
Prepare Journal Entries To Record Each
Of The Following Four Separate
Issuances Of Stock. A Corporation
Prepare Journal Entries To Record Each Of The Following Four Separate
Issuances Of Stock. A Corporation

Understanding how to properly record stock issuance transactions is essential for
accurate financial reporting and compliance with accounting standards. When a
corporation issues stock, it involves several accounting entries that reflect the increase in
the company's equity and, in some cases, the receipt of cash or other assets. Correctly
preparing these journal entries ensures transparency, facilitates auditing, and provides
investors and stakeholders with reliable financial information.

In this comprehensive guide, we will explore how to prepare journal entries for four
distinct types of stock issuance scenarios that a corporation might encounter. Each
scenario will be detailed step-by-step, highlighting the applicable accounting principles,
common variations, and practical examples to clarify the concepts.

---

Scenario 1: Issuance of Common Stock at Par
Value

Understanding Par Value and Its Significance
- Par value is a nominal value assigned to a share of stock in the corporate charter.
- It often serves as the minimum legal capital per share.
- Issuance at par value is straightforward and reflects the basic legal and accounting
treatment.

Journal Entry Preparation
When a corporation issues common stock at par value, the typical journal entry involves
recording the cash received and the increase in common stock at par value.

Debit: Cash (or other assets received)1.

Credit: Common Stock (at par value)2.

Credit: Additional Paid-in Capital (if issue price exceeds par value)3.



Example
Suppose a company issues 10,000 shares of common stock with a par value of $1 per
share at an issue price of $5 per share, receiving $50,000 in cash.

Journal Entry:
```plaintext
Debit: Cash $50,000
Credit: Common Stock (10,000 shares × $1) $10,000
Credit: Additional Paid-in Capital $40,000
```

Explanation:
- Cash increases by $50,000.
- Common Stock increases by the total par value amount ($10,000).
- The excess over par ($40,000) is recorded in Additional Paid-in Capital.

---

Scenario 2: Issuance of Stock Above Par Value
(Premium)

Understanding Stock Premium
- When stock is issued at a price exceeding its par value, the difference is recorded as a
premium.
- This premium increases the company's paid-in capital in excess of par.

Journal Entry Preparation
The steps involve similar entries but explicitly recognize the premium component.

Debit: Cash (or other assets received)1.

Credit: Common Stock (at par value)2.

Credit: Additional Paid-in Capital (premium amount)3.



Example
A corporation issues 5,000 shares of common stock with a $1 par value at an issue price of
$10 per share, receiving $50,000.

Journal Entry:
```plaintext
Debit: Cash $50,000
Credit: Common Stock (5,000 shares × $1) $5,000
Credit: Additional Paid-in Capital $45,000
```

Key Point:
- The entire amount received is recorded in cash.
- The common stock account reflects the par value.
- The excess over par is credited to Additional Paid-in Capital.

---

Scenario 3: Issuance of Stock for Non-Cash
Consideration

When Stock Is Issued in Exchange for Assets or Services
- Sometimes, companies issue stock in exchange for assets or services instead of cash.
- The valuation is based on the fair value of the consideration received or the stock issued,
whichever is more reliably determined.

Journal Entry Preparation
The key is to record the asset or service received at its fair value and the stock at the
same amount.

Debit: Asset or Expense (if services)1.

Credit: Common Stock (at par value)2.

Credit: Additional Paid-in Capital (if applicable)3.

Example
A company issues 2,000 shares of common stock with a $1 par value to service providers
valued at $15,000.



Assuming:
- Fair value of services received = $15,000
- Stock's total par value = 2,000 shares × $1 = $2,000

Journal Entry:
```plaintext
Debit: Services Expense or Asset $15,000
Credit: Common Stock (2,000 shares × $1) $2,000
Credit: Additional Paid-in Capital $13,000
```

Note:
- The excess over par ($13,000) is credited to Additional Paid-in Capital.
- This process aligns with fair value measurement principles.

---

Scenario 4: Treasury Stock Transactions and
Reissuance

Understanding Treasury Stock
- Treasury stock involves shares that a company has repurchased from the marketplace.
- These shares are considered issued but not outstanding.
- Reissuance of treasury stock affects equity and might involve gains or losses.

Reissuing Treasury Stock at Cost
When a company reissues treasury stock at the same cost it paid, the entry is
straightforward.

Debit: Cash (reissue price)1.

Credit: Treasury Stock (at cost)2.

No gain or loss is recorded unless treasury stock is reissued at a different price, which
then requires adjusting Additional Paid-in Capital or recognizing gains or losses.

Example
A company reissues 1,000 shares of treasury stock at $20 per share, which was originally
purchased at $20 per share.



Journal Entry:
```plaintext
Debit: Cash $20,000
Credit: Treasury Stock (1,000 shares × $20) $20,000
```

---

Additional Considerations in Stock Issuance
Journal Entries

1. Par Value versus No-Par Stock
- Some stocks are issued with a specified par value.
- Others are no-par stocks, which simplifies the process by removing the need to record
par value.

2. Accounting for Stock Subscriptions
- When investors subscribe to stock but have not yet paid, the entries are deferred until
payment.

3. Stock Dividends and Splits
- These involve different journal entries, often focusing on retained earnings and stock
accounts.

4. Legal and Regulatory Compliance
- Ensure adherence to state laws and corporate bylaws regarding authorized and issued
shares.

---

Conclusion
Recording stock issuance transactions accurately is vital for maintaining the integrity of a
company’s financial statements. Whether stock is issued at par value, at a premium, or in
exchange for non-cash consideration, the journal entries follow consistent principles
involving debits to assets or expenses and credits to equity accounts. Proper
documentation and understanding of the nuances involved in treasury stock transactions
further ensure compliance and transparency.



By mastering these journal entry procedures, accountants and financial professionals can
confidently handle various stock issuance scenarios, providing stakeholders with clear and
accurate financial insights.

Frequently Asked Questions

What is the journal entry to record the issuance of
common stock for cash at par value?
Debit Cash for the total amount received, and credit Common Stock for the total par value
of the shares issued. If there is any amount received above par, credit Additional Paid-In
Capital for the excess.

How do you record the issuance of stock for non-cash
assets?
Debit the asset account at its fair value, and credit Common Stock for the par value of the
shares issued. The difference is credited to Additional Paid-In Capital.

What is the journal entry for issuing stock at a premium
(above par value)?
Debit Cash for the total amount received, credit Common Stock for the total par value (at
par), and credit Additional Paid-In Capital for the amount received over par.

How should stock issuance for no-par stock be
recorded?
Debit Cash for the total amount received, and credit the common stock account for the
entire amount, since no-par stock does not have a designated par value.

What is the journal entry when issuing stock for
services rendered?
Debit Services Expense (or another appropriate account), and credit Common Stock for
the fair value of the services rendered, recorded at the stock's issuance value.

How do you record the issuance of treasury stock
reacquired at a price different from its original
issuance?
When reissuing treasury stock at a price above cost, debit Cash and credit Treasury Stock
for the cost, and credit Additional Paid-In Capital for the difference. If reissued below cost,
debit Cash, credit Treasury Stock, and debit Additional Paid-In Capital for any deficit.



What is the journal entry to record stock issuance with
a stock dividend?
No cash is involved; instead, debit Retained Earnings for the fair value of the dividend and
credit Common Stock and Additional Paid-In Capital based on the dividend distribution.

How do you record a stock split in the journal entries?
A stock split does not require a journal entry as it involves a memorandum entry, but it
adjusts the number of shares and par value per share accordingly without affecting total
equity.

What are the key considerations when preparing journal
entries for multiple stock issuance scenarios?
Ensure accurate recording of cash or other assets received, properly allocate amounts
between Common Stock and Additional Paid-In Capital based on issuance price and par
value, and consider any special circumstances like stock dividends, splits, or treasury
stock reissuance.

Additional Resources
Preparing journal entries to record each issuance of stock is a fundamental
aspect of corporate accounting, reflecting the company's capital structure
changes and ensuring accurate financial reporting. Whether a corporation issues
common stock, preferred stock, or engages in complex transactions like stock rights
offerings or treasury stock reissuance, it is imperative for accountants to accurately
document these events through proper journal entries. These entries not only record the
increase in equity but also impact other accounts and financial ratios, influencing investor
perception and regulatory compliance. This article explores the detailed process of
preparing journal entries for four distinct types of stock issuance by a corporation,
providing a comprehensive guide for accounting professionals and students alike.

---

Understanding Stock Issuance and Its
Significance

Before delving into specific journal entries, it is crucial to understand what constitutes
stock issuance and why it matters. When a corporation issues stock, it is offering
ownership stakes to investors in exchange for cash or other assets. This process increases
the company's equity base, providing capital for growth, debt repayment, or other
corporate activities.

Stock issuance can take several forms:



- Issuance of Common Stock at Par or No Par Value
- Issuance of Preferred Stock
- Issuance of Stock with Additional Paid-in Capital
- Reissuance of Treasury Stock

Each scenario has unique accounting implications, affecting how journal entries are
prepared and what accounts are involved.

---

Scenario 1: Issuance of Common Stock at Par
Value

Background and Context

The most straightforward stock issuance involves the company issuing common stock at
its par value. Par value is a nominal amount assigned to each share, often set at a minimal
level. When stock is issued at par, the accounting treatment is relatively straightforward,
provided the issuance price equals or exceeds the par value.

Example

Suppose a corporation issues 10,000 shares of common stock with a par value of $1 per
share for cash at the beginning of the fiscal year. The stock is issued at par value, with no
additional paid-in capital involved.

Step-by-Step Journal Entry

1. Calculate the total proceeds:
Number of shares issued × Price per share = 10,000 × $1 = $10,000

2. Record the issuance:
- Debit: Cash $10,000 (asset increases)
- Credit: Common Stock $10,000 (equity increases by the par value)

3. Journal Entry:

| Account | Debit | Credit |
|---------------------|-----------|-----------|
| Cash | $10,000 | |
| Common Stock | | $10,000 |



Implications:
- The "Common Stock" account increases by the total par value.
- Since the issuance is at par, there is no need to record additional paid-in capital.

---

Scenario 2: Issuance of Common Stock above Par
Value (At a Premium)

Background and Context

In many cases, companies issue stock at a price above its par value, resulting in additional
paid-in capital (also known as share premium). This surplus over par value reflects
investor confidence and the company's valuation.

Example

Continuing with the previous example, suppose the company issues 10,000 shares of
common stock with a par value of $1 per share, but the shares are sold at $5 per share.

Step-by-Step Journal Entry

1. Calculate the total proceeds:
10,000 shares × $5 = $50,000

2. Determine the amount allocated to common stock and additional paid-in capital:
- Common Stock: 10,000 shares × $1 par = $10,000
- Additional Paid-in Capital: $50,000 - $10,000 = $40,000

3. Record the issuance:
- Debit: Cash $50,000
- Credit: Common Stock $10,000
- Credit: Additional Paid-in Capital $40,000

4. Journal Entry:

| Account | Debit | Credit |
|--------------------------------|-----------|-----------|
| Cash | $50,000 | |
| Common Stock | | $10,000 |
| Additional Paid-in Capital | | $40,000 |



Implications:
- The equity section now reflects the higher proceeds, with the premium allocated to the
additional paid-in capital account.
- This transaction increases both total shareholders' equity and the company's total assets.

---

Scenario 3: Issuance of Preferred Stock

Background and Context

Preferred stock represents a class of ownership with specific rights, often including fixed
dividends and preference over common stock in liquidation. Its issuance involves similar
journal entries, but with attention to the specific terms attached to preferred shares.

Example

Suppose a corporation issues 5,000 shares of preferred stock with a par value of $100 per
share at an issuance price of $105 per share.

Step-by-Step Journal Entry

1. Calculate total proceeds:
5,000 shares × $105 = $525,000

2. Allocation to preferred stock and premium:
- Preferred Stock: 5,000 × $100 = $500,000
- Premium: $525,000 - $500,000 = $25,000

3. Record the issuance:
- Debit: Cash $525,000
- Credit: Preferred Stock $500,000
- Credit: Additional Paid-in Capital – Preferred $25,000

4. Journal Entry:

| Account | Debit | Credit |
|----------------------------------------|-----------|-----------|
| Cash | $525,000 | |
| Preferred Stock | | $500,000 |
| Additional Paid-in Capital – Preferred | | $25,000 |

Implications:



- The preferred stock account reflects the par value of issued shares.
- The premium over par adds to a separate paid-in capital account specific to preferred
stock.

---

Scenario 4: Reissuance of Treasury Stock

Background and Context

Treasury stock refers to shares previously issued and then repurchased by the company.
Reissuing treasury stock involves recording the sale of these shares at a price that may be
above or below their original cost.

Example

Suppose the company reissues 2,000 shares of treasury stock that it originally
repurchased at $20 per share for $25 per share.

Step-by-Step Journal Entry

1. Determine the reissue proceeds:
2,000 shares × $25 = $50,000

2. Recognize the original cost of treasury stock:
2,000 × $20 = $40,000

3. Record the reissuance:
- Debit: Cash $50,000
- Credit: Treasury Stock (at cost) $40,000
- Credit: Paid-in Capital from Treasury Stock Reissuance $10,000

4. Journal Entry:

| Account | Debit | Credit |
|--------------------------------------------|-----------|-----------|
| Cash | $50,000 | |
| Treasury Stock | | $40,000 |
| Paid-in Capital from Treasury Stock Reissuance | | $10,000 |

Implications:
- The treasury stock account is credited at its cost.
- The excess over cost increases paid-in capital from treasury stock reissuance, which is



part of shareholders' equity.
- If the reissue price is below cost, a loss would be recognized, and the reduction would be
recorded against additional paid-in capital or retained earnings if necessary.

---

Key Considerations and Best Practices in
Preparing Journal Entries for Stock Issuance

- Accurate Determination of Par and Market Values:
Accurate recording depends on correctly identifying the par value and the issuance price.
Misstating these can lead to errors in equity accounts.

- Separate Accounts for Additional Paid-in Capital:
When stock is issued above par, the excess amount should be credited to an additional
paid-in capital account. This maintains clarity in the equity section.

- Handling Treasury Stock Transactions:
Reissuance of treasury stock requires careful calculation of gain or loss based on original
cost, affecting how the entries are recorded.

- Compliance with Regulations and Accounting Standards:
Adherence to GAAP or IFRS guidelines ensures that stock issuance transactions are
recorded correctly and consistently.

- Disclosure Requirements:
Adequate disclosure in financial statements about stock issuance, treasury stock
reissuance, and related equity movements enhances transparency.

---

Conclusion: The Critical Role of Accurate Journal
Entries

The process of preparing journal entries for various stock issuance scenarios is a
cornerstone of corporate accounting. Whether issuing common stock at par, above par,
preferred stock, or reissuing treasury stock, each transaction must be meticulously
recorded to reflect the true financial position of the company. Proper documentation
ensures compliance with accounting standards, facilitates accurate financial analysis, and
maintains investor confidence.

Mastery of these journal entries enables accountants to navigate complex capital
transactions with confidence and precision. As companies continue to explore innovative
financing mechanisms, understanding the nuances of stock issuance journal entries
remains essential for maintaining transparent and reliable financial records.
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