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Beg CS + new CS issued  repurchased CS = End CS

Beg RE + NI - DIV = End RE

Beg OCI ± yearly changes = End OCI

Statement of Changes in Stockholders Equity
Accounting 422/522

The Statement of Changes in Stockholders Equity (SHE statement) includes a disclosure of
yearly change for each item in the stockholders equity section of the balance sheet. For example, if the
SHE section of the balance sheet were to contains five items–common stock, retained earnings,
accumulated other items of comprehensive income (OCI), deferred compensation and treasury
stock–then each item’s yearly change equation would be presented on the SHE statement.

The basic format for presenting the changes in each SHE amount is the beginning of the year
balance, plus increases and less decreases to get the end of the year balance. Because it deals with
yearly change, it must contain information for the most recent three fiscal years, just like the income
statement and statement of cash flows.

It is permissible under GAAP for the information included on this statement to be presented in the
notes to the financial statements instead of a separate statement. However, most companies present the
SHE statement as a fourth financial statement to complement the others (balance sheet, income
statement and statement of cash flows).

Microsoft is an example of a company that usually aggregates several items into each line it
presents on the balance sheet. It only has two items in the SHE section of the balance sheet–common
stock (including other items of contributed capital) and retained earnings (including accumulated other
items of comprehensive income).

Stockholders’ equity (In millions):

Common stock and paid-in capital – shares authorized 24,000; 2006 2005

outstanding 10,062 and 10,710 59,005 60,413

Retained earnings (deficit), including accumulated other comprehensive

income of $1,119 and $1,426 (18,901) (12,298)

Total stockholders’ equity 40,104 48,115

Total liabilities and stockholders’ equity $69,597 $70,815

Therefore, Microsoft’s SHE statement shows changes for these two items. Having only two SHE
items allows Microsoft to choose a very common sense approach to showing changes over each of three
years.
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STOCKHOLDERS’ EQUITY STATEMENTS

(In millions)

Year Ended June 30 2006 2005 2004

Common stock and paid-in capital

Balance, beginning of period $60,413 $56,396 $49,234

Common stock issued 1,939 3,223 2,815

Common stock repurchased (4,447) (1,737) (416)

Stock-based compensation expense 1,715 2,448 5,734

Stock option income tax benefits/(deficiencies) (617) 89 (989)

Other, net 2 (6) 18

Balance, end of period 59,005 60,413 56,396

Retained earnings (deficit)

Balance, beginning of period (12,298) 18,429 15,678

Net income 12,599 12,254 8,168

Other comprehensive income:

Net gains/(losses) on derivative instruments 76 (58) 101

Net unrealized investments gains/(losses) (282) 371 (873)

Translation adjustments and other 9 (6) 51

Comprehensive income 12,402 12,561 7,447

Common stock cash dividends (3,594) (36,968) (1,729)

Common stock repurchased (15,411) (6,320) (2,967)

Balance, end of period (18,901) (12,298) 18,429

Total stockholders’ equity $40,104 $48,115 $74,825

On the other hand, most other companies use an approach that is not common sense nor is the approach
easy to read. Big Lots, in its annual report for fiscal 2005, shows the following items in its stockholders
equity section of the balance sheet:

Its statement of stockholders equity (shown on the next page) does not show the yearly data for each
item on a side-by-side basis. Rather, all of the stockholders equity components are shown side-by-side
in their own column.
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