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In the world of corporate finance, understanding the intricacies of stock issuance is
fundamental for accurate financial reporting and compliance. Recently, Canton, Inc.
issued 10,000 shares of common stock with a par value of $1 per share at a price of $10
per share. This transaction exemplifies key concepts in stock issuance, including share
capital, additional paid-in capital, and the roles of the bookkeeper, Mr. Smart, in ensuring
proper accounting. This article explores the details of this stock issuance, its accounting
treatment, implications for the company's financial statements, and the importance of
accurate bookkeeping practices.

Understanding the Stock Issuance
The issuance of stock is a primary method by which corporations raise capital. In this
case, Canton, Inc. issued 10,000 shares of common stock, each with a par value of $1, at a
selling price of $10 per share. This process involves several key concepts:

The Par Value Concept
Par value is a nominal value assigned to a share of stock, often set at a minimal amount to
satisfy legal requirements. For Canton, Inc.:

Par value per share: $1

Total par value of issued shares: 10,000 shares x $1 = $10,000

The par value forms the legal capital of the company and is recorded in the common stock
account.

Issue Price and Additional Paid-in Capital
The shares were issued at $10 per share, which exceeds the par value. The difference
between the issue price and the par value is called additional paid-in capital (or share
premium).

Issue price per share: $10



Total proceeds: 10,000 shares x $10 = $100,000

Par value of total shares: $10,000

Additional paid-in capital: $100,000 - $10,000 = $90,000

This surplus is recorded separately in the equity section of the balance sheet.

Accounting for the Stock Issuance
Proper accounting is vital to reflect the transaction accurately in Canton's financial
statements. Mr. Smart, the bookkeeper, plays a key role in recording this event.

Journal Entry for the Issuance
The standard journal entry to record the issuance of common stock at a premium is as
follows:

Debit: Cash ........................................... $100,000
Credit: Common Stock (at par value) .................. $10,000
Credit: Additional Paid-in Capital ................... $90,000

This entry indicates that the company received $100,000 in cash from investors, with
$10,000 allocated to the common stock account (par value), and the remaining $90,000
recorded as additional paid-in capital.

Impacts on Financial Statements
The issuance affects multiple financial statement components:

Balance Sheet:1.

Increase in cash (asset): $100,000

Increase in common stock (stockholders’ equity): $10,000

Increase in additional paid-in capital (stockholders’ equity): $90,000

Statement of Shareholders’ Equity:2.
Shows the increase in common stock and additional paid-in capital resulting from the
issuance.



The Role of Mr. Smart, The Bookkeeper
Mr. Smart, as the diligent bookkeeper of Canton, Inc., ensures that all transactions are
accurately recorded and compliant with accounting standards. His responsibilities include:

Maintaining accurate records of stock issuance.

Preparing journal entries that reflect the transaction correctly.

Ensuring compliance with applicable accounting standards, such as GAAP or IFRS.

Reconciling the equity accounts periodically.

Providing accurate data for financial reporting and audits.

Proper bookkeeping not only provides transparency but also supports strategic decision-
making and maintains investor confidence.

Legal and Regulatory Considerations
Issuing stock involves adherence to legal regulations and corporate governance standards.
Canton, Inc. must ensure:

Compliance with state corporate laws regarding stock issuance.1.

Proper authorization from the board of directors.2.

Filing necessary documents with regulatory agencies, if applicable.3.

Maintaining shareholder records diligently.4.

Failure to adhere to these requirements can lead to legal complications and impact the
company’s credibility.

Implications for Future Financing and Growth
Issuing shares at a premium can have significant strategic benefits for Canton, Inc.,
including:



Raising substantial capital for expansion projects.

Enhancing the company's financial stability.

Providing a competitive advantage in attracting investors.

Maintaining flexibility for future capital raises through additional stock issuance or
other financial instruments.

However, it also involves considerations such as dilution of existing shares, shareholder
rights, and future dividend policies.

Conclusion: The Significance of Proper Stock
Issuance and Bookkeeping
The issuance of 10,000 shares of common stock at $10 per share by Canton, Inc.
exemplifies a fundamental corporate finance activity that has wide-ranging implications.
Mr. Smart’s meticulous bookkeeping ensures that this transaction is accurately reflected
in the company's financial position, adheres to legal standards, and supports strategic
growth. Understanding this process is crucial for investors, management, and
stakeholders to make informed decisions and maintain the company's financial integrity.

Properly recording stock issuance not only impacts the balance sheet but also influences
investor perception and the company's future funding capabilities. As Canton, Inc.
continues to grow, maintaining robust accounting practices and transparency in stock
transactions will remain essential pillars of its success.

Frequently Asked Questions

What is the total amount of capital raised by Canton,
Inc. from the issuance of 10,000 shares at $10 per
share?
The total capital raised is $100,000, calculated as 10,000 shares multiplied by $10 per
share.

How does the issuance of common stock at a price
above par value affect Canton, Inc.'s financial
statements?
Issuing stock above par value results in a credit to common stock for the par value ($1 per
share) and additional paid-in capital for the excess ($9 per share), increasing
shareholders' equity.



What journal entry would Mr. Smart, the bookkeeper,
record for this stock issuance?
The entry would be: Debit Cash $100,000; Credit Common Stock $10,000 (10,000 shares x
$1 par); Credit Additional Paid-in Capital $90,000.

Why is the par value of stock important in accounting
for stock issuance?
Par value establishes the legal capital per share and is used to determine the minimum
amount the company must record for each share issued, helping prevent the company
from issuing stock below par value.

What are the implications of issuing shares at a
premium for Canton, Inc.?
Issuing shares at a premium (above par value) increases additional paid-in capital,
strengthening the company's equity position and providing funds for growth or debt
repayment.

How does Mr. Smart, the bookkeeper, ensure accuracy
in recording this stock issuance?
He ensures accurate recording by verifying the number of shares issued, the par value,
and the issuance price, then correctly journalizing the transaction to reflect cash received
and stock issued.

What is the significance of the $1 par value in the
context of stock issuance for Canton, Inc.?
The $1 par value serves as the nominal value per share, establishing the legal minimum
share value and used for accounting purposes to allocate the proceeds between common
stock and additional paid-in capital.

How might this stock issuance impact Canton, Inc.’s
ownership structure?
Since all 10,000 shares are issued to new or existing shareholders, the ownership
distribution depends on who purchased the shares, but the issuance increases the
company's equity base and potentially dilutes existing ownership if new shareholders are
involved.
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Depth Review of the Transaction and Its Implications

---

Introduction: Overview of the Stock Issuance

Canton, Inc., a burgeoning enterprise in its industry, recently undertook a significant
financial move—issuing 10,000 shares of common stock with a $1 par value at a price of
$10 per share. This transaction, overseen by Mr. Smart, the diligent bookkeeper, marks a
pivotal point in the company's capital structure, signaling growth, investor confidence, and
strategic financial planning. To fully understand the nuances of this issuance, it's
important to explore the key elements involved, including the nature of common stock, the
accounting implications, and the broader impact on the company's finances.

---

Understanding Common Stock and Par Value

What Is Common Stock?
Common stock represents ownership in a corporation, affording shareholders voting
rights, potential dividends, and residual claim on assets in case of liquidation. It is often
viewed as a primary means for a company to raise capital from investors.

Par Value Significance
- Definition: Par value, also known as face value, is a nominal value assigned to each share
of stock as a legal minimum.
- Purpose: Historically, par value established a baseline for the minimum price at which
shares could be issued, protecting creditors and shareholders.
- In Modern Context: Today, many companies assign minimal or no par value, but in this
case, the $1 par value implies each share's minimum legal issuance price.

---

The Details of the Issuance

Number of Shares and Par Value
- Shares Issued: 10,000
- Par Value per Share: $1
- Total Par Value: $10,000



Issue Price
- Per Share: $10
- Total Proceeds: 10,000 shares × $10 = $100,000

Premium on Issue
- Calculation: Issue Price - Par Value = $10 - $1 = $9
- Total Premium: 10,000 × $9 = $90,000

This premium represents the amount paid by investors above the par value, reflecting
market perception of the company's value and growth prospects.

---

Accounting for the Stock Issuance

Journal Entry Overview
The issuance impacts the company's equity accounts significantly. The entry generally
involves two components:

1. Common Stock Account: Reflects the total par value of shares issued.
2. Paid-in Capital in Excess of Par (Additional Paid-in Capital): Records the amount
received above the par value.

Sample Journal Entry
- Debit: Cash $100,000
- Credit: Common Stock $10,000
- Credit: Paid-in Capital in Excess of Par $90,000

This entry ensures the company's books accurately reflect the inflow of cash and the
corresponding equity accounts.

Implications for the Financial Statements
- Balance Sheet: Increase in assets (cash) and equity (common stock + additional paid-in
capital).
- Shareholders' Equity: Significantly boosted, enhancing the company's financial strength
and attractiveness to investors.

---



Impacts on Company Ownership and Control

Issuing new shares can dilute existing ownership percentages, but it also provides vital
capital for growth and operational expansion.

- Ownership Dilution: Existing shareholders' percentage ownership decreases unless they
participate in the offering.
- Voting Rights: New shareholders gain voting power, potentially influencing company
decisions.
- Strategic Considerations: The company must balance raising capital with maintaining
control.

---

Market and Investor Perspectives

The decision to price shares at $10—well above the par value—indicates confidence in the
company's prospects and perceived value.

- Investor Confidence: A premium suggests investors believe in the company's future
growth.
- Valuation Signals: A substantial premium can positively influence market perception and
future fundraising efforts.
- Potential for Future Offerings: Success in this issuance can pave the way for subsequent
capital raises.

---

Legal and Regulatory Considerations

Issuing stock involves adherence to legal frameworks and corporate governance
standards.

- Authorization: The company's articles of incorporation must authorize the issuance of
shares.
- Approval: Shareholder approval may be necessary, especially if issuance exceeds
authorized shares.
- Disclosure: Proper disclosure in financial statements and filings is essential for
transparency.

---



Role of Mr. Smart, The Bookkeeper

Mr. Smart, the diligent bookkeeper overseeing this transaction, plays a crucial role in
ensuring accuracy, compliance, and transparency.

Key responsibilities include:

- Recording the Transaction: Properly journalizing the issuance with accurate accounts.
- Reconciliation: Ensuring the cash received aligns with bank records.
- Compliance Checks: Verifying adherence to legal and internal policies.
- Financial Reporting: Preparing accurate statements that reflect this issuance.
- Internal Controls: Maintaining audit trails for accountability.

Mr. Smart’s expertise ensures that the transaction seamlessly integrates into the
company's overall financial records, laying a foundation for sound financial management.

---

Broader Financial and Strategic Implications

The issuance of 10,000 shares at a significant premium provides several strategic
advantages and considerations:

1. Capital Infusion for Growth: The $100,000 influx can fund expansion, research and
development, or debt reduction.
2. Enhanced Market Perception: Demonstrates the company’s ability to attract investor
interest and command a premium.
3. Balance Sheet Strengthening: Increased cash and equity bolster the company's financial
position.
4. Potential for Future Financing: A successful issuance can facilitate future offerings or
credit arrangements.
5. Ownership Dynamics: Existing owners may experience dilution, but the increased
capital can improve the company's long-term value.

---

Potential Risks and Challenges

While issuing shares offers many benefits, it also entails certain risks:

- Dilution of Ownership: Existing shareholders may see their control diluted.
- Market Fluctuations: If the market perceives the issuance negatively, it could impact
stock prices.
- Over-valuation Risks: Pricing shares too high or too low can affect investor trust and
capital raised.



- Use of Funds: How the proceeds are utilized impacts future growth and shareholder
value.

---

Conclusion: The Significance of the Transaction

Canton, Inc.'s issuance of 10,000 shares of common stock at $10 per share, with a $1 par
value, is a strategic move that signifies confidence in the company's growth potential and
a proactive approach to capital raising. Under the careful oversight of Mr. Smart, the
transaction has been accurately recorded, reflecting both the legal requirements and the
company's financial health.

This issuance not only provides immediate financial resources but also sends a positive
signal to the market and investors about Canton, Inc.'s prospects. It exemplifies prudent
financial management, balancing the needs for capital, control, and growth. Going
forward, the company’s ability to effectively utilize these funds and manage ownership
dynamics will be critical to its sustained success.

In summary, this transaction is a cornerstone in Canton, Inc.'s journey toward expansion
and stability, showcasing sound financial strategies and effective bookkeeping—anchored
by the diligent efforts of Mr. Smart.
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