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The Journal Entry To Record Reissuing Treasury Stock At A Price Below The
Cost Of The Treasury Stock is a common scenario faced by companies that
repurchase their own shares and later decide to reissue them at a price lower
than the original cost. Understanding how to properly record this transaction
is essential for accurate financial reporting and compliance with accounting
standards. When treasury stock is reissued at a price below its cost, it
results in a loss that must be recognized, impacting the company's equity
accounts. This article provides a comprehensive guide to the journal entries
involved in such transactions, explaining the underlying principles, step-by-
step procedures, and implications for financial statements.

Understanding Treasury Stock and Its Reissuance

What Is Treasury Stock?
Treasury stock refers to shares that a company has issued and subsequently
repurchased from the open market or shareholders. These shares are held in
the company's treasury and are not considered outstanding shares. Companies
may hold treasury stock for various reasons, including enhancing shareholder
value, managing earnings per share, or having shares available for employee
compensation plans.

Reissuing Treasury Stock
Reissuing treasury stock involves selling these shares back into the market.
The reissue can occur at a price above or below their original cost. When
reissued at a price below the cost, the company recognizes a loss on the
transaction, which affects its equity accounts. Proper recording ensures
transparency and compliance with accounting standards such as U.S. GAAP or
IFRS.

Accounting Principles Governing Reissuance of
Treasury Stock

Cost Method vs. Par Value Method
Most companies use the cost method for accounting for treasury stock, which
records the shares at their repurchase cost. Under this method, the following
principles apply:

- When treasury stock is reissued at a price above the cost, the excess is
credited to paid-in capital from treasury stock.
- When reissued at a price below the cost, a reduction is made to paid-in



capital from treasury stock or retained earnings if the paid-in capital from
treasury stock is insufficient.

Impact on Shareholders’ Equity
Reissuing treasury stock at a loss reduces shareholders’ equity.
Specifically, the loss decreases the paid-in capital from treasury stock
account or, if necessary, reduces retained earnings once the paid-in capital
from treasury stock account is exhausted.

Step-by-Step Guide to Recording the Reissue at
a Loss

Scenario Illustration
Suppose a company repurchased 1,000 shares of its stock at $20 per share,
resulting in a total cost of $20,000. Later, it reissues 500 of these shares
at $15 per share. The reissue price is below the original cost, creating a
loss that must be properly recorded.

Calculating the Loss
- Cost per share: $20
- Reissue price per share: $15
- Number of shares reissued: 500
- Total cost of reissued shares: 500 x $20 = $10,000
- Total proceeds from reissue: 500 x $15 = $7,500
- Loss on reissue: $10,000 - $7,500 = $2,500

Journal Entry to Record the Reissue

The journal entry involves:

1. Crediting the treasury stock account to remove the cost of shares
reissued.
2. Debiting cash for the proceeds received.
3. Debiting paid-in capital from treasury stock or retained earnings to
record the loss.

The typical journal entry:

```plaintext
Dr. Cash .............................................. $7,500
Dr. Paid-in Capital from Treasury Stock .......... $2,500
Cr. Treasury Stock .................................. $10,000
```

Explanation:
- The cash account increases by the amount received from reissuing shares.
- The treasury stock account decreases by the total cost of the shares
reissued.



- Since the reissue price is below cost, the difference ($2,500) is debited
to paid-in capital from treasury stock, reducing it. If there is insufficient
balance in paid-in capital, the remaining loss would be debited to retained
earnings.

Handling the Loss When Paid-In Capital from
Treasury Stock Is Insufficient

Sometimes, the paid-in capital from treasury stock is insufficient to absorb
the reissue loss. In such cases:

- The company debits the remaining loss to retained earnings.
- This reduces overall shareholders’ equity, reflecting the impact of the
loss on the company's financial position.

The journal entry, if paid-in capital from treasury stock is exhausted, might
look like:

```plaintext
Dr. Cash .............................................. $7,500
Dr. Retained Earnings ............................. $2,500
Cr. Treasury Stock .................................. $10,000
```

Important: Under U.S. GAAP, the loss recognized on reissuance at a price
below cost should first reduce paid-in capital from treasury stock, then
retained earnings if necessary. IFRS has similar requirements, emphasizing
transparency in equity reductions.

Implications for Financial Statements

Impact on the Balance Sheet
- Treasury stock decreases by the cost of the shares reissued.
- Equity accounts, specifically paid-in capital from treasury stock and
retained earnings, are reduced by the loss amount.
- Total shareholders' equity decreases, reflecting the reissue at a loss.

Impact on the Income Statement
- The loss on reissue does not appear directly on the income statement;
instead, it impacts equity accounts.
- This treatment aligns with the principle that treasury stock transactions
are equity transactions.

Best Practices and Considerations



Maintaining Proper Documentation
- Keep detailed records of treasury stock transactions, including dates,
quantities, costs, and reissue prices.
- Ensure accurate calculation of gains or losses on reissue.

Regular Monitoring of Equity Accounts
- Monitor the balances in paid-in capital from treasury stock.
- Be prepared to record adjustments to retained earnings if losses exceed
paid-in capital.

Compliance with Accounting Standards
- Follow applicable standards like U.S. GAAP or IFRS.
- Consult with accounting professionals for complex transactions or unusual
circumstances.

Conclusion
Reissuing treasury stock at a price below its original cost involves careful
accounting to accurately reflect the transaction's impact on the company's
financial position. The key is to record the transaction with a journal entry
that debits cash for the proceeds, credits treasury stock for its cost, and
recognizes a loss by debiting paid-in capital from treasury stock or retained
earnings if necessary. Proper understanding and application of these
principles ensure transparent financial reporting and compliance with
accounting standards. Companies should maintain meticulous records and
monitor their equity accounts regularly to manage treasury stock reissuance
effectively and accurately portray their financial health to shareholders and
regulators.

Frequently Asked Questions

What is the journal entry to record reissuing
treasury stock at a price below its cost?

When reissuing treasury stock at a price below its cost, the journal entry
debits Cash for the reissue amount, debits Paid-in Capital from Treasury
Stock for the difference (if available), and credits Treasury Stock at its
original cost. If the paid-in capital from treasury stock is insufficient,
the remaining amount is debited to Retained Earnings.

How does reissuing treasury stock below cost affect
the company's equity?

Reissuing treasury stock below cost reduces the company's additional paid-in
capital from treasury stock or, if insufficient, decreases retained earnings,
thereby lowering total shareholders' equity.



What happens if there is no remaining paid-in capital
from treasury stock during reissue at a loss?

If there is no remaining paid-in capital from treasury stock, the difference
between the reissue price and the cost is debited to Retained Earnings,
reducing overall equity.

Can you reissue treasury stock at a price below its
cost without affecting net income?

Yes, reissuing treasury stock below cost does not directly affect net income;
it impacts equity accounts like paid-in capital from treasury stock and
retained earnings, but not net income.

Is there a limit to reissuing treasury stock below
its cost?

While there is no legal limit, accounting standards require that any
difference below cost be accounted for by reducing paid-in capital from
treasury stock or retained earnings, which can impact the company's equity
position.

What is the effect of reissuing treasury stock at a
loss on earnings per share (EPS)?

Reissuing treasury stock at a loss does not directly affect EPS, but the
reduction in equity may influence future EPS calculations and overall
financial ratios.

How do accounting standards guide the recording of
treasury stock reissue at a loss?

Accounting standards require that the reissue at a loss be recorded by
debiting cash, crediting treasury stock at its cost, and adjusting paid-in
capital from treasury stock or retained earnings to reflect the loss.

What are the disclosures required when reissuing
treasury stock below cost?

Disclosures typically include the amount of treasury stock reissued, the
reissue price, the original cost, and the impact on paid-in capital and
retained earnings, ensuring transparency in financial statements.

Can reissuing treasury stock at a loss impact future
dividends?

Yes, reducing shareholders' equity through reissuance at a loss can impact
the company's ability to pay dividends, as it may diminish retained earnings
and overall equity reserves.



Additional Resources
Reissuing Treasury Stock At A Price Below The Cost Of The Treasury Stock: An
In-Depth Review

When a company buys back its own shares, it is engaging in a process known as
treasury stock transactions. These transactions have significant implications
for a company's equity structure, financial statements, and shareholder
perception. Among the various scenarios that can occur, reissuing treasury
stock at a price below its original cost is particularly nuanced, requiring
careful accounting treatment to accurately reflect the financial position of
the company. This review provides a comprehensive understanding of the
journal entry involved when treasury stock is reissued at a price lower than
its cost, exploring the underlying principles, accounting standards, and
practical implications.

---

Understanding Treasury Stock and Its Reissuance

What Is Treasury Stock?

Treasury stock (or reacquired stock) refers to shares that a company has
issued and subsequently repurchased from the open market or shareholders but
has not canceled. These shares are held in the company's treasury and are not
considered outstanding shares, thus not entitling the holder to dividends or
voting rights.

Key Characteristics of Treasury Stock:

- Non-Distributable: Treasury stock is not eligible for dividends.
- Not Considered in Earnings Per Share (EPS) Calculations: Since treasury
shares are not outstanding, they do not impact EPS.
- Reissuance Flexibility: Companies can reissue treasury stock at any time,
which can be at a price higher or lower than the original purchase price.

Reasons for Reissuing Treasury Stock

Companies may choose to reissue treasury stock for various reasons:

- To raise additional capital.
- To fulfill stock option or employee compensation plans.
- To improve the company's stock liquidity.
- To strategically manage capital structure.

---

The Accounting Principles Governing Treasury



Stock Transactions

Historical Cost Method

Most companies follow the historical cost method for treasury stock
transactions, which records the purchase of treasury stock at its original
cost and reissuance at the sale price, with adjustments made to the equity
accounts accordingly.

Key points:

- Treasury stock is recorded at the cost paid to reacquire the shares.
- When reissued, the proceeds are compared to the cost basis.
- Any difference impacts the equity accounts, specifically the Additional
Paid-In Capital (APIC) or a "Paid-in Capital from Treasury Stock" account.

Impact on Equity Section

Treasury stock transactions do not impact the income statement directly but
affect the equity section of the balance sheet:

- Purchase of treasury stock: Decreases total shareholders’ equity.
- Reissuance at a profit: Increases additional paid-in capital.
- Reissuance at a loss: May reduce additional paid-in capital but cannot
decrease retained earnings directly.

---

Reissuing Treasury Stock at a Price Below Cost:
The Core Issue

Scenario Overview

Suppose a company purchases treasury stock at a cost of $20 per share. Later,
it reissues some or all of these shares at a price below $20, say $15 per
share. This situation creates a loss relative to the original cost basis, and
it requires precise journal entries to accurately reflect the transaction.

Why is this scenario significant?

- It can lead to a reduction in additional paid-in capital.
- It may result in a debit to the equity account, which is less
straightforward than a simple sale at a profit.
- It has implications for financial statement transparency and compliance
with accounting standards.



Key Accounting Principles

Under U.S. GAAP and IFRS, the general approach is:

- Record the treasury stock at its original cost.
- When reissuing at a price below cost, debit the additional paid-in capital
from treasury stock (or a similar equity account).
- If the additional paid-in capital account does not have sufficient balance
to absorb the loss, debit retained earnings as a last resort (though
generally discouraged and subject to restrictions).

---

Step-by-Step Journal Entry for Reissuing
Treasury Stock Below Cost

Let's examine the typical journal entry process for this scenario:

Example Scenario

- Original purchase price of treasury stock: $20 per share.
- Number of shares reissued: 1,000 shares.
- Reissue price: $15 per share.
- Total cost of treasury stock: $20,000 (1,000 shares x $20).
- Total proceeds from reissuance: $15,000 (1,000 shares x $15).

Calculating the Difference

- Total loss on reissuance: $5,000 ($20,000 cost - $15,000 proceeds).

Journal Entry

Step 1: Record the cash received:

- Debit: Cash $15,000

Step 2: Remove the treasury stock at its original cost:

- Credit: Treasury Stock $20,000

Step 3: Recognize the loss:

- Debit: Additional Paid-In Capital from Treasury Stock $5,000

Note: The "Additional Paid-In Capital from Treasury Stock" account is used to
allocate the difference when treasury stock is reissued at less than cost. If
this account does not have a sufficient balance, the loss may be debited to
Retained Earnings, but this is generally a last resort and may be restricted
under some accounting standards.

Final Journal Entry:

| Account | Debit | Credit |
|--------------------------------------------|------------|------------|
| Cash | $15,000 | |



| Treasury Stock | | $20,000 |
| Additional Paid-In Capital from Treasury Stock | $5,000 | |

This entry reduces the treasury stock account by its original cost and
recognizes the loss in the equity accounts, maintaining the integrity of the
financial statements.

---

Implications of Reissuing Treasury Stock Below
Cost

Impact on Shareholders’ Equity

- The reissuance at a loss reduces the total shareholders' equity.
- The loss is reflected as a debit to the Additional Paid-In Capital from
Treasury Stock, which is part of shareholders' equity.
- If the account does not have sufficient balance, the loss may be charged
against retained earnings, which can be viewed negatively as it diminishes
accumulated profits.

Financial Statement Presentation

- The balance sheet shows treasury stock as a contra-equity account.
- The statement of shareholders’ equity reflects changes due to reissuance
and the associated losses.
- The income statement remains unaffected unless the losses are charged
against retained earnings directly (which may have restrictions).

Limitations and Considerations

- Some accounting standards restrict the amount that can be debited to
additional paid-in capital from treasury stock.
- Continuous reissuance at losses may erode shareholder equity significantly.
- Transparency with shareholders about the impact of treasury stock
transactions is critical.

---

Practical Considerations and Best Practices

Monitoring the Equity Accounts

- Maintain proper balances in the Additional Paid-In Capital from Treasury
Stock account.



- Regularly review treasury stock transactions to prevent excessive depletion
of equity.

Strategic Reissuance Decisions

- Reissue treasury stock at a profit to bolster equity.
- Avoid frequent reissuance at losses to preserve shareholder value.
- Consider the market conditions and the company’s capital needs.

Compliance and Reporting

- Ensure adherence to relevant accounting standards (GAAP, IFRS).
- Disclose treasury stock transactions and their impact clearly in financial
disclosures.
- Follow corporate governance best practices to maintain transparency.

---

Conclusion

Reissuing treasury stock at a price below its original cost presents a
complex but manageable accounting challenge. The key lies in accurately
reflecting the transaction through proper journal entries, primarily by
adjusting the additional paid-in capital from treasury stock account. This
approach preserves the integrity of the financial statements and provides
stakeholders with a transparent view of the company's equity position.

While the process involves recognizing a loss, careful planning and strategic
reissuance can mitigate negative impacts on shareholder value. Companies must
also stay compliant with applicable accounting standards and maintain clear
disclosures to uphold transparency and trust.

In essence, understanding the nuances of treasury stock reissuance—especially
at a loss—is vital for finance professionals, auditors, and corporate
managers aiming to maintain sound financial practices and optimize capital
management strategies.
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