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Introduction

On June 1, Beatty Corp. announced a significant capital-raising event by issuing 8,000 shares of
preferred stock at a price of $68 per share. This transaction marks an important milestone for the
company, reflecting its strategic financial planning and growth prospects. This article provides a
comprehensive overview of this issuance, including the details of the preferred stock, the financial
implications for Beatty Corp., and the broader context of preferred stock issuance in corporate
finance.

Understanding Preferred Stock

What Is Preferred Stock?

Preferred stock is a class of ownership in a corporation that has a higher claim on assets and earnings
than common stock. Preferred shares generally offer fixed dividends and have priority over common
stock in the event of liquidation.

Key Features of Preferred Stock

Preferred stock typically includes the following features:

- Fixed Dividends: Usually expressed as a percentage or dollar amount.
- Priority in Dividends: Preferred shareholders receive dividends before common shareholders.
- Preference in Assets: In case of liquidation, preferred shareholders are paid before common
shareholders.
- Voting Rights: Often, preferred stock does not carry voting rights, though some classes may have
limited voting privileges.
- Callability: The issuing company may have the option to repurchase the preferred shares at a
predetermined price.

Details of the June 1 Issuance

Number of Shares Issued

Beatty Corp. issued 8,000 preferred shares on June 1. This number reflects the company's immediate
capital-raising goal and influences its financial leverage and capital structure.

Par Value and Issue Price

- Par Value: The preferred stock has a par value of $50 per share.
- Issue Price: The shares were sold at $68 per share, representing a premium over the par value.



Total Capital Raised

The total amount of capital raised from this issuance can be calculated as follows:

- Total Cash Received = Number of Shares × Issue Price

\[
8,000 \text{ shares} \times \$68 = \$544,000
\]

Thus, Beatty Corp. raised $544,000 in cash from this preferred stock offering.

Premium on Issue

Since the issue price exceeds the par value, there is a premium:

\[
\text{Premium per Share} = \$68 - \$50 = \$18
\]

- Total Premium = Premium per Share × Number of Shares

\[
\$18 \times 8,000 = \$144,000
\]

This premium is typically recorded in the company's accounts as Additional Paid-In Capital—Preferred
Stock.

Financial Statement Impact

Recording the Transaction

The issuance affects the company's financial statements as follows:

- Cash Account: Increases by $544,000.
- Preferred Stock Account: Increases by the par value of $50 × 8,000 = $400,000.
- Additional Paid-In Capital: Increases by the premium of $144,000.

Journal Entry

The journal entry to record this issuance would be:

| Account | Debit | Credit |
|---------|--------|---------|
| Cash | $544,000 | |
| Preferred Stock | | $400,000 |
| Additional Paid-In Capital—Preferred Stock | | $144,000 |

This entry reflects the inflow of cash and the corresponding increase in equity accounts.



Strategic Reasons for the Issuance

Raising Capital Without Diluting Control

Preferred stock provides a way for Beatty Corp. to raise capital without diluting voting control, as
preferred shareholders often do not have voting rights.

Attractive to Investors

Offering preferred stock at a premium price may appeal to investors seeking steady income with a
higher claim on assets, especially if the preferred stock offers attractive dividend rates.

Flexibility in Financing

Issuing preferred stock allows the company to balance its capital structure, managing debt levels and
equity in a way that supports growth strategies and operational stability.

Dividend Considerations

Fixed Dividend Rate

Preferred stock often includes a fixed dividend rate, which must be paid before any dividends can be
issued to common shareholders. Although the specific dividend rate is not provided in the original
statement, companies typically specify this rate at issuance.

Implications for Beatty Corp.

- The company must budget for dividend payments, which can impact cash flow.
- The fixed dividend provides predictability for investors and can make the preferred stock more
attractive.

Broader Context of Preferred Stock Issuance

Advantages for the Company

- Access to Capital: Preferred stock broadens the company's sources of funds.
- Financial Flexibility: It can serve as a hybrid between debt and equity, offering benefits of both.
- Cost of Capital: Depending on the dividend rate, issuing preferred stock can sometimes be more
cost-effective than debt.

Disadvantages and Risks

- Dividend Obligation: Fixed dividends are not tax-deductible, unlike interest on debt.
- Potential Dilution: Although preferred shares typically do not carry voting rights, issuance can still
influence ownership structure.
- Market Perception: The issuance might be viewed as a sign of financial need or strategic change.

Conclusion

The issuance of 8,000 preferred shares by Beatty Corp. on June 1 at $68 per share reflects a strategic
move to enhance its capital base while providing attractive investment opportunities. By



understanding the financial implications, such as the premium over par value and the impact on the
company's equity accounts, stakeholders can better assess the company's financial health and future
prospects. As a versatile financing tool, preferred stock continues to play a vital role in corporate
finance, offering benefits and considerations that companies like Beatty Corp. must evaluate
carefully.

Additional Considerations

Future Implications

- Dividend Policy: The company must establish and communicate its dividend policy to preferred
shareholders.
- Refinancing or Repurchase: Beatty Corp. may consider buying back preferred shares or refinancing
them depending on market conditions.
- Impact on Earnings: The fixed dividend obligation affects net income and earnings per share
calculations.

Investor Perspective

Investors attracted to preferred stock often seek:

- Stable Income: Due to fixed dividends.
- Priority: Over common stock in dividends and liquidation.
- Potential for Capital Gains: If the market price of preferred stock increases.

Regulatory and Tax Considerations

Issuance of preferred stock is subject to securities regulations and tax laws that influence the
structure and terms of the offering.

---

In summary, Beatty Corp.'s issuance of preferred stock at a premium demonstrates a strategic
approach to capital raising, balancing investor appeal with financial flexibility. Understanding the
nuances of such transactions is crucial for investors, analysts, and company management aiming to
optimize financial performance and growth.

Frequently Asked Questions

What type of stock did Beatty Corp. issue on June 1?
Beatty Corp. issued preferred stock on June 1.

How many preferred shares did Beatty Corp. issue on June 1?
They issued 8,000 preferred shares.



What is the par value of each preferred share issued by
Beatty Corp.?
The par value of each preferred share is $50.

At what price were the preferred shares issued?
The shares were issued at $68 cash per share.

What is the total cash received by Beatty Corp. from this
preferred stock issuance?
Total cash received is 8,000 shares × $68 = $544,000.

How does the issue price compare to the par value of the
preferred stock?
The issue price ($68) is higher than the par value ($50), indicating a premium of $18 per share.

What accounting entries would Beatty Corp. record for this
preferred stock issuance?
Debit Cash for $544,000, credit Preferred Stock for $400,000 (8,000 × $50), and credit Additional
Paid-in Capital for $144,000.

Why might Beatty Corp. issue preferred stock at a premium?
Issuing stock at a premium can attract investors by offering a higher dividend rate or perceived value,
and reflects the company's favorable market conditions or creditworthiness.

What are the potential advantages for Beatty Corp. issuing
preferred stock instead of common stock?
Preferred stock often has fixed dividends, priority over common stock in dividends and assets, and
may be less dilutive to existing shareholders.

Additional Resources
On June 1. Beatty Corp. Issues (a) 8,000 Shares Of $50 Par Value Preferred Stock At $68 Cash Per
Share

In the world of corporate finance, understanding how companies raise capital through the issuance of
preferred stock is essential for investors, accountants, and business analysts alike. On June 1, Beatty
Corp. issues (a) 8,000 shares of $50 par value preferred stock at $68 cash per share represents a
classic example of equity financing that impacts a company's financial statements, capital structure,
and investor returns. This transaction not only provides insight into corporate financing strategies but



also highlights key accounting principles involved in stock issuance.

---

Overview of the Transaction

Beatty Corp.'s issuance of preferred stock on June 1 involves several critical elements:

- Number of Shares Issued: 8,000 shares
- Par Value per Share: $50
- Issue Price per Share: $68
- Total Cash Received: 8,000 shares × $68 = $544,000
- Total Par Value of Issued Shares: 8,000 shares × $50 = $400,000

This issuance is an important event that affects the company's equity section and provides capital for
various corporate needs such as expansion, debt repayment, or operational expenses.

---

Understanding Preferred Stock

Preferred stock is a class of ownership in a corporation that has a higher claim on assets and earnings
than common stock. Typically, preferred shareholders receive dividends at a fixed rate and have
priority over common shareholders in the event of liquidation.

Key features of preferred stock:

- Fixed dividends (often expressed as a percentage or fixed dollar amount)
- Priority over common stock in dividend payments and liquidation
- Usually no voting rights, though this can vary
- May have features such as cumulative dividends, convertibility, or callable provisions

In this case, Beatty Corp. issues preferred stock with a par value of $50, but the stock is sold at $68,
indicating a premium over par value.

---

Financial Impact of the Issuance

1. Recording the Sale of Preferred Stock

When preferred stock is issued at a price above its par value, the accounting entries reflect both the
par value and additional paid-in capital (also called paid-in surplus).

Journal Entry on June 1:

| Account | Debit | Credit |
|-------------------------------------------|-----------------|--------------------|
| Cash | $544,000 | |
| Preferred Stock (at par) | | $400,000 |
| Additional Paid-in Capital - Preferred Stock | | $144,000 |



Explanation:

- Cash increases by the total amount received ($68 × 8,000 = $544,000).
- Preferred Stock (a liability account reflecting the par value) increases by the total par value ($50 ×
8,000 = $400,000).
- Additional Paid-in Capital (equity account) captures the amount received over par value ($68 - $50 =
$18 per share; total $144,000).

This entry accurately reflects the company's increase in assets (cash) and equity (preferred stock and
additional paid-in capital).

---

Implications for Financial Statements

1. Balance Sheet

- Assets: Increase by $544,000 (cash received)
- Equity:
- Preferred Stock: Increase by $400,000
- Additional Paid-in Capital: Increase by $144,000

Preferred stock appears under the Stockholders’ Equity section, often classified separately from
common stock.

2. Income Statement

The issuance itself does not directly impact net income. However, if the preferred stock has a fixed
dividend rate, the company will incur a dividend expense, which affects net income in subsequent
periods.

---

Dividends on Preferred Stock

In the future, Beatty Corp. may pay dividends to preferred shareholders, often fixed and cumulative:

- Cumulative Preferred Stock: If dividends are missed, they accumulate and must be paid before any
dividends to common shareholders.
- Dividend Rate: Not specified here, but assuming a typical rate (say 6%), the annual dividend per
share would be:

\[
\text{Dividend per share} = 6\% \times \$50 = \$3
\]

- Total Annual Dividends:

\[
8,000 \text{ shares} \times \$3 = \$24,000
\]



This obligation influences future cash flow planning and profitability analysis.

---

Additional Considerations

1. Premium on Issue

The issue price of $68 per share is $18 above par, indicating investors’ confidence or the company's
strong valuation. The premium reduces the company's cost of capital associated with preferred stock.

2. Impact on Earnings Per Share (EPS)

While preferred stockholders do not typically participate in earnings beyond fixed dividends, the
issuance could dilute earnings available to common shareholders if the company has or plans to have
common stock outstanding.

3. Callable and Convertibility Features

The problem does not specify whether the preferred stock is callable or convertible. If callable, Beatty
Corp. can repurchase the stock at a set price after a certain date. If convertible, preferred
shareholders may convert their shares into common stock.

---

Strategic Reasons for Issuance

Companies may opt to issue preferred stock for various reasons:

- Raising Capital Without Diluting Voting Rights: Preferred stock often does not carry voting rights,
allowing existing shareholders to maintain control.
- Attracting Investors with Fixed Income Features: Preferred stock's dividend payments appeal to
income-focused investors.
- Maintaining Flexibility: Preferred stock issuance can be less restrictive than debt, especially if the
company wants to avoid incurring debt obligations.

---

Summary of Key Takeaways

- Issuance of preferred stock at a premium increases the company's equity and cash assets.
- The journal entry involves recording cash received, preferred stock at par value, and additional paid-
in capital.
- Preferred stock features impact future dividend obligations and influence the company's capital
structure.
- The transaction demonstrates the importance of understanding par value, issue price, and the
accounting entries involved in stock issuance.
- The premium over par value reflects investor confidence and can influence the company's overall
cost of capital.

---



Final Thoughts

On June 1, Beatty Corp. issues (a) 8,000 shares of $50 par value preferred stock at $68 cash per
share, exemplifies a typical preferred stock issuance that provides a company with a strategic
mechanism for raising capital. Understanding the nuances of such transactions enables investors to
assess the financial health and strategic positioning of a corporation. For accountants and financial
analysts, correctly recording and analyzing these transactions ensures accurate financial reporting
and insightful analysis of a company's equity structure and future obligations.

Whether you are a student, investor, or corporate executive, grasping the intricacies of preferred
stock issuance is fundamental to navigating the complex landscape of corporate finance.
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