Nutra Foods, Case 22-1

1. Evaluate Ed McCowan's investment at June 10, 1995.

Date
Activity
Value
Number of Shares

5-May-94
Bought 40 common shares at $38.00
 $(1,539.60)
40

20-Jul-94
Received cash dividends, 40 @ $.25
 $      10.00 


20-Oct-94
Received cash dividends, 40 @ $.26
 $      10.00 


25-Oct-94
Received two shares common stock div

42

20-Jan-95
Received cash dividends, 42 @ $.25
 $      10.50 


15-Mar-95
Received 21 shares, 3 for 2 stock split

63

20-Apr-95
Received cash dividends, 63 @ $.20
 $      12.60 




    


10-Jun-95
Value of stock = 63 shares X $28.5
 $ 1,795.50 




    


10-Jun-95
Gain/loss from investment
 $    299.00 


2. Examine the stock holders equity section of Nutra Food's balance sheet to:

(a) Determine how each item was originally created

(b) Explain changes during the year ended Aril 30, 1995

Preferred Stock

(a) 15,000 shares of preferred stock were originally authorized in 1982 for a public offering.  Each year, 4% of the preferred shares were issued.  A sample table of this is included below.  At some point, Nutra Foods started buying back preferred stock as it became valuable on the market.  

Issuance of cumulative preferred stock

Year
total shares
shares issued that year - 4% cumulative
Total

1982
15000
600
15000

1983
14400
576
14400

1984
13824
552.96
13824

…
…
…
…

(b) In 1994, there were approximately 8847 shares of preferred stock.  This was calculated by using the $4.00 dividend per share and total reduction to retained earnings: $35386/$4.00/share = 8847 shares (approx).  In 1995, there is a total of 8797 shares of preferred stock outstanding:  8847-8797 = 50.  50 shares + 198 in treasury = 247 shares which is approximately the number of shares that were bought back in 1995.  The difference is most likely due to a rounding error in the reduction to retained earnings number.

Common Stock

(a) In 1982, 1 million shares of common stock were authorized at a $5.00 par value.

(b) In 1995, Nutra Foods had the following transactions that affected common stock:

· Issued 18,732 shares as stock dividends to common share holders

· Transferred 196690 shares in connection with the 3/2 stock split to stock holders

The total shares of common stock issued is 590, 552.

Capital in Excess of Par

(a) In 1982, Nutra Foods was authorized to issue 1 million shares of stock with  par value of $5.00.  The difference between the amount the shares are actually sold for and the par value is "capital in excess of par."

(b) In 1995, Nutra Foods had the following transactions what affected capital in excess of par:

· Gain on sale of 600 shares of treasury stock.  The company sold some of it's stock for more than par value.  $17,716 was assigned to capital in excess of par

· Discount OF $4003 on purchase of 245 preferred shares.  Nutra Food bought back some of it's common stock because it had a high value in the market.  

· Transfer to common stock in connection with 3-for-2 stock split.  Nutra Foods issued 196690 shares, each with a value of $5.00 over par for a total of (983450)

· Payment of a stock dividend recorded at fair market value.  Funds are transferred from retained earnings to purchase the stock.  The capital in excess of par is:  18732 shares X ($38.00 - $5.00) = $618,156

Retained Earnings

(a) Retained earnings is simply the portion of net income that has not been distributed as dividends

(b) In 1995, the retained earnings account was affected by the following:

· An increase of $1,376,871 in net income

· A reduction in reserve for plant expansion

· Cash dividends for common and preferred stock holders totaled   $443,753

· A charge of $711,816 to pay for additional stock issued due to stock split

Treasury Stock

(a) Treasury stock is company stock that is not outstanding, but has not yet been retired.  The original treasury stock was created when the company first bought back stock from the market.

(b) In 1995, 600 shares of treasury stock were sold, leaving the total number of treasury shares at the April 30, 1995 at 4482.

3. Contrast Nutra Foods method of reporting preferred treasury stock and common treasury stock.

Common treasury stock is reported at cost or market value ($28.00).  It is deducted from stockholders equity.  Preferred treasury shares are listed with preferred stock.  The net value of preferred stock is reported under the preferred stock line item.

4. What is the effect of Nutra's acquisition of treasury stock upon investor McCowan's holdings?

When companies buy back stock, it means there is less available to trade on the market.  With less supply, the demand for Nutra stock will increase.  This causes the price of Nutra stock to increase.

