On December 1, Victoria Company Signed A
90 Day, 8% Note Payable, With A Face Value
Of $13.4800 What

On December 1, Victoria Company Signed A 90 Day, 8% Note Payable, With A Face Value
Of $13.4800 What are the financial implications and accounting procedures associated with this
transaction? Understanding how to record, analyze, and interpret notes payable is essential for
accurate financial reporting and effective cash flow management. This article provides a
comprehensive overview of the key concepts, calculations, and journal entries related to Victoria
Company's note payable, ensuring clarity for accountants, financial analysts, and business owners
alike.

Understanding Notes Payable and Their Significance

What Is a Note Payable?

A note payable is a written promise to pay a specified amount of money at a future date, usually with
interest. It is a formal debt instrument that signifies a borrower's obligation to repay a lender under
agreed terms. Notes payable are common in business financing, especially when companies need
short-term or long-term funding.

Importance of Notes Payable in Business Finance

Notes payable serve as a vital source of capital for companies, allowing them to:

¢ Finance operations or expansion projects
e Manage cash flow fluctuations

e Build creditworthiness for future borrowing

They also require diligent accounting to ensure compliance with financial reporting standards and
accurate reflection of liabilities on the balance sheet.

Details of Victoria Company's December 1 Note
Payable



Key Terms of the Note

The note signed by Victoria Company has specific terms that influence its accounting treatment:

Issue Date: December 1

Duration: 90 days

Interest Rate: 8% annually

Face Value (Principal): $13,480.00

Understanding these terms is essential in calculating interest expense, recording the note, and
determining the repayment amount.

Implication of the Face Value

The face value, or principal, of $13,480.00 indicates the amount Victoria Company borrowed. This
amount will be paid back at maturity, along with accrued interest.

Calculating the Interest on the Note Payable

Interest Formula

Interest on a note payable is calculated using the formula:

Interest = Principal x Rate x Time

Where:

- Principal = $13,480.00

- Rate = 8% annually (0.08)

- Time = Duration in years (since the note is 90 days, convert to years)

Converting Days to Years

Since interest rate is annual, express 90 days as a fraction of a year:

Time in years = 90 / 360 = 0.25 years

Note: Many financial institutions assume 360 days in a year for interest calculations, but verify if the



company uses a 365-day basis.

Calculating the Interest

Using the formula:

Interest = $13,480.00 x 0.08 x 0.25 = $268.00

Thus, the interest expense over 90 days is $268.00.

Accounting for the Note Payable

Initial Journal Entry on December 1

When Victoria Company signs the note, it records the liability and the disbursement of funds
(assuming funds are received):

e Debit: Cash for $13,480.00

e Credit: Notes Payable for $13,480.00

This entry recognizes the company's obligation to pay back the principal at maturity.

Accruing Interest Expense

Since the note spans 90 days, interest expense must be accrued over this period. Assuming the
company prepares monthly or periodic financial statements, entries may be made periodically to

recognize interest:

* Debit: Interest Expense for $268.00

e Credit: Interest Payable for $268.00

This ensures interest is recognized in the period it accrues, aligning with accrual accounting
principles.



Payment at Maturity
At the end of 90 days, Victoria Company will settle the note by paying:

e Principal: $13,480.00

¢ Interest: $268.00

The journal entry to record repayment:

Debit: Notes Payable for $13,480.00
Debit: Interest Payable for $268.00
Credit: Cash for $13,748.00

This clears the liability and records the cash outflow for repayment.

Impact on Financial Statements

Balance Sheet

The notes payable appears as a liability under current liabilities because it is due within 90 days. The
accrued interest payable also appears as a current liability if interest has been accrued but not yet
paid.

Income Statement

Interest expense of $268.00 is reported on the income statement, reducing net income for the period.

Additional Considerations for Victoria Company

Interest Rate Variations

If the interest rate changes or if the note has different compounding terms (e.g., quarterly, semi-
annually), calculations need adjustment.

Tax Implications

Interest expense is typically tax-deductible, which can impact the company's tax planning strategies.



Monitoring and Management

Proper tracking of due dates and interest payments is crucial for maintaining good financial health
and avoiding penalties or default.

Conclusion

Victoria Company's signing of a 90-day, 8% note payable with a face value of $13,480.00 represents a
common short-term financing arrangement. Accurate calculation of interest, proper journal entries,
and timely payment are critical components of effective financial management. By understanding
these principles, businesses can ensure transparent reporting, maintain good creditor relationships,
and optimize their financial strategies.

This detailed overview underscores the importance of comprehending notes payable, interest
calculations, and their impact on financial statements—key knowledge for anyone involved in
business finance or accounting.

Frequently Asked Questions

What are the key terms of the note payable signed by Victoria
Company on December 1?

Victoria Company signed a 90-day, 8% note payable with a face value of $13,480 on December 1.

How do you calculate the interest expense on Victoria
Company's note payable?

Interest expense is calculated as Principal x Rate x Time. For this note, it would be $13,480 x 8% x
(90/365) days.

When will Victoria Company need to record the payment of
the note and interest?

The company will record the payment at the maturity date, which is 90 days after December 1,
approximately on February 29.

What journal entries are made at the signing of the note
payable?

The company records a debit to Cash for $13,480 and a credit to Notes Payable for the same amount.

How is the interest accrued on the note payable at the end of



each accounting period?

Interest is accrued by debiting Interest Expense and crediting Interest Payable based on the interest
earned during each period until maturity.

Additional Resources

On December 1, Victoria Company Signed a 90-Day, 8% Note Payable, With a Face Value of
$13,480.00: An In-Depth Analysis

The signing of a note payable is a significant financial transaction for any company, and Victoria
Company’s decision to execute a 90-day note with an 8% interest rate reflects strategic financial
planning. This article explores the nuances of this transaction, examining its purpose, the accounting
implications, and broader financial considerations. Through detailed explanations, we aim to provide a
comprehensive understanding of the event’s significance within Victoria Company’s financial
landscape.

Understanding the Transaction: The Basics of the Note
Payable

What Is a Note Payable?

A note payable is a written promise made by a borrower (in this case, Victoria Company) to pay a
specific amount of money to a lender at a predetermined future date, along with interest. It is a
formal debt instrument, often used when a company needs to secure short-term financing, and differs
from accounts payable in that it involves a formal agreement with specific terms.

Key features of Victoria’s note payable:
- Principal (Face Value): $13,480.00

- Interest Rate: 8% annually

- Term: 90 days

- Issue Date: December 1

This transaction indicates Victoria's intent to borrow funds with a clear repayment schedule, likely for
operational needs, capital expenditure, or refinancing existing obligations.

The Significance of the 90-Day Duration

A 90-day note is classified as a short-term liability, typically maturing within three months. This
duration is often chosen for its balance between flexibility and financial planning simplicity. Short-
term notes like this provide companies with quick access to cash while avoiding long-term debt
commitments.



Implications:

- The company expects to settle this debt within a quarter, aligning with operational cash flow cycles.
- The relatively short period minimizes interest expense exposure but still requires careful planning to
ensure funds are available at maturity.

Calculating the Interest and Total Repayment

Interest Calculation Methodology

Interest on notes payable is generally calculated using the simple interest formula:

\[

\text{Interest} = \text{Principal} \times \text{Interest Rate} \times \frac{\text{Time (in days)}}{360

\text{ or 365}}
\]

Most U.S. companies use a 360-day year for interest calculations, but some may use 365 days. For
this analysis, we’ll assume a 360-day year for simplicity, which is standard in many financial contexts.

Calculation:

\[
\text{Interest} =\$13,480 \times 8\% \times \frac{90} {360}

\]

\[
\text{Interest} =\$13,480 \times 0.08 \times 0.25

\]

\[

\text{Interest} =1$13,480 \times 0.02 =1$269.60

\]

Therefore, the interest payable over 90 days is $269.60.

Total amount to be repaid at maturity:

\[
\text{Face value} + \text{Interest} =\$13,480 + \$269.60 =\$13,749.60

\]

Victoria Company will settle $13,749.60 at the end of 90 days, covering both principal and interest.

Implications of the Interest Rate

An 8% annual rate indicates moderate borrowing costs, aligning with typical short-term borrowing
rates for well-established companies. The interest expense impacts the company’s profitability and



cash flow, emphasizing the importance of efficient cash management.

Accounting for the Note Payable: Journal Entries and
Financial Reporting

Initial Recognition

On December 1, when Victoria signs the note, the company recognizes a liability and a corresponding
cash or receivable account depending on the transaction’s nature (borrowing or lending).

Assuming Victoria is borrowing funds:

Journal Entry:

| Date | Account | Debit | Credit |

| | | | |
| Dec 1 | Cash (or Bank) | $13,480.00 | |

| | Notes Payable | | $13,480.00 |

This entry records the receipt of cash and establishes the obligation to repay the principal.

Accruing Interest Expense

Since interest accrues over time, Victoria must recognize interest expense periodically, especially at
financial statement dates.

Interest accrual at year-end (assuming December 31):

\[
\text{Interest for 31 days} =\$13,480 \times 0.08 \times \frac{31} {360} \approx \$92.12
\]

Journal Entry:

| Date | Account | Debit | Credit |

I I | I |
| Dec 31 | Interest Expense | $92.12 | |

| | Interest Payable | | $92.12 |

This ensures expenses are matched to the period they relate to, adhering to accrual accounting
principles.



At Maturity: Repayment of the Note
On the 90th day (March 1), Victoria repays the principal and interest.

Journal Entry:

| Date | Account | Debit | Credit |

| | | | |
| Mar 1 | Notes Payable | $13,480.00 | |

| | Interest Payable | $269.60 | |

| | Cash || $13,749.60 |

This entry clears both the liability and interest payable, reflecting the cash outflow.

Financial Impacts and Strategic Considerations

Implications for Liquidity and Cash Flow

The short-term nature of the note necessitates diligent cash flow management. Victoria must ensure
sufficient liquidity to meet the repayment obligation, including interest, without disrupting operations.

Key points:
- The total repayment of $13,749.60 represents a tangible cash outflow.
- The company'’s liquidity position should be assessed to prevent liquidity crunches at maturity.

Cost of Borrowing and Financial Strategy

An 8% interest rate indicates the market’s valuation of Victoria’s creditworthiness and prevailing
interest rates. While moderate, this cost impacts profitability, especially if such borrowings are
frequent.

Strategic considerations include:

- Evaluating alternative financing options with lower interest costs.

- Ensuring that the use of borrowed funds generates returns exceeding the interest expense.
- Planning repayment schedules to optimize cash flow.

Impact on Financial Ratios
The note payable influences several financial ratios:
- Debt-to-Equity Ratio: Increases short-term liabilities, potentially affecting leverage ratios.

- Current Ratio: Since the note is short-term, it affects liquidity ratios.
- Interest Coverage Ratio: Interest expense reduces net income, impacting profitability metrics.

Monitoring these ratios helps management and investors assess the company'’s financial health and
risk profile.



Broader Context: Why Such a Transaction Matters

Operational Flexibility and Risk Management

Short-term notes like Victoria’s are tools for operational agility, providing quick funding for immediate
needs. However, they also introduce refinancing risk if the company cannot secure subsequent
financing or generate sufficient cash flows.

Advantages:

- Speed of execution

- Flexibility in use

- Clear repayment terms

Risks:
- Reinvestment risk if market interest rates rise
- Liquidity risk at maturity

Market Environment and Interest Rates

The 8% rate must be viewed against prevailing market conditions. If general short-term interest rates
are lower, Victoria's borrowing cost might be deemed high, prompting a search for more
advantageous terms. Conversely, if rates are higher, the company benefits from favorable borrowing
costs.

Implications for Stakeholders

Investors and creditors scrutinize such transactions to assess Victoria’s financial stability and
management’s prudence. Excessive reliance on short-term debt can signal liquidity concerns,
whereas strategic use indicates flexible financial management.

Conclusion: A Reflection on Victoria’s Financial
Strategy

Victoria Company'’s signing of a 90-day, 8% note payable with a face value of $13,480 reflects a
typical short-term financing decision. It underscores the importance of understanding interest
calculations, proper accounting treatment, and strategic implications. While such borrowings can
support operational needs and provide flexibility, they also necessitate rigorous planning to ensure
repayment without compromising financial stability.

This transaction exemplifies fundamental principles of corporate finance: balancing cost, risk, and
liquidity. For Victoria, the key to leveraging such short-term notes effectively lies in meticulous cash
flow management, transparent financial reporting, and strategic planning to align debt obligations
with overall corporate objectives. As markets evolve and interest rates fluctuate, continuous



evaluation of borrowing strategies remains essential to sustain growth and financial health.

In summary, the December 1 note payable transaction offers a window into Victoria Company’s short-
term financing approach, highlighting both the mechanics and strategic considerations that underpin
corporate borrowing decisions. Through careful analysis and prudent management, companies can
utilize such financial instruments to support operational success while maintaining financial stability.
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