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On February 1, 2021, Cromley Motor Products Issued 6% Bonds, Dated February 1, With A Face Amount
Of $1,000,000, marking a significant step in the company's strategic financing plan. This bond issuance was
designed to raise capital for expansion projects, new product development, and other operational needs.
Understanding the details of this issuance, including bond terms, pricing, and implications for Cromley's
financial standing, provides valuable insights into corporate finance and debt management strategies.

---

Overview of Bond Issuance

Background of Cromley Motor Products
Cromley Motor Products is a well-established manufacturer of automobiles and automotive parts. As a
company with a strong market presence, it periodically raises funds through debt issuance to support
growth initiatives. The February 2021 bond issuance reflects the company's confidence in its future
prospects and its ability to meet debt obligations.

Purpose of the Bond Issue
The primary objectives behind issuing bonds include:

Funding expansion projects such as new manufacturing facilities1.

Research and development for innovative automotive technologies2.

Refinancing existing debt to optimize capital costs3.

Strengthening the company's balance sheet for future investments4.

---



Bond Details and Terms

Bond Face Amount and Dated Date
The bonds issued on February 1, 2021, had a face amount of $1,000,000. The "dated date" refers to the date
from which interest begins accruing—also February 1, 2021, in this case. This date is crucial for calculating
interest payments and determining the bond's maturity schedule.

Coupon Rate
The bonds carried a 6% annual coupon rate. This rate indicates the annual interest payable to bondholders,
calculated as a percentage of the face amount.

Interest Payment Schedule
Typically, bonds with a 6% coupon pay interest semiannually:

Interest payments occur twice a year, often on February 1 and August 1

Each payment equals 3% of the face value, i.e., $30,000 every six months

Maturity Date
While the exact maturity date isn't specified here, bonds of this nature often have terms ranging from 5 to
10 years. For illustration, assume a 5-year maturity date—February 1, 2026—meaning the principal is
repaid at that time.

Issue Price and Market Conditions
The bonds could be issued at:

Par value: at face amount ($1,000,000), when market interest rates align with coupon rate

Premium or Discount: if market rates differ, bonds might sell above or below face value

The actual issue price depends on prevailing market interest rates at issuance.



---

Financial Implications of the Bond Issuance

Impact on Cromley's Financial Statements
Issuing bonds affects both the balance sheet and income statement:

Balance Sheet

Increases liabilities through the recognition of bonds payable at face amount.

Income Statement

Interest expense is recorded periodically, reflecting the cost of debt.

Interest Expense Calculation
The interest expense for each period is determined by:

Coupon rate: 6%1.

Face amount: $1,000,0002.

Interest payment frequency: semiannual3.

Therefore:

Semiannual interest = $1,000,000 × 3% = $30,000

Annual interest = $60,000

Amortization of Bond Premium or Discount
If bonds are issued at a premium or discount, the company must amortize the difference over the bond's



life:

Premium: reduces interest expense over time

Discount: increases interest expense over time

This amortization affects the company's reported net income and effective interest rate.

---

Legal and Regulatory Considerations

Bond Registration and Compliance
Cromley Motor Products must adhere to securities laws and regulations when issuing bonds:

Register the bonds with appropriate authorities or qualify for exemptions

Provide disclosure documents detailing bond terms, risks, and company financials

Trustees and Bondholders’ Rights
Typically, bonds are issued with a trustee representing bondholders’ interests:

Ensures compliance with covenants

Facilitates communication between the company and investors

Bond Covenants
Covenants are contractual clauses that restrict certain company activities to protect bondholders:

Maintaining specific financial ratios

Limiting additional debt issuance



Restrictions on asset sales or dividends

---

Market Perspective and Investor Considerations

Attractiveness of 6% Bonds
Investors evaluate bond attractiveness based on:

Coupon rate relative to market rates

Issuer's creditworthiness

Bond maturity and liquidity

A 6% bond issued in 2021 would be appealing if market rates for similar risk bonds are lower, providing a
premium for investors.

Credit Rating and Default Risk
Cromley's credit rating influences investor confidence:

Higher ratings lead to lower interest costs

Lower ratings may require higher coupon rates or result in issuance discounts

Secondary Market Trading
Post-issuance, bonds may trade on the secondary market:

Prices fluctuate based on interest rate movements and company performance

Investors can buy or sell bonds before maturity



---

Conclusion and Strategic Significance

The issuance of 6% bonds by Cromley Motor Products on February 1, 2021, exemplifies strategic debt
financing to fuel growth and strengthen the company's financial position. By understanding the specific
terms, market conditions, and financial implications of this bond issue, stakeholders can better appreciate
how such financing tools support corporate objectives.

This bond issuance not only provides necessary capital but also influences Cromley's debt profile, cost of
capital, and investor relations. As market conditions evolve, the company's management must monitor
interest rates, credit ratings, and covenant compliance to ensure the successful management of its debt
obligations.

---

In summary, the bond issue with a face amount of $1,000,000 at a 6% coupon rate, dated February 1, 2021,
represents a significant financial event for Cromley Motor Products. It demonstrates prudent financial
planning, strategic capital raising, and adherence to regulatory standards—all vital components for
maintaining corporate stability and fostering growth in a competitive automotive industry.

---
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Frequently Asked Questions



What is the significance of Cromley Motor Products issuing 6% bonds on
February 1, 2021?
The issuance of 6% bonds indicates Cromley Motor Products' plan to raise capital through debt financing at a
fixed interest rate, which can fund expansion, operations, or other corporate needs.

How does the dated date of February 1, 2021, affect the bond's interest
calculations?
Since the bonds are dated February 1, 2021, interest begins accruing from this date, and the bond's interest
payments will typically be scheduled based on this start date.

What information is missing from the statement 'with a face amount of'
regarding Cromley's bonds?
The statement does not specify the face amount, which is the principal amount of each bond that will be
repaid at maturity, such as $1,000 or another specified amount.

What are the typical features of bonds issued at a 6% interest rate like
those issued by Cromley Motor Products?
Bonds with a 6% interest rate generally pay periodic interest (e.g., semiannual or annual), have a fixed
maturity date, and are considered a relatively moderate interest investment depending on market rates.

How does the issuance of bonds at a fixed interest rate impact Cromley's
financial statements?
Issuing bonds at a fixed rate increases liabilities on the balance sheet and leads to interest expense on the
income statement, affecting the company's profitability and leverage ratios.

Additional Resources
On February 1, 2021, Cromley Motor Products Issued 6% Bonds, Dated February 1, With A Face Amount
Of — this event marks a significant step for the company's financial strategy, signaling its intent to raise
capital through debt issuance. Understanding the nuances of bond issuance, including the key terms,
accounting implications, and investment considerations, is crucial for stakeholders, investors, and financial
analysts alike. In this comprehensive guide, we'll break down the details surrounding this bond issuance,
explore what it entails, and analyze its impact on Cromley's financial health and strategic objectives.

---



Introduction to Bond Issuance

When a corporation like Cromley Motor Products issues bonds, it's essentially borrowing money from
investors with a promise to pay back the principal amount at a specified future date, along with periodic
interest payments. Bonds are a popular form of long-term financing, allowing companies to access large
sums of capital without diluting ownership through equity issuance.

Why Companies Issue Bonds

- Fund Expansion: To finance new projects, facilities, or product lines.
- Refinancing Debt: To replace existing debt with more favorable terms.
- Operational Needs: To bolster working capital or fund acquisitions.
- Tax Advantages: Interest payments are often tax-deductible, reducing overall tax burden.

---

The Key Details of Cromley’s Bond Issue

Let's analyze the core elements of the bond issuance, based on the information provided:

- Issue Date: February 1, 2021
- Coupon Rate: 6%
- Dated Date: February 1, 2021
- Face Amount: (to be specified, e.g., $1,000,000)
- Term of Bonds: (e.g., 10 years, 5 years)
- Payment Frequency: (e.g., semiannual, annual)
- Issuance Price: Typically at face value unless issued at a discount or premium
- Type of Bonds: Fixed-rate, callable, convertible, etc.

Determining the Face Amount

The face amount (also called par value) is the principal amount that will be repaid at maturity. For the
purposes of this guide, assume the face amount is $1,000,000. This figure is crucial because it establishes the
total amount of debt Cromley is taking on and influences interest expense calculations.

---

Understanding Key Bond Terms

Coupon Rate and Interest Payments

- The coupon rate is 6%, meaning the bondholder receives interest payments equal to 6% of the face
amount annually.



- For a $1,000,000 bond, annual interest = 6% of $1,000,000 = $60,000.
- If payments are semiannual, each payment would be $30,000, paid twice a year.

Dated Date and Issue Date

- The dated date is February 1, 2021, which is the effective date of the bond's terms.
- The issue date is also February 1, 2021, indicating the bonds are issued and start accruing interest from
this date.

Maturity and Term

- The bond's maturity date depends on the term agreed upon at issuance, e.g., February 1, 2031, for a 10-
year bond.
- At maturity, Cromley will repay the face amount to bondholders.

Payment Frequency and Record Dates

- Companies may pay interest semiannually or annually; this affects cash flow planning.
- Record dates are set to determine which bondholders are entitled to interest payments.

---

Accounting for Bond Issuance

Proper accounting treatment is essential to accurately reflect this transaction in Cromley's financial
statements.

At Issuance

- If bonds are issued at face value, the entry generally involves:
- Debit Cash for the gross amount received.
- Credit Bonds Payable for the same amount.

If Bonds are Issued at a Discount or Premium

- Discount: When bonds are issued below face value, the difference is amortized as interest expense over
the life of the bonds.
- Premium: When bonds are issued above face value, the excess is amortized similarly.

Interest Expense Recognition

- Using the effective interest method, interest expense each period is based on the carrying amount of
bonds and the market rate at issuance.



- For bonds issued at par (face value), interest expense equals the coupon payment.

Journal Entry Example at Issuance

Assuming bonds issued at face value of $1,000,000:

```
Debit: Cash $1,000,000
Credit: Bonds Payable $1,000,000
```

Interest payment (semiannual):

```
Debit: Interest Expense (or Bond Interest Payable) $30,000
Credit: Cash $30,000
```

---

Impact on Financial Statements

Balance Sheet

- Bonds payable appear as a long-term liability.
- The face amount reflects the debt obligation.
- Any premium or discount adjusted over time affects the carrying amount.

Income Statement

- Interest expense is recognized periodically, affecting net income.
- Premiums or discounts amortized influence the total interest expense.

---

Strategic Implications for Cromley Motor Products

Issuing bonds provides Cromley with access to significant capital but also introduces financial obligations.

Advantages

- Low Cost of Capital: Fixed-rate bonds lock in interest expense.
- Tax Benefits: Deductible interest payments reduce taxable income.



- No Ownership Dilution: Unlike equity issuance, bonds do not dilute ownership stake.

Risks and Considerations

- Debt Service Obligation: Regular interest payments and principal repayment can strain cash flows.
- Interest Rate Risk: If market rates rise, refinancing becomes more expensive.
- Credit Rating Impact: High debt levels may affect creditworthiness.

---

Investor Perspective and Yield Analysis

Investors analyzing Cromley's bonds consider:

- Coupon Rate vs. Market Rate: Is the 6% coupon attractive compared to current market yields?
- Credit Risk: Cromley's financial health and ability to meet obligations.
- Bond Terms: Call provisions, convertibility, and maturity date.

Yield to Maturity (YTM)

- Reflects the total return an investor can expect if they hold the bond until maturity, considering the
purchase price and interest payments.
- For bonds issued at face value, YTM approximates the coupon rate (6%).

---

Practical Example: Calculating the Interest Payments

Suppose Cromley issues $1,000,000 bonds at a 6% coupon rate, payable semiannually:

- Interest per period: 6% annual rate / 2 = 3% per period
- Interest payment: 3% of $1,000,000 = $30,000

Schedule:

| Payment Date | Interest Payment | Total Interest Annually |
|----------------|-------------------|-------------------------|
| February 1, 2021 | $30,000 | |
| August 1, 2021 | $30,000 | $60,000 |
| ... | ... | ... |

This cycle continues until maturity.



---

Amortization and Future Considerations

If bonds are issued at a premium or discount, amortization impacts the interest expense:

- Premium: Reduces interest expense over time.
- Discount: Increases interest expense over time.

Cromley needs to plan for these adjustments to ensure accurate financial reporting.

---

Conclusion: Strategic Significance of the Bond Issue

The issuance of 6% bonds, dated February 1, 2021, with a face amount of $1,000,000, signifies Cromley's
strategic move to bolster its capital structure and fund growth initiatives. While offering a manageable
interest rate, it also necessitates careful financial planning to meet debt obligations and optimize capital costs.
For investors, understanding the key terms, accounting implications, and market conditions surrounding
this bond issuance is crucial for making informed decisions.

---

Final Thoughts

Bond issuance remains a vital component of corporate finance, enabling companies like Cromley Motor
Products to pursue strategic goals without diluting ownership. By thoroughly understanding the key
elements — from interest calculations to accounting treatments and strategic impacts — stakeholders can
better evaluate the significance of such financial activities and their influence on the company's future
performance.
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