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I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to distributing dividends and preparing a work sheet for a   

  merchandising business organized as a corporation. 

 •  identify accounting concepts and practices related to distributing dividends and preparing a work sheet 

  for a merchandising business organized as a corporation. 

 •  journalize the declaration and payment of a dividend for a merchandising business organized as a  

  corporation. 

 •  plan end-of-fiscal-period adjustments for a merchandising business organized as a corporation. 

 •  complete a work sheet for a merchandising business organized as a corporation. 

 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

 

III.  Anticipatory Set: 

 Preparing a work sheet for a corporation is similar to preparing a work sheet for a proprietorship or a  

  partnership. 
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 There are three principal differences, however: 

  1)  Different accounts are used to record owners’ equity. 

  2)  Different procedures are used to distribute income to owners. 

  3)  Corporations calculate and pay federal income tax. 

 

 Corporations must pay income tax on their net income, whereas, proprietorships and partnerships net  

  income is treated as part of each owner’s personal income for income tax purposes.  Thus,  

  income tax is not figured for a proprietorship or partnership business. 

 

 

IV.  Learning Activities: 

STOCKHOLDERS’ EQUITY ACCOUNTS USED by a CORPORATION 

 Each unit of ownership in a corporation is known as a share of stock.  An owner of one or more shares  

  of a corporation is called a stockholder.  Each stockholder is an owner of a corporation. 

 

 A single owners’ equity account, titled Capital Stock, is used for the investments of all owners. 

  Owners’ equity accounts for a corporation normally are listed under a major chart of accounts  

   division titles Stockholders’ Equity.  Illustration 26-1, pg. 685 

 A second stockholders’ equity account is used to record a corporation’s earnings. 

  Retained Earnings - an amount earned by a corporation and not yet distributed to stockholders. 

 A third stockholders’ equity account is used to record the distribution of a corporation’s earnings to  

   stockholders. 

  Dividends - earnings distributed to stockholders. 

   A corporation’s dividend account is a temporary account similar to a drawing account.   

    Each time a dividend is declared, Dividends is debited. 

    At the end of each fiscal period, the balance in the dividends account is closed to  

     Retained Earnings. 
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DISTRIBUTING CORPORATE DIVIDENDS to STOCKHOLDERS 

 Net income increases a corporation’s total stockholders’ equity.  Some income may be retained by a  

  corporation for business expansion and/or may be given to stockholders as a return on their  

  investment. 

 Dividends can be distributed to stockholders ONLY by formal action of a corporation’s board of   

   directors. 

  Board of directors - a group of persons elected by the stockholders to manage a corporation. 

 

 

 

 

 Declaring a dividend 

  Declaring a dividend - action by a board of directors to distribute corporate earnings to   

   stockholders. 

  Dividends normally are declared on one date and paid on a later date. 

  A corporation’s board of directors are not required to declare a dividend.  Dividends cannot be  

   declared that would exceed the balance of the retained earnings account. 

  When a board of directors does declare a dividend, the corporation is then obligated to pay the  

   dividend.  The dividend is a liability that must be recorded in the corporation’s accounts. 

 

  December 15, 20-- 

   Declared a quarterly dividend of $2.00 per share; capital stock issued is   

    10,000 shares; total dividend, $20,000.00.  Date of payment is    

   January 15, 20--.  Memorandum No. 195. 

 

     Dividends    Debited 

      Dividends Payable    Credited 

 

   A dividend declaration increases the balance of the Dividends account.  Dividends  

    Payable is credited to show the increase in the liability account. 

   General journal entry to record declaration of dividend - page 687. 
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 Paying a dividend 

  One check for the amount of the total dividend to be paid is issued and deposited in a special  

   dividend checking account.  A separate check for each stockholder is drawn on this  

   special account. 

 

  January 15, 20-- 

   Paid cash for quarterly dividend declared December 15, 19--, $20,000.00.  Ck. 794. 

 

     Dividends Payable  Debited 

      Cash     Credited 

 

   The liability account, Dividends Payable, is decreased and Cash is decreased. 

   When the entry is posted, the Dividends Payable account has a zero balance. 

   Cash payments journal entry to record payment of dividend - page 688. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 1 - 5, pg. 698. 

   •  the answers to questions 1 - 10, pg. 698. 

   •  answer Case 1, pg. 698. 

   •  do Problem 26-1, pg. 699 & 700. 

   •  read pages 689 - 697. 

 

 

 

 

PREPARING a WORK SHEET for a CORPORATION 

 Businesses use work sheets to plan adjustments and provide information needed to prepare financial  

  statements. 
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 Entering a trial balance on a work sheet 

  All general ledger accounts are listed in the same order as they appear in the general ledger.   

   Trial Balance columns are totaled to prove equality of debits and credits. 

  A corporation’s accounts are similar to those of a proprietorship or partnership except for the  

   capital stock, retained earnings, dividends, and federal income tax accounts. 

  Work sheet - page 690 & 691. 

 

 

 Planning adjustments on a work sheet 

  Accounts are brought up to date by planning and entering adjustments on a work sheet. 

  The adjustments made by Celluphone include: 

   1) Merchandise Inventory  2) Supplies  3) Prepaid Insurance 

   4) Interest Income 

   5) Uncollectible Accounts Expense 

   6) Depreciation Expense - Office Equipment 

   7) Depreciation Expense - Store Equipment 

   8) Interest Expense 

   9) Federal Income Tax Expense. 

 

  Adjustments are generally made in the order that accounts are listed on a work sheet. 

  Interest Income adjustment 

   Interest income earned during the current fiscal period but not yet received needs to be  

    recorded. 

     (a)  Interest Receivable   Debited 

      Interest Income    Credited 

    (lines 4 and 48 - $11.00) 

 

 

  Uncollectible Accounts Expense adjustment 

   The estimated amount of uncollectible accounts expense for a fiscal period needs to be  

    brought up to date. 
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     (b)  Uncollectible Accounts Expense  Debited 

      Allowance for Uncollectible Accts.   Credited 

    (lines 6 and 45 - $9227.00) 

 

 

  Merchandise Inventory adjustment 

   Merchandise Inventory account needs to be brought up to date. 

    (c)  Merchandise Inventory  Debited 

     Income Summary    Credited 

   (lines 7 and 28 - $7018.00) 

 

 

  Supplies adjustment 

   Supplies account needs to be brought up to date. 

    (d)  Supplies Expense   Debited 

     Supplies     Credited 

   (lines 8 and 44 - $11,690.00) 

 

 

  Prepaid Insurance adjustment 

   Prepaid Insurance account needs to be brought up to date. 

    (e)  Insurance Expense  Debited 

     Prepaid Insurance    Credited 

   (lines 9 and 39 - $8598.00) 

 

 

  Depreciation Expense adjustment 

   Depreciation Expense account needs to be brought up to date. 

    (f)  Depreciation Expense - Office Equipment   Debited 

     Accumulated Depreciation - Office Equipment            Credited 

      (lines 11 and 37 - $1750.00) 
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    (g)  Depreciation Expense - Store Equipment   Debited 

     Accumulated Depreciation - Store Equipment            Credited 

      (lines 13 and 38 - $6325.00) 

 

 

  Interest Expense adjustment 

   Interest Expense account needs to be brought up to date. 

    (h)  Interest Expense   Debited 

     Interest Payable    Credited 

   (lines 15 and 50 - $70.00) 

 

 

 Federal income tax expense adjustment 

  Corporations anticipating annual federal income taxes of $500.00 or more are required to pay  

   their estimated taxes in quarterly installments in April, June, September, and December. 

  The actual income tax owed is figured at the end of a fiscal year and any additional tax owed that 

   was not paid in quarterly installments must be paid when the final return is sent. 

  Federal income tax is an expense of a corporation. 

 

  Five steps are used to figure the total amount of federal income tax expense and the amount of  

    the adjustment needed on a work sheet: 

   1)  Complete all adjustments on a work sheet except the federal income tax expense  

    adjustment. 

   2)  Extend all amounts except the federal income tax expense account balance to the  

    appropriate income Statement or Balance Sheet columns. 

   3)  On a separate sheet of paper, total the work sheet’s Income Statement columns and  

     figure the difference. 

    Total of Income Statement Credit column  $2,073,973.00 

    less total Income Statement Debit column  -1,936,616.00 

    equals net income before federal income tax  $   137,357.00 
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   4)  Figure the amount of federal income tax expense using a tax rate table furnished by  

    the Internal Revenue Service.  ($36,819.23) 

   5)  Figure the amount of the federal income tax expense adjustment. 

    The difference between the total federal income tax expense and the estimated tax 

     already paid is the amount of the adjustment. 

      $36,819.23  –  $34,600.00  =  $2,219.23 

    See page 664 and read. 

 

     (i)  Federal Income Tax Expense  Debited 

      Federal Income Tax Payable    Credited 

     (lines 18 and 52 - $2219.23) 

 

    Federal Income Tax Expense appears under the major division title Income Tax  

     Expense as the last item in the Celluphone’s chart of accounts. 

    Federal Income Tax Payable appears under the heading Current Liabilities. 

 

  Total and rule the adjustments columns on the work sheet. 

 

 

 

 Completing a work sheet 

  Extend the appropriate account amounts to the Income Statement and Balance Sheet columns of  

   the work sheet. 

  Total the Income Statement and Balance Sheet columns. 

  Calculate the Net Income after Federal Income Tax by finding the difference between the  

   Income Statement Debit and Credit columns. 

  Total the Income Statement and Balance Sheet columns and double rule. 

 

 

 

SUMMARY of PREPARING a WORK SHEET for a CORPORATION Pages 696 - 697. 
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Assignment: 

  Be sure you know and understand: 

   •  the answers to questions 11 - 16, pg. 698. 

   •  answer Case 2, pg. 698. 

   •  do Drills 26-D1 and 26-D2, pg. 699. 

   •  do Problem 26-2, pg. 700. 

 

 

 

Assignment: 

 Problem 26-M, pg. 700. 

 

   

 

 

 

V.  Closure: 

 To review for test do Study Guide 26 and Problem 26-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problem 26-M, and Chapter 26 test. 


