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Dividends	receivable	on	balance	sheet.
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left	over	after	all	the	variable	costs,	fixed	costs	and	taxes	have	been	paid.	In	the	example	above,	the	net	profit	would	be	calculated	as	follows:	Sales	($10M)	-	Variable	costs	($4M)	-	Fixed	costs	($5.4M)	-	Taxes	($100,000)	=	Net	profit	($500,000)	To	obtain	the	retained	earnings,	the	dividends	are	subtracted	from	the	net	profit.	Net	profit	($500,000)	-
Dividends	($100,000)	=	Retained	earnings	($400,000)	How	are	retained	earnings	analyzed?	Keep	in	mind	that	banks	look	at	retained	earnings	before	they	make	a	loan	to	a	company.	Ã¢ÂÂA	bank	looks	at	the	companyÃ¢ÂÂs	debt-to-equity	ratio	to	assess	the	risk,Ã¢ÂÂ	Lemay	says.	Ã¢ÂÂBanks	will	generally	lend	about	three	or	four	times	what	the
company	has	in	terms	of	equity,	a	major	component	of	which	is	retained	earnings.Ã¢ÂÂ	Using	the	example	above,	the	company	has	$400,000	in	retained	earnings,	so	it	can	expect	to	get	an	increase	in	borrowing	capacity	of	$1.2	or	$1.6	million	to	speed	up	its	growth.	Ã¢ÂÂOwners	could	not	take	out	$500,000	in	dividends	from	the	company	and	then
turn	around	and	go	to	a	bank	and	ask	for	$1	million,Ã¢ÂÂ	Lemay	says.	Ã¢ÂÂIf	you	need	a	loan	for	a	project,	you	have	to	leave	money	in	the	business	in	order	to	reduce	the	risk	for	the	bank.	As	an	entrepreneur,	you	canÃ¢ÂÂt	have	your	cake	and	eat	it	too!Ã¢ÂÂ	Dividends	are	distributions	to	owners	or	stockholders.	They	may	be	paid	in	cash,	stock,	or
as	dividends	in	kind.Cash	dividends	declared	are	generally	reported	as	a	deduction	from	retained	earnings.	As	depicted	in	FigureÃÂ	FSP	5-1,	dividends	declared	or	paid	are	normally	presented	in	the	statement	of	stockholders'	equity	at	the	amount	per	share,	and	in	total	for	each	class	of	shares	as	required	by	S-X	3-04.	In	the	absence	of	retained
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reader	to	think	of	the	item	as	a	liability.We	believe	an	appropriate	presentation	is	a	charge	to	retained	earnings	for	the	fair	value	of	the	stock	dividend	with	an	offsetting	credit	allocating	the	amount	of	the	dividend	between	the	capital	stock	account	(at	par	or	at	stated	value)	and	APIC	in	the	same	manner	as	would	be	done	if	the	dividend	were	issued
before	the	balance	sheet	date.	This	treatment	eliminates	any	possible	misinterpretation	of	the	nature	of	the	credit	or	its	eventual	disposition.	We	do	not	believe	showing	the	credit	as	appropriated	retained	earnings	or	as	a	separate	equity	item,	instead	of	being	included	in	common	stock	and	APIC,	would	adequately	identify	the	amount	as	part	of
permanent	equity.	Reporting	entities	often	declare	dividends	on	common	stock	before	the	balance	sheet	date,	and	then	pay	the	dividends	after	the	balance	sheet	date.	Unpaid	declared	dividends	other	than	stock	dividends	should	be	presented	as	current	liabilities.	However,	if	the	dividend	is	payable	in	kind	from	noncurrent	assets,	the	reporting	entity
should	present	it	as	a	noncurrent	liability.	A	distribution	that	represents	a	return	of	capital	is	a	liquidating	dividend.	When	a	reporting	entity	pays	such	a	dividend,	usually	on	partial	or	complete	dissolution,	it	should	advise	the	shareholders	and	disclose	the	facts	in	the	financial	statements.	The	reporting	entity	may	deduct	"liquidating	dividends"	or
"capital	repayment"	from	APIC	in	the	balance	sheet	or	show	only	the	balance	of	capital	after	partial	liquidation.FigureÃ	ÂFSP	5-5	is	an	example	of	a	footnote	to	disclose	liquidating	dividends.FigureÃ	ÂFSPÃ	Â5-5Sample	disclosure	for	a	liquidating	dividend	¢ÃÂÂ	deducting	from	capital	balanceNote	X	¢ÃÂÂ	Cash	dividends	paid	during	the	year	20X1
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