
On November 1, 2018, ABC Signed A $100,000, 6%,
Six-month Note Payable With The Amount Borrowed
Plus

On November 1, 2018, ABC Signed A $100,000, 6%, Six-month Note Payable With The Amount Borrowed
Plus a crucial financial transaction that illustrates essential principles of short-term borrowing, interest
calculation, and financial statement impact. Understanding such a note payable is vital for students,
accountants, and finance professionals aiming to grasp how businesses manage liquidity and debt obligations.
This article explores the details of this transaction, explains the components involved, and discusses its
implications on ABC’s financial statements.

Understanding the Basics of a Note Payable

What Is a Note Payable?
A note payable is a written promise made by a borrower (in this case, ABC) to pay a specific amount of money
to a lender at a predetermined future date, often with interest. It is classified as a liability on the company's
balance sheet and is used when a company needs short-term or long-term financing.

Key Components of the Note
The note signed by ABC on November 1, 2018, includes several critical elements:

Principal Amount: The amount borrowed, which is $100,000.

Interest Rate: The annual rate of 6% applied to the principal to determine the interest expense.

Term of the Note: Six months, meaning the note matures on April 30, 2019.

Payment Terms: Usually includes both interest and principal repayment at maturity, unless specified
otherwise.

Interest Calculation on the Note

How Is Interest Calculated?
Interest on the note payable is computed based on the principal, interest rate, and time period. The formula is:

Interest = Principal × Rate × Time

Where:
- Principal = $100,000
- Rate = 6% annually (or 0.06)
- Time = in years (for six months, 0.5 years)



Calculating the Interest
Applying the formula:

Interest = $100,000 × 0.06 × 0.5 = $3,000

This means ABC will owe $3,000 in interest when the note matures.

Accounting for the Note Payable

Initial Recognition
When ABC signs the note on November 1, 2018, the initial journal entry records the borrowing:

Debit: Cash .............................................. $100,000
Credit: Notes Payable .................................. $100,000

This entry reflects the receipt of cash and the creation of a liability.

Accruing Interest Expense
Since interest accrues over the life of the note, ABC needs to recognize interest expense periodically, typically
at the end of each accounting period or at the note’s maturity.

For the six-month period, the total interest expense recognized would be $3,000. The adjusting entry at the end
of each accounting period (e.g., monthly or quarterly) would be:

Debit: Interest Expense ................................ $500 (for each
month)
Credit: Interest Payable ................................ $500

At the end of six months, total interest payable accumulates to $3,000.

Payment at Maturity
When the note matures on April 30, 2019, ABC will pay the principal plus interest:

- Principal: $100,000
- Interest: $3,000

The journal entry to record the payment is:

Debit: Notes Payable .................................... $100,000
Debit: Interest Payable .................................. $3,000
Credit: Cash .............................................. $103,000

This clears the liability and reduces cash accordingly.



Implications for Financial Statements

Balance Sheet Impact
At inception, the balance sheet reflects:
- An increase in assets (cash) by $100,000
- An increase in liabilities (notes payable) by $100,000

By the note's maturity, accrued interest payable appears as a current liability, and the total liability reduces
as payments are made.

Income Statement Impact
Interest expense of $3,000 is recognized over the six months, reducing net income for that period. Proper
accrual ensures that expenses match the period in which they are incurred, adhering to the matching principle.

Why Short-Term Notes Like This Are Important for Businesses

Managing Liquidity
Short-term notes help businesses manage cash flow needs without diluting ownership or issuing new equity.

Cost-Effective Financing
Interest rates like 6% are often competitive, making such notes an attractive financing option compared to
other sources.

Building Creditworthiness
Successfully managing short-term debt can enhance a company’s credit profile, facilitating future borrowing.

Common Variations and Considerations

Interest Payment Structures
Notes may specify interest payments at regular intervals (monthly, quarterly), or a lump sum at maturity. In
our case, the note appears to accrue interest over six months with payment due at maturity.

Collateral and Covenants
Some notes are secured with collateral or include covenants that restrict certain business activities, though
none are specified in this scenario.



Impact of Early Repayment
If ABC repays the note before maturity, they may need to account for any prepayment penalties or discounts,
which can affect interest expense calculations.

Conclusion
The signing of a $100,000, 6%, six-month note payable by ABC on November 1, 2018, exemplifies fundamental
concepts in short-term financing. It involves understanding interest calculations, journal entries for initial
recognition, accrued interest, and repayment, as well as the impact on financial statements. Such financial
instruments are vital tools for businesses seeking flexible financing options to support operations, manage
liquidity, and optimize financial performance. Proper accounting for these notes ensures accurate financial
reporting and compliance with accounting standards, ultimately contributing to transparent and effective
financial management.

Frequently Asked Questions

What are the key terms of ABC's note payable signed on November 1, 2018?

ABC signed a $100,000, 6% interest, six-month note payable on November 1, 2018, which means ABC
borrowed $100,000 at a 6% interest rate for a duration of six months.

How is the interest on ABC's note payable calculated?

Interest is calculated using the formula: Principal x Rate x Time. For ABC, it would be $100,000 x 6% x 0.5
years = $3,000 in interest over six months.

What journal entry would ABC record at the time of signing the note on
November 1, 2018?

The entry would be: Debit Cash $100,000; Credit Notes Payable $100,000, recognizing the receipt of cash and
the liability incurred.

How should ABC record the accrued interest at the end of the six-month
period?

At the end of six months, ABC should accrue interest by debiting Interest Expense and crediting Interest Payable
for $3,000, the interest earned over the period.

What is the significance of including 'plus' in the note payable agreement?

Including 'plus' indicates that the note's total repayment will include the principal amount plus the accrued
interest, totaling $103,000 at maturity.

When does ABC need to repay the note and interest, and what is the total
repayment amount?

ABC needs to repay the note and interest at the end of six months, which is May 1, 2019. The total repayment
amount is $103,000—comprising the $100,000 principal plus $3,000 interest.



Additional Resources
Comprehensive Analysis of ABC’s November 1, 2018, $100,000, 6% Six-Month Note Payable

---

Introduction to Note Payables and Their Significance in Business
Financing

In the realm of corporate finance, short-term notes payable serve as a vital instrument for businesses to
manage liquidity needs, fund operational expenses, or finance specific projects. When ABC signed a $100,000,
6% six-month note payable on November 1, 2018, it marked a strategic financial decision with implications
spanning accounting, cash flow, and financial reporting.

Understanding the nuances of such a debt instrument provides valuable insights into ABC’s financial health,
management strategies, and the broader context of corporate borrowing practices. This review delves into
every facet of this transaction, from its terms and accounting treatment to its strategic implications.

---

Details of the Note Payable Agreement

Principal Amount

- $100,000: This is the face value or principal of the note, representing the amount ABC borrowed from the
lender.
- Significance: The principal is the core amount on which interest is calculated and is due at maturity unless the
note includes provisions for early repayment.

Interest Rate

- 6% annually: The stated annual interest rate that ABC agrees to pay over the life of the note.
- Calculation considerations:
- Interest is typically computed on the principal amount.
- For a six-month period, interest calculation involves prorating the annual rate.

Term of the Note

- Six months: The duration from November 1, 2018, to April 30, 2019.
- Maturity date: Expected to be April 30, 2019.
- Implication: Short-term borrowing, usually aimed at addressing immediate cash needs or temporary financing.

Amount Borrowed Plus ...

- The phrase indicates that the total repayment includes the principal plus accrued interest.



- At maturity, ABC is responsible for repaying $100,000 plus interest accrued over six months.

---

Accounting for the Note Payable: Initial Recognition

Recording the Borrowing

When ABC signs the note on November 1, 2018, the initial journal entry to record the transaction would
typically be:

- Debit: Cash $100,000
- Credit: Notes Payable $100,000

This reflects the receipt of cash and the creation of a liability.

Interest Calculation at the outset

Interest expense is not recognized at inception but accrued over the life of the note. However, for accurate
financial reporting, ABC must consider:

- The interest payable at maturity.
- If interest is paid at maturity, the note payable will include the accrued interest.

---

Interest Computation and Its Financial Impact

Interest Formula

Interest = Principal × Rate × Time

- Principal = $100,000
- Annual Rate = 6%
- Time = 6 months = 0.5 years

Interest Calculation

Interest = $100,000 × 6% × 0.5 = $100,000 × 0.06 × 0.5 = $3,000

- The interest accrued over six months is $3,000.



Implications for Financial Statements

- The interest expense of $3,000 is recognized over the period, typically on a monthly basis, if using accrual
accounting.
- At maturity, ABC will pay the total of $103,000 (principal + interest).

Journal Entries at Maturity

- Debit: Notes Payable $100,000
- Debit: Interest Expense $3,000
- Credit: Cash $103,000

Alternatively, if ABC accrues interest periodically, the entries would be made monthly or quarterly.

---

Strategic and Financial Implications for ABC

Short-term Financing Strategy

- Borrowing $100,000 for six months suggests ABC needed quick liquidity, possibly for operational expenses,
inventory purchase, or other short-term obligations.
- The relatively modest interest rate (6%) indicates favorable borrowing terms, perhaps due to good
creditworthiness or competitive market conditions.

Impact on Liquidity and Cash Flow

- The initial inflow of $100,000 improves cash position.
- The upcoming repayment of $103,000 (principal + interest) at the end of six months requires planning.
- Ensuring sufficient cash flow to meet the obligation is crucial for ABC’s financial stability.

Interest Expense and Profitability

- The $3,000 interest expense reduces net income for the period.
- Proper accounting for interest ensures accurate financial reporting and helps in assessing profitability.

Potential Risks and Considerations

- Refinancing risk: If ABC faces cash flow constraints, refinancing or rolling over the note could be necessary.
- Interest rate risk: Although the rate is fixed, changes in market conditions could impact future borrowing
costs.
- Covenants: Loan agreements may include covenants or restrictions that impact ABC’s operational flexibility.

---



Accounting and Reporting Considerations

Recognition of the Note

- The note payable is classified as a current liability, given its six-month term.
- It should be reported on ABC’s balance sheet under current liabilities.

Interest Expense Recognition

- Interest should be accrued periodically (monthly or quarterly) to match expenses with the period incurred.
- The journal entries typically involve debiting interest expense and crediting interest payable until paid.

Preparation of Financial Statements

- On the balance sheet: Notes payable of $100,000 and accrued interest payable of $3,000 (if unpaid at
reporting date).
- On the income statement: Interest expense of $3,000 reduces net income.
- Disclosure: ABC should disclose the terms of the note, including the interest rate, maturity date, and any
collateral or covenants.

End of Term Settlement

- On April 30, 2019, ABC must settle the note by paying $103,000.
- The journal entry involves debiting notes payable and interest payable (if accrued), and crediting cash.

---

Broader Implications and Strategic Use of Notes Payable

Advantages of Using Notes Payable

- Flexibility in borrowing terms.
- Clear documentation of debt obligations.
- Often simpler to negotiate than bank loans.

Disadvantages and Risks

- Interest expense adds to costs.
- Short-term nature may lead to rollover risks.
- Potential covenant restrictions affecting operations.



Comparison with Other Financing Options

- Bank Loans: May offer longer terms or lower interest rates.
- Lines of Credit: Provide more flexibility for ongoing needs.
- Trade Credit: Short-term credit from suppliers, often less formal.

---

Conclusion: Evaluating the Significance of ABC’s Note Payable

ABC’s decision to sign a $100,000, 6% six-month note payable on November 1, 2018, reflects a strategic
move to address short-term financing needs with favorable terms. From an accounting perspective, the
transaction involves straightforward recognition of the liability and interest expense, with proper accruals
necessary to ensure accurate financial reporting.

The transaction underscores several key financial principles:
- The importance of understanding interest calculations and their impact on net income.
- The need for effective cash flow management to meet short-term obligations.
- The role of notes payable in supporting operational agility.

Furthermore, this borrowing arrangement serves as an example of prudent financial management in balancing
liquidity needs against the cost of borrowing. For stakeholders and analysts, such notes provide insight into
ABC’s liquidity position, financial strategy, and risk management practices.

In sum, ABC’s signing of this note payable was a calculated move aligned with typical short-term financing
practices, demonstrating sound financial management when executed with proper oversight and planning. As the
maturity date approached, careful cash planning would have been essential to fulfill the obligation without
disrupting operational stability.
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