Key Terms Introduced or Emphasized in Chapter 12

basic earnings per share  Net income applicable to the common stock divided by weighted‑average number of common shares outstanding during the year.

cash dividend  A distribution of cash by a corporation to its stockholders.

comprehensive income  Net income plus or minus certain changes in financial position that are recorded as direct adjustments to stockholders’ equity (for example, changes in the value of available‑for‑sale investments) rather than as elements in the determination of net income.

date of record  The date on which a person must be listed as a shareholder to be eligible to receive a dividend. Follows the date of declaration of a dividend by two or three weeks.

diluted earnings per share  Earnings per share computed under the assumption that all convertible securities had been converted into additional common shares at the beginning of the current year. The purpose of this pro forma computation is to warn common stockholders of the risk that future earnings per share might be reduced by the conversion of other securities into common stock.

discontinued operations  The net operating results (revenue and expenses) of a segment of a company that has been or is being sold, as well as the gain or loss on disposal.

earnings per share  Net income applicable to the common stock divided by the weighted‑average number of common shares outstanding during the year.

ex‑dividend date  A date three days prior to the date of record specified in a dividend declaration. A person buying a stock prior to the ex‑dividend date also acquires the right to receive the dividend. The three‑day interval permits the compilation of a list of stockholders as of the date of record.

extraordinary items  Transactions and events that are unusual in nature and occur infrequently  – for example, a large earthquake loss. Such items are shown separately in the income statement after the determination of income before extraordinary items.

price‑earnings (p/e) ratio  Market price of a share of common stock divided by annual earnings per share.

prior period adjustment  A correction of a material error in the earnings reported in the financial statements of a prior year. Prior period adjustments are recorded directly in the Retained Earnings account and are not included in the income statement of the current period.

restructuring charges  Costs related to reorganizing and downsizing the company to make the company more efficient. These costs are presented in the income statement as a single line item in determining operating income.

segment of a business  Those elements of a business that represent a separate and distinct line of business activity or that service a distinct category of customers.

statement of retained earnings  A basic financial statement explaining the change during the year in the amount of retained earnings. May be expanded into a statement of stockholders’ equity.

statement of stockholders’ equity  An expanded version of a statement of retained earnings. Summarizes the changes during the year in all stockholders’ equity accounts. Not a required financial statement, but widely used as a substitute for the statement of retained earnings.

stock dividend  A distribution of additional shares to common stockholders in proportion to their holdings.

