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13.4: Record Transactions and the Effects on Financial Statements for Cash
Dividends, Property Dividends, Stock Dividends, and Stock Splits

Do you remember playing the board game Monopoly when you were younger? If you landed on the Chance space, you picked a
card. The Chance card may have paid a $50 dividend. At the time, you probably were just excited for the additional funds.

CHANCE

BANK PAYS YOU
DIVIDEND OF $50.

€ 7938, 2000 HASIRO. -
Figure 14.8 Chance Card. A Chance card from a Monopoly game indicates that the bank pays you a dividend of $50. (credit:
modification of “Monopoly Chance Card” by Kerry Ceszyk/Flickr, CC BY 4.0)

For corporations, there are several reasons to consider sharing some of their earnings with investors in the form of dividends. Many
investors view a dividend payment as a sign of a company’s financial health and are more likely to purchase its stock. In addition,
corporations use dividends as a marketing tool to remind investors that their stock is a profit generator.

This section explains the three types of dividends—cash dividends, property dividends, and stock dividends—along with stock
splits, showing the journal entries involved and the reason why companies declare and pay dividends.

The Nature and Purposes of Dividends

Stock investors are typically driven by two factors—a desire to earn income in the form of dividends and a desire to benefit from
the growth in the value of their investment. Members of a corporation’s board of directors understand the need to provide investors
with a periodic return, and as a result, often declare dividends up to four times per year. However, companies can declare dividends
whenever they want and are not limited in the number of annual declarations. Dividends are a distribution of a corporation’s
earnings. They are not considered expenses, and they are not reported on the income statement. They are a distribution of the net
income of a company and are not a cost of business operations.

CONCEPTS IN PRACTICE

So Many Dividends

The declaration and payment of dividends varies among companies. In December 2017 alone, 4,506 U.S. companies declared
either cash, stock, or property dividends—the largest number of declarations since 2004.2 It is likely that these companies waited
to declare dividends until after financial statements were prepared, so that the board and other executives involved in the process
were able to provide estimates of the 2017 earnings.

Some companies choose not to pay dividends and instead reinvest all of their earnings back into the company. One common
scenario for situation occurs when a company experiencing rapid growth. The company may want to invest all their retained
earnings to support and continue that growth. Another scenario is a mature business that believes retaining its earnings is more
likely to result in an increased market value and stock price. In other instances, a business may want to use its earnings to purchase
new assets or branch out into new areas. Most companies attempt dividend smoothing, the practice of paying dividends that are
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relatively equal period after period, even when earnings fluctuate. In exceptional circumstances, some corporations pay a special
dividend, which is a one-time extra distribution of corporate earnings. A special dividend usually stems from a period of
extraordinary earnings or a special transaction, such as the sale of a division. Some companies, such as Costco Wholesale
Corporation, pay recurring dividends and periodically offer a special dividend. While Cestco’s regular quarterly dividend is $0.57
per share, the company issued a $7.00 per share cash dividend in 2017."* Companies that have both common and preferred stock
must consider the characteristics of each class of stock.

Note that dividends are distributed or paid only to shares of stock that are outstanding. Treasury shares are not outstanding, so no
dividends are declared or distributed for these shares. Regardless of the type of dividend, the declaration always causes a decrease
in the retained earnings account.

Dividend Dates

A company’s board of directors has the power to formally vote to declare dividends. The date of declaration is the date on which
the dividends become a legal liability, the date on which the board of directors votes to distribute the dividends. Cash and property
dividends become liabilities on the declaration date because they represent a formal obligation to distribute economic resources
(assets) to stockholders. On the other hand, stock dividends distribute additional shares of stock, and because stock is part of equity
and not an asset, stock dividends do not become liabilities when declared.

At the time dividends are declared, the board establishes a date of record and a date of payment. The date of record establishes
who is entitled to receive a dividend; stockholders who own stock on the date of record are entitled to receive a dividend even if
they sell it prior to the date of payment. Investors who purchase shares after the date of record but before the payment date are not
entitled to receive dividends since they did not own the stock on the date of record. These shares are said to be sold ex dividend.
The date of payment is the date that payment is issued to the investor for the amount of the dividend declared.

Cash Dividends

Cash dividends are corporate earnings that companies pass along to their shareholders. To pay a cash dividend, the corporation
must meet two criteria. First, there must be sufficient cash on hand to fulfill the dividend payment. Second, the company must have
sufficient retained earnings; that is, it must have enough residual assets to cover the dividend such that the Retained Earnings
account does not become a negative (debit) amount upon declaration. On the day the board of directors votes to declare a cash
dividend, a journal entry is required to record the declaration as a liability.

Accounting for Cash Dividends When Only Common Stock Is Issued

Small private companies like La Cantina often have only one class of stock issued, common stock. Assume that on December 16,
La Cantina’s board of directors declares a $0.50 per share dividend on common stock. As of the date of declaration, the company
has 10,000 shares of common stock issued and holds 800 shares as treasury stock. The total cash dividend to be paid is based on
the number of shares outstanding, which is the total shares issued less those in treasury. Outstanding shares are 10,000 — 800, or
9,200 shares. The cash dividend is:

9,200sharesx$0.50=$4,6009,200sharesx$0.50=$4,600

The journal entry to record the declaration of the cash dividends involves a decrease (debit) to Retained Earnings (a stockholders’
equity account) and an increase (credit) to Cash Dividends Payable (a liability account).

OURNA

Date | Account Debit Credit
Oct. 9 | Retained Earnings 4,600
Cash Dividends Payable 4,600
To record the declaration of a cash dividend

While a few companies may use a temporary account, Dividends Declared, rather than Retained Earnings, most companies debit
Retained Earnings directly. Ultimately, any dividends declared cause a decrease to Retained Earnings.

The second significant dividend date is the date of record. The date of record determines which shareholders will receive the
dividends. There is no journal entry recorded; the company creates a list of the stockholders that will receive dividends.

The date of payment is the third important date related to dividends. This is the date that dividend payments are prepared and sent
to shareholders who owned stock on the date of record. The related journal entry is a fulfillment of the obligation established on the
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declaration date; it reduces the Cash Dividends Payable account (with a debit) and the Cash account (with a credit).

OURNA

Date Account Debit Credit
Oct. 15 | Cash Dividends Payable 4,600
Cash 4,600
To record the payment of a cash dividend

Property Dividends

A property dividend occurs when a company declares and distributes assets other than cash. The dividend typically involves
either the distribution of shares of another company that the issuing corporation owns (one of its assets) or a distribution of
inventory. For example, Walt Disney Company may choose to distribute tickets to visit its theme parks. Anheuser-Busch InBev,
the company that owns the Budweiser and Michelob brands, may choose to distribute a case of beer to each shareholder. A
property dividend may be declared when a company wants to reward its investors but doesn’t have the cash to distribute, or if it
needs to hold onto its existing cash for other investments. Property dividends are not as common as cash or stock dividends. They
are recorded at the fair market value of the asset being distributed. To illustrate accounting for a property dividend, assume that
Duratech Corporation has 60,000 shares of $0.50 par value common stock outstanding at the end of its second year of operations,
and the company’s board of directors declares a property dividend consisting of a package of soft drinks that it produces to each
holder of common stock. The retail value of each case is $3.50. The amount of the dividend is calculated by multiplying the
number of shares by the market value of each package:

60,000sharesx$3.50=$210,00060,000sharesx$3.50=$210,000

The declaration to record the property dividend is a decrease (debit) to Retained Earnings for the value of the dividend and an
increase (credit) to Property Dividends Payable for the $210,000.

O R A

Date Account Debit Credit
Dec. 31 | Retained Earnings 210,000
Property Dividends Payable 210,000
To record the declaration of a property dividend

The journal entry to distribute the soft drinks on January 14 decreases both the Property Dividends Payable account (debit) and the
Cash account (credit).

Date Account Debit Credit
Jan. 14 | Property Dividends Payable 210,000
Inventory 210,000
To record the distribution of a property dividend

Comparing Small Stock Dividends, Large Stock Dividends, and Stock Splits

Companies that do not want to issue cash or property dividends but still want to provide some benefit to shareholders may choose
between small stock dividends, large stock dividends, and stock splits. Both small and large stock dividends occur when a company
distributes additional shares of stock to existing stockholders.

There is no change in total assets, total liabilities, or total stockholders’ equity when a small stock dividend, a large stock dividend,
or a stock split occurs. Both types of stock dividends impact the accounts in stockholders’ equity. A stock split causes no change in
any of the accounts within stockholders’ equity. The impact on the financial statement usually does not drive the decision to choose
between one of the stock dividend types or a stock split. Instead, the decision is typically based on its effect on the market. Large
stock dividends and stock splits are done in an attempt to lower the market price of the stock so that it is more affordable to
potential investors. A small stock dividend is viewed by investors as a distribution of the company’s earnings. Both small and large
stock dividends cause an increase in common stock and a decrease to retained earnings. This is a method of capitalizing (increasing
stock) a portion of the company’s earnings (retained earnings).
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Stock Dividends

Some companies issue shares of stock as a dividend rather than cash or property. This often occurs when the company has
insufficient cash but wants to keep its investors happy. When a company issues a stock dividend, it distributes additional shares of
stock to existing shareholders. These shareholders do not have to pay income taxes on stock dividends when they receive them;
instead, they are taxed when the investor sells them in the future.

A stock dividend distributes shares so that after the distribution, all stockholders have the exact same percentage of ownership that
they held prior to the dividend. There are two types of stock dividends—small stock dividends and large stock dividends. The key
difference is that small dividends are recorded at market value and large dividends are recorded at the stated or par value.

Small Stock Dividends

A small stock dividend occurs when a stock dividend distribution is less than 25% of the total outstanding shares based on the
shares outstanding prior to the dividend distribution. To illustrate, assume that Duratech Corporation has 60,000 shares of $0.50 par
value common stock outstanding at the end of its second year of operations. Duratech’s board of directors declares a 5% stock
dividend on the last day of the year, and the market value of each share of stock on the same day was $9. Figure 14.9 shows the
stockholders’ equity section of Duratech’s balance sheet just prior to the stock declaration.

DURATECH

Stockholders' Equity
Common Stock, $0.50 par value, 100,000 shares authorized, $ 30,000
60,000 shares issued and outstanding

Additional Paid-in Capital 44,000
Retained Earnings 51,000
Total Stockholders’ Equity $125,000

Figure 14.9 Stockholders’ Equity for Duratech. (attribution: Copyright Rice University, OpenStax, under CC BY-NC-SA 4.0

license)
The 5% common stock dividend will require the distribution of 60,000 shares times 5%, or 3,000 additional shares of stock. An
investor who owns 100 shares will receive 5 shares in the dividend distribution (5% * 100 shares). The journal entry to record the
stock dividend declaration requires a decrease (debit) to Retained Earnings for the market value of the shares to be distributed:
3,000 shares x $9, or $27,000. An increase (credit) to the Common Stock Dividends Distributable is recorded for the par value of
the stock to be distributed: 3,000 x $0.50, or $1,500. The excess of the market value over the par value is reported as an increase
(credit) to the Additional Paid-in Capital from Common Stock account in the amount of $25,500.

O R A

Date Account Debit Credit
Dec. 31 | Retained Earnings 27,000
Common Stock Dividend Distributable 1,500
Additional Paid-in Capital from Common Stock 25,500
To record the declaration of a 5% stock dividend

If the company prepares a balance sheet prior to distributing the stock dividend, the Common Stock Dividend Distributable account
is reported in the equity section of the balance sheet beneath the Common Stock account. The journal entry to record the stock
dividend distribution requires a decrease (debit) to Common Stock Dividend Distributable to remove the distributable amount from
that account, $1,500, and an increase (credit) to Common Stock for the same par value amount.

O R A

Date | Account Debit Credit
Jan.7 | Common Stock Dividend Distributable 1,500
Common Stock 1,500
To record the distribution of a 5% stock dividend
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To see the effects on the balance sheet, it is helpful to compare the stockholders’ equity section of the balance sheet before and after
the small stock dividend.

DURATECH

Before the Stock Dividend  After the Stock
Stockholders' Equity Stock Dividend Effect Dividend
Common Stock, $0.50 par value $ 30,000 $ 1,500 $ 31,500
Additional Paid-in Capital 44,000 25,500 69,500
Retained Earnings 51,000 (27,000) 24,000
Total Stockholders' Equity $125,000 $ 0 $125,000

After the distribution, the total stockholders’ equity remains the same as it was prior to the distribution. The amounts within the
accounts are merely shifted from the earned capital account (Retained Earnings) to the contributed capital accounts (Common
Stock and Additional Paid-in Capital). However, the number of shares outstanding has changed. Prior to the distribution, the
company had 60,000 shares outstanding. Just after the distribution, there are 63,000 outstanding. The difference is the 3,000
additional shares of the stock dividend distribution. The company still has the same total value of assets, so its value does not
change at the time a stock distribution occurs. The increase in the number of outstanding shares does not dilute the value of the
shares held by the existing shareholders. The market value of the original shares plus the newly issued shares is the same as the
market value of the original shares before the stock dividend. For example, assume an investor owns 200 shares with a market
value of $10 each for a total market value of $2,000. She receives 10 shares as a stock dividend from the company. She now has
210 shares with a total market value of $2,000. Each share now has a theoretical market value of about $9.52.

Large Stock Dividends

A large stock dividend occurs when a distribution of stock to existing shareholders is greater than 25% of the total outstanding
shares just before the distribution. The accounting for large stock dividends differs from that of small stock dividends because a
large dividend impacts the stock’s market value per share. While there may be a subsequent change in the market price of the stock
after a small dividend, it is not as abrupt as that with a large dividend.

To illustrate, assume that Duratech Corporation’s balance sheet at the end of its second year of operations shows the following in
the stockholders’ equity section prior to the declaration of a large stock dividend.

DURATECH

Stockholders’ Equity

Common Stock, $0.50 par value, 100,000 shares authorized, $ 30,000
60,000 shares issued and outstanding

Additional Paid-in Capital 44,000
Retained Earnings 51,000
Total Stockholders’ Equity $125,000

Also assume that Duratech’s board of directors declares a 30% stock dividend on the last day of the year, when the market value of
each share of stock was $9. The 30% stock dividend will require the distribution of 60,000 shares times 30%, or 18,000 additional
shares of stock. An investor who owns 100 shares will receive 30 shares in the dividend distribution (30% x 100 shares). The
journal entry to record the stock dividend declaration requires a decrease (debit) to Retained Earnings and an increase (credit) to
Common Stock Dividends Distributable for the par or stated value of the shares to be distributed: 18,000 shares x $0.50, or $9,000.
The journal entry is:
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Date Account Debit Credit
Dec. 31 | Retained Earnings 9,000
Common Stock Dividends Distributable 9,000
To record the declaration of a 30% stock dividend

The subsequent distribution will reduce the Common Stock Dividends Distributable account with a debit and increase the Common
Stock account with a credit for the $9,000.

Date Account Debit Credit
Dec. 31 | Common Stock Dividends Distributable 9,000
Common Stock 9,000
To record the distribution of a 30% stock dividend

There is no consideration of the market value in the accounting records for a large stock dividend because the number of shares
issued in a large dividend is large enough to impact the market; as such, it causes an immediate reduction of the market price of the
company’s stock.

In comparing the stockholders’ equity section of the balance sheet before and after the large stock dividend, we can see that the
total stockholders’ equity is the same before and after the stock dividend, just as it was with a small dividend (Figure 14.10).

DURATECH

Before the Stock Dividend  After the Stock
Stockholders' Equity Stock Dividend Effect Dividend
Common Stock, $0.50 par value $ 30,000 $ 9,000 $ 39,000
Additional Paid-in Capital 44,000 44,000
Retained Earnings 51,000 (9,000) 42,000
Total Stockholders’ Equity $125,000 $ 0 $125,000

Figure 14.10 Stockholders’ Equity Section of the Balance Sheet for Duratech. (attribution: Copyright Rice University, OpenStax,

under CC BY-NC-SA 4.0 license)
Similar to distribution of a small dividend, the amounts within the accounts are shifted from the earned capital account (Retained
Earnings) to the contributed capital account (Common Stock) though in different amounts. The number of shares outstanding has
increased from the 60,000 shares prior to the distribution, to the 78,000 outstanding shares after the distribution. The difference is
the 18,000 additional shares in the stock dividend distribution. No change to the company’s assets occurred; however, the potential
subsequent increase in market value of the company’s stock will increase the investor’s perception of the value of the company.

Stock Splits

A traditional stock split occurs when a company’s board of directors issue new shares to existing shareholders in place of the old
shares by increasing the number of shares and reducing the par value of each share. For example, in a 2-for-1 stock split, two shares
of stock are distributed for each share held by a shareholder. From a practical perspective, shareholders return the old shares and
receive two shares for each share they previously owned. The new shares have half the par value of the original shares, but now the
shareholder owns twice as many. If a 5-for-1 split occurs, shareholders receive 5 new shares for each of the original shares they
owned, and the new par value results in one-fifth of the original par value per share.

While a company technically has no control over its common stock price, a stock’s market value is often affected by a stock split.
When a split occurs, the market value per share is reduced to balance the increase in the number of outstanding shares. In a 2-for-1
split, for example, the value per share typically will be reduced by half. As such, although the number of outstanding shares and the
price change, the total market value remains constant. If you buy a candy bar for $1 and cut it in half, each half is now worth $0.50.
The total value of the candy does not increase just because there are more pieces.

A stock split is much like a large stock dividend in that both are large enough to cause a change in the market price of the stock.
Additionally, the split indicates that share value has been increasing, suggesting growth is likely to continue and result in further
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increase in demand and value. Companies often make the decision to split stock when the stock price has increased enough to be
out of line with competitors, and the business wants to continue to offer shares at an attractive price for small investors.

CONCEPTS IN PRACTICE

Samsung Boasts a 50-to-1 Stock Split

In May of 2018, Samsung Electronics™* had a 50-to-1 stock split in an attempt to make it easier for investors to buy its stock.
Samsung’s market price of each share prior to the split was an incredible 2.65 won (“won” is a Japanese currency), or $2,467.48.
Buying one share of stock at this price is rather expensive for most people. As might be expected, even after a slight drop in trading
activity just after the split announcement, the reduced market price of the stock generated a significant increase to investors by
making the price per share less expensive. The split caused the price to drop to 0.053 won, or $49.35 per share. This made the stock
more accessible to potential investors who were previously unable to afford a share at $2,467.

A reverse stock split occurs when a company attempts to increase the market price per share by reducing the number of shares of
stock. For example, a 1-for-3 stock split is called a reverse split since it reduces the number of shares of stock outstanding by two-
thirds and triples the par or stated value per share. The effect on the market is to increase the market value per share. A primary
motivator of companies invoking reverse splits is to avoid being delisted and taken off a stock exchange for failure to maintain the
exchange’s minimum share price.

Accounting for stock splits is quite simple. No journal entry is recorded for a stock split. Instead, the company prepares a memo
entry in its journal that indicates the nature of the stock split and indicates the new par value. The balance sheet will reflect the new
par value and the new number of shares authorized, issued, and outstanding after the stock split. To illustrate, assume that
Duratech’s board of directors declares a 4-for-1 common stock split on its $0.50 par value stock. Just before the split, the company
has 60,000 shares of common stock outstanding, and its stock was selling at $24 per share. The split causes the number of shares
outstanding to increase by four times to 240,000 shares (4 x 60,000), and the par value to decline to one-fourth of its original value,
to $0.125 per share ($0.50 + 4). No change occurs to the dollar amount of any general ledger account.

Before the split 60,000 shares at $0.50 = $30,000

After the split 240,000 shares at $0.125 = $30,000

The split typically causes the market price of stock to decline immediately to one-fourth of the original value—from the $24 per
share pre-split price to approximately $6 per share post-split ($24 + 4), because the total value of the company did not change as a
result of the split. The total stockholders’ equity on the company’s balance sheet before and after the split remain the same.

DURATECH

Before the Stock Split After the
Stockholders' Equity Stock Split Effect Stock Split
Common Stock $ 30,000 $0 $ 30,000
Additional Paid-in Capital 44,000 44,000
Retained Earnings 51,000 0 51,000
Total Stockholders' Equity $125,000 $E $125,000

THINK IT THROUGH

Accounting for a Stock Split

You have just obtained your MBA and obtained your dream job with a large corporation as a manager trainee in the corporate
accounting department. Your employer plans to offer a 3-for-2 stock split. Briefly indicate the accounting entries necessary to
recognize the split in the company’s accounting records and the effect the split will have on the company’s balance sheet.
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YOUR TURN

Dividend Accounting

Cynadyne, Inc.’s has 4,000 shares of $0.20 par value common stock authorized, 2,800 issued, and 400 shares held in treasury at the
end of its first year of operations. On May 1, the company declared a $1 per share cash dividend, with a date of record on May 12,
to be paid on May 25. What journal entries will be prepared to record the dividends?

Solution
A journal entry for the dividend declaration and a journal entry for the cash payout:

To record the declaration:

May 1 | Retained Earnings 2,400
Dividends Payable 2,400
To record board of directors authorizing cash dividends

Date of declaration, May 12, no entry.

To record the payment:

May 25 Dividends Payable 2,400
Cash 2,400
To record cash payout of dividends

THINK IT THROUGH

Recording Stock Transactions

In your first year of operations the following transactions occur for a company:

 Net profit for the year is $16,000

e 100 shares of $1 par value common stock are issued for $32 per share
e The company purchases 10 shares at $35 per share

o The company pays a cash dividend of $1.50 per share

Prepare journal entries for the above transactions and provide the balance in the following accounts: Common Stock, Dividends,
Paid-in Capital, Retained Earnings, and Treasury Stock.

Footnotes

e 12 Ironman at Political Calculations. “Dividends by the Numbers through January 2018.” Seeking Alpha. February 9, 2018.
seekingalpha.com/article/414...s-january-2018

e 13 Jing Pan. “Will Costco Wholesale Corporation Pay a Special Dividend in 2018?” Income Investors. May 9, 2018.
https://www.incomeinvestors.com/will...nd-2018/38865/

e 14 Joyce Lee. “Trading in Samsung Electronics Shares Surges after Stock Split.” Reuters. May 3, 2018.
https://www.reuters.com/article/us-s...-idUSKBN11500B
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