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Understanding the accounting treatment of share issuance is fundamental for any student, investor,
or professional involved in corporate finance. One of the most common questions relates to whether
the proceeds from issuing shares are credited to the share capital account. This article thoroughly
explores this topic, clarifies common misconceptions, and elaborates on the correct accounting
practices involved in recording share issuance proceeds.

Introduction to Share Capital and Share Issue Proceeds

Before delving into whether the proceeds from the issue of shares are credited to the share capital
account, it's essential to understand the basic concepts involved.

What Is Share Capital?

Share capital represents the amount invested by shareholders in a company through the purchase of
shares. It is a key component of a company's equity and is reflected on the company's balance sheet.
Share capital can be classified into:

- Authorized Share Capital: The maximum amount of share capital that a company is authorized to
issue as per its Articles of Association.

- Issued Share Capital: The portion of authorized capital that has been actually issued to
shareholders.

- Paid-up Share Capital: The amount of issued share capital that shareholders have paid for.

The Issue of Shares

Issuing shares involves the company offering new shares to shareholders or the public to raise
capital. This process is a vital financing activity that helps companies expand, develop new products,
or pay off debts.



Accounting Treatment of Share Issue Proceeds

The core question is whether the proceeds from issuing shares are credited directly to the share
capital account, or whether they are initially credited elsewhere and then transferred.

General Principles in Accounting for Share Issue

- When a company issues shares, it receives cash or other assets.

- The accounting entry reflects an increase in assets (cash) and an increase in equity.

- The increase in equity is generally credited to the share capital account or other relevant accounts
depending on the nature of the issue.

Types of Share Issues and Their Impact on Accounts

The accounting treatment varies depending on the nature of the share issue:

- Issue at Par (Nominal Value): When shares are issued at their face value.

- Issue at Premium: When shares are issued at a price above their face value.

- Issue for Non-Cash Consideration: When shares are issued in exchange for assets other than cash.

Each scenario involves different accounting entries, but the guiding principle remains that the
proceeds impact the share capital and share premium accounts accordingly.

The Correct Answer: Are Proceeds Credited To Share
Capital?

The statement "The proceeds from the issue of shares are credited to the share capital account" is
not entirely accurate without qualification. The correct treatment depends on the nature of the share
issue.

1. Shares Issued at Par Value

In cases where shares are issued at their face (nominal) value:

- The proceeds are credited directly to the Share Capital Account.
- Example:

- Company issues 1,000 shares of $1 each at par.

- Entry:

- Debit: Cash $1,000

- Credit: Share Capital $1,000

Conclusion: For shares issued at par, proceeds are credited to the share capital account.



2. Shares Issued at Premium

When shares are issued at a price above their nominal value:

- The proceeds are split between the Share Capital Account and the Share Premium Account.
- Example:

- Company issues 1,000 shares of $1 each at $1.50.

- Entry:

- Debit: Cash $1,500

- Credit: Share Capital $1,000

- Credit: Share Premium $500

Conclusion: The share capital account is credited with the nominal value; the excess over nominal
value is credited to the share premium account.

3. Shares Issued for Non-Cash Consideration

When shares are issued in exchange for assets:
- The assets received are recorded at fair value.
- The corresponding credit is to share capital and/or share premium, depending on the issue.

Common Misconceptions and Clarifications

Many students and practitioners confuse the recording of share issue proceeds, leading to
misconceptions such as:

Misconception 1: All proceeds are credited directly to the
share capital account.

Clarification: Only proceeds from shares issued at par value are credited solely to the share capital
account. In other cases, the share premium account is also involved.

Misconception 2: Share premium is a liability.

Clarification: Share premium is part of shareholders’ equity, not a liability, and is credited when
shares are issued at a premium.

Misconception 3: The share capital account always reflects the
total proceeds received.

Clarification: The share capital account reflects the total nominal value of issued shares; the total
proceeds may be higher due to share premium.



Legal and Regulatory Considerations

Companies are governed by legal provisions that dictate how share capital and premiums are
recorded and reported.

Legal Frameworks

- Companies Act (or equivalent legislation): Sets rules for issuing shares, minimum share capital
requirements, and the handling of premiums.

- Memorandum and Articles of Association: May specify authorized share capital and issuance
procedures.

Compliance and Disclosure

- Proper disclosure of share capital and share premium in financial statements.
- Maintenance of separate accounts for share capital and share premium.
- Recording share issuance at the appropriate amounts based on issue price.

Practical Examples of Recording Share Issue Proceeds

To better understand the accounting entries, here are practical examples:

Example 1: Issue at Par Value

Scenario: Company issues 5,000 shares of $2 each at par.
Entries:

- Debit: Bank/Cash $10,000

- Credit: Share Capital $10,000

Explanation: The entire proceeds go to share capital because the shares are issued at face value.

Example 2: Issue at Premium

Scenario: Company issues 2,000 shares of $1 each at $1.50.

Entries:



- Debit: Bank/Cash $3,000
- Credit: Share Capital $2,000
- Credit: Share Premium $1,000

Explanation: The share capital account is credited with the nominal value, and the excess is credited
to the share premium account.

Summary and Conclusion

The statement "The proceeds from the issue of shares are credited to the share capital account" is
partially true but requires clarification. The correct accounting treatment depends on whether
shares are issued at par or at a premium:

- At Par: The proceeds are credited entirely to the share capital account.
- At Premium: The proceeds are split between the share capital account and the share premium
account.

Key Takeaways:

- The share capital account reflects the nominal value of issued shares.

- The share premium account records amounts received over the nominal value.

- Proper accounting treatment ensures accurate representation of a company's equity and
compliance with legal standards.

Final note: Always consider the context of the share issue and relevant accounting standards or
legislation when recording proceeds from share issuance.

References and Further Reading

- Accounting Standards: IFRS and GAAP guidelines on share capital and share premium.

- Legal Texts: Companies Act (varies by jurisdiction) for statutory requirements.

- Textbooks: "Accounting for Share Capital" by various authors for in-depth understanding.

- Professional Guidance: Consult with a qualified accountant or auditor for complex transactions.

By understanding these principles, students and professionals can accurately record and analyze the
proceeds from share issuance, ensuring clarity in financial statements and compliance with
applicable laws.

Frequently Asked Questions



Is it true that the proceeds from the issue of shares are
credited to the Share Capital Account?

Yes, the proceeds from the issue of shares are credited to the Share Capital Account.

Can the proceeds from share issuance be credited to other
accounts instead of Share Capital?

Typically, the proceeds are credited to the Share Capital Account; however, if shares are issued at a
premium, the premium amount is credited to the Securities Premium Account.

Does issuing shares increase the company's share capital?

Yes, issuing shares increases the company's share capital, which is reflected by crediting the Share
Capital Account.

Is the statement 'The proceeds from the issue of shares are
credited to the Share Capital Account' always true?

It is generally true; however, if shares are issued at a premium, the premium amount is credited
separately to the Securities Premium Account.

What happens to the share capital account when new shares
are issued at par?

The Share Capital Account is credited with the nominal value of the shares issued at par.

Is the statement 'The proceeds from the issue of shares are
credited to the Share Capital Account' considered true or
false?

It is considered true in standard accounting practice, with the clarification that premiums are
credited to separate accounts.

Additional Resources
The Proceeds From The Issue Of Shares Are Credited To The Share Capital Account: True or False?

Understanding the accounting treatment of proceeds from share issuance is fundamental for
students, practitioners, and stakeholders involved in corporate finance and accounting. The
statement "The proceeds from the issue of shares are credited to the Share Capital Account" is a
common point of discussion and often a source of confusion. To clarify this, we need to explore the
underlying principles, standard accounting practices, legal considerations, and practical
implications.



Introduction to Share Capital and Its Significance

Share capital represents the amount invested by shareholders in a company through the purchase of
its shares. It forms the core part of a company's equity and signifies the ownership stake of
shareholders. The accounting treatment of share capital is governed by statutory laws (e.g.,
Companies Act in many jurisdictions), accounting standards (e.g., [IFRS, GAAP), and corporate
policies.

Key Points:

- Share capital reflects the nominal (par) value of shares issued.

- It is considered a permanent account, representing the company's initial and ongoing capital
structure.

- The proceeds from share issuance contribute to the company's financial resources for operational
and expansion purposes.

Theoretical Perspective: The Nature of Share Capital

1. Share Capital as a Capital Account

In accounting, the Share Capital account is classified as a capital account rather than a revenue
account. This means:

- It records amounts contributed by shareholders as equity.
- It is not affected by the company's operational profits or losses.
- It is credited when shares are issued, and the amount is received.

2. The Concept of Nominal or Par Value

Most shares are issued at a nominal (par) value. The amount received over the nominal value is
termed share premium or additional paid-in capital.

- The par value is credited to the Share Capital account.
- The premium is credited to a separate account—Share Premium Account.

3. Accounting Entries at the Time of Issue
- When shares are issued at par:
Debit: Bank or Cash account

Credit: Share Capital account

- When shares are issued at a premium:



Debit: Bank or Cash account
Credit: Share Capital account (nominal value)
Credit: Share Premium account (amount over nominal value)

Legal and Accounting Frameworks

1. Legal Perspectives

Most corporate laws specify that:

- The share capital account is credited with the nominal value of shares issued.

- The premium received is credited to a separate reserve (Share Premium Account) and not directly
to share capital.

- The proceeds are to be used in accordance with the company's objectives and statutory
requirements.

2. Accounting Standards and Principles

International and national accounting standards emphasize the distinction between capital and
revenue:

- Capital reflects the company's initial funding and long-term resources.
- Revenue reflects the company's operational income and expenses.

Accordingly, proceeds from share issuance are classified under capital because they increase the
company's permanent funds.

Practical Illustration: The Accounting Treatment

Scenario 1: Issue of Shares at Par

Suppose XYZ Ltd. issues 10,000 shares of par value $1 each at par.
Entry:

| Debit | Credit |

e —
| Bank / Cash | $10,000 |

| | Share Capital ($1 x 10,000) | $10,000 |

Scenario 2: Issue of Shares at Premium



XYZ Ltd. issues 10,000 shares of par value $1 at a premium of $2 per share.
Entry:
| Debit | Credit |

e —
| Bank / Cash | $30,000 |

| | Share Capital ($1 x 10,000) | $10,000 |
| | Share Premium ($2 x 10,000) | $20,000 |

This demonstrates that the proceeds are credited partly to the Share Capital account (for nominal
value) and partly to the Share Premium account (for the amount over nominal value).

Is the Proceeds From Share Issue Credited to the Share
Capital Account? — True or False?

Answer: It depends on the context and the amount received.
1. When issued at par value:

- Yes, the entire proceeds are credited directly to the Share Capital account because the amount
received equals the nominal value of shares.

2. When issued at a premium:

- Partly true, but incomplete if considered solely at face value.

- The nominal (par) value of shares is credited to the Share Capital account.

- The excess over par (premium) is credited to the Share Premium Account, not directly to the Share
Capital account.

3. When shares are issued at a discount (which is generally prohibited in most jurisdictions):

- The proceeds are less than the nominal value, and the accounting treatment is more complex, often
requiring legal and regulatory considerations.

Conclusion:
- The statement is true in cases where shares are issued at par value.

- It is false or incomplete if shares are issued at a premium because proceeds are split between
Share Capital and Share Premium accounts.



Implications of the Statement in Practical Accounting

1. Accurate Reflection of Capital Structure

Correctly crediting proceeds ensures:

- Accurate representation of the company's equity.

- Proper segregation between nominal value and additional paid-in capital.

- Compliance with legal and accounting standards.

2. Impact on Financial Statements

- Balance Sheet: The Share Capital account increases by the nominal value of issued shares.
- Statement of Changes in Equity: Shows increases in share capital and share premium.
- Shareholders’ Equity: Reflects the total amount invested by shareholders.

3. Limitations and Considerations

- The proceeds are not considered income or profit.

- They are part of the company's permanent capital, not revenue.
- The issuance process must adhere to statutory procedures, including shareholder approval.

Common Misconceptions and Clarifications

- Misconception: All proceeds from share issuance go directly to the Share Capital account.
Clarification: Only the nominal (par) value of shares is credited to Share Capital. Any premium is
credited separately.

- Misconception: The entire proceeds are considered income.
Clarification: Share proceeds are capital, not income; they increase equity.

- Misconception: Shares issued at a discount are common.

Clarification: Generally, issuing shares at a discount is prohibited or restricted by law in many
jurisdictions.

Summary and Final Verdict

In conclusion:

- The statement "The proceeds from the issue of shares are credited to the Share Capital Account" is
partially true depending on the circumstances.



- When shares are issued at par value, the entire proceeds are credited directly to the Share Capital
account.

- When shares are issued at a premium, only the nominal value is credited to Share Capital, with the
excess credited to Share Premium.

Final note:

Understanding the distinction between share capital and share premium, and how proceeds are
recognized in accounting, is vital for accurate financial reporting and compliance. The treatment
ensures transparency, legal adherence, and a true picture of the company’s financial position.

In essence, the statement is True in the context of shares issued at par, but generally False or
incomplete when considering shares issued at a premium.
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