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Financial Accounting Question 5
Introduction
[bookmark: _GoBack]The 100 percent stock dividends are usually similar to the cash dividends. The managements use stock dividends when they pay the shareholders in terms of stocks. The company’s shares that are outstanding increase and the stock prices decreases. The 2 for 1 stock split occurs when the company distributes the current shares into a number of multiple shares (Mladjenovic, 2006). The number of the outstanding shares increases but the soverall value of the shares remains constant.
 	A company's board of directors will consider the stock price when choosing between stock splits and stock dividends. When the price of the stock is too high the management will prefer the stock splits since they will increase the liquidity of the stocks available (Moyer, 2014). The outcome increases the outstanding shares. Additionally, the management will consider the affordability of the shares whereby when the company targets the general public they would prefer the stock splits since they will be more affordable for the investors to buy in regular lots. When the company is targeting the big investors they can use the stock dividends.
The board of directors also needs to consider the impact and effects of the stocks method on the company’s equity. The stock splits increase the number of all outstanding shares while at the same time reducing the par value of each share of the stock (Mladjenovic, 2006). Therefore, the quantity of the shares will increase but it will not provide any change in the ownership of the shares.
In conclusion, the decision to use stock dividend or stock splits will depend on the effect the company wants the shares to have. For example, when the company needs to use its cash it will prefer using the stock dividends while if the company wants to target the general public it will prefer the stock splits.
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