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CHAPTER I 

A BRIEF DESCRIPTION OF THE NATURE 

OF STOCK DIVIDENDS 

In an examination of the literature it has been noted 

that stock dividends have been declared since the time of 

Elizabeth I. The East India Company declared a stock div

idend of 100 per cent in 16^2.1 This stock dividend was 

issued because the East India Company had had a very prof

itable voyage. 

Eric L. Kohler states that 

A stock dividend is a dividend in the form of shares 
of any class of the distributing company's own stock. 
It may be charged to earned surplus, sometimes to 
appreciation surplus, or to any other surplus ac
count legally available for use. The distribution 
of a stock dividend charged to earned surplus has 
the effect of capitalizing past earnings.^ 

A stock dividend is a tool by which the board of directors 

of any corporation may capitalize any portion of its re

tained earnings. A stock dividend will not reduce the le

gal or stated value of the stock being issued. A stock 

•'• Arthur Stone Dewing, Financial Policy of Corpora
tions (New York: Roland Press, 1953), p. 775. 

2 Eric Kohler, A Dictionary for Accountants (New 
York: Prentice-Hall, Inc., 19521, p. 413. 
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dividend simply transfers one portion of owner's equity to 

another portion. 

The American Institute of Certified Public Account

ants states: 

Since a shareholder's interest in the corporation 
remains unchanged by a stock dividend or split-up 
except as to the number of share units constituting 
such interest, the cost of the shares previously 
held should be allocated equitably to the total 
shares held after receipt of the stock dividend or 
split-up. When any shares are later disposed of, 
a gain or loss should be determined on the basis 
of the adjusted cost per share.3 

The Institute further states: 

• . • merely as a consequence of the expressed p\ir-
pose of the transaction and its characterization as 
s dividend in related notices to shareholders and 
the public at large, many recipients of stock divi
dends look upon them as distributions of corporate 
earnings and usually in an amount equivalent to the 
fair value of the additional shares received. Fur
thermore, it is to be presumed that such views of 
recipients are materially strengthened in those in
stances, which are by far the most numerous, where 
the issuances are so small in comparison with the 
shares previously outstanding that they do not have 
any apparent effect upon the share market price and, 
consequently, the market value of the shares pre
viously held remains substantially unchanged. The 
committee therefore believes that v;here these cir
cumstances exist the corporation should in the public 
interest account for the transaction by transferring 
from earned surplus to the category of permanent 
capitalization (represented by the capital stock 

3 American Institute of Certified Public Acco'ant-
ants, Accountinis: Research and Terminolo/^y Bulletins (New 
York: American Institute of Certified Public Accountants, 
1961), p. 51. 
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and capital surplus accounts) an amount equal to 
the fair value of the additional shares issued.^ 

The American Institute of Certified Public Accountants is 

of the belief that if a stock dividend will not reduce the 

market price of the stock being issued, then the corpora

tion should capitalize the market value of the stock being 

issued. The Institute has little to say on the relation

ship that the purpose of the stock dividend has on the way 

a stock dividend will be accounted for by the corporation. 

The problem that exists is that some stockholders 

and investors feel that a stock dividend gives them nothing 

more than another piece of paper, and the word dividend is 

clearly a misconception dreamed up by management. On the 

other hand, the management of a corporation declares that 

the recipient of the stock dividend can take the new stock 

and sell it and still have the same number of shares he 

originally purchased or acquired. 

The nature as to how the corporation accounts for 

the stock dividend leads to the misunderstanding on the 

part of the stockholders as to whether the dividend is in

come to them, a return on their investment, or a financial 

maneuver on the part of the management of the corporation. 

To answer these questions and to bring some degree of con

sistency into the question of the nature of the stock div

idend, one first has to answer the question, "How do 

^ Ibid. 



dividends originate?" This question can only be answered 

in how the owner of stock views his investment in the 

company. 

Stock dividends originate when the board of direc

tors of a corporation decides that the stockholders should 

share in some or all of the earnings that have been re

tained by the corporation. The board of directors has a 

choice between issuing an asset dividend or a stock divi

dend. 

In the accounting equation: assets = liabilities + 

owner's equity; an asset dividend v/ill reduce both the 

assets of the corporation as well as the ovmer's equity in 

the corporation. A stock dividend v/ill not affect the as

sets, liabilities, or the total ov/ner's equity of the cor

poration. 

An examination of the literature shovrs there may be 

many reasons v/hy a board of directors will declare and issue 

a stock dividend. Accounting authorities have recommended 

different accounting treatments for stock dividends. The 

reasons that the board of directors has for issuing a stock 

dividend do not always agree with how the corporation ac

counts for the dividends on their books. 

An answer to reconciling the board of directors' 

purposes and the various accounting treatments that result 

from the stock dividend can be found in an examination of 

why a board of directors will issue a stock dividend. Once 
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the decision is made to issue a stock dividend, the ac

counting treatment for that dividend should be consistent 

with the reason that the board of directors used in de

claring the stock dividend. 

In Chapter II an examination of the several theories 

or approaches to the nature and relationships of the owner

ship of the entity is studied. Chapter III deals with the 

different accounting approaches for a stock dividend. In 

Chapter IV, an examination of the literature reveals the 

different purposes and reasons that a board of directors 

might have in issuing a stock dividend. 

In Chapter V the author made an independent study 

of the effect that stock dividends have made on the market 

price of the stock. The years that were studied were 1963 

through 1967. The study assumed that the lowest market 

price in the year, 1963, was the starting point, and the 

highest market price in the year, 1967, was the stopping 

point. The increases that the market price of the stocks 

made were measured without regard to removing the grow::h 

factor that will be present in a dynamic economy. Chap-

ter V proposes refinements in the current practice of ac

counting for stock dividends. The purposes that management 

uses in issuing a stock dividend are reconciled with the 

accounting treatments that are recommended. 

The conclusion in Chapter VI is a brief review of 

the findings and recommendations of the author. The ansv/er 



to how corporations should account for stock dividends is 

expressed in the conclusion. The appendixes include the 

material that was used in the examination of the effect 

of stock dividends on the market price. 



CHAPTER II 

THE EQUITY METHODS OF ACCOUNTING 

FOR A CORPORATION 

There are several theories or approaches given to 

describe the nature and relationships of the ownership of 

an enterprise. These theories are all relevant under dif

ferent circumstances of organization, economic relation

ships, and accounting objectives. Care should be taken by 

the corporation and its owners to apply tho most logical 

equity theory to the corporation and to use a single theory 

consistently in the same circumstances. These theories are 

theoretical concepts. 

"The fundamental theoretical concepts are broad no

tions relating to the underlying financial structure of the 

firm."l These concepts are concerned with the theoretical 

nature of the accounting entities that operate in a free 

enterprise system. The theories that are concerned with 

the equities are related to a theoretical explanation of 

the equities that are currently recognized by the business 

environment and the manner in which accounting should be 

fundamentally carried out. 

^ Glenn A. Welsch, Charles T. Zlatkovich, and John 
Arch White, Intermediate AccountinjR: (Homewood, 111.: 
Richard D. Irv/in, Inc., 19^3), p. 12.-



There are primarily five theories of accounting for 

equities. They are (1) the proprietary theory; (2) the 

entity theory; (3) the residual equity theory; (4) the en

terprise theory; and (5) the fund theory. 

Each of the several equity theories interprets the 

economic position of the enterprise in a different way and 

thus presents a different emphasis on the method of disclo

sure of the interest of the several equity holders. Each 

theory leads to a different concept of income or different 

methods of disclosing the equity interest in the income of 

the enterprise. For example, stock dividends are considered 

as distributions to the owners under different theories of 

accounting. The valuation of measurements and the concepts 

of income are primarily the result of the way the five the

ories of accounting for equities have been developed. 

The Proprietary Theory 

The proprietary theory emphasizes the following ar

rangement of the accounting equation: assets - liabili

ties = proprietorship. The owners of the business and their 

net worth are central to this theory. When the business is 

organized, this net worth is equal to the investment of the 

owners. The proprietary theory is, therefore, a wealth 

concept. 

Revenues are increases in proprietorship, while ex

penses are decreases in proprietorship. Revenues will 
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increase the owner's net worth, while expenses will decrease 

the owner's net worth. Net income accrues directly to the 

owner and represents an increase in the owner's wealth. 

Assets are assumed to be ovmed by the owners themselves, 

and liabilities are their obligations. Interest on debt 

and corporate income taxes represent expenses of the oimers. 

Asset dividends represent a v/ithdrawal from the net 

worth of the equity. They are not income to the recipient 

biscause the owner's net worth v/as increased v/hen the entity 

earned a net income. Stock dividends represent a transfer 

from one section of net worth to another section of net 

worth. Stock dividends are not income to the stockholders 

who receive them. 

The all-inclusive concept of income is based on the 

proprietary theory because net income includes all items 

affecting the owner's net worth during the period with the 

exception of dividends and capital transactions. The pro

prietary theory does not dictate how the net income will 

be computed; it only emphasizes the nature of the change.in 

the oivner's net worth and its classification on the balance 

sheet. 

Although the proprietary theory is implied in many 

corporate accounting practices, it is most easily adaptable 

to the single proprietorship or common law partnership be

cause of the personal relationship between the management 

of the entity and the ovmers. 
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The balance sheet receives the primary emphasis un

der the proprietary theory with all of the accounting ef

forts being directed to the measurement of assets, 

liabilities, and the owner's net worth. 

The Entity Theorv 

The entity theory emphasizes the following arrange

ment of the accounting equation: assets = liabilities + 

proprietorship. The entity theory dictates that the enter

prise be an institution in its own right, separate and 

apart from the parties who furnish the funds. The corpora

tion, the partnership, the sole proprietorship, and other 

companies are all institutions who have profit as a motive 

for existence. The primary goal of accounting is the meas

urement of this profit. 

Income that is earned by the entity is the property 

of the entity, not the owner's income. Expenses are allo

cations of net income. Assets are assumed to be ovmed by 

the entity, while liabilities are the obligations of the 

entity. Interest on debt, the payment of dividends to pre

ferred stockholders, and the corporate income tax are ex

penses of the entity. These expenses are an allocation of 

net income. Retained earnings belong to the corporation. 

Net income will increase the corporation's retained earn

ings . 
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Asset dividends are viexved as income to both the 

preferred and common stockholders. The asset dividend will 

increase the net worth of the recipient because it gives 

the stockholder something he did not have before the asset 

dividend was issued. A stock dividend would be considered 

as income to the recipient because the stock dividend 

transfers part of the corporation's retained earnings to a 

part of the ovmer's equity section. 

The entity theory recognizes the current operating 

concept of income. Income is that amount that is left on 

the income statement after all allocations have been made. 

Extraordinary items affect only the common stockholder's 

retained earnings. The entity theory is an income-centered 

approach to accounting for equities. Allocations of profit 

are made to all but the common stockholder. 

The entity theory is applicable to the corporation, 

although it may be adapted to the sole proprietorship or 

the common law partnership. 

The income statement is the primary statement empha

sized by the entity theory. The measurement of income and 

the allocation of that income is the primary concern of the 

accountant in accounting by the entity theory. 

The Residual Equity Theory 

The residual equity theory falls between the propri

etary and the entity theories. The residual equity theory 
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emphasizes the following equation: assets - (claims of 

creditors + equities of preferred stockholders) - residual 

equity. All corporate investors except common stockholders 

are thought of as outsiders. The common stockholders are 

the only parties who have an equity in the entity. The 

residual equity theory was developed from the analysis of 

future cash flows of an organization. 

The residual equity of an enterprise is the equitable 

interest in an organization's assets which will absorb the 

effect upon those assets of any economic event that no in

terested party has specifically agreed to absorb. The 

equity holders who absorb the favorable effect of a trans

action, such as a sale of assets, are the residual equity 

holders. By contrast, purchases of goods and services on 

credit, pajnnents for goods and services, borrowing, and re

paying loans all have an effect upon the firm's assets 

which some equity holder has agreed to absorb; and those 

equity holders are not the residual equity holders. 

Revenue and expenses are a part of the corporation's 

equity. Net income accrues to the residual equity holders. 

The retained earnings of an enterprise belong to the resid

ual equity holders. The assets minus the restrictions on 

those assets belong to the residual equity holders. The 

preferred stockholder would have a restriction on assets 

because of his preferred treatment in case of liquidation. 



Dividends to preferred stockholders would be a cost 

of the business. Cash dividends to the common stockholders 

would be income to them, but the dividends should not be a 

cost to the corporation. A stock dividend would not be 

considered income to the common stockholders. The stock 

dividend would be a transfer from one portion of the re

sidual equity to another portion of residual equity. 

Every accounting entity must have some equity that 

bears the effects of changes in total assets that cannot be 

assigned to any specific equity. 

When measuring events, the accountant is often more 

concerned about the effect of the measurement upon the re

sidual equity than the effects upon the assets or specific 

equity balance. It is now a common practice to furnish an 

analysis of the retained earnings statement along with the 

income statement and balance sheet. This analysis is an 

indication of the importance of the residual equity since 

the retained earnings statement deals entirely with it. 

The residual equity theoiT" uses the current opej'ating 

concept of income. Extraordinary items are viewed as in

creases and decreases in the residual equity. The residual 

equity is a completely dependent figure, a difference. Its 

measurement must be approached through assets and specific 

equities. 
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The Enterprise Theory 

The enterprise theory is "for those corporations 

that are listed on the stock exchange and subjected to con

siderable control by govermnent."^ In the enterprise the

ory, the enterprise is conceived as a decision-making center 

for the people who are participants; however, their contacts 

with it as an organization affect, in one way or another, 

the stockholders, the employees, the creditors, the custom

ers, and various "public" governmental agencies. 

The entity theory defines the enterprise as an in

stitution in its own right. Accounting authorities are be

ginning to agree that the concept of the enterprise as an 

institution calls for a theoretical framework considerably 

broader than that of a corporate personality. The frame

work should be broader because the enterprise theory tries 

to discover the role of the firm in society v̂ hile the entity 

concept isolates the firm as a self-contained abstraction 

existing apart from the rest of the community. 

Management has become the custodian of the enter

prise objectives of survival and growth instead of merely 

representing the stockholders. Under the enterprise theory 

the firm continues as an organization no matter what changes 

may occur in the corpus of the participants. An enterprise 

has meaning as long as it has an organization objective or 

^ Arthur N. Long, "Some Basic Concepts of Accounting 
and Their Implications," Accounting Reviev; XXXIX (July, 
1964), p. 564. 
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purpose, and this meaning cannot exist apart from the so

ciety of which it is a part. 

As the enterprise is studied, it is apparent that 

many decisions are made in which the interests of the stock

holders are not considered. Usually these decisions look 

forward to the growth and preservation of the enterprise as 

an organization. An example of this growth and preservation 

of the enterprise is the stock dividend, v/hich is to pre

serve the liquidity of the enterprise in order to maintain 

a working capital position instead of to benefit stock

holders. The stock dividend would be considered income to 

the stockholder. 

Dedication of the organization objectives requires 

that members of the policy-forming group be undivided in 

their loyalties. Thus, the broad form of the enterprise 

theory may be thought of as a social theory of accounting. 

The most relevant concept of income in this broad 

social-responsibility concept of the enterprise is the 

value-added concept. The total value added by the enter

prise is the market value of the goods and services pro

duced by the firm less the value of the goods and services 

acquired by transfer from other firms. Value-added income 

includes all payments to stockholders in the form of divi

dends, interest to creditors, wages and salaries to em

ployees, taxes to governmental units, depreciation, and 

earnings retained in the business. The costs of anticipated 
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growth are thought of as representing expenses required 

before profit can be computed. All groups will benefit if 

the growth provides additional value added to assets. 

The Fund Theorv 

The fund theory is based on the equation: assets = 

restrictions on assets. The center of accounting focus is 

defined in terms of a group of assets and the uses to v/hich 

those assets are committed. The fund theory is asset cen

tered. 

William J. Vatter has developed the fund theory.3 

The income concept is not the central concept in financial 

reporting under the fund theory. The analyses of the oper

ations of the fund are presented more clearly in the funds 

statement. An income statement is just a statistical sum

mary of the funds provided from operations. The fund the

ory is neutral to the interest of all groups, and all 

interested parties can find the information they want in 

the financial statements. 

Under the fund theory the assets are viewed as a 

"fund," and the employment of these assets in terms of ac

tivities or purposes is fundamental. The right side of 

the balance sheet reports a series of restrictions against 

^ William J. Vatter, The Fund Theory of Accoimtin^ 
and Its Implications for Financial Reports 1 Chi cage: The 
University of Chicago Press, 1947), pp. 1-^5. 
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those assets, both legal and economic. The management and 

appropriate use of those assets is the principal motiva

tion in the managerial employment of the funds. Liabili

ties are restrictions against the funds in that they must 

be paid from the fund of assets. 

Asset or stock dividends are not applicable to the 

fund theory. A dividend would be a distribution from the 

fund of assets and, therefore, v/ould be considered a re

striction of assets. A stock dividend would have no place 

in the fund theory since the fund theory is concerned only 

with the application of assets. 

The fund theory is most applicable to governmental 

units and nonprofit institutions. Some portions of the 

fund theory are applied by corporations. The use of the 

fund theory is evident in the sinking fund in financial re

ports, accounting for estates and trusts, and the prepara

tion of consolidated statements. The fund theory is also 

useful in distinguishing betv/een current and fixed assets 

and equities. 

The invested capital must be maintained intact unless 

specific authority has been obtained for a partial or com

plete liquidation. Even partial liquidation of invested 

capital, however, requires full disclosure. Appropriations 

of retained earnings also represent restrictions, a resid

ual overall restriction in that the assets be used for the 

purposes for which they are devoted. All equities, therefore. 
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represent restrictions imposed by legal, contractual, man

agerial, financial, or equitable considerations. The major 

financial statements are statistical summaries of the 

sources and dispositions of funds. An income statement is 

a description of the funds provided from operations. The 

major financial statement is the source and application of 

funds statement. 

Summary 

Each theory, the proprietary, the entity, the resid

ual equity, the enterprise, and the fund theory, embraces 

differently the economic position of the enterprise and ad

vocates a different method of disclosure of the several 

equity holders' interests. Each method recognizes income 

differently. Each method treats the distribution of a 

stock dividend differently. 

Before deciding v/hich theory is correct, the reader 

of the financial statements should analyze the source and 

nature of the equity position of the company with which he 

is dealing. Each of the theories discussed above is appli

cable to a different accounting entity. The proprietary 

theory lends itself to the sole-proprietorship and the part

nership. The entity theory lends itself to the medium-sized 

corporation. The residual equity theory may be applied to 

either the sole-proprietorship, the partnership, or the 

small to mediiim-sized corporation. The enterprise theory 
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is applicable only to a few giant corporations. The fund 

theory is most applicable to governmental and non-profit 

organizations. The fundamental theoretical concepts are 

broad notions relating to the underlying financial struc

ture of the firm. These concepts are concerned with the 

theoretical nature of the accounting entities that operate 

in a free economy characterized by private ownership of 

property. 

This ownership of property may be dealt v/ith in any 

of the five accounting theories. The reader of the state

ments must first decide upon his equity and purpose in the 

statements he is analyzing. 



CHAPTER III 

THE ACCOUNTING TREATMENT FOR STOCK DIVIDENDS 

When a corporation decides to issue a stock dividend, 

it must decide upon what amount of retained earnings should 

be transferred to the contributed capital section of the 

balance sheet. There are three amounts often mentioned 

that should be capitalized. These amounts are (1) the fair-

market value of the stock being issued; (2) the legal or 

stated value of the stock being issued; and (3) the legal 

or stated value of the stock being issued, plus any con

tributed capital associated with that stock. Each method 

would produce a different amount to be transferred from re

tained earnings. 

Fair-Market Value Approach 

When a corporation decides to distribute a dividend 

to its stockholders, it has the choice of distributing 

either an asset dividend, such as cash, or a stock dividend. 

If the corporation decides to distribute a cash dividend, 

there is no question of what amount must be charged to re

tained earnings. The actual amount of cash that the cor

poration allots to the stockholders is the amount with 

which retained earnings will be charged. If this condition 

is true of a cash dividend, then it should follow that it 

20 
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would also be true of a stock dividend if all dividends 

are to be treated equally. Consistency should be applied 

to all dividends. 

In a cash dividend situation, retained earnings 

would be charged with the actual amount of consideration 

given up by the corporation. This condition is also true 

in a situation involving a stock dividend. The question 

should be asked, "What is the consideration given up by the 

corporation?" 

The American Institute of Certified Public Account

ants is of the opinion that a stock dividend of 20 to 25 

per cent or lower will not lower the market price of the 

stock being issued.^ The recipients of the stock divi

dend will not have the market price of their stock de

cline if a 20 to 25 per cent or lower stock dividend is 

paid to them. 

When a corporation distributes a stock dividend, it 

has decided to capitalize part of its retained earnings. 

What is the value of the stock being given as a dividend? 

Since a stock dividend is one that will not affect the mar

ket value of the stock, the corporation could go to the 

funds market and sell this same stock for cash. It could 

^ American Institute of Certified Public Accoimtants, 
Accounting Research and Terminology Bulletins (New York: 
American Institute of Certified Public Accountants, 1961), 
pp. 49-54. 
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then give its stockholders cash instead of the stock. Î any 

proponents of the market value approach to stock dividends 

view a stock dividend as a declaration of a cash dividend 

with an immediate reinvestment of the cash into stock being 

distributed by the recipients of the dividend. 

If the corporation went ahead and gave the stock to 

its stockholders, the stockholders could then sell this 

stock in the open market without having the market price 

decline. Regardless of who sells the stock, the corpora

tion or the stockholder, the cash that could be realized 

would be the same. The cash value of the stock dividend is 

the market price of the stock being issued as a stock divi

dend. 

The consideration being distributed by the corpora

tion is the market value of the stock on the date of decla

ration by the board of directors. This market value is the 

amount that should be charged to retained earnings and 

should, therefore, be capitalized. The corporation, by de

claring a stock dividend, has given up the right to go into 

the open market and gain funds from the sale of this stock. 

The stockholder has benefited by the amount of the market 

value of the stock he has received as a stock dividend. 

In recording stock dividend transactions, a portion 

is transferred to legal or stated value; the excess is 

classified as contributed capital. The excess of market 

value over legal or stated capital would become contributed 
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or other capital. If the market value of the stock being 

given as a dividend is less than legal or stated value, 

retained earnings must be charged with the legal or stated 

value of the stock, regardless of the market value. 

If a corporation were to utilize the market value 

approach, its stockholders' equity section might appear as 

follows: 

Before Stock Dividend 

XYZ Corporation 
Stockholders' Equity Section 

December 31, 1967 

Common stock, $10 par value, authorized 
1,000,000 shares, issued and out
standing 100,000 shares $1,000,000 

Capital contributed by stockholders in 
excess of the par va3.ue of their 
shares 500,000 

Total contributed capital $1,500,000 
Unallocated retained earnings 2,500,000 

Total contributed and retained earnings $4,000,GO'S" 

If the board of directors of the XYZ Corporation decided to 

declare and issue a 10 per cent stock dividend to its com

mon stockholders and the market price of the XYZ Corpora

tion's common stock was $1^.00 per share, the XYZ Corpo

ration would have to capitalize $1^0,000 of its retained 

earnings. The common stockholders would receive 10,000 

shares of common stock as a stock dividend. The market 

value of the shares the common stockholders would receive 

would be $180,000, the amount that the XYZ Corporation 
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capitalized. The stockholders' equity section of the XYZ 

Corporation would appear after the stock dividend as fol

lows: 

After Stock Dividend 

XYZ Corporation 
Stockholders' Equity Section 

December 31, 1967 

Common stock, $10 par value, authorized 
1,000,000 shares, issued and out
standing 110,000 shares $1,100,000 

Capital contributed by stockholders in 
excess of the par value of their 
shares 5^0,000 

Total contributed capital $1,680,000 
Unallocated retained earnings 2,320,000 

Total contributed and retained earnings ^47000,000 

It can be clearly seen that the excess of the market 

price was conceived to be other contributed capital. The 

retained earnings have been fully charged with the full 

market value of the stock being given to the stockholders. 

Legal or Stated Value Approach 

Stock dividends represent merely a transfer from one 

section of proprietorship to another; they do not represent 

income to the stockholders. It was ruled in the Eisner v. 

Macomber case that stock dividends were not income imder 

the Sixteenth Amendment. This decision was based on the 

definition of income. This definition of income was derived 

from the following excerpt: 
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Certainly the interest of the stockholder is a 
capital interest, and his certificates of stock are 
but the evidence of it. They state the number of 
shares to which he is entitled and indicate their 
par value and how the stock may be transferred. 
They shov/ that he or his assignors, imjnediate or 
remote, have contributed capital to the enterprise, 
that he is entitled to have the property and busi
ness of the company devoted during the corporate 
existence to attainment of the common objects, en
titled to vote at stockholders' meetings, to receive 
dividends out of the corporation's profits if and 
when declared, and, in the event of liquidation, to 
receive a proportionate share of the net assets, if 
any, remaining after paying creditors. Short of 
liquidation, or until a dividend is declared, he has 
no right to withdraw any part of either capital or 
profits from the common enterprise; on the contrary, 
his interest pertains not to any part, divisible or 
indivisible, but to the entire assets, business, and 
affairs of the company. Nor is it the interest of 
an owner in the assets themselves, since the corpo
ration has full title, legal and equitable, to the 
whole. The stockholder has tho right to have the 
assets employed in the enterprise, with the inci
dental rights mentioned; but, as stockholder, he 
has no right to withdraw, only the right to per
sist, subject to the risk of the enterprise, and 
looking only to dividends for his return.2 

Using this excerpt as a basis for the definition of income, 

the court ruled that the receipt of a stock dividend was 

not to be considered income under the 1916 Revenue Act. 

The court made the following ruling: 

Conceding that the mere issue of a stock divi
dend makes the recipient no richer than before, the 
government nevertheless contends that the new cer
tificates measure the extent to which the gains 
accumulated by the corporation have made him richer. 
There are two insuperable difficulties with this: 
In the first place, it would depend upon how long 

Eisner v. Macomber, 252 U.S. 208 (1920). 
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he had .held the stock whether he had been enriched 
by the operations of the company; unless he had 
held \t throughout such operations, the measure 
would not hold true. Secondly, and more important 
for present purposes, enrichment through increase 
in value of capital investment is not income in 
any proper meaning of the term.3 

Since stock dividends are not income to the stockholder, 

the accountant should not try to mislead the public by 

capitalizing the market value of the stock being issued. 

There are two assumptions that Richard M. Sussman 

made in his book The Stock Dividend.^ These assumptions 

are made when the fair-market value approach is taken. 

First, it is assumed that by the issuance of a stock divi

dend, the market price of the stock will not be affected. 

Secondly, it is assumed that in order to avoid conveying 

a misleading impression, the board of directors is respon

sible for executing transactions in the manner in which the 

owners think they are being executed.5 

It seems illogical to state that stock dividends are 

not income, and yet account for them as if they were in

come. When the market value of the stock is higher than 

the par value of the stock, and if the fair-market value 

approach is followed, the corporation will restrict the 

3 Ibid., at 214, 215. 

^ Richard M. Sussman, The Stock Dividend (Ann Arbor, 
Michigan: The University of Michigan), p. 34. 

Ihld., loc. cit. 
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payment of dividends by the excess of the market value over 

the par value. It would be a more logical approach to 

capitalize par or stated value of the stock being issued 

since it is not income to the stockholder. Thus, the ex

cess of fair-market value over par value would remain in 

unallocated retained earnings. The amount that would re

main in unallocated retained earnings could then be used 

to pay future cash dividends. 

The advocates of the legal or stated value approach 

of accounting for stock dividends base their argument as a 

negative opinion of the fair-market value approach. These 

advocates say that the fair-market value approach is wrong 

and that capitalizing of legal or stated value would be a 

more appropriate approach to the problem, in view of the 

fact that stock dividends are not considered income to the 

recipient. 

Most states require that legal capital be the mini

mum amount that can be transferred from retained earnings. 

By capitalizing legal or stated value, the corporation 

would leave the remaining retained earnings free to be used 

as a cash dividend sometime in the future. By capitalizing 

legal or stated value the misconception that stock dividends 

represent income to the stockholder rather than just more 

shares of stock in the same stockholders' equity is elimi

nated. The other contributed capital of the corporation 

would not be affected by the declaration of a stock dividend 
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Using the same facts of the example that were used 

for the fair-market value approach, the stockholders' 

equity section of the XYZ Corporation would appear as 

follows: 

After Stock Dividend 

XYZ Corporation 
Stockholders' Equity Section 

December 31, 1967 

Common stock, $10 par value, authorized 
1,000,000 shares, issued and out
standing 110,000 shares $1,100,000 

Capital contributed by stockholders in 
excess of the par value of their 
shares 500,000 

Total contributed capital $1,600,000 
Unallocated retained earnings 2^400,000 

Total contributed and retained earnings $4,000,000 

It can be seen that the issuance of the 10 per cent 

stock dividend did not affect the other contributed capital 

account of the corporation, and it left $2,400,000 in re

tained earnings that could be used for a future dividend. 

Legal Value Plus Other Contributed 
Capital Approach 

While the fair-market value approach is advantageous 

to the creditor's position, the legal or stated value ap

proach is advantageous to the stockholder's position. By 

capitalizing more retained earnings, as in the fair-market 

value approach, the creditors are protected by the restric

tion of retained earnings, which are capitalized. By the 
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use of the legal or stated value approach, less retained 

earnings ere capitalized and, therefore, left unallocated 

so they may be used in the payment of cash dividends some

time in the future. At one extreme the company capitalizes 

the total market value of the stock. At the other extreme 

the company capitalizes only the par or stated value of 

the stock being given as a dividend. 

The legal value plus other contributed capital ap

proach is a compromise between the two extremes. Because 

of the stockholders' immunity from personal liability for 

corporate obligations, the amount of the corporate net 

worth is divided into two parts, legal or stated capital 

and capital surplus. Thomas York in his article, "Stock 

Dividends From the Viewpoint of the Declaring Corporation," 

states that legal or stated capital serves the purpose as 

to increase the aggregate amount in which the corporation's 

assets may not be reduced by a dividend distribution.6 

Capital surplus may or may not be used as a source of divi

dends, depending upon the state laws. In most states, 

dividends may not be paid from capital surplus; therefore, 

capital surplus also serves as a restriction on the asset 

distributions. 

^ Thomas York, "Stock Dividends From the Viewpoint 
of the Declaring Corporation," Accounting Revievf XVI 
(Inarch, 1941), p. 17. 
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"Actions by the board of directors should not be 

permitted to alter permanent capital assignable to shares 
•7 

outstanding." By recognizing market value, the corpora-

tion reflects in permanent capital accounts the erratic and 

unpredictable forces at play in the securities market. On 

the other hand, the capitalizing of legal or stated value 

leads to merely a small token of retained earnings retained 

as permanent capital, and this action may be looked upon as 

a move by the board of directors to take away some of the 

protection offered creditors by the capitalizing of re

tained earnings into capital surplus. 

As it has been stated before, stock dividends are 

not to be considered as income by the recipient. When the 

market value approach is used by the corporation, the cor

poration is declaring that an amount of retained income 

equal to the market value of the stock is being distributed 

to the stockholders. Since this distribution is not income 

to the stockholders, market value should not be used. By 

capitalizing an amount equal to the average capital stock 

and capital surplus per share of the old stock, creditors 

are protected by the amount that is applied to the capital 

surplus. Below, it is shown hovi this approach would be ap

plied to the example used in the fair-market value approach 

7 Robert V. Hunter, "Charge Stock Dividends at Par, 
Not Market: A Dissent From A.R.B. No. 11," Journal of Ac
countancy (May, 1953), p. 544. 
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and the legal or stated volue approach. 

After Stock Dividend 

XYZ Corporation 
Stockholders' Equity Section 

December 31, 1967 

Common stock, $10 par value, authorized 
1,000,000 shares, issued and out
standing 110,000 shares $1,100,000 

Capital contributed by stockholders in 
excess of the par value of their 
shares 550,000 

Total contributed capital $1,650,000 
Unallocated retained earnings 2,350.000 

Total contributed and retained earnings $4,000,000 

When the fair-market value approach is utilized, 

creditors are protected by an additional $80,000, which was 

credited to capital contributed by stockholders in excess 

of the par value of thoir shares. When the legal or stated 
» 

value approach is used, the stockholder may be benefited 

by having the $80,000 left in retained earnings. This 

$80,000 could be used sometime in the future by the board 

of directors to declare an asset dividend. 

The use of the legal value plus other contributed 

capital approach has given the creditors an additional 

$50,000 of protection and has left $30,000 in retained 

earnings to be used for possible asset dividends by the 

board of directors Tor th^ benefit of the stockholders. 

As the average capital stock and capital surplus changes 

away from the market value of tho stock, the differences 

\. 
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become more apparent. If the market price of tho stock 

had been $60.00 per share instead of $18.00, tho use of 

the fair-market value approach would have produced a 

$500,000 credit to capital surplus. Utilizing tho legal 

value plus other contributed capital approach, capital sur

plus would have been credited for $50,000, thus leaving 

$450,000 in retained earnings. 

As it can be clearly seen, the legal value plus 

other contributed capital approach is a comproviiGe between 

the fair-market value approach and the legal oi- stated val

ue approach. It is an effort to satisfy both the creditors 

and the stockholders. 

Revaluation Surplus Approach 

Some authors are of the opinion that stock dividends 

should be charged against the source of such dividends. 

"One reason for the declaration of a stock dividend is that 
i 

a part of retained earnings have become an element in the I 

permanent financial structure of the corporation."'' A re

valuation surplus is created when the assets of the corpo

ration have risen to a significant amount abov? the 

historical cost of those assets. Although this practice^is 

not condoned by the American Institute of Certified Public 

^ Ibid., p. 543. 
X 

\ 
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Accountants,9 some companies have followed this practice 

in the past. When this practice has been used, perhaps the 

issuance of a stock dividend by the board of directors is 

to give the stockholders some evidence of the appreciation 

of their assets. The assets have risen to an amount equal 

to the stock dividend. 

The normal practice in the revaluation of assets is 

that depreciation is taken on the appreciation of the assets 

and charged against income of the current year. Then an 

amount equal to the depreciation taken on the appreciation 

is taken from revaluation surplus and credited to retained 

earnings. This transaction is an attempt on the part of 

management and the accountant to disclose to the readers of 

the financial statements that income was charged with the ' 

depreciation that would have been used had the assets been 

valued at replacement cost at the time of the statements. 

This charge against income is then credited to retained 
j 

earnings from revaluation surplus. • I 

Revaluation surplus results from (1) the recognition 

of adjustments of errors in capitalizing asset's life and 

adjustments for maintenance, and (2) adjustments to recog

nize reproduction or replacement values of affected assets. 

9 Accounting Principles Board, Opinions of the Ac^ 
counting Principles Board: Number 6 (New York: Americaifi 
Institute of Certified Public Accountants, I965), p. 42. 
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The view held by authors of this approach is that a 

stock dividend is, in reality, a distribution of the cor

porate assets in the form of past or present income. The 

gain that results from the appreciation of assets is really 

income to the corporation. If stock dividends are charged 

against the revaluation surplus, the corporation is dis

tributing part of its earnings to the stockholders. The 

following example v/ill show how the revaluation approach 

would operate. 

Before Stock Dividend 

XYZ Corporation 
Stockholders' Equity Section 

December 31, 1967 

Common stock, $10 par value, authorized 
1,000,000 shares, issued and out
standing 100,000 $1,000,000 

Capital contributed by stockholders in 
excess of the par value of their 
shares 500,000 

Total contributed capital $1,500,000 
Unallocated retained earnings 1,500,000 

Total contributed and retained earnings $3,000,000 
Revaluation Surplus 1,000,000 

Total stockholders' equity $4,000,000 

After Stock Dividend 
/ 

XYZ Corporation 
Stockholders' Equity Section 

December 31, 1967 

Common stock, $10 par value, authorized 
1,000,000 shares, issued and out- ' 
standing 110,000 $l,100,o6o 

Capital contributed by stockholders in 
excess of the par value of their 
shares 580,Q6O 

\ 
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After Stock Dividend (continued) 

TT -.n Total contributed capital $1,680,000 
Unallocated retained earnings 1,500,000 

Total contributed and retained earnings $3 180 000 
Revaluation Surplus ,. 820,000 

Total stockholders' equity !!! $4,000*000 

This approach is similar to the legal value plus 

other contributed capital approach except that the dividend 

is charged against revaluation surplus instead of retained 

earnings. If this method were to be consistently applied, 

the amount of the stock dividend should equal the amount 

that would be transferred to unrestricted retained earnings 

from revaluation surplus. This amount would be equal to 

the depreciation taken on the appreciation of the assets 

had they been stated at replacement cost and the depreci

ation charged against current income. 

Summary 

Four approaches to accounting for stock dividends I 
I 

have been given. Each of the four approaches has a differ

ent amount that will bo capitalized. The fair-market ap

proach capitalizes an amount that is equal to the market 

value of the stock being issued as a dividend. The legal 

or stated value approach capitalizes an amount that is 

equal to the par value of the stock being issued as a divi-

dend. The legal value LJIUS other contributed capital ap

proach capitalizes an amount that is equal to the average 

\ 
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paid-in capital. The revaluation surplus approach capi

talizes an amount from the revaluation surplus. 

Little has been stated in regard to the purposes of 

stock dividends. W. A. Paton states, "The principal legit

imate reason for the issue of the stock dividend is found 

in the desire on the part of the board of directors to in

sure the permanent retention of profits in the business."^^ 

Once surplus has been capitalized, it cannot legally be 

absorbed through dividend appropriations. The stock divi

dend itself does not produce growth in a company, but it 

may be a decision by the board of directors to pursue a 

policy to permit profits to accumulate. By allowing these 

profits to accumulate and by not declaring an asset divi

dend, the enterprise will grov;, provided there is a profit 
1 
i 

to the company. 

An examination of the literature shows that there 

appears to be more reasons for declaring a stock dividend 

than just to retain profits in the business. Chapter IV 

will examine the other reasons that a board of directors 

may use in declaring a stock dividend. 

1^ Herbert F. Tar̂ gart, Paton on Accounting: Selected 
Writings of W. A. P/>tonMAnn Arbor, Michigan: The Universi-
ty of Michigan, 1964T, p. 148. 



CHAPTER IV 

MANAGEMENT'S PURPOSE FOR A STOCK DIVIDEND 

In an article by Robert Sheehan in Fortune, execu

tives of ten major corporations made statements concerning 

stock dividends.-^ These statements are 

Gulf Oil Company - To pay out cash dividends on 
which shareholders must pay tax and then attempt 
to retrieve the cash through a stock sale does not 
seem desirable as retaining earnings through stock 
dividends . . . It is less expensive to raise money 
by the use of stock dividends. 

Continental Can Company - It may be cheaper to pay 
cash dividends and borrow money for capital needs. 
If you pay stock dividends and then go to a higher 
dividend rate, it may cost more than debenture j 
money. 

• Eastman Kodak - The stock dividends give tangible , 
recognition of the shareholder's increased invest- \ 
ment in the business. 

General Dynamics - We had a 5 per cent stock divi
dend in 1951. Small stockholders found it trouble
some. Investment trust didn't like it* 

Lockheed Aircraft - They keep cash for the company 
and don't require the stockholders to part with tax 
money. Stock dividends serve well as 'extras'. 

Douglas Aircraft - It's better and cleaner for a 
company to pay its stockho3-ders in cash. After 
you've had a few stock dividends, the investor 
doesn't know where he is. He needs an accountant. 

Dow Chemical Company - We believe a stock dividend 
is only a dividend v/hen it can be capitalized from 

1 Robert Sheehan, "The Big Payout," Fortune (Novem
ber, 1956), p. 238. 
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current earnings and does not serve to reduce the 
market value of outstanding shares. 

Detroit Edison - We had a 10 per cent stock divi-
/ dend in 1947. The stock went down about 10 per 

cent, which was.only right and proper, but we were ' 
blue in the face explaining it to our employee 
stockholders. They just didn't understand it. 

Armco Steel - It's a way of holding cash and giving 
the stockholder a piece of paper he could sell if 
he wanted money. 

Du Pont - It doesn't give the stockholder a thing 
he hasn't got already.2 

One can readily observe from the above statements that dif-

ferent corporate executives do not agree on the uses and 

purposes of stock dividends. The board of directors has 

the responsibility of declaring all dividends of a corpo

ration. It is apparent that before the board of directors 

declares a stock dividend, there must be a reason for de

claring a stock dividend. Upon establishing a reason for 

a stock dividend, the board of directors should make this 

reason known to the stockholders. 

The major element that the board of directors should 

take into consideration before deciding to issue a stock 

dividend is the corporation's dividend policy. The divi

dend policies of corporations differ from industry to in

dustry. The utility industry has a much higher pay-out 

ratio than does the electronic industry. 

^ Ibid., p. 239. 

y 
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Co_rporatr' Dividend Policy 

The power to declare dividends rests in all cases 

with the board of directors. As long as the board of di

rectors is acting in good faith, there is no way to force 

a dividend by legal actions. The board of directors is 

responsible for all dividend policies of the corporation. 

There are few, if any, corporations that can assure 

their stockholders that the corporation can earn a given 

income from year to year. It is because of the inability 

of the corporation to assure the stockholders that the 

corporation will earn a given income that few corporations 

inform their stockholders of their dividend policy. | 

Some corporations are noted for their high dividend 
i 

pay-out ratio. Stockholders in these high pay-out ratio 

corporations usually depend on a stable dividend from their 

investment. 

If the stockholders and the general public have the 

knowledge of the company's dividend policy, this knowledge 

may lead to a great deal of trouble for the company. If 

the corporation ever feels the need to reduce the dividend 

policy or to miss the payment of one or more dividends, the 

stockholders may lose faith in the company's ability to earn 

a profit in the future. 

A corporate financial structure depends a great deal 

on the market price of the corporation's stock. A sharp 
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decline in the market price might cause the financial 

structure of the corporation to be endangered for future 

acquisition of funds in the market. It is probably a good 

idea not to notify the stockholders of the corporate divi

dend policy. On the other hand, the corporate board of 

directors should have an informal dividend policy that they 

try to observe. This informal policy could permit the re

tention of some earnings that ordinarily would not be re

tained. If the stockholders had the knowledge that the 

corporation had excess retained earnings, they might demand 

an additional cash dividend. 

Before a corporation can set an informal dividend 

policy, it must look into the earnings that need to be re

tained in the business. John A. Brittain has done an ex

tensive study of dividend policy.^ Mr. Brittain states 

that advocates of large corporate retention of earnings 

have stressed three points. "First, it is argued that 

greater saving leads to greater investment (and growth) 

than would take place if dividends were paid and capital 

raised externally."^ Stockholders would have to pay a tax 

on cash dividends, v/hich v/ould give the stockholder less to 

reinvest in other securities. The corporation could invest 

^ John A. Brittain, Corporate Dividend Policy (Wash
ington, D.C.: The Brooking Institution, 19667^ 

^ Ibid., p. 208. 

\ 
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the funds for their stockholders and save the tax the stock-

holders would have to pay. 

"A second claim made for high corporate saving is 

that it may serve as an anti-inflationary weapon."5 It is 

more likely that corporations will accumulate idle funds 

than the individual stockholder. If this idea is true, the 

higher retention of corporate earnings would cut the in

flationary spending of the stockholder. The stockholders 

would have less money to spend and, therefore, this reten

tion would be one means of reducing the inflationary spiral 

of prices and wages. 

"A third and related point is that an increase in 

corporate saving promotes income equality by reducing in

comes of the wealthy, who receive the bulk of all divi

dends. "6 This point is based on the assumption that the 

growth that is provided by the retention of the earnings 

will not lead to equivalent after-tax capital gains for in

dividual stockholders. 

The advocates of a high pay-out ratio also have 

three main points that they stress. "First, this policy

making for high dividends prevents avoidance of the indi

vidual income tax and enhances government revenues."' The 

5 Ibid. 

^ Ibid., p. 209. 

^ Ibid. 
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corporate saving would ultimately lead to capital gains, 

which are taxes at a relatively low rate. A larger divi

dend policy would permit the dividends to be taxed at a 

higher rate. This policy would promote after-tax equality. 

"The second main objection to high corporate saving 

is that it promotes the concentration from new or small 

firms which may have more difficulty in raising capital."^ 

When large corporations fail to pay out a large part of 

their earnings in dividends, small and new firms have a 

difficult time in raising additional capital for investment. 

This difficulty is caused by the lower supply of money that 

is in circulation because of the large corporate retention. 

"The third and related point made by advocates of 

the undistributed profits tax is that corporate saving en

ables entrenched firms to avoid submitting their projects 

to the test of the capital market which may lead to inef

ficient allocation of investment."9 In a free society, 

funds tend to seek out the most profitable investments. 

If these funds are prohibited from the market by the cor

porate retention, it will lead to waste on the part of the 

large corporations. 

To sum up, intense growth advocates are likely to 

favor a large retention of earnings as a stimulus to 

^ Ibid., p. 210. 

9 Ibid. 
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investment. Those oppor.od to the high retention of earn

ings favor a high dividend policy because it checks the 

concentration of economic power. The choice between these 

two extremes entails both a value judgment and a careful 

evaluation on the part of the board of directors of a cor

poration. The main point is that once the choice is made 

between the two alternatives, the alternative that is chosen 

should be consistently applied. Stock dividends is one 

method in which both retention of earnings and large divi

dends can be applied. 

Reasons for Stock Dividends 

There are many reasons why a board of directors may 

declare a-stock dividend. These reasons are infrequently 

reported to the stockholder. The reasons most often found 

in examinations of the literature for the issuance of a 

stock dividend are 

1. To conserve assets such as cash 

2. To plow earnings back into the business 

3. To lower the market price of the stock and 
to increase the base of ownership 

4. To give the stockholder an "extra" dividend 
on top of the cash dividend 

5. To allow the stockholders to take advantage 
of the capital gains tax rate 

6. To reduce the earnings per share of the 
company 
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7. To placate shareholders who are not receiving 
a cash dividend 

8. To increase the apparent investment and sacri
fice of the stockholder so as to permit a 
larger aggregate cash dividend without in
creasing the rate of dividend with respect 
to formal capitalization 

These reasons vary from intent on the part of the board of 

directors to the purpose they hope to achieve by the issu

ance of the stock dividend. 

Before it can be derived how the accountant should 

account for the stock dividend, an examination of the pur

poses given by the board of directors for a stock dividend 

must be made. 

The Conservation of Cash 

When the board of directors decides that they need 

to conserve the working capital position by restricting the 

payment of cash dividends, their decision should look to the 

future. They should decide whether or not the restriction 

on the working capital position should be permanent or only, 

temporary. If the need is to be only temporary, this fact 

should be communicated to the stockholders. If the need is 

to be permanent, this fact should also be communicated to 
1 

the stockholders. 

As long as there is a profit to the enterprise, tne 

enterprise will continue to grow if assets are conserved 

by issuing a stock dividend. If no dividends are issued'. 

\ 
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the enterprise would rrow at exactly the same rate of 

growth had stock dividends been issued. 

The only time stock dividends will conserve cash is 

when they are issued in place of a cash dividend, which is 

only a short-term conservation of cash. If the company con

tinues to pay the same cash dividend, the cash outflow will 

increase in future years because of the increase in the num

ber of shares outstanding. It would seem unwise for a com

pany to issue a stock dividend and then reduce its cash 

dividends per share. This action may lead to a reduction 

in the market price of the stock. When a stock dividend is 

issued to conserve cash, it is usually a short-term prop

osition and will result in increased cash flows sometime in 

the future. / 

The Permanent Retention of Earnings 
in the Business 

When a stock dividend is issued, earnings that have 

been previously retained are transferred to the permanent 

capital section and, therefore, become a permanent invest

ment on the part of the stockholders. Earnings so capital

ized are permanently restricted from ever being paid out as 

a cash dividend even though it may not be the^ intent of the 

board of directors. 

It is possible that many investors associate stock 

dividends with the a^' wth of a company. Although this 
^ 

\ 
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assuniption is a fallacy, the stock dividend does represent 

some physical evidence that the company is putting earnings 

to work to earn additional revenue. If the company con

tinues to pay the same cash dividend on its shares of stock 

outstanding, the stock dividend will mean that the present 

stockholders vrill receive a larger cash dividend because 

they would hold more shares of stock. 

Increase Number of Stockholders and 
Reduce Market Price 

The only way for the stockholders of a given corpo

ration to increase in number is for all, or a portion, of 

the existing owners to have their proportionate interests 

in the corporation reduced. This reduction can be accom

plished in three v;ays: (1) by the issuance of new shares 

to the public, (2) by a stock split, and (3) by a stock 

dividend. 

V/hen a stock dividend is issued to increase the num

ber of stockholders, the increase is brought about by the 

existing ctockholders selling all or part of the shares _ 

they received as a dividend. Some studiesl^ have shown 

that stock splits and stock dividends do facilitate and 

induce the sale by the existing stockholders. 

1^ C. Austin Barker, "Evaluation of Stock Dividends," 
Harvard Busines»s Review (January-February, 1956), pp. 99-
114. 

\ 
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There are two main reasons why stock dividends, 

rather than a stock split, are used by a company to increase 

the number of stockholders. First, the desired increase in 

the number of stockholders is moderate. A stock split 

would increase the member of stockholders beyond the number 

desired by the board of directors. 

Secondly, the additional results reflected in stock

holders' goodwill is more advantageous when a stock divi

dend is used. The stockholders think they are receiving 

something from the company. 

When the niimber of shares outstanding of a corpora

tion is increased, generally the market price of the stock 

will drop to reflect the new number of shares. In studies 

made by Newsweek Magazine, it was found that "surveys have 

shown that stocks from $30 to $40 a share are the most pop-

ular among investors. "-̂-̂  

While stock splits are most often used to reduce the 

market price, a stock dividend can be used if the reduction 

of the market price is not to be too large. 

To Give the Stockholders an 
"Extra" Dividend 

The device of issuing a stock dividend as an "extra" 

dividend is best illustrated by the statement made by the 

•̂•̂  Newsweek Magazine. "Why Stocks are Split," 
(July 18, 1955), pp. 68-70. . 

\ 
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chief financial executive of Standard Oil of California. 

He said, "In periods of high reinvestment, when the regu

lar cash payout represents a smaller proportion of earnings 

than the previous year's payout, we'll issue stock divi

dends with no commitment of continuity. "-̂ ^ 

Generally, when the practice of issuing a stock div

idend as an extra is used,if it is communicated to the 

stockholder, the market price of the stock does not change 

in regard to the stock dividend. This practice will enable 

the corporation to smooth out its dividend payments from 

year to year. 

The Avoidance of Higher Taxes 

When corporate earnings are distributed to the stock

holder in the form of a cash dividend, the stockholder must 

pay taxes on them as if they were ordinary income to him.-̂ 3 

If all of the earnings of a business are retained, and the 
i 

company pays no dividends, the market price of the stock I 

may rise. The stockholder can sell his interest at any 

time, and if he has held his stock for six months or longer, 

the maximum tax the stockholder will have to pay on any 

gain will be 25 per cent. This rate compares to a maximum 

of 78 per cent on a graduated scale if the dividends v/ere 

12 Sheehan, op. cit., p. 242. 

13 The stockholder may exclude $100 of dividends on 
a single return and $200 on a joint return from his incoine. 

\ 
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paid to him directly. 

Stock dividends are not taxable. The company can 

issue a stock dividend and allow the stockholder an oppor

tunity to sell the extra stock. When he sells the stock, 

if he has held the original shares six or more months, the 

maximum tax he will have to pay is 25 per cent. If the 

board of directors can determine that the greatest majority 

of its stockholders desires to take advantage of the capital 

gains rate, the stock dividend v;ill give the stockholder 

this opportunity. 

Reduction of Earnings Per Share 

Some companies, particularly in highly regulated and 

highly unionized industries, like to keep their earnings 

per share at a low or moderate rate. If earnings per share 

were high, the union officials could point to this one fact 

in their demands for higher wage contracts. Regulatory 

agencies would be reluctant to grant price or rate increases 

if earnings per share v;ere at a high level. 

One way to attempt to disguise relatively high earn

ings per share is to issue a stock dividend. This issuance 

will lower earnings per share because the number of shares 

outstanding is greater. , 
i 

Taking the Place of a Cr'sh Dividend 

In industries that are characterized by rapid grofrth 

and expansion, a stock dividend is a common device that is 

^ 
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used to give the stockholders some evidence of the growth. 

These industries feel that they need their cash for expan

sion. No stockholder likes to hold his stock and receive 

nothing in the way of income or return on his investment. 

If a stockholder receives a continual stock dividend, 

he feels that he is receiving something for his investment. 

He may decide to sell the shares he has received as a stock 

dividend. He could then keep his original shares of stock. 

To Increase the Cash Dividend 

When a company maintains the same per-share cash 

dividend after a stock dividend as before the stock divi

dend, the result is an effective increase in the cash divi

dend disbursements. The main reason a company will issue 

a stock dividend to increase the cash dividend is to make 

an attempt to conceal the dividend increase from its em

ployees or a regulatory agency. 

If the divide id rate remains the same, some persons 

will disregard the fact that the company is paying out more' 

in total cash dividends. Issuing a stock dividend is an 

expensive way to indirectly increase the cash dividend. 
j 

A less expensive way to increase the dividend rate is to! 

do it directly, which requires only a vote by the board of 

directors. Declaring and issuing a stock dividend is expen

sive. A stock dividend might require that new certificates 

be published and mailed to the rjtockholders. 

\ 
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Summary 

There are many different reasons and purposes why 

the board of directors of one company will declare a stock 

dividend. Of these reasons and purposes, the conservation 

of cash, the plowing back of earnings into the business, 

the avoidance of higher taxes, and the increasing of cash 

dividends could have been done directly without issuing a 

stock dividend. If direct means had been used, the cost 

and inconvenience of issuing new shares could have been 

avoided. 

When a change in the market price is used as a rea

son, a stock split could have been used. A stock split 

does not restrict the payment of earnings in the form of a 

cash dividend. When lowering the earnings per share is 

given as a reason, the stock dividend is only a device by 

which management tries to mitslead the people they are try-
I 

ing to mislead. Stock dividends do not affect the earnings 
— • I 

or growth of the company. 

When management is willing to give a reason why they 

wish to issue a stock dividend, the corporation should ac

count for the dividend in a inanner that is consistent with 

the purpose of the stock dividend. In Chapter V the reasons 

given by management for a stock dividend are reconciled 

with the vario~us methods of accounting for stock dividends 

that were given in Chapter III. 
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CHAPTER V 

ACCOUNTING FOR STOCK DIVIDENDS BY PURPOSE 

The Ai. :rican Institute of Certified Public Account

ants is of the opinion that the ultimate results of how the 

market is affected by a stock dividend should determine how 

one would account for a stock dividend. The Institute 

states that v.hen a 20 per cent to 25 per cent or lower 

stock dividend is declared, the corporation should charge 

retained earnings with the market price of the stock being 

issued. If the stock dividend is above 25 per cent, the 

corporation should charge retained earnings with legal or 

stated value of the stock being issued. j 

The Institute's assumption is that a 20 per cent or 
i 

25 per cent stock dividend should not lower the market 

price of the stock being issued. If a greater than 25 per 

cent dividend Is given, the Institute feels that the market 

price should be directly affected by the issuance of a 

stock dividend. 

It is my opinion that the market price should not 

determine the accounting method used by the corporation. 

It seems logical to me that the reasons of the board of 

directors for declaring a stock dividend should govern how 

American Institute of Certified Public Accountants, 
Accounting Research and Tenninology Bulletins. (New York: 
American Institute of Certified Public Accountants, 1961), 
pp. 49-54. 
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the corporation should account for the stock dividend. Be

fore pursuing the author's opinion further, it would seem 

appropriate to examine the effect the stock dividends have 

on the market price of the stock being issued. 

The Effect on the Market Price 

C. Austin Barker has made several extensive studies2 

of the effect stock dividends have on market prices. Mr. 

Barker divided his studies into three parts. The first 

part consists of those companies who declared a stock divi

dend but did not increase their cash dividends. The second 

part of the studies deals with those companies who issued 

a stock dividend and at the same time increased their ca^h 

dividend. The last part of the studies deals with those , 

companies who omitted cash dividends altogether.3 

Mr. Barker's evaluations revealed that those com

panies who did not increase their cash dividend had the 

market price of their stock drop by 12 per cent. This 

drop in the market price was a lasting drop that was meas

ured over a five-year period. It was found that the 

2 See C. Austin Barker, "Evaluation of Stock Divi--
dends," Harvard Business Review XXXVI (July-August, 1958), 
pp. 99-114 and C. Austin Barker, "Are Accounting Require
ments for Stock Dividends Obsolete?," The Analysis Journal 
XIV (November, 1958), pp. 69-72. 

3 C. Austin Barker, "Evaluation of Stock Dividends," 
HgŶ vard Business Review XXXVI (July-August ,1958), p. 100. 
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issuance of a stock dividend actually caused the market 

price of the stock to drop 12 per cent over the market 

price of the stock before the stock dividend v/as declared. 

When Mr. Barker examined the effect of a stock div

idend on those companies v/ho increased their cash dividend, 

he found that there was an 8 per cent lasting gain. The 

increase in cash dividends was an actual increase in the 

per-share cash dividends after the stock dividend had baen 

issued. The studies shov/ed that the increase in the mar

ket price was not caused by the stock dividend. The in

crease in the market price v:as caused by the increase in 

the cash dividend. 

I^. Barker found that those companies v/ho omitted 

cash dividends altogether had the r.iarl:ot price of their 

stock shov/ a 21 per cent lasting gain. He could not de

termine in his study whether the stock dividend or the 

omission of the cash dividend caused the market price of 

the stock to rise by the 21 per cent.^ 

In the examination of IIî. Barker's studies, the 

author feels that the presence of a cash dividend increase 

or no cash dividend increase is the determining factor in 

whether or not the market price of the stock will shov/ a 

lasting gain or loss. The author feels that when a com

pany does not pay a cash dividend, only a stock dividend. 

^ Ibid.. pp. 104-107. 
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the increase in the market price is due to the grov/th and 

increased earnings of the company. 

The author has made an extensive study of the effect 

that stock dividends have on the market price of the stock. 

From a list of Bt companies^ that regularly declare and 

issue a stock dividend, 20 companies v/ere chosen to inves-

tigate. Of the 20 ccMpanies that were examined, 6 com

panies are used to represent the findings of the study. 

The 20 companies were broken dovm into three classifica

tions, and the years 1963 through I967 v/ere studied. 

In Appendix II tho amounts of the cash dividends and 

the percentages of stock dividends that v;ere issued are 

given for the six companies. In Appendix III the market 

price of the stocks are given for the years that v/ere ex

amined. The classifications of the companies that v/ere 

studied were: (1) those payin£̂  only a stock dividend, (2) 

those paying a constant cash dividend accompanied by a 

stock dividend, and (3) those paying an increasing cash 

dividend and a stock dividend. All of the market prices 

were adjusted for stock splits but not for stock dividends. 

The adjustments for the stock splits were made' so that the 

5 Standard and Poor's Corporation, The Outlook 
XXXX (Orange, Conn.: Standard and Poor's Corporation, 
January 22, I968), p. 964. 

6 See Appendix I. 
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first years of the study are adjusted to the current year's 

prices of the stocl:. 

It v/as found that those companies who issued only 

a stock dividend had the market price of their stock in

crease from a low of 177 per cent to a high of 381 per 

cent. The companies who issued a constant cash dividend 

plus a stock dividend had the market price of their stock 

increase from a low of 32 per cent to a high of 77 per 

cent. The companies who issued a stock dividend and in

creased their cash dividends had the market price of their 

stock increase from a low of 36 per cent to a high of 154 

per cent. 

The study that was made by the author basically 

agrees with the study that v/as made by Mr. Barker. Those 

companies who issued only stock dividends had the market 

price of their stock increase by the largest amounts. The 

companies who did not increase their cash dividends but i 

still issued a stock dividend had their market price of 

stock increase by the least amounts. 

All of the companies had the market price of their 

stock increase, but at least part of the increase must be 

attributed to the grovrth in the nation's economy. It is 

the conclusion of the author that when a company issues a 

stock dividend, in the long-run, the market price of the 

stock v/ill not be affected by the issuance of the stock 

dividend. Perhaps the short-run market price of the stocik 
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will increase due to the stock dividend, but this increase 

will disappear in the long-run. 

Ajccouriting Treatrâ :nt Implied By 
Iianagement * s ..Reaŝ ons 

In Chapter III there are four acknowledged account

ing treatments for stock dividends. These treatments are 

(1) the fair-market value approach, (2) the legal or stated 

value approach, (3) the legal value plus other contributed 

capital approach, and (4) the revaluation surplus approach. 

In Chapter IV there are eight reasons v;hy a corporation 

may declare a stock dividend. These reasons are (1) to 

conserve cash, (2) to permanently retain earnings in the 

business, (3) to increase tho number of stockholders and 

reduce the market price, (4) to give the stockholders an 

"extra" dividend, (5) to alio:/ the stockholders an oppor

tunity to take advantage of the capital gains tax rate; 

(6) to reduce the earnings per share, (7) to take the place 

of a cash dividend, and (8) to increase the cash dividend. 

Accounting for stock dividends by a corporation 

should be governed by the reasons the board of directors 

has in declaring the stock dividend. The effect on the 

market price of the stock should not determine the account

ing method that is used to account for the stock dividend. 

The market price of the stock is affected by more than the 

issuance of a stock dividend. The market price of the 
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stock will increase or decrease in the long run regardless 

of whether or not a ;̂tock dividend is issued. It is the 

author's opinion that the accounting method that is used 

for a stock dividend should be consistent with the reason 

for the stock dividend. The long-run effect on the market 

price can be more easily predicted than can the short-run 

effect on the market price. The effect stock dividends 

have on the short-run m.arket price of the stock will be 

offset in the long run. 

Fair-Market Value 

The fair-market value approach seems to express 

the reasons of the board of directors in declaring a stock 

dividend when the board's reason is to conserve cash, to 

give an "extra"dividend, to take the place of a cash div

idend, or to give the stockholders an opportunity to take 

advantage of the capital gains tax rate. The fair-market 
i 

value approach capitalizes the market value of the stock \ 

being issued as a dividend. 

There are tv/o situations in which a ct̂ rporation de

clares a stock dividend to conserve cash. The first situ

ation occurs when the corporation decides to restrict the 

payments of cash divide'ids over a long period of time. 
i 
! 

The second situation is one in which the corporation does 

not have sufficient cash to pay the annual cash dividend. 
I 

The second situation in a short-run proposition because 

/ 
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v/hen the corporation (::ains sufficient each, it may con

tinue to pay its annual cash dividend. 

When a corporation decides to restrict the earnings 

of the business to conserve cash for.a long period of time 

and to pay a stock dividend, the fair-market value of the 

stock being issued should be capitalized. The company is 

investing the earnings in long-ter-m fixed assets. These 

fixed assets will not produce irmnediate cash earnings. 

The company should restrict as much of the retained earn

ings as possible. The fair-market value of the stock being 

issued is the true representation of what the company is 

investing in fixed assets, V/hen the company issues a stock 

dividend, the reason is to protect the earnings from the 

payments of cash dividends. When the fixed assets begin 

to earn a profit, the earnings that these fixed assets 

will produce will become retained earnings. 

V/hen the corporation wants to give the stockholders 

an "extra" dividend, wants to allow them to takĉ  advantage 

of the capital gains tax rate, or v/ants a stock dividend 

to take the place of a cash dividend, the corporation 

should capitalize retained earnings for the fair-market 

value of the stock being issued when they issue a stock 

dividend. It is the intention of the board of directors 

to give their stockholders an additional cash dividend. 

The board of directors, knowing that cash dividends are 

taxed at a high rate, v/ants to give the stockholders an 
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opportunity to keep the stock dividend or to sell the 

stock at a price that will be taxed at a relatively low 

rate. The fair-market value of the stock is what retained 

earnings would have been reduced by if a cash dividend had 

been given instead of a stock dividend. 

Legal or Stated Caplt-1 

When the corporation decides to issue a stock divi

dend to conserve cash for the short run or to lov/er earn

ings per share and reduce the market price of the stock, 

the legal or stated value of the stock should be capital

ized. This practice v/ould restrict the least amount of 

retained earnings. 

V/hen a corporation's v/orking capital position will 

not allow it to pay a cash dividend, and the corporation 

wants to give the stockholders something, the corporation 

will issue a stock dividend. If the company wants to con

tinue paying a cash dividend v/hen the company's working 

capital position will allov/ it to do so, by capitalizing 

legal or stated value of the stock (which is the minimum 

legal amount that can be capitalized), retained earnings 

are left to pay cash dividends from when the working capi

tal position improves. 

To lower earnings per share and to reduce the mar

ket price of the stocl:, a large stock dividend will be 

necessary. If anything greater than legal or stated value 

/ 
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is capitalized, earnings will be restricted in an amount 

that may not permit the payment of cash dividends. Since 

it is not the purpose of the corporation to restrict the 

payment of cash dividends, sufficient earnings should be 

left with which cash dividends may be paid. 

Legal Value Plus Other Contributed Capital 

The legal value plus other contributed capital ap

proach to accounting for stock dividends seems to be ap

propriate when the board of directors wishes to increase 

the number of stockholders or to increase the cash divi-

j dend. A truer picture of the investment of the stock- V, 

holders is presented when the legal value plus other j 

' contributed capital is presented after the stock dividend. 

To increase the number of stockholders when a stock 

dividend is used, a corporation must declare a large stock 

dividend. The new stockholders, as well as the old stock

holders, should have the same investment shown in the 

stockholder's equity section. A cash dividend increase 

will become effective if the old stockholders retain the 

stock they receive as a dividend. Their original invest

ment, plus the investment they will make by retaining the 

stock dividend, should be shown as a comparable amount. 

•Revaluation Surplus 

When a corporation wishes to give its stockholders 

some tangible evidence of the increase in their investment, 

/ 
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a stock dividend equal to the amount of legal value plus 

other contributed capital should be charged to revaluation 

surplus rather than retained earnings. 

It is the opinion of the author that a stock divi

dend should be issued when the assets of the company are 

written up to their replacement value. The stock dividend 

should be an amount that is equal to the amount that the 

assets were written up. The source of the dividend dis

tribution would be the revaluation surplus. If the entire 

amount of revaluation surplus is transferred to the per

manent capital section of the owners' equity section, an 

amount equal to depreciation taken on the appreciation 

could not be credited to retained earnings. i 

The depreciation that is taken on the appreciation 

is a reduction of the net income that is transferred to 

retained earnings. The amount that retained earnings 

would be reduced by v/ould already have been given to the 

stockholders in the form of a stock dividend. The source 

of the dividend would be revaluation surplus. The reason 

for the dividend would be to let the stockholders partici

pate in the increase in their investment. 

Summary 

The attendant circumstances regarding the purposes 

of the board of directors of the corporation should govern 

which method of accounting should be followed in the 
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accounting for a stock dividend. Stock dividends are 

issued for many different reasons and in many different 

situations. To apply the same accounting treatment to 

each different situation v/ould be to eliminate many of the 

purposes and intentions of stock dividends. 

If stockholders consider a stock dividend to repre

sent a distribution of corporate profits, they may sell 

their shares to realize this value. The results of the 

sale will be no different if market value or less than 

market value has been capitalized. The stockholders will 

be selling a portion of their interest and, thereby, their 

respective ownership in the corporation. 

The fact that a large retained earnings' balance 

may remain for possible future distribution is an incon- , 
t 

sequential matter. Large and more frequent stock dividends 

might be issued, thereby accelerating the dilution of the 

stockholders' interest. However, if the stock dividends 

were significantly larger and more frequent, their true 

nature probably would be recognized by the recipients and 

by the market. Obviously, the amount of profit distribu

tions will not be affected, for they depend not only on 

legal sources but on the availability of distributable 

assets as well. 

Letting the attendant circumstances govern the ac

counting method used would not lead to uniformity, which 

is one of the accounting profession's recommended standards. 
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The only way to overcome this nvlsgiving would be to have 

full disclosure on the part of the board of directors of 

the corporation. The board of directors should disclose 

to the stockholders the reasc-iG for a stock dividend and 

its intentions regarding future dividend policy. The most 

appropriate place for disclosure is in the president's 

letter to the stockholders or as a footnote to retained .. 

earnings under dividend declarations. -

If management could disclose to the stockholders 

and readers of financial statements the purpose for declar

ing a stock dividend, it would make little or no difference 

how these dividends are accounted for. Since management 

often fails to communicate all the reasons for a stock \ 

dividend, the reasons for the stock dividend should govern 
1 
\ 

how the dividend should be accounted for. 

\ 
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CHAPTER VI 

SUiaARY AMD CONCLUSIONS 

When an investor seeks to identify his investment 

in a corporation, he must first identify the relationship 

betv/een himself and the corporation. The corporation can 

view its suppliers of funds in any one of the five equity 

theories. The effect that a stock dividend will have on 

a corporation and its stockholders v/ill be different depend

ing upon which method is used. 

The proprietorship theory declares that stock div

idends are not income to the"stockholders because the en

tity income already belongs.to the stockholders v/hen it is 

earned by the entity. V/hen a stockholder receives a stock 

dividend under the entity theory and the enterprise theory, 

the stockholder is receiving income from the corporation. 

The income that the entity provides remains the property 

of the entity until it is distributed in the form of a 

dividend. Stock dividends under the residual equity theory 

are not income to the recipient because the retained earn

ings, v/hich are the source of the stock dividend, already 

belong to the common stockholders. Stock dividends do 

not apply under the fund theory because the ov/ners' equity 

is viewed as a restriction on assets. Before an investor 

can properly analyze a given entity, he must decide on how 

65 
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that entity accounts for its equities. 

Accountants have long been divided on v/hether a 

stock dividend is income to the recipient or whether the 

stock dividend is only an accounting manipulation on the 

part of the management of the corporation. There are at 

least four different ways to account for a stock dividend. 

Of the four v/ays, the fair-market value approach, the legal 

or stated capital approach, and the legal value plus other 

contributed capital approach all look to the effect the 

stock dividend will have on the market price of the stock. 

The revaluation surplus approach looks to the source of 

the stock dividend and tries to account for the stock div

idend in a manner that is in line with the source. 

Any one of the four approaches of accounting for a 

stock dividend can be used, but the approach that is used 

should follow the purpose the board of directors has in 

declaring the stock dividend. In the long run the market 

price of the stock will follow the actions that the board 

of directors takes. The market price of the stock being 

given as a dividend will not be affected as much by the 

stock dividend as it will be affected by the actions of 

the board of directors in the future. 

The American Institute of Certified Public Account

ants, which is the policy-making body of the accounting 

profession, has long advocated that the effect that a stock 

dividend has on the market price of the stock should 

..i..v^rai 
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dictate how a stock dividend is to be accounted for. 

The main problem in letting the market price of the 

stock being issued as a stock dividend dictate how the stock 

dividend is to be accounted for is that no one can tell def

initely what effect the stock dividend will have on the mar

ket price of the stock until after it is issued. The stock 

dividend must be accounted for when it is issued. If the 

purpose of the board of directors is used as a basis in ac

counting for a stock dividend, there v/ill be no need to try 

and guess what effect the stock dividend v/ill have on the 

market price. The corporation would account for the stock 

dividend according to the reasons and purposes that the 

board of directors uses in declaring a stock dividend. The 

board of directors should make their reasons knov/n to the 

stockholders as to why a stock dividend v/as declared and 

issued. 

Management may decide to issue a stock dividend to 

conserve the cash of the corporation. If the conservation 

of cash is to be a permanent reason, then an amount equal 

to the fair-market value of the stock should be capitalized 

from retained earnings. If the conservation of cash is 

only temporary, then the legal or stated value of the stock 

being issued should be capitalized. 

When the reason of the board of directors in declar

ing a stock dividend is to give an "extra" dividend, to 

take the place of a cash dividend, or to give the stock

holders an opportunity to take advantage of.the capital 
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gains tax rate, the fair market value of the stock being 

given as a dividend should be capitalized. 

/ The legal or stated value, of the stock being given 
/ 
; 

as a dividend should be capitalized when the reason for 

the stock dividend is to lower earnings per share and to 

reduce the market price of the stock. When the purpose of 

the board of directors is to increase the number of stock

holders or to increase the cash dividend, the legal value 

plus other contributed capital should be capitalized. 

When a corporation wishes to give its stockholders 

some tangible evidence of the increase in their investment, 

a stock dividend equal to the amount of the revaluation 

surplus should be issued to the stockholders. 

The reason the board of directors has in declaring 

a stock dividend should govern how the stock dividend is 

to be accounted for and what amount is to be capitalized. 

^ ^ ^ 
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APPENDIX I 

COMPANIES STUDIED 

1. Banker's National Life Insurance Company 

2. Columbia Broadcasting System 

3. Cook Coffee Company 

4. Crowell Colier and MacMillian 

5. Diners' Club 

6. General American Oil of Texas 

7. Guly Life Insurance Company 

8. Hunt Foods and Industries 

9. Litton Industries 

10. Manhattan Shirt 

11.. Monsanto Company 

12. Phillips-VanHeusen Corporation 

13. National Can Corporation 

14. Purex Corporation 

15. Radio Corporation of America 

16. Rexall Drug and Chemical 

17. Ronson Corporation 

18. Standard Oil of California 

19. Sun Oil Company 

20. Wesco Financial Corporation 
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Arif:?iDix I I 

DIVIDENDS OF COMPANIES STUDIED 

' i9i>l 19M. 1261 1266 1262 

1. Cook Coffee Companv 
Stock Dividend ^ 6̂y:' 6% 6% 6% 6% 
Cash Dividend $.00 $.00 $.00 $.00 $.00 

2. Litton Industries 
Stock Dividend 2-1/2̂ ;̂  2-l/2fo 2-1/2^ 2-l/2fo 2-1/2^ 
Cash Dividend $.00 $.00 $.00 $.00 $.00 

3. Banker's National Life Insurance Company 
Stock Dividend 7-1/2^^ 7-l/2fo 7-1/2/. 7-1/2^ 7-1/2% 
Cash Dividend $.10 $.10 $.10 $.10 $.10 

4. General American Oil of Texas 
Stock Dividend 3% 3% 3% 2% 5% 
Cash Dividend $.40 $.40 $.40 $.40 $.40 

5. Monsanto Company ^ ^ ^ 
Stock Dividend 2^^ 2% 2% 2% 2% 
Cash Dividend $1.60 $1.57 $1.39 $1.17 $1.11 

6. Purex Corporation ^ ^ ^ ^ 
Stock Dividend 2% 2% 2% 2Jo 2% 
Cash Dividend $.72 $.66 $.62 $.56 $.50 
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APPENDIX I I I 

M/\]:KET PRICE OF STOCKS STUDIED 

.1963 126^ 1965 1966 1967 

1. Cook Coffee Conio;.ny 
High '23 36 5/8 43 35 5/8 49 
Low 14 3/4 19 1/2 31 7/8 25 26 1/8 

2. Litton Industries! 
High 43 3/8 39 7/8 37 3/4 86 1/2 120 3/8 
Low 28 3/4 29 1/8 32 7/8 56 5/8 79 1/2 

3. Banker's National Life Insurance Company 
High 78 71 1/2 71 1/2 55 55 , 
Low 58 1/2 55 1/4 50 26 46 1/2 

4. General American Oil of Texas 
High 40 1/4 39 38 3/8 40 5/8 45 7/8 
Low 30 1/2 30 1/8 25 1/2 26 1/2 29 3/4 

5. Monsanto Conpaiy'^ 
High ^ 32 1/4 44 47 1/2 42 3/8 55 1/2 
Low 24 1/2 30 3/4 38 7/8 38 1/2 39 7/8 

6. Purex Corporation ^ , . ,^ 
High 31 3/4 33 1/4 32 1/4 26 7/8 36 3/8 
Low 30 25 1/2 17 5/8 13 1/4 l8 7/8 

^ Adjusted for a 2 for 1 stock split in 1966. 

2 Adjusted for a 2 for a stock split in 1966. 
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