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What is the difference between stock options and restricted stock?
Restricted stock is “Stock which is acquired though an employee stock option plan or other private means and which may not be transferred. Restricted stock may be forfeited if any of the SEC rules related to it are broken.”  Stock options themselves are options for employees to purchase the companies stock at a given price before a specified date.  
Why do companies issue stock options or restricted stock to employees?


Companies issue stock options to employees as an added perk to their salary.  Also, stock options will theoretically push employees to work harder, since the value of the company and hence the value of the companies stock is dependent upon the performance of the company.

Why are companies switching from stock options to restricted stock?


Companies are switching from stock options to restricted stock because restricted stock cannot be transferred.  The non-transferability of restricted stock forces employees to continue holding their investment, thus forcing them to have higher levels of performance over time.

What is the difference between a stock dividend and a stock split?


A stock dividend is a dividend that is paid with more shares of stock instead of cash.  Stock splits occur when stock prices are inflated.  When a stock split occurs the number of outstanding shares increases, and the shareholders keep a proportionate number of shares.
Dow Chemical Company – Treasury Stock Case Analysis

A.


i)  Dow authorized 500,000,000 shares of stock


ii)  In 1999, Dow had authorized 327,125,854 shares of stock


iii)  6,647,000,000 shares are outstanding at the end of 1999.

iv)  Companies repurchase their own stock to increase the percentage that they own of the company as well as preventing a hostile turnover.  Also owning their own stock is an investment for the company.  When a company’s stock goes up, so does their return on investment.
