
Stockholder’s equity: paid in capital 

Types of Businesses  

1. Sole proprietorship: Run and managed by single member  

2. Partnership: Run and management by small number of persons under partnership act, and the 

liability in partnership is unlimited:  

3. Joint Stock Company:  

 

➢ A corporation is a form of business organization that is recognized under the law as a 

separate legal entity, with rights and responsibilities apart from those of its owners. 

➢ The assets of a corporation belong to the corporation itself, not to the stockholders.  

➢ The corporation is responsible for its own debts and must pay income taxes on its 

earnings. 

➢ As a separate legal entity, a corporation has status in court; it may enter into contracts, 

and it may sue and be sued as if it were a person    

 

 



→ Public and private limited company:  

→ Functions of the board 

→ Common stock and preferred stock: 

→ Types of preferred stock: 

 

 

 

 

 

 

 

 

Book value per share of common stock:  

Book value per share is the amount of net assets 

represented by each share of stock. 

Net Assets= Total Assets – Total Liabilities  

Total stockholder’s equity= Total Assets – Total Liabilities  

Book value per share = net Assets per share = Stockholders equity per share.  

Total stock holders’ equity =  

Common stock  

+ Preferred stock  

+ Additional paid in capital [excess of 

price over par value]  

+ Retained earnings 

 

Primary sources of corporate equity  



Formula to calculate Book value per share 

= Total Stockholder’s equity/ Number of shares 

 

 

 

 

 

Note: It is worth mentioning here that book 

value per share is always computed at 

common stock and if preferred stock is 

included in equity we shall first subtract it 

and then calculate book value per share.  

 

Second important is that if any amount of 

dividend on preferred stock is outstanding 

and not paid yet we shall also subtract it 

from total equity before the calculation of 

book value per share.  

 

 

 



 

For example:  

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

“After shares of stock have been issued, they may be sold by one investor to another. The price 

at which these shares change hands represents the market price of the stock”. 

 

 

 

 

 

 

 

  

  

  

Change in market price has no 

impact on financial position of 

company, but change in market 

value or market price matters a lot 

for shareholder  

 

Dividend 

 

Risk 

 

Interest 

Rates 



 

 

 

 

 

 

 

 

 

  

What is 

Stock 

Split? 



Treasury Stock:  

When a company buys its own shares from market, 

but does not cancel or redeem these shares. 

These shares are not entitled   to receive 

dividends and vote. 

Normally these are purchase to use as stock options 

for employees in the employee compensation 

program.  

 

Journal Entry when company purchases treasury stock 

Date  Details  Debit  Credit  

00 Treasury Stock  

            

                  Cash  

 

XXX  

 

XXX 

 

It is debit not because it is “Asset”, but because it is contra 

equity account, this is why in balance sheet we do not writ it in 

debit side but subtract it from equity.  

 

 

 



 

 

Reissuance of treasury stock:  

If more than the price it was purchased at, it is increase in 

corporation’s paid-in capital. 

If less than the price it was purchased at, it is decrease in 

corporation’s paid-in capital. 

 


