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CFAS Company issued 200,000 shares of P5 par value at P10 per share. On
January 1, 2022, the retained earnings and share capital accounts were
affected by this issuance, reflecting a significant event in the company's
financial activities. This article provides an in-depth analysis of the
accounting implications of the share issuance, the journal entries involved,
and the broader impact on the company's financial statements and
capitalization structure.

Understanding Share Capital and Par Value

What is Par Value?
Par value, also known as face value or nominal value, is the minimum price at
which shares can be issued as specified in the company's articles of
incorporation. It serves as a legal and accounting benchmark, ensuring that
shares are not issued below a certain amount, which protects creditors and
maintains the company's capital integrity.

Share Capital and Its Significance
Share capital represents the total value of a company's issued shares. It is
a crucial component of shareholders' equity and indicates the amount
contributed by shareholders in exchange for ownership interests. For CFAS
Company, issuing 200,000 shares with a par value of P5 each results in a
specific increase in share capital.

Details of the Share Issuance

Transaction Overview
On January 1, 2022, CFAS Company issued 200,000 shares at P10 per share. This
transaction involves several key figures:

Number of shares issued: 200,000

Par value per share: P5

Issue price per share: P10



Total proceeds from issuance: 200,000 shares × P10 = P2,000,000

Total share capital (at par): 200,000 shares × P5 = P1,000,000

Additional paid-in capital (or share premium): P2,000,000 - P1,000,000 =
P1,000,000

Implications for Capital Structure
This issuance increases both the share capital and additional paid-in capital
accounts, enhancing the company's equity position. The higher issue price
over par value creates a premium, which is recorded separately in the equity
section as share premium or additional paid-in capital.

Accounting Entries for the Share Issuance

Journal Entry Recording the Transaction
The accounting treatment involves recording the receipt of funds and the
allocation between share capital and share premium:

Dr. Cash ................................................ P2,000,000
Cr. Share Capital (200,000 × P5) .................. P1,000,000
Cr. Share Premium (P10 - P5) × 200,000 .......... P1,000,000

Explanation of the Journal Entries
- Cash increases by the total amount received (P2,000,000), reflecting the
inflow.
- Share Capital increases by the total par value of issued shares
(P1,000,000).
- Share Premium or Additional Paid-in Capital increases by the difference
between the issue price and par value multiplied by the number of shares
issued (P1,000,000).

Impact on Financial Statements

Balance Sheet Effects
Post-issuance, the balance sheet reflects:

An increase in Cash by P2,000,000.



An increase in Share Capital by P1,000,000.

An increase in Share Premium/Additional Paid-in Capital by P1,000,000.

Overall increase in Shareholders' Equity by P2,000,000.

Effect on Equity and Ownership
The issuance dilutes existing ownership percentages but strengthens the
company's equity base, providing more resources for expansion, debt
repayment, or operational needs.

Additional Considerations in Share Issuance

Legal and Regulatory Aspects
Companies must adhere to local corporate laws regarding share issuance,
including:

Approval from the board of directors and shareholders.

Filing necessary documents with regulatory authorities.

Compliance with existing articles of incorporation regarding authorized
share capital.

Authorized vs. Issued Share Capital
- Authorized Share Capital is the maximum number of shares a company can
issue as per its articles.
- Issued Share Capital refers to the shares that have actually been issued to
shareholders.
- CFAS Company's issuance of 200,000 shares must fall within its authorized
limit.

Implications for Future Financial Planning

Impact on Earnings Per Share (EPS)
An increase in the number of shares issued dilutes EPS if net income remains
constant, affecting investor perceptions and valuation metrics.



Dividend Policy Considerations
With more shares outstanding, the company's dividend obligations increase if
dividends are declared per share, influencing cash flow planning.

Strategic Use of Raised Funds
The funds from the issuance could be used for:

Expanding operations or entering new markets.1.

Reducing existing debts.2.

Investing in research and development.3.

Conclusion
The issuance of 200,000 shares at P10 per share by CFAS Company on January 1,
2022, represents a strategic move to bolster the company's capital base. The
transaction impacts multiple facets of the company's financial statements,
including an increase in cash, share capital, and share premium. Proper
accounting treatment ensures transparency and compliance with legal
standards, providing stakeholders with a clear view of the company's
financial health. Moving forward, this capital infusion can catalyze growth
initiatives, improve financial ratios, and enhance shareholder value.
Understanding the nuances of share issuance, from accounting entries to
strategic implications, is essential for investors, management, and
regulators alike in assessing the company's financial position and future
prospects.

Frequently Asked Questions

What does it mean when CFAS Company issues 200,000
shares with a P5 par value at P10 per share?
It means CFAS Company is issuing 200,000 shares with a nominal (par) value of
P5 each, but the shares are being sold at P10 per share, indicating a premium
of P5 per share.

How is the share issuance recorded in CFAS Company’s
accounting books?
The issuance is recorded by debiting Cash for P2,000,000 (200,000 shares x
P10) and crediting Common Stock for P1,000,000 (200,000 shares x P5 par



value) and Additional Paid-in Capital for P1,000,000 (the excess over par).

What is the significance of the P10 per share price
in the issuance of shares?
The P10 per share price indicates the amount investors pay for each share,
which is double the par value, resulting in a premium that goes to Additional
Paid-in Capital.

How does the issuance of shares at a premium affect
CFAS Company’s retained earnings?
The issuance at a premium does not directly affect retained earnings;
instead, the premium increases Additional Paid-in Capital, which is part of
shareholders’ equity.

What is recorded on January 1, 2022, if CFAS
Company’s retained earnings figure is involved?
On January 1, 2022, the issuance does not directly impact retained earnings;
however, subsequent net income may influence retained earnings, and any
dividends paid reduce it.

How does the issuance of 200,000 shares impact CFAS
Company’s total shareholders’ equity?
The total shareholders’ equity increases by the total amount received from
the issuance, P2,000,000, split between common stock (at par) and additional
paid-in capital.

What journal entry is made to record the issuance of
shares at P10 per share?
Debit Cash P2,000,000; Credit Common Stock P1,000,000; Credit Additional
Paid-in Capital P1,000,000.

What are the implications of issuing shares above
par value for CFAS Company?
Issuing shares above par value allows the company to raise additional capital
beyond the nominal value, which is recorded as Additional Paid-in Capital,
strengthening the company’s equity position.

If CFAS Company’s retained earnings are mentioned,



how are they affected by the share issuance?
The share issuance itself does not impact retained earnings; it affects paid-
in capital. Changes to retained earnings occur from net income or dividends
declared afterward.

Why is understanding the difference between par
value and issue price important for CFAS Company?
Understanding the difference helps in accurately recording the issuance,
calculating paid-in capital, and ensuring proper presentation of
shareholders’ equity in financial statements.

Additional Resources
CFAS Company Issued 200,000 Shares Of P5 Par Value At P10 Per Share. On
January 1, 2022, The Retained Earnings Account Was Affected By This
Transaction

In the dynamic world of corporate finance, understanding the intricacies of
share issuance is vital for investors, accountants, and business analysts
alike. CFAS Company’s recent issuance of 200,000 shares at a premium offers a
compelling case study into how companies raise capital, how this impacts
financial statements, and the underlying accounting principles involved. This
article delves into the details of this transaction, exploring the mechanics
of share issuance, journal entries, and the broader implications for CFAS
Company’s financial health.

Understanding Share Capital and Par Value

The Concept of Par Value

Par value, also known as face value, is the nominal value assigned to a share
of stock by the issuing company. It is a legal requirement in many
jurisdictions and serves as the minimum price at which shares can be issued.
In CFAS Company’s case, each share has a par value of P5.

While par value is largely a symbolic figure today, it historically played a
crucial role in establishing the legal capital of a company—the minimum
amount of equity that must be maintained and cannot be distributed as
dividends.



Share Capital and Its Significance

Share capital represents the total amount raised by a company through the
issuance of shares. It is classified into:

- Authorized Share Capital: The maximum number of shares a company is
authorized to issue, as per its charter.
- Issued Share Capital: The portion of authorized shares that have been
actually issued to shareholders.
- Paid-up Capital: The amount received by the company from shareholders in
exchange for shares.

In CFAS’s scenario, the company authorized the issuance of 200,000 shares
with a P5 par value, and these shares were issued at a premium, indicating
the issuance price exceeds the par value.

The Details of CFAS Company’s Share Issuance

Transaction Overview

- Number of Shares Issued: 200,000
- Par Value per Share: P5
- Issue Price per Share: P10
- Total Proceeds from Issue: 200,000 shares × P10 = P2,000,000

This transaction reflects CFAS Company’s strategy to raise additional capital
by offering shares at a premium—meaning investors paid more than the nominal
value of the shares.

Pricing Implications and Premium Calculation

- Share Premium per Share: P10 (issue price) - P5 (par value) = P5
- Total Share Premium: 200,000 shares × P5 = P1,000,000

The premium represents funds received over and above the nominal value, which
is credited to a separate account called “Share Premium” or “Additional Paid-
In Capital,” depending on accounting standards.

Accounting Entries for the Share Issuance

Proper recording of this transaction is essential to accurately reflect CFAS
Company’s financial position. The accounting treatment involves multiple



accounts:

1. Share Capital Account: Reflects the total par value of shares issued.
2. Share Premium Account: Records the excess amount received over the par
value.
3. Cash Account: Shows the increase in cash or bank balances from the
issuance.

Journal Entry for the Issuance

The standard journal entry to record this transaction is:

- Debit: Cash/P bank account P2,000,000
- Credit: Share Capital P1,000,000 (200,000 shares × P5 par value)
- Credit: Share Premium P1,000,000 (200,000 shares × P5 premium)

This entry captures the inflow of funds and segregates the legal capital from
the additional paid-in capital.

Impact on Financial Statements

Balance Sheet Effects

The issuance increases the company’s assets (cash) and equity components:

- Assets: Cash increases by P2,000,000.
- Equity:
- Share Capital increases by P1,000,000.
- Share Premium increases by P1,000,000.

The total shareholders’ equity rises to reflect the new capital from the
share issue.

Retained Earnings and Its Connection

- Retained Earnings represent accumulated net income not distributed as
dividends.
- This transaction does not directly affect retained earnings at the time of
issuance unless dividends are declared or adjustments are made based on
earnings.
- However, the issuance can influence future retained earnings by providing
additional capital for growth and operations.



Implications for CFAS Company’s Financial
Strategy

Capital Structure and Growth Potential

Issuing shares at a premium strengthens the company’s capital base, providing
funds for expansion, debt repayment, or other strategic initiatives. It also
signals confidence to investors, potentially leading to better market
perception.

Legal and Regulatory Considerations

- Companies must adhere to local corporate laws regarding share issuance.
- The premium received often requires separate accounting treatment and
disclosure.
- Proper authorization and approval processes are mandatory to avoid legal
complications.

Additional Considerations and Best Practices

Shareholder Rights and Dilution

Issuing new shares can dilute existing shareholders’ ownership percentage,
which must be communicated transparently. Companies often consider rights
issues or other mechanisms to mitigate dilution.

Tax Implications

In some jurisdictions, share premiums may have tax implications, affecting
how the company and shareholders handle capital gains or dividends.

Accounting Standards and Reporting

- International Financial Reporting Standards (IFRS) and Generally Accepted
Accounting Principles (GAAP) provide guidance on recording share issuance.
- Accurate disclosure in financial statements enhances transparency and
investor confidence.



Conclusion

The issuance of 200,000 shares of P5 par value at P10 per share by CFAS
Company is a strategic move to raise additional capital at a premium,
reflecting both market confidence and a proactive approach to corporate
growth. From a technical standpoint, the transaction involves careful
accounting treatment to segregate the share capital from the share premium,
ensuring compliance with legal and accounting standards. While the immediate
impact enhances CFAS’s financial position, it also sets the stage for future
growth and strategic initiatives.

Understanding these processes not only provides insight into corporate
finance operations but also highlights the importance of meticulous record-
keeping and transparent reporting. As CFAS Company continues to evolve, its
approach to share issuance and capital management will remain a critical
component of its financial health and stakeholder confidence.
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