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Accounting for Dividends Payable in Capital Stock of No Par Value 

AL T H O U G H the nature of a stock 
dividend payable in par-value stock 

has been questioned from time to time, the 
accounting entries necessary to record 
such transactions never have occasioned 
any difficulty. In the case of a stock divi­
dend payable in stock without par value, 
however, there is some doubt as to the 
amount of surplus, if any, to be transferred 
to the capital account. 

The purposes for which a stock dividend 
is declared are not always clear. Pre­
sumably a certain portion of the accumu­
lated profits is to be capitalized. It may 
be that the stock carries too high a market 

value for trading purposes and new stock 
is distributed to reduce each share's pro­
portionate part of the total equity. Or it 
may be that the directors do not care to 
pay out a cash dividend, and so a stock 
dividend is declared. Regardless of pur­
pose, the effect of a stock dividend payable 
in par-value stock always is to reduce the 
amount of surplus available for future cash 
dividends by capitalizing an amount of 
surplus equivalent to the total par value of 
the stock paid out. This, however, is not 
necessarily true of dividends payable in 
stock without par value. 

Just as with other matters concerning 
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no-par stock, the treatment of no-par stock 
dividends in the accounts depends in part 
upon the laws of the state involved. In 
those states providing for a stated value 
upon stocks with no par value, such stated 
value would, for the present purpose, be 
analogous to par value. The proper amount 
of surplus to be transferred to capital under 
these circumstances would seem to be the 
stated value per share times the number 
of shares distributed. 

There may be some doubt as to whether 
this entry is required in case the board of 
directors already has transferred a suffi­
cient amount of surplus so that the stated 
capital is equivalent to or exceeds the 
aggregate stated values of all the shares 
outstanding after the dividend distribu­
tion is made. In the absence of a pro­
vision for stated values, it would seem that 
the board of directors could transfer any 
amount, or no amount, of surplus to stated 
capital, especially in view of the fact that 
boards of directors have considerable 
power in determining the prices at which 
no-par-value shares shall be issued and in 
some instances have the power to deter­
mine how the consideration received shall 
be allocated as between capital and sur­
plus. In case no amount is transferred, 
however, the question might be raised as 
to whether the legal requirements have 
been met concerning the consideration 
received for the dividend shares. 

Although it seems desirable that some 
amount of surplus should be capitalized 
when no-par-value shares are issued as a 
dividend, there still remains the matter 
of selecting the method of ascertaining 
this amount to be transferred to capital. 
Among the methods which have been sug­
gested are those based on market value, 
book value, and the average consideration 
received from previous sales of no-par stock. 

Assume a corporation with $500,000 
capital, a surplus of $120,000, and 10,000 
shares of nonpar-value stock outstanding 
having a market value of $75 a share. A 
stock dividend of 2,500 shares is declared. 
To transfer an amount of surplus to capital 

equivalent to the market value of the new 
shares issued would not be feasible because 
of insufficient surplus. The number of 
shares, 2,500, times the market value a 
share, $75, is $187,500, while only $120,000 
of surplus exists. The same objection 
holds for the book-value method. In this 
case the book value is $62 a share, the book 
value of 2,500 shares being $155,000. 
Neither market value nor book value can 
be defended for all instances, because both 
values change as soon as additional shares 
have been issued. 

Suppose the 10,000 shares had been is­
sued in three blocks, 5,000 shares at $40 a 
share, 3,000 shares at $56, and 2,000 shares 
at $66. The average consideration re­
ceived is $50 a share. To use this figure as 
the basis for capitalizing surplus would 
seem to be logical since it is an effort to 
maintain the same capital value for each 
share. But even then, as in this case, it 
cannot be certain that the surplus will be 
adequate. Furthermore, there may have 
been interim transfers of surplus to capital 
so that the capital value of each share 
exceeds the average consideration received 
per share. Or, as is permissible in some 
states, all of the consideration received 
may not have been allocated to capital. 
In general, it seems that the amount of 
surplus to be capitalized should be an 
amount which would maintain the capital 
value of each share at approximately the 
same figure. 

The board of directors has the power to 
capitalize any arbitrary amount of surplus 
limited only by the amount of surplus 
available, or, as has been stated above, 
no amount need be capitalized. The 
latter procedure is based on the assump­
tion that since no new capital has come 
into the company, no money entry should 
be made. Under this theory, the capital 
account Would consist of all actual capital 
contributions and nothing more. How­
ever, in such instance, a stockholder may 
not dispose of the additional shares re­
ceived as a dividend without jeopardizing 
his original investment which is repre-
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sented in the capital stock account, be­
cause the undiminished surplus may be 
drawn upon for future cash dividends. 

No single method for determining the 
amount of surplus which should be capi­
talized when a no-par stock dividend is 
declared, can be advocated which would 
be appropriate in all instances. Each case 
must be treated in the light of the specific 

facts applicable thereto. If the laws of the 
state have been complied with, and the 
action of the board of directors has been in 
harmony therewith, the accountant can 
offer his opinion as to what he considers 
the best procedure for handling no-par-
value stock dividends in the accounts, but 
he cannot insist that any other action be 
taken. 
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