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If Dakota Company Issues 1,500 Shares Of $6 Par Common Stock For $75,000,
Group Of Answer Choices Common — this scenario presents an interesting case
study in understanding the accounting treatment of common stock issuance, the
calculation of par value, and the recognition of additional paid-in capital.
When a company issues shares at a price higher than their par value, it
reflects investor confidence and can impact the company's equity structure
significantly. This article explores the details of such a transaction, its
effects on Dakota Company's financial statements, and the key accounting
principles involved.

Understanding the Basics of Stock Issuance

What Is Par Value?
Par value, also known as face value, is the nominal value assigned to a share
of stock by the company’s charter. In Dakota Company’s case, each share has a
par value of $6. This amount is primarily a legal or accounting concept and
often bears little relation to the market value of the stock.

Issuance Price vs. Par Value
When a company issues stock, it can do so at:
- At par value: The issuance price equals the par value.
- Above par value (premium): The issuance price exceeds the par value,
resulting in additional paid-in capital.
- Below par value (discount): The issuance price is less than the par value,
which is typically discouraged or prohibited by law in many jurisdictions.

In Dakota’s scenario, the total proceeds of $75,000 are above the combined
par value of the shares issued, which indicates a premium.

Calculating the Number of Shares and the Par
Value



Number of Shares Issued
Given the total proceeds of $75,000 and the issuance of 1,500 shares, we can
determine the per-share issuance price:
- Per-share issuance price = Total proceeds / Number of shares
- Per-share issuance price = $75,000 / 1,500 = $50

This indicates that each share was issued at $50, which is significantly
above the par value of $6.

Total Par Value of Shares Issued
- Total par value = Number of shares × Par value per share
- Total par value = 1,500 × $6 = $9,000

This is the legal minimum amount that must be recorded as common stock on the
balance sheet.

Accounting for the Stock Issuance

Journal Entry to Record the Issuance
When Dakota issues stock at a premium, the journal entry typically involves
two main accounts:
- Common Stock (at par value): Recognized at the total par value of issued
shares.
- Paid-in Capital in Excess of Par (Additional Paid-in Capital): Recognized
for the amount received above the par value.

The journal entry would be:
- Debit: Cash for $75,000
- Credit: Common Stock for $9,000 (1,500 × $6)
- Credit: Paid-in Capital in Excess of Par for $66,000 ($75,000 - $9,000)

This entry reflects the inflow of cash, the legal capital, and the additional
amount paid by investors.

Impact on Financial Statements

Balance Sheet Effects
The issuance increases:
- Assets: Cash increases by $75,000
- Equity:



- Common Stock increases by $9,000
- Additional Paid-in Capital increases by $66,000

This enhances the company's net worth and provides capital for future growth.

Income Statement and Other Considerations
- The stock issuance does not directly impact the income statement.
- It increases shareholders’ equity, strengthening the company's financial
position.
- No gain or loss is recognized on issuance unless specific circumstances
apply (e.g., if issued at a discount, which is less common).

Strategic Implications of Stock Issuance

Why Issue Stock at a Premium?
Issuing stock above par value offers several advantages:
- Raises more capital without increasing the number of shares.
- Demonstrates investor confidence.
- Provides flexibility for future financing activities.

Impact on Ownership and Control
Issuing new shares can dilute existing ownership percentages unless shares
are issued to strategic partners or existing shareholders.

Related Concepts and Best Practices

Legal and Regulatory Considerations
- Ensure the issuance complies with state laws and corporate bylaws.
- Properly record and disclose the issuance in financial statements and
filings.

Accounting Standards and Best Practices
- Consistently apply the same valuation basis for issuance.
- Clearly distinguish between par value, additional paid-in capital, and
retained earnings.



Summary of Key Points
- Dakota Company issued 1,500 shares of $6 par stock for $75,000.
- The per-share issuance price was $50, well above the par value.
- Total par value of issued shares: $9,000.
- Additional paid-in capital: $66,000.
- The transaction increases both assets and shareholders’ equity.
- Proper accounting treatment involves recording the common stock at par
value and the excess as paid-in capital.

Conclusion
Issuing shares at a premium is a common method for companies like Dakota to
raise significant capital while maintaining flexibility in their equity
structure. Understanding the nuances of par value, issuance price, and the
related accounting entries ensures transparent and accurate financial
reporting. Proper recording of such transactions not only complies with legal
standards but also provides stakeholders with a clear picture of the
company’s financial health and capital structure.

Whether you are a student, investor, or business owner, grasping these core
principles is essential for interpreting corporate financial statements and
making informed decisions. Dakota’s issuance of 1,500 shares at a substantial
premium exemplifies key accounting practices and strategic corporate finance
management.

Frequently Asked Questions

What is the total amount received by Dakota Company
from issuing 1,500 shares of $6 par common stock for
$75,000?
Dakota Company receives $75,000 from issuing 1,500 shares of common stock.

How much is the par value of each share issued by
Dakota Company?
The par value of each share is $6.

What is the total par value of all shares issued by
Dakota Company?
The total par value is 1,500 shares x $6 = $9,000.



How much is the additional paid-in capital from
issuing the stock?
The additional paid-in capital is $75,000 - $9,000 = $66,000.

What is the journal entry to record the issuance of
the stock?
Debit Cash $75,000; Credit Common Stock $9,000; Credit Additional Paid-in
Capital $66,000.

What does issuing stock above par value mean for
Dakota Company's equity?
It increases common stock and additional paid-in capital, strengthening the
company's equity.

Why might Dakota Company issue stock at a premium
rather than at par?
Issuing stock above par allows the company to raise additional capital beyond
the par value, providing more funds for operations or growth.

How does the issuance of stock affect Dakota
Company's balance sheet?
It increases assets (cash) and shareholders' equity (common stock and
additional paid-in capital).

What is the significance of the 'group of answer
choices' in this context?
It likely refers to options for accounting treatment or classification, such
as 'Common Stock,' indicating the type of equity issued.

Can Dakota Company issue stock at a price
significantly higher than the par value without
issuing additional paid-in capital?
No, any amount received above the par value is recorded as additional paid-in
capital, not as part of common stock.



Additional Resources
Understanding the Issuance of Common Stock by Dakota Company: An In-Depth
Analysis

When a company like Dakota Company issues common stock, it is a fundamental
event that impacts its financial structure, ownership distribution, and
market perception. In this detailed review, we will explore the specifics of
Dakota Company's issuance of 1,500 shares of $6 par value common stock for
$75,000, examining the accounting implications, journal entries, and broader
financial considerations.

---

Introduction to Stock Issuance

Issuing stock is a primary method for a corporation to raise capital. It
involves offering shares of ownership to investors in exchange for cash or
other assets. The transaction's accounting treatment hinges on understanding
the par value of shares, the total amount received, and the distinction
between common stock and additional paid-in capital.

Key Concepts:

- Common Stock: Represents ownership in a company; holders typically have
voting rights and dividends.
- Par Value: A nominal value assigned to each share, often a legal
requirement. It does not reflect the market value.
- Additional Paid-in Capital: The amount received from investors over and
above the par value.

---

Details of Dakota Company's Stock Issue

Let's break down the specifics:

- Number of Shares Issued: 1,500 shares
- Par Value per Share: $6
- Total Cash Received (Proceeds): $75,000

Given these figures, we can analyze the transaction from multiple angles.

---



Calculating the Total Par Value and Additional Paid-
in Capital

Step 1: Determine the total par value of the issued shares

\[
\text{Total Par Value} = \text{Number of Shares} \times \text{Par Value per
Share}
\]

\[
= 1,500 \times \$6 = \$9,000
\]

Step 2: Determine the amount received over the par value

\[
\text{Additional Paid-in Capital} = \text{Total Cash Received} - \text{Total
Par Value}
\]

\[
= \$75,000 - \$9,000 = \$66,000
\]

This amount represents the premium investors are willing to pay above the
nominal (par) value, reflecting the company's perceived value and growth
prospects.

---

Accounting Entries for Stock Issuance

Properly recording this transaction involves journal entries that reflect the
increase in assets (cash) and equity accounts.

Journal Entry:

| Account Title | Debit | Credit |
|----------------|--------|---------|
| Cash | \$75,000 | |
| Common Stock (at par value) | | \$9,000 |
| Paid-in Capital in Excess of Par | | \$66,000 |

Explanation:

- Debit to Cash: Recognizes the cash inflow of \$75,000.



- Credit to Common Stock: Reflects the par value of the issued shares
(\$9,000).
- Credit to Paid-in Capital: Represents the additional amount received over
par (\$66,000).

This entry ensures the company's balance sheet accurately reflects the new
cash assets and increased equity.

---

Implications of the Stock Issuance

Issuing 1,500 shares at this premium has several important implications:

1. Impact on Equity Structure

- Increase in Common Stock: The common stock account increases by \$9,000,
signaling a rise in the company's total par value.
- Increase in Paid-in Capital: The additional paid-in capital account grows
by \$66,000, enhancing the company's paid-in surplus.

2. Ownership and Voting Power

- Dilution: If these shares are new and existing shareholders do not
participate proportionally, their ownership percentage will decrease
slightly.
- Voting Rights: The new shares typically carry voting rights, potentially
affecting decision-making processes.

3. Market Perception

- The premium over par indicates investor confidence.
- The size of the issue suggests the company's growth strategy and capital
needs.

4. Use of Funds

- The company can deploy the \$75,000 for expansion, paying off debt, or
other operational needs.

---

Group of Answer Choices Analysis

In typical accounting or finance exams and exercises, multiple-choice options
may be presented to test understanding of the transaction's nature. The



question likely pertains to whether this issuance results in:

- A) An increase in common stock and paid-in capital.
- B) Recognition of a gain or loss.
- C) A reduction in retained earnings.
- D) No effect on the equity accounts.

Correct Choice:

- A) An increase in common stock and paid-in capital.

Rationale:

- The issuance of stock at a premium directly increases the common stock
account (by par value) and the additional paid-in capital account (by the
excess amount). There is no gain or loss recognized because this is an equity
transaction, not a sale of assets at a profit or loss.

---

Broader Financial Considerations

Issuance of common stock is not just an accounting event but also a strategic
decision. Here are some broader considerations:

1. Dilution of Earnings and Ownership

- Increasing the number of shares can dilute earnings per share (EPS). This
must be balanced against the benefits of raising capital.

2. Market Conditions and Investor Sentiment

- The premium over par suggests favorable market conditions and investor
appetite for Dakota Company's stock.

3. Legal and Regulatory Compliance

- The company must adhere to legal requirements regarding stock issuance,
including proper authorization and filing with securities authorities if
applicable.

4. Impact on Financial Ratios

- The issuance affects key ratios such as book value per share, return on
equity (ROE), and debt-to-equity ratio, influencing investor perception.

---



Additional Considerations and Best Practices

1. Par Value Significance

- While often a nominal amount, par value has legal implications. Some
companies issue no-par stock, simplifying accounting but raising other legal
issues.

2. Shareholder Rights and Preferences

- Common stock entitles holders to voting rights and dividends, but the
specifics depend on the company's articles of incorporation.

3. Future Stock Transactions

- Dakota Company should plan for potential future offerings, stock splits, or
buybacks, which influence the overall capital structure.

4. Communicating with Stakeholders

- Transparency regarding the purpose of the issuance and how funds will be
used fosters investor trust.

---

Conclusion

The issuance of 1,500 shares of $6 par common stock for $75,000 by Dakota
Company exemplifies a typical equity financing event. From an accounting
perspective, it results in:

- An increase of \$9,000 in the common stock account (par value).
- An increase of \$66,000 in additional paid-in capital.
- An asset increase via the cash account.

This transaction enhances the company's capital base, signals investor
confidence, and provides funds for growth initiatives. Proper recording and
understanding of this event are vital for accurate financial reporting and
strategic decision-making. For stakeholders, recognizing the implications of
such stock issues helps assess the company's financial health and future
prospects.

In summary, Dakota Company's issuance of stock at a premium demonstrates
sound financial management, reflecting both the company's valuation and its
ability to attract investment. It underscores the importance of understanding
equity transactions' nuances, their impact on financial statements, and their
role in corporate growth strategies.
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