Reporting and Analyzing Shareholders’ Equity

The Corporate Form of Organization
Corporation – is a legal entity that is separate and distinct from its owners, who are known as shareholders. 
· public: may have thousands of shareholders, sells shares to public
· private: usually only a few shareholders, no shares for sale
Also classified by purpose: profit or non-profit
Characteristics of a Corporation:
· separate legal existence
· limited liability of shareholders (to investment)
· Transferable ownership rights
· Ability to acquire capital
· Continuous life
· Corporation management 
· Government regulation
· Income tax, must be paid (double taxation)
Shares:
· Common (more common, if corporation only has one its common)
· preferred
Each common shareholder has the following rights:
· vote
· share in corporate profit
· share in the distribution of assets upon liquidation of the corporation
Authorized share capital: amount of share capital that a corporation is authorized to sell, only disclosed IFRS
Issued Shares: authorized shares that have been sold.
Legal Capital: Share capital cannot be distributed to shareholders unlike retained earnings, which can be distributed as dividends
Initial public offering (IPO): when a corporation offers its shares to the public for the first time, share price is set by the company
Fair value of its shares: established by the interaction between buys and sellers once issued. (public corp.)
Market Capitalization: (#shares issues) x (share price)

Common Shares
Share capital: legal capital that cannot be distributed to shareholders, must remain invested in the corporation for protection of creditors
No par value shares: shares that have not been assigned a predetermined legal capital. When issued all proceeds received are considered legal capital
Contributed Capital: amount shareholders contributed to corporation in exchange for ownership
If 100 commons shares are sold for $5 per share, journal entry:
	Cash				500
		Common Shares		500

When shares are issues for noncash consideration, the shares should be recorded at the fair value of the consideration received.
IFRS: Record at cash equivalent price (ideally the fair value of consideration received)
ASPE: Fair value of shares given up or fair value of consideration received (whichever is more reliable)

Preferred Shares 
· preference/priority over common shares in certain areas
· priority in terms of dividend payments & distribution of assets
· usually no voting rights
Ex: 500 preferred shares for $30 a share
	Cash				15,000
		Preferred Shares		15,000
· preferred shares are listed before common shares
· right to share in the distribution of dividends before common shareholders do
· have priority claim over common shareholders in the event of liquidation
Cumulative dividend feather: when dividends are declared, preferred shareholders must be paid both current-year dividends and any unpaid prior-year dividends. These unpaid dividends are called dividends in arrears (not a liability). No distribution to common shareholders until this is paid.
Convertible preferred shares: ability to switch from preferred to common shares at a specified ratio
Redeemable preferred shares: corporation has option to buy preferred shares
Retractable preferred shares: shareholder has right to sell shares to corp.
Dividend: distribution of a portion of retained earnings to shareholders

Retained Earnings
For cash dividend to occur, a corporation must:
1. meet a two-part solvency test
2. effect a formal declaration of dividends by board of directors
Paying dividends important dates:
1. declaration date (journal entry required)
2. record date
3. payment date (journal entre required)
Example: declaration date, declares $0.25-per-share cash dividend on 100,000 shares:
	Cash Dividends				25,000
		Dividends Payable				25,000
Payment date:
	Dividends Payable				25,000
		Cash						25,000
Stock dividend: distribution of a corporation’s own shares to shareholders, decrease in retained earnings, increase in share capital. Fair value is assigned to the stock dividend shares
Purpose of Stock Dividends:
· satisfy shareholders’ dividend expectations without spending cash
· increase marketability of its shares: more shares, cheaper price
· reinvest and restrict a portion of shareholder’s equity

Example: corporation has 500,000 shares issues on the date its board of directors declares a 10% stock dividend, 50,000 new shares (500,000x10%) will be issued on the distribution date, if fair value of shares is $30 per share, declaration date journal entry
	Stock Dividends (50,000 X $30)		1,500,000
		Common stock dividends distributable		1,500,000
Common stock dividends distributable: shareholder’s equity account, 
On distribution date:
	Common stock dividends distributable	1,500,000
		Common Shares				1,500,000

Stock Split: issue of additional shares to shareholders according to their percentage ownership, usually larger than a stock dividend. 
· purpose: increase marketability of the shares by lowering the price per share. (no journal entry)

Presentation of Shareholder’s Equity
Contributed Capital: share capital (preffered and common shares) and additional contributed capital (amounts contributed from acquiring and retiring shares)
Retained Earnings: Cumulative profits or losses that have been retained in the company since incorporation. 
Comprehensive income (or loss): includes profit and comprehensive income includes:
· revenues, expense, gains and losses (profit)
· gains and losses that bypass profit but affect shareholders’ equity

Accumulated other comprehensive income
· cumulative change in shareholders equity from gains and losses
· only reported under IFRS
· Other comprehensive income (OCI)

Statement of Changes in Equity (IFRS)
Includes
· contributed capital
· retained earnings
· accumulated other comprehensive income
Statement of Retained Earnings (ASPE)
· private companies with few share transactions
· shows changes in retained earnings during the period
[bookmark: _GoBack]


Reoring s g St By

P —
L s ot s v
Sy o s f sl s ol
e oy .o s o

ety e e or
Dot sCuTion
e e
Hire e —
Tt g
iy o
L e e
[T T—
B ———

e
b i e o s

e oot

e e ot st s st the s
e e e st b s P AR
e ks
[ T ——
L S dat bl s
o e e A ———
e e e o ooy
e L
Mo tasn s s (hare )

e g ottt oot e ot ot i
i e rration o et e

ke i s e ey et e
o e e e o o o
B e
0t s el o 55 e s, st et



