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The issuance of common stock is a fundamental event in a company's lifecycle, representing a means
of raising capital to fund operations, expansion, or other corporate activities. Specifically, when Alt
Corp. issues 5,000 shares of its $10 par value common stock at a price of $14 per share, it involves
several accounting and financial reporting considerations. Understanding the nature of this
transaction is crucial for investors, accountants, and management alike. This article explores the
details surrounding this issuance, its implications, the journal entries involved, and how it impacts the
company's financial statements.

Understanding the Basics of Stock Issuance

What Is Par Value?
Par value is a nominal value assigned to a share of stock by the company's charter. In this case, each
share has a par value of $10. Par value is largely a legal concept and often has little relation to the
market value of the stock.

Issue Price vs. Par Value
The issue price is the price at which the stock is sold to investors—in this scenario, $14 per share.
Since this exceeds the par value, the issuance results in a premium, known as additional paid-in
capital or share premium.

Why Do Companies Issue Stock Above Par?
Issuing stock above par allows companies to raise additional capital beyond the legal minimum stated
by the par value. The excess over par value is recorded separately as a part of shareholders’ equity,
typically under "Additional Paid-in Capital."



Details of Alt Corp.’s Stock Issuance

Number of Shares Issued
Alt Corp. issues 5,000 shares of common stock.

Par Value of Shares
Each share has a $10 par value.

Issue Price per Share
Shares are sold at $14 each.

Total Capital Raised
Total proceeds from the issuance are calculated as:

Number of Shares × Issue Price = 5,000 × $14 = $70,000

Accounting for the Stock Issuance

Step 1: Determine the Par Value Portion
The total par value of the issued shares is:

Number of Shares × Par Value per Share = 5,000 × $10 = $50,000

This amount is credited to the Common Stock account.

Step 2: Calculate the Additional Paid-in Capital
The excess over par value, known as additional paid-in capital (APIC), is:

Total Proceeds – Par Value = $70,000 – $50,000 = $20,000

This amount is credited to the Additional Paid-in Capital account.



Step 3: Record the Journal Entry
The journal entry to record this stock issuance is as follows:

Account Debit Credit

Cash $70,000

Common Stock $50,000

Additional Paid-in Capital $20,000

This entry reflects the increase in cash received, the issuance of stock at par value, and the premium
received over par.

Implications of the Transaction on Financial
Statements

Balance Sheet Impact
The issuance increases the company's assets and shareholders’ equity:

Assets: Cash increases by $70,000

Shareholders’ Equity:

Common Stock increases by $50,000

Additional Paid-in Capital increases by $20,000

Effect on Earnings
This transaction does not impact net income directly, as it involves equity accounts. However, the
increased capital can support future earnings-generating activities.

Impact on Earnings Per Share (EPS)
Since this is an equity financing event, the primary effect on EPS would occur over time as the
company generates profits. The increase in shares outstanding (5,000 additional shares) will dilute
EPS unless the proceeds are used effectively to generate higher earnings.



Legal and Regulatory Considerations

Authorization and Compliance
Before issuing new shares, Alt Corp. must ensure:

That the issuance is authorized by the company’s articles of incorporation or bylaws.1.

Compliance with securities laws and regulations, including filings and disclosures.2.

Proper approval from the board of directors and, if necessary, shareholders.3.

Shareholder Rights and Restrictions
Issued shares carry rights such as voting and dividends, which are dictated by the company's
governing documents and applicable laws.

Reasons for Issuing Shares at a Premium

Raising Capital Efficiently
Issuing shares above par allows the company to raise additional funds without increasing the par
value, thus maximizing capital inflow.

Market Perception
A higher issue price might reflect investor confidence and perceived value of the company.

Legal and Accounting Benefits
The separation of the share premium from the legal capital (common stock) can provide flexibility in
future capital transactions and dividends.

Potential Challenges and Considerations

Market Conditions
The success of issuing shares at a premium often depends on market conditions and investor
sentiment.



Dilution of Ownership
Existing shareholders experience dilution of ownership and voting power unless they participate in the
offering.

Impact on Stock Price
New issuance at a premium can influence the company's stock price positively or negatively,
depending on perceived value and market reaction.

Conclusion

The issuance of 5,000 shares of $10 par value common stock at $14 per share by Alt Corp. is a
strategic move to raise capital efficiently. Proper accounting treatment involves recognizing the total
proceeds, recording the par value in the common stock account, and the excess as additional paid-in
capital. This transaction enhances the company's cash position and equity base, providing resources
for growth and operational needs. However, it also involves legal, regulatory, and market
considerations that management must carefully navigate. Understanding the intricacies of such a
transaction is essential for accurate financial reporting, strategic planning, and maintaining investor
confidence.

Summary of Key Points:

Shares issued: 5,000 at $14 per share

Total proceeds: $70,000

Par value of issued shares: $50,000

Additional paid-in capital: $20,000

Journal entry involves debiting cash and crediting common stock and additional paid-in capital

Impacts both the balance sheet and shareholder equity

Subject to legal approval and regulatory compliance

In summary, this issuance exemplifies how companies leverage equity markets to fund their growth,
with careful accounting ensuring transparent and accurate financial statements.

Frequently Asked Questions



What is the journal entry when Alt Corp. issues 5,000 shares
of $10 par value common stock at $14 per share?
The journal entry is: Debit Cash $70,000 (5,000 shares × $14), Credit Common Stock $50,000 (5,000
shares × $10 par), and Credit Additional Paid-In Capital $20,000 (difference between issue price and
par value).

How does issuing stock at a premium affect Alt Corp.'s
financial statements?
It increases cash and shareholders' equity through common stock at par value and additional paid-in
capital, enhancing the company's capital base without impacting net income.

What is the significance of the $14 per share issue price
compared to the $10 par value?
The $14 per share price is the issue price, which is above the par value, resulting in additional paid-in
capital, indicating investor confidence and a premium over the stock's nominal value.

What are the accounting implications of issuing 5,000 shares
at a price above par?
It results in an increase in cash, common stock (at par value), and additional paid-in capital, reflecting
the premium received from investors.

When is the transaction of issuing shares recorded in Alt
Corp.'s books?
The transaction is recorded at the time of issuance, typically on the date the shares are sold,
recording cash received and updating equity accounts.

If Alt Corp. issued 5,000 shares at $14 per share, what is the
total amount of cash received?
The total cash received is $70,000 (5,000 shares × $14).

How does this issuance impact Alt Corp.'s total shareholders'
equity?
It increases total shareholders' equity by the amount of cash received, split between common stock at
par value and additional paid-in capital.

What are the potential reasons for issuing stock at a premium



like $14 per share?
Reasons include raising capital efficiently, reflecting strong investor demand, or signaling confidence
in the company's prospects.

How would this transaction be affected if the shares were
issued at exactly the par value?
If issued at par value, the entire amount received would be credited to common stock, with no
additional paid-in capital recorded.

What are the legal considerations when issuing shares above
par value?
Legal considerations include ensuring proper authorization, accurate record-keeping of the issuance,
and compliance with corporate laws regarding issuance and reporting of share capital.

Additional Resources
Alt Corp. issues 5,000 shares of $10 par value common stock at $14 per share: a detailed
analysis of the transaction and its implications

In the dynamic world of corporate finance, issuing stock remains one of the most fundamental
strategies companies employ to raise capital, fund expansion, or enhance liquidity. Recently, Alt
Corp., a burgeoning enterprise in the tech sector, announced the issuance of 5,000 shares of common
stock with a par value of $10, each sold at a price of $14 per share. This transaction not only reflects
the company's growth trajectory but also offers a window into its financial planning, investor relations,
and potential future strategies. In this comprehensive analysis, we will explore the intricacies of this
issuance, dissect its accounting implications, and consider its broader impact on Alt Corp.'s financial
health and market positioning.

---

Understanding the Transaction: Basic Facts and
Definitions

What does it mean to issue stock?
Issuance of stock refers to a company's process of selling ownership shares to investors in exchange
for capital. When a company issues common stock, it grants shareholders voting rights and residual
claims on profits, typically through dividends. This process is a vital mechanism for companies
seeking external funding without incurring debt obligations.



The specific details of Alt Corp.’s issuance
- Number of shares issued: 5,000 shares
- Par value per share: $10
- Offering price per share: $14

The par value is a nominal value assigned to each share, often used as a legal minimum for share
issuance. The offering price exceeds this par value, indicating that investors are willing to pay a
premium, reflecting their confidence in Alt Corp.'s prospects.

Why is the issuance price above par significant?
A significant aspect of this transaction is that the shares are sold at a price above their par value,
resulting in "additional paid-in capital" (also known as "capital in excess of par"). This premium
indicates that the market perceives Alt Corp. as having value beyond its nominal share value, which
can signal positive investor sentiment.

---

Accounting for the Stock Issuance: Journal Entries and
Financial Statements

Recording the transaction in the accounting books
When Alt Corp. issues 5,000 shares at $14 each, the company must record the transaction in its
accounting system. The journal entry involves two main components:

- Debit cash account: Reflects the inflow of cash from investors.
- Credit common stock account: Represents the par value of the issued shares.
- Credit additional paid-in capital: Represents the amount received over the par value.

Calculation of amounts:
- Total proceeds from the sale: 5,000 shares × $14 = $70,000
- Total par value: 5,000 shares × $10 = $50,000
- Excess over par (additional paid-in capital): $70,000 - $50,000 = $20,000

Journal entry:

| Account | Debit | Credit |
|--------------------------------|--------------|--------------|
| Cash | $70,000 | |
| Common Stock | | $50,000 |
| Additional Paid-in Capital | | $20,000 |

This entry increases the company's cash assets and reflects the issuance of equity capital. The
"common stock" account increases by the total par value, while the "additional paid-in capital"
captures the premium paid over par.



Implications for the balance sheet
- Assets: Increase by $70,000 due to the cash inflow.
- Equity: Increases by $70,000, split between common stock ($50,000) and additional paid-in capital
($20,000).

This infusion of capital enhances the company’s financial strength, providing resources for growth
initiatives, R&D, or debt repayment.

---

Impact on Financial Ratios and Market Perception

Effect on key financial ratios
The issuance affects several critical financial ratios, which investors and analysts monitor closely:

- Earnings per Share (EPS): Dilution depends on whether the newly issued shares are dilutive to
existing shareholders' earnings.
- Book Value per Share: Increases as assets (cash) rise, while the total equity increases proportionally.
- Debt-to-Equity Ratio: Likely to decrease if the company was previously financed through debt,
signaling a stronger equity position.
- Shareholder Equity: Expands, reflecting increased ownership capital.

Market perception and investor confidence
Issuing shares at a premium can be viewed positively, indicating strong investor confidence. It
suggests that the market values the company higher than its par value, which can boost stock price
and attract further investment. Conversely, issuing shares at a discount or below market value could
signal distress or undervaluation, but that is not the case here.

---

Strategic Considerations for Alt Corp.

Reasons behind the issuance
Companies undertake stock issuance for various reasons, and understanding Alt Corp.'s motives
provides deeper insight:

- Funding growth initiatives: Expanding product lines, entering new markets, or investing in research
and development.
- Strengthening the balance sheet: Improving liquidity or reducing reliance on debt.
- Acquiring other firms: Using newly issued shares as part of merger or acquisition deals.



- Enhancing market presence: Increasing the number of publicly held shares can improve liquidity and
visibility.

Potential implications and future considerations
- Dilution of existing ownership: New shares dilute existing shareholders' percentage of ownership
unless they participate in the offering.
- Impact on stock price: If the issuance is perceived as dilutive or poorly timed, it might negatively
affect the stock's market value.
- Future capital raises: Successful issuance can position Alt Corp. for additional offerings or financing
activities.

---

Legal and Regulatory Aspects

Compliance with securities laws
Stock issuance must adhere to securities regulations, including registration requirements or
exemptions. Alt Corp. must disclose the issuance details in filings with regulatory bodies such as the
SEC (if publicly traded), ensuring transparency and compliance.

Shareholder approval
Depending on the company's bylaws and jurisdiction, shareholder approval might be required for
issuing new shares, especially if it results in significant dilution or changes in corporate structure.

---

Conclusion: A Strategic Move in Alt Corp.'s Growth
Trajectory

Alt Corp.'s issuance of 5,000 common shares at $14 per share exemplifies a strategic approach to
capital raising, combining market confidence with prudent financial management. By issuing shares
above par value, the company not only enhances its capital base but also signals positive investor
sentiment, which can bolster its market reputation and future prospects.

From an accounting perspective, the transaction reflects a straightforward increase in assets and
equity, with a clear distinction between the par value of shares and the premium received. It
influences key financial ratios, providing a more robust financial position that can facilitate growth or
debt reduction.

For investors and analysts, this move warrants close attention, as it could pave the way for future



expansion, acquisitions, or strategic initiatives. For Alt Corp., carefully managing dilution, market
perception, and regulatory compliance will be crucial to maximizing the benefits of this capital
infusion.

In essence, this issuance is a testament to Alt Corp.'s growth ambitions and financial health,
positioning it for sustained success in a competitive landscape. As the company navigates its next
chapter, the strategic deployment of this new capital will be pivotal in shaping its future trajectory
and shareholder value.
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