Victoria Corporation begins operations on March 1 by issuing 100,000 common shares for cash at $12 per share. On March 15, it issues 5,000 common shares to its lawyers in settlement of their bill for $65,000. The shares continue to trade at $12 per share on March 15. On June 1, Victoria repurchases 10,000 of its shares at $10 per share. Record the share transactions.

Action Plan
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Credit the Common Shares account for the entire proceeds.
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Use the cash equivalent price when shares are issued for services. The cash equivalent price is equal to the market value of what is given up. If this amount cannot be determined, use the market value of what is received.
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Calculate the average cost per share by dividing the balance in the Common Shares account by the number of shares issued.

[image: image7.png]



[image: image8.png]


 

Debit the Common Shares account for the average cost of the reacquired shares. If the reacquisition price is below the average cost, credit the difference to a contributed capital account. If the reacquisition price is above the average cost, debit the difference to Retained Earnings unless there is already a balance in a contributed capital account from previous reacquisitions and retirements.
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Solution
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Mar. 1
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Cash
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1,200,000
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Common Shares (100,000 × $12)
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1,200,000
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To record issue of 100,000 shares at $12 per share.
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15
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Legal Fees Expense
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60,000
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Common Shares (5,000 × $12)
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60,000
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To record issue of 5,000 shares for lawyers' fees.
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June 1
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Common Shares (10,000 × $12)
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120,000
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Contributed Capital—Reacquisition of Shares
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20,000
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Cash (10,000 × $10)
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100,000
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To record reacquisition and retirement of 10,000 common
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shares at an average cost of $12 ($1,260,000 ÷ 105,000).
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Related exercise material: BE13–3, BE13–4, BE13–5, BE13–6, and E13–2.

