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Key Terms
o stock split
o outstanding shares
. market capitalization or

market cap
o traditional stock split

reverse stock
split
penny stock
fractional part of a
share

o
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WHv Do coRPon'ATroNs sPr,rr srocKs?
Suppose that someone approaches you to give you two ten-dollar bills
in exchange for a twenty-dollar bill. That might appear to be a worth-
less transaction because the value of the exchanged monies is the same.
Having two ten-dollar bills might better suit one party and having a single
twenty dollar bill might better suit the other. This is exactly what happens
when a corporation offers its shareholders a . To understand
what happens when stocks split, it is first necessary to understand two
important and related terms, outstanding shares and market capitaliza-
tion. are the total number of all shares issued by
a corporation that are in investors' hands. ,of

, is the total value of all of a company's outstanding shares.
When a stock is split, a corporation changes the number of out-

standing shares while at the same time adjusts the price per share so that
the market cap remains unchanged. In the opening situation, the num-
ber of bills doubled, while the value of each bill was halved. The total
value of twenty dollars remained unchanged.

Why would a corporation institute a split if it is a monetary non-
event? Many say that the reason is perception. The psychology of a split
depends on the type of split. In a , the value
of a share and the number of shares are changed in such a proportional
way that the value decreases as the number of shares increases while the
market cap remains the same. These types of splits are announced in the
form a for b where a is greater than b. For example, one of the most com-
mon traditional splits is the Z-for-I split. The investor gets two shares for
every one share held while the price per share is cut in half. Although
nothing has changed in the market value of the shares, the perception
is that the investor sees the stock as more affordable. Investors may be
attracted to this stock because the market price per share has been low-
ered, and they can afford to buy more shares.

Ina , the effect is just the opposite. The num-
ber of outstanding shares is reduced and the market price per share
is increased. As the price per share increases, the investor perceives

0bjectives
Calculate the
post-split
outstanding
shares and
share price for a

traditional split.

Calculate the
post-split
outstanding
shares and
share price for a

reverse split.

Calculate the
fractional value
amount that
a shareholder
receives after a

split.
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that the stock is worth more. This often happens to stocks known as
penny stocks, whose value is less than $5 per share. To increase the
perceived value, the corporation may increase the price per share while
at the same time decreasing the number of shares outstanding. This type
of split is also in the form afor b where a is less than b.For example, in
a L-for-2 split, the investor holding shares would now own one share for
every two previously held. The price for that share would have doubled.
The market capitalization remains the same.

The saying "perception is reality" holds true for the stock market.
Although stock splits may not initially alter the value of shares held, the
perception of change may lead to increases in sales and market prices.

Here you will learn how to interpret and calculate stock splits.

On December 4, John Deere Corporation (DE) instituted a Z-for-L stock
split. Before the split, the market share price was $87.68 per share and
the corporation had L.2 billion shares outstanding. What was the pre-
split market cap for John Deere?

S0LUTI0N The market cap before the split is determined by multiply-
ing the number of outstanding shares by the market price at that time.

Pre-split market cap - Number of shares X Market price

= 
i:,':,2:i:3a%i3,il 

87 68

The pre-split market cap is $105,216,000,000.

I CHEGK YOUR UNDERSTANDING
A corporation has a market capitahzation of. $24,O00,000,000 with
250M outstanding shares. Calculate the price per share.

What was the post-split number of shares outstanding for John Deere?

S0LUTI0N Use a proportion to determine the number of outstanding
shares available after the split. Let x be the post-split outstanding shares.

Post-split

Pre€pnt
Cross multiply.

After the split, there will be 2.48 shares outstanding.

I GHECK YOUR UNDERSTANDING
QualComm, hrc. instituted a 4-for-1. split in November. After the split Elena
owned "1.2,8OO shares. How many shares had she owned before the split?

2_ *
1 't.2

x:2xt.2

;
r#ffiffi
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What was the post-split market price per
share forJohn Deere in Example 1? How
many shares are outstanding? Did the
market cap change after the split?

S0LUTl0N This was a 2-for-"1, stock split, so

the new share price is j tne old share price.

1

;x 87.68 : $43.84

In a 2-for-1 split the number of shares are
doubled, so there are now

2 x 1.2 : 2.48 shares

The post-split market cap is $43.84 x 2.48
: $105,216,000,000, which is the same as
it was before.

I CHECK YOUR UNDERSTANDING
In October, Johnson Controls, Inc instituted a 3-for-L split. After the
split, the price of one share was $39.24.What was the pre-split price
per share?

Post-Split Market Price and Number
of Outstanding Shares
In general, in any a-for-b split, you can apply the following formulas.

Post-split number of shares : fr 
x Vre-split number of shares

Post-split share price = 2, Pre-split share price

On October 15, Palm, Inc. instituted a'1,-for-20 reverse stock split. Before
the split, the market share price was $0.64 and there were 580,000,000
shares. What was the post-split share price and number of shares?

S0LUTISN Write the 1-for-20 reverse stock split as the rctio fi.
Post-split number of shares : I x Vre-split number of shares

b
1: fr x 580,000,000 : 29,OOO,000

Post-split share price : f; * Pre-split share price

:+x0.64:!2.8o
After the split, there were 29M shares outstanding with each share
having a value of $12.80. Notice that the pre-split market cap,
580M x $0.64, and the post-split market cap,29M x $12.80, both
equal $371,200,000.
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I CHECK YOUR UNDERSTANDING
A maior drugstore chain whose stocks are traded on the New York
Stock Exchange was considering a 2-for-5 reverse split. If the pre-split
market cap was '1,.718, what would the post-split market cap be?

a
I

a

I EXTEND YOUR UNDERSTANDING
Suppose that before a stock split, a share was selling for $2.35.
After the stock split, the price was $7.05 per share. What was the
stock-split ratio?

Fractional Part of a Share
The previous examples had shares that could be split into whole-number
amounts. In reality, this may not be the case. Often the split would cre-
ate a fractional part of a share. In other words, there is less than one
share remaining. When this happens, the corporation buys the fractional
share at the current market price.

Steve owned 942 shares of Graham Corporation. OnJanuary 3, a
5-for-4 split was announced. The stock was selling at $56 per share
before the split. How was Steve frnancially affected by the split?

SOLUTI0N Write the split as a ratio. Use the pre-split information to
find the post-split values.

Post-split number of shares : I x Prc-split number of shares
D

\:ix942:L,177.s

Post-split share price : f; * Pre-split share price

4:fx56:44.80

Fractional shares are not traded, so the corporation paid him the mar-
ket value of 0.5 shares.

Fractional part x Market price 0.5x44.80:22.4O
Steve received $22.40 in cash and 1,t77 shares worth $44.80 each.

I CHECK YOUR UNDERSTANDING
Gabriella owned L,045 shares of Hollow Corporation at a price of
$62.79. The stock split 3-for-2. How was Gabriella financially affected
by the split?

q
rtNsdiliiiF&*F*er;:
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L. Why should investors be cautious when a split occurs? How might
those words apply to what you have learned?

2. In February, Robbins and Myers, Inc. executed a 2-for-1 split. Janine
had 47O shares before the split. Each share was worth $69.48.
a. How many shares did she hold after the split?
b. What was the post-split price per share?
c. Show that the split was a monetary non-event for Janine.

3. On June 5, CIGNA instituted a 3-for-L stock split. Before the split,
CIGNA had 200 million shares with a price of $168 per share.
o. How many shares were outstanding after the split?
b. What was the post-split price per share?
G. Show that this split was a monetary non-event for the

corporation.

4. Vilma owns 750 shares of Aeropostale. On August 22, the corpora-
tion instituted a 3-for-2 stock split. Before the split, each share was
worth $34.89.
3r. How many shares did Vilma hold after the split?
b. What was the post-price per share after the split?
c. Show that the split was a monetary non-event for Vilma.

5. Mike owns 2,4OO shares of JDS Uniphase Corp. The company insti-
tuted a L-for-8 reverse stock split on October L7. The pre-split market
price per share was $2.L3.
a. How many shares did Mike hold after the split?
b. What was the post-split price per share?
G. Show that the split was a monetary non-event for Mike.

6. Versant Corporation executed a L-for-l0 reverse split on
August 22. At the time, the corporation had 35,608,800 shares
outstanding and the pre-split price per share was $0.41.
8t. How many shares were outstanding after the split?
b. What was the post-price per share after the split?
G. Show that this split was a monetary non-event for the

corporation.

7. Kristy owns 200 shares of Nortel stock. On November 30 the company
instituted a L-for-L0 reverse split. The pre-split price per share was
$2.15. The number of shares outstanding before the split was 4.348.
fl. How many shares did lGisty hold after the split?
b. What was the post-split price per share?
G. What was the post-split number of outstanding shares?
d. What was the post-split market cap?
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Jon noticed that most traditional splits are in the form x-for-L. He says
that in ilrose cases, all you need do is multiply the number of shares
held by x and divide the price per share by x to get the post-split num-
bers. Answer Exercises 8-9 based on Jon's method.

8. Verify that Jon's method works to determine the post-split price and
shares outstanding for Hansen Natural Corporation which executed a

4-for-1- split onJuly L0 with 22,676,800 outstanding shares and a mar-
ket price of $203.80 per share before the split.

9. Jon also noticed that every traditional split ratio can be written in
the form x-for-l. Examine how the 3-for-2 traditional split can be
expressed as 1.S-for-1.

1:L-3:2x-x:1.5
21

Express each of the following traditional split ratios as x-for-l.
3t. 5-for-4 b. 6-for-5
c. 5-for-2 d. 8-for-5

LO. Monarch Financial Holdings, Inc. executed a 6-for-5 traditional split
on October 5. Before the split there were approximately 4,800,000 t
shares outstanding, each at a share price of $L8.00. '',
?r. Use the method outlined in Examples 2 and 3 on pages 46 and

47 to determine the post-split share price and number of shares
outstanding.

b. Compare the results from part a. with that obtained by using
Jon's method. Jon's method says that 6-for-5 is the same as

1.2-for-1.

11. OnJune 19 California Pizza Kitchen, Inc. instituted a3-for-2 split. At
that time Krista owned 205 shares of that stock. The price per share
was $33.99. After the split, Krista received a check for a fractional
part of a share. What was the amount of that check?

12. On December L4, XTO Energy, Inc. executed a 5-for-4 split. At that
time, Bill owned 325 shares of that stock. The price per share was

$65.80. After the split he received a check for a fractional part of a
share. What was the amount of that check?

Use the following spreadsheet to answer Exercises 1-LL5. The split-ratio
is entered in cells 82 and C2. For example, the ratio of 2-for-L would
be entered as a 2 in 82 and a f. in C2. The number of pre-split shares is
entered in 83 and the pre-split price is entered in 84.

13. Write the spreadsheet formula that will calculate the post-split num-
ber of outstanding shares in C3.

14. Write the spreadsheet formula that will calculate the post-split price per
share in C4.

A B c
1 Pre-split Post-split

2 Split ratio 2 1

3 Outstanding shares

4 Price per share

5 Market cap

L5. Write the pre-split
market cap formula
in cell 85 and the
post-split market
cap formula in C5.

il
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