Double Entry Journal: Stockholders’ Equity.
For instructions see the double entry journal for bonds.
Basic issues

What does the term “stock” mean?  In your own words give a brief description.

List the different types of stock and briefly describe their characteristics 

From the corporation’s point of view what are the advantages of preferred stock, compared to common stock?  What are the advantages of issuing common stock instead of preferred stock?  Answer the same questions from the point of view of investors. 

Is it Debt or Equity?  Some financial instruments have characteristics of both debt and equity.  For example:

Preferred stock

Convertible preferred stock

Redeemable preferred stock

Mandatorily redeemable preferred stock

For each of the items listed above explain which features are more like debt and which are more like equity.  For each item explain how it is reported according to current GAAP.  
Work E 18-6
What do the terms primary and secondary securities market mean?

What is an IPO?

What is a “tombstone” ad?

What is the role of the underwriters?  

What do the terms par, no par and stated value mean? Do these terms have any real significance today?  Why are they still used? 

Issuing stock costs money – underwriter fees, registration statement preparation, etc. How are these costs treated under GAAP?  Explain why you agree or disagree with this treatment.  If you disagree, explain an alternative method of handling these costs and why it would be preferable

Stock may be issued for cash or in exchange for assets or convertible bonds.  What are some valuation issues that must be addressed if cash is not received?  
Work E 18-5, 7; P18-1; C 18-6
Why do companies repurchase their stock?  List and evaluate the possible reasons.  Do they make sense? 
Work:  E 18- 12;13;14;17; P18-2 
Elements of the Stockholders’ Equity Section

List the various possible accounts reported as part of stockholders’ equity.  
Are all of these accounts useful from a financial statement user’s perspective?  Explain why (or       prospective stockholder, what kind of information would you like to have and can you find it in the stockholders’ equity section?

Retained Earnings:  Define retained earnings

Explain the various events or transactions that may affect retained earnings.  
Other Retained Earnings Issues: What are prior period adjustments, what are the reasons for them? How are they recorded, disclosed?

What is meant by “appropriation of retained earnings”? Is it meaningful? 

Work: E 18-23; P 18-4
Dividends: What are dividends? 
Distinguish between the following: Cash, property (dividends in kind) and stock dividends and stock splits.   What accounting issues arise in connection with issuing a property dividend? 
What are the accounting issues if a stock dividend is considered small?  Define small. What if the stock dividend is large? Define large.  What if it is very large?  

Why do companies issue stock dividends?  List and evaluate some of the possible reasons.  Are the reasons the same for stock splits?
Work:  E 18- 18, 19; 20; 23; C 18-5
Work P 18 – 9; 12
Comprehensive Income
What does the term “other comprehensive income (OCI)” mean?  Why does it exist? What are the possible components of OCI? 

Where and how is it reported? 

Work:  E 18-1; 2; C18-4
Quasi – Reorganization
What does the term “quasi-reorganization” mean?  When and why is it used?  

How is it done?

How is it accounted for?

Work: P 18-13
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