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Chapter 2.
THE NATURE OF SURPLUS.

DEFINITIOH’OF TERMS.

Cagita;.~‘ The term "Capital" is one of the most abused
and overworked wordse in financial literature. It is applled
to 8o many things of such marked dissimilarity that it ls
neoéeeary to knoﬁ quite definitely in which sgnee‘lt is used
in a particularfigborder to avold serious misinterpretatlon.I
Capital,as used in accounting,is an abbreviation for the more ,
teéhnical-and.perhaps,more accurate phrase "Accounting Capital'.
It may be deflined as the excess of the value of the assets of
a business entity over its liabilities;it is measugd by the
"Capital'or "Net Worth"sectlon of the balance,sheet.alts amount
also represents the value of the owners'or stockholders entity
1n\}he assets of a corporation.

Capital Stock.~ The capitel of a corporation-is,uaually
~divided into two parts:(I).capital stock,(z).surplua.BThat
portion of a corporation's capital which represents the con-

tribution made or contracted to be made by the shareholders

in exchange for their shares in a corporation's stock and

I. S. Gundelfinger:
Determination o , : 1 ghle
Distribution of D v dends in the Cas co Wit

Special Reference to Syatem of C S Wi
Par Value."(The Journal of Accountancy,Vol.57,pp.3522~31,)

2., Charles B. Couchman,zgg Balance Sheet,pp.I73.
3. H. A. Finney,Principles of Accounting,Vol.I,Chap.7,pp.I3.
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Chapt.er 6.
'EARNED SURPLUS.

As pointed out in previous chapters,capital surplus
and surplus from re-valuation are not always avalilable for dis-
tribution of dividends. Earned surplus may legally be distributed
at any tilme slthough 1t may be reserved by the board of directors
for other purposes. Earned surplus ie the most common form of .
surplus. The word"Surplus"without qualification 1s usually under-
stond to represent surplus derived from earnings. The practice
of corporations with respect to the~maﬁner'or recording and
showving surplus from various sources 1s such,however, that 1t is_
dangerous to mzke thlis assumption without actual knowledge of all
the facts. -

VALUATION.

The surplus of a corporatlion is the variable which
measures the increase or decrease inits net worth. The other
factor in the~ﬁet worth, the capital stock,remains reasonably
constant. | |

Because'sufplus is the difference between the hook value
of the assets and the sum of the liabilities and capitzl stock,
it follows that any under- or over-valuation of the assets is
inmedlietely and to the sameiextant reflected in an under- or
over-valuation of the surpluse and consequently of the corporation's
capital itself. Equally,efroneous results in the showing of the

net worth of the corporation arise from the omiésion,understatement
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