1.wmf]Preferred

Stock



[image: image2.wmf]$90

,

,

$9

.

000

10

000

00

=



[image: image3.wmf]$90

,

,

$9

.

000

10

000

00

=



[image: image4.wmf]$90

,

,

$9

.

000

10

000

00

=





[image: image5.wmf]Common

Stock



[image: image6.wmf]20

.

0

$

000

,

300

000

,

60

$

=



[image: image7.wmf]50

.

0

$

000

,

300

000

,

150

$

=



[image: image8.wmf]$470

,

,

$1

.

000

300

000

57

=



(b)




[image: image9.wmf]Preferred

Stock



[image: image10.wmf]$150

,

,

$7

.

000

20

000

50

=



[image: image11.wmf]$180

,

,

$9

.

000

20

000

00

=



[image: image12.wmf]$180

,

,

$9

.

000

20

000

00

=





[image: image13.wmf]Common

Stock


None

[image: image14.wmf]24

.

0

$

000

,

250

000

,

60

$

=



[image: image15.wmf]$380

,

,

$1

.

000

250

000

52

=



(c)




[image: image16.wmf]Preferred

Stock



[image: image17.wmf]$150

,

,

$7

.

000

20

000

50

=



[image: image18.wmf]$210

,

,

$10

.

000

20

000

50

=



[image: image19.wmf]$180

,

,

$9

.

000

20

000

00

=





[image: image20.wmf]Common

Stock


None

[image: image21.wmf]12

.

0

$

000

,

250

000

,

30

$

=



[image: image22.wmf]$380

,

,

$1

.

000

250

000

52

=



(d)




[image: image23.wmf]Preferred

Stock



[image: image24.wmf]$150

,

,

$5

.

000

30

000

00

=



[image: image25.wmf]$240

,

,

$8

.

000

30

000

00

=



[image: image26.wmf]$420

,

,

$14

.

000

30

000

00

=





[image: image27.wmf]Common

Stock


None
None

[image: image28.wmf]56

.

0

$

000

,

250

000

,

140

$

=


11–24.
(a)
Cash

672,000


Common Stock



60,000


Paid-ln Capital in Excess of Stated 




Value—Common



612,000






Issued 12,000 shares of common stock, stated 





value $5, at $56.



Cash

60,000


Preferred Stock


45,000


Paid-ln Capital in Excess of Par—Preferred


15,000





Issued 3,000 shares of preferred stock, par 





value $15, at $20.


(b)
Cash

39,000



Common Stock Subscriptions Receivable

91,000


Common Stock Subscribed


12,500


Paid-ln Capital in Excess of Stated 





Value—Common


117,500





Received subscriptions for 2,500 shares of 





common stock, stated value $5, at $52.


(c)
Cash

91,000


Common Stock Subscriptions Receivable


91,000





Collected remaining amount owed on stock 





subscriptions.



Common Stock Subscribed

12,500


Common Stock


12,500





Issued 2,500 shares of subscribed stock.


(d)
Cash

335,500


Common Stock


27,500


Paid-ln Capital in Excess of Stated 





Value—Common


308,000





Issued 5,500 shares of common stock at $61.

11–25.
2005


Aug.
1
Common Stock

10,000




Paid-ln Capital in Excess of Par

95,000*




Retained Earnings

25,000*





Cash


130,000




*Alternatively, the entire $120,000 could be 




debited to Retained Earnings.


Dec.
31
Common Stock

24,000




Paid-ln Capital in Excess of Par

228,000





Cash


216,000





Paid-ln Capital from Stock Reacquisition


36,000

11–26.
1.
(a)
2005




June
1
Treasury Stock

240,000







Cash


240,000








Reacquired 15,000 shares of  








common at $16.




July
1
Cash

100,000







Treasury Stock


80,000







Paid-ln Capital from Treasury Stock


20,000








Sold 5,000 shares of treasury 








stock at $20; cost $16.




Aug.
1
Cash

98,000






Paid-ln Capital from Treasury Stock

14,000*







Treasury Stock


112,000








Sold 7,000 shares of treasury 








stock at $14; cost $16.






*Alternatively, Retained Earnings could be 






debited for $14,000.




Sept.
1
Common Stock

1,000






Paid-ln Capital in Excess of Par

16,000*







Treasury Stock


16,000







Paid-ln Capital from Treasury Stock


1,000








Retired 1,000 shares of treasury 








stock, cost $16; pro rata issuance 








cost, $17.








[($240,000 + $3,840,000) ÷ 240,000 shares].






*Alternatively, Retained Earnings could be debited for






$15,000, with no entries to paid-in capital accounts.



(b)
Stockholders’ Equity



Contributed capital:




Common stock, $1 par, 275,000 shares authorized;




239,000 shares issued; 2,000 shares held as



treasury stock

$
239,000



Paid-in capital in excess of par

3,824,000



Paid-in capital from treasury stock

7,000



Retained earnings


1,005,000


Total contributed capital and retained earnings

$5,075,000



Less: Treasury stock at cost


32,000




Total stockholders’ equity

$5,043,000

2.
(a)
2005




June
1
Treasury Stock

15,000






Paid-ln Capital in Excess of Par

240,000







Paid-ln Capital from Treasury Stock


15,000







Cash


240,000








Reacquired 15,000 shares at $16; par value, $1;








pro rata cost, $17.

11–26.
(Concluded)




July
1
Cash

100,000







Treasury Stock


5,000







Paid-ln Capital in Excess of Par


95,000








Sold 5,000 shares at $20; par 








value, $1.




Aug.
1
Cash

98,000







Treasury Stock


7,000







Paid-In Capital in Excess of Par


91,000








Sold 7,000 shares at $14; par 








value, $1.




Sept.
1
Common Stock

1,000







Treasury Stock


1,000








Retired 1,000 shares; par value, $1.

(b)
Stockholders’ Equity



Contributed capital:




Common stock, $1 par, 275,000 shares authorized;




239,000 shares issued; 2,000 shares held as



treasury stock

$

239,000



Less: Treasury stock at par


2,000


Common stock outstanding

$
237,000



Paid-in capital in excess of par



3,786,000



Paid-in capital from treasury stock



15,000


Total contributed capital

$
4,038,000



Retained earnings


1,005,000


Total stockholders’ equity

$
5,043,000

11–27.
When the rights are issued, only a memorandum entry is required to state the number of shares that may be claimed. This is to ensure that enough shares are held to cover the rights.


When the rights are exercised, another memorandum entry is needed to record the reduction in the outstanding rights. 


When the rights lapse, a memorandum entry should be made to note the decrease in outstanding claims to common stock.

11–28.
1.
Cash


90,000



Common Stock Warrants

8,617*



Preferred Stock

20,000†


Paid-ln Capital in Excess of Par—Preferred

61,383†

*Value assigned to warrants:



($9/$94) ( $90 ( 1,000 = $8,617 (rounded)


†Value assigned to preferred stock:



($85/$94) ( $90 ( 1,000 = $81,383 ($20,000 par, $61,383 paid-in capital)

11–28.
(Concluded)

2.
Common Stock Warrants

8,617


Cash


30,000



Common Stock

2,000



Paid-ln Capital in Excess of Par—Common

36,617

3.
Common Stock Warrants

6,032*


Cash


21,000



Common Stock

1,400



Paid-ln Capital in Excess of Par—Common

25,632


*0.70 ( $8,617 = $6,032 (rounded)


Common Stock Warrants

2,585*



Paid-ln Capital from Expired Common Stock



Warrants


2,585


*0.30 ( $8,617 = $2,585 (rounded)

11–29.
1.
Fair Value Method



Total compensation expense over the 3-year service period (2004–2006) is $630,000 ($7 fair value ( 90,000 options). The journal entry required in each year of the service period is as follows:


Compensation Expense ($630,000/3 years)

210,000



Paid-In Capital from Stock Options


210,000




The journal entry to record the exercise of all 90,000 of the options on December 31, 2007, is as follows:


Cash (90,000 ( $48)

4,320,000


Paid-In Capital from Stock Options

630,000



Common Stock


180,000



Additional Paid-In Capital in Excess of Par


4,770,000



2.
Intrinsic Value Method



Total compensation expense over the 3-year service period (2004–2006) is $180,000 [($50 – $48) ( 90,000 options]. The journal entry required in each year of the service period is as follows:


Compensation Expense ($180,000/3 years)

60,000



Paid-In Capital from Stock Options

60,000




The journal entry to record the exercise of all 90,000 of the options on December 31, 2007, is as follows:


Cash (90,000 ( $48)

4,320,000


Paid-In Capital from Stock Options

180,000



Common Stock


180,000



Paid-In Capital in Excess of Par


4,320,000

11–30.
1.
Fair Value Method

Employee Stock Options:



Weighted-Average


Shares


Exercise Price


Outstanding at January 1, 2004

0

—


Granted during 2004

90,000

$48


Exercised during 2004

0

—


Forfeited during 2004


0


—



Outstanding at December 31, 2004

90,000

$48



Options exercisable at December 31, 2004
0




Weighted-average fair value of




options granted during 2004

$7



2.
Intrinsic Value Method




The information provided in (1) would also be disclosed under the      intrinsic value method. Also, reported net income would be $440,000 ($500,000 – $60,000). Layton would be required to disclose that net       income would have been $290,000 ($500,000 – $210,000) if the fair value method had been used.

11–31.
1.
Preferred Stock (4,000 shares ( $15)

60,000


Paid-ln Capital in Excess of Par—Preferred

12,000



Common Stock (4,000 shares, $10 par)



40,000



Paid-ln Capital in Excess of Par—Common



32,000

2.
Preferred Stock

60,000


Paid-ln Capital in Excess of Par—Preferred

12,000


Retained Earnings

88,000



Common Stock (16,000 shares, $10 par)



160,000

3.
Preferred Stock

60,000


Paid-ln Capital in Excess of Par—Preferred

12,000



Common Stock (6,000 shares, $10 par)



60,000



Paid-ln Capital in Excess of Par—Common



12,000

11–32.
1.
The error would be reported as an adjustment to the beginning Retained Earnings balance in the 2005 statement of retained earnings or statement of changes in stockholders’ equity.


2.
Retained earnings, January 1, 2005

$

86,500


Adjustment for depreciation error in 2004


(36,000)


Retained earnings, adjusted, January 1, 2005

$
50,500


Net income


106,000


Dividends


(30,000)


Retained earnings, December 31, 2005

$
126,500
11–33.
(1)
Calculation of number of shares outstanding:



Jan.
1

800,000 shares



Feb.
1

550,000 shares



May
12


100,000 shares (1,000 ( 100)






950,000 shares



June
15


104,500 shares (950,000 ( 0.11)






1,054,500 shares outstanding



Amount to be paid in dividends for the third quarter, 




1,054,500 ( $1.50 = $1,581,750


(2)
Total dividends for 2005:



Mar.


=
$1.50 ( 850,000
=
$1,275,000



June, Sept., and Dec.
=
3 ( $1,581,750
=

4,745,250








$6,020,250
11–34.
(a)
Dividends (Retained Earnings)

2,700,000



Property Dividends Payable

1,500,000



Gain on Distribution of Property Dividends

1,200,000


Property Dividends Payable

1,500,000



Investment in Shell Corporation Stock

1,500,000

(b)
Dividends (Retained Earnings) ($5.60 ( 230,000


shares)

1,288,000


Property Dividends Payable

1,288,000


Property Dividends Payable 

1,288,000



Investment in Evans Company Stock

1,288,000

11–35.
1.
Retained Earnings .

20,000



Stock Dividends Distributable

20,000




Declaration of 25% stock dividend; transfer 




at stated value.


Stock Dividends Distributable

20,000



Common Stock, $1 stated value



20,000




Issuance of stock dividend.


2.
The issuance of the stock dividend had no effect on the ownership equity of each stockholder in the corporation. For each share previously held representing an equity of $19.375 ($1,550,000 ÷ 80,000 shares), the stockholder now holds 1¼ shares, representing an equity of 1¼ ( $15.50 ($1,550,000 ÷ 100,000 shares), or $19.375.

11–35.
(Concluded)


3.
Retained Earnings

120,000




Stock Dividends Distributable



12,000




Paid-In Capital in Excess of Stated Value



108,000





Declaration of 15% stock dividend; transfer at 





market value.



Stock Dividends Distributable

12,000




Common Stock, $1 stated value



12,000





Issuance of stock dividend.
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