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Understanding the Key Details of Rowell Industries'
Note Payable to Hogue Financing

FILL IN THE BLANK. Rowell Industries Issued A 10%, Five Year $150.000 Note Payable To
Hogue Financing. This financial transaction signifies an important step for both companies
involved and offers insight into corporate financing strategies. In this article, we will explore the
specifics of this note payable, the implications for Rowell Industries, and the broader context of such
financing arrangements.

What Is a Note Payable?

Definition and Purpose
A note payable is a written promise by a borrower to repay a specified sum of money to a lender at a
predetermined interest rate and within a set period. It is a formal debt instrument used by
companies to raise capital, finance operations, or fund expansion projects.

Characteristics of the Note in Question
- Principal amount: $150,000
- Interest rate: 10%
- Term: Five years
- Lender: Hogue Financing

This note represents a formal agreement between Rowell Industries and Hogue Financing, with the
company agreeing to repay the borrowed funds with interest over five years.

Details of the Financing Arrangement

The Principal Amount and Its Significance
The principal amount of $150,000 indicates the total amount borrowed by Rowell Industries. This
sum can be used for various business needs, such as:



- Purchasing equipment
- Expanding operations
- Working capital requirements

The Interest Rate and Its Impact
The 10% interest rate reflects the cost of borrowing. Over five years, the company will pay interest
annually or as stipulated in the agreement, which affects cash flow and profitability.

Term Length and Repayment Schedule
The five-year term provides a clear timeline for repayment. Typically, such notes can involve:

- Equal annual payments (amortized)
- Interest-only payments with a lump sum at maturity
- Custom repayment schedules

Understanding the specific repayment structure is critical for financial planning.

Implications for Rowell Industries

Financial Statement Effects
The issuance of the note payable impacts the company's financial statements as follows:

- Balance Sheet: An increase in liabilities under notes payable
- Income Statement: Interest expense recognized over the life of the note
- Cash Flow Statement: Outflows related to interest payments and principal repayment

Interest Expense and Its Accounting
Interest expense is calculated as:

\[
\text{Interest Expense} = \text{Principal} \times \text{Interest Rate}
\]

For each year:

\[
\$150,000 \times 10\% = \$15,000
\]

This expense affects net income and must be recorded accurately each period.



Repayment and Maturity
As the note matures in five years, Rowell Industries must plan for:

- Principal repayment in full or in installments
- Ongoing interest payments
- Potential refinancing options

Proper planning ensures the company maintains good financial health and avoids liquidity issues.

Advantages of Issuing a Note Payable

Flexibility and Favorable Terms
Notes payable often come with flexible terms tailored to the borrower's needs, including:

- Negotiable interest rates
- Customizable repayment schedules
- Possibility of collateral to secure the loan

Maintaining Control
Unlike issuing equity, debt financing such as notes payable does not dilute ownership, allowing
existing shareholders to retain control.

Tax Benefits
Interest payments are typically tax-deductible, reducing the company's taxable income and overall
tax burden.

Potential Risks and Considerations

Interest Rate Risk
A fixed 10% rate means the company is locked into this cost, which could be disadvantageous if
market rates decline.

Repayment Obligation
Failure to meet repayment terms can lead to default, damage to credit ratings, or legal
consequences.



Impact on Creditworthiness
Taking on debt affects the company's debt-to-equity ratio and can influence future borrowing
capacity.

Broader Context: Corporate Financing Strategies

Debt Versus Equity Financing
Choosing between debt and equity depends on factors like:

- Cost of capital
- Impact on control
- Risk appetite

Debt financing, such as notes payable, is often favored for its tax benefits and non-dilutive nature.

Role of Financial Institutions
Hogue Financing, as a lender, plays a crucial role in providing capital to businesses. Their
assessment includes:

- Creditworthiness of Rowell Industries
- Business plan and cash flow projections
- Collateral offered

Legal and Regulatory Considerations
Proper documentation and compliance with financial regulations ensure the enforceability of the
note.

Conclusion

The issuance of a 10%, five-year, $150,000 note payable by Rowell Industries to Hogue Financing
exemplifies a strategic approach to corporate finance. It provides the company with necessary
capital while establishing clear repayment terms and interest obligations. Understanding the
mechanics and implications of such debt instruments is vital for effective financial management and
sustaining business growth.

By carefully analyzing this transaction, stakeholders can assess the impact on financial statements,
future cash flows, and overall corporate strategy. As with any financing arrangement, thorough
planning and risk management are essential to maximize benefits and mitigate potential downsides.



Frequently Asked Questions

What type of financial instrument did Rowell Industries issue
to Hogue Financing?
A note payable.

What is the interest rate on the note issued by Rowell
Industries?
10%.

What is the term length of the note issued by Rowell
Industries?
Five years.

What is the principal amount of the note issued by Rowell
Industries?
$150,000.

Who is the recipient of the note issued by Rowell Industries?
Hogue Financing.

How would Rowell Industries record the issuance of the note
payable in their accounting books?
Debit cash for $150,000 and credit notes payable for $150,000.

What is the purpose of issuing a note payable for Rowell
Industries?
To borrow funds for business needs, such as expansion or operational costs.

How would interest expense be calculated on this note?
Interest expense = principal x interest rate x time period, e.g., $150,000 x 10% x 1 year.

What are the key considerations for Hogue Financing when
issuing this note?
Assessing the creditworthiness of Rowell Industries and the risk of repayment over five years.



At the end of the five-year term, what will Rowell Industries
need to do regarding the note payable?
Make the final payment of principal and any outstanding interest to Hogue Financing.

Additional Resources
Financial Instruments

---

An In-Depth Analysis of Rowell Industries' $150,000 10% Five-Year Note Payable to Hogue
Financing

In the complex world of corporate finance, understanding the intricacies of debt instruments is
essential for investors, financial analysts, and corporate managers alike. One such example is the
recent issuance by Rowell Industries of a $150,000 note payable at a 10% interest rate over five
years, issued to Hogue Financing. This article delves into the fundamental aspects of this
transaction, exploring its significance, structure, and broader implications for the involved parties.

---

Overview of the Transaction

What Is a Note Payable?

A note payable is a formal, written promise made by a borrower (in this case, Rowell Industries) to
pay a specific sum of money to a lender (Hogue Financing) at a designated future date or dates,
often with interest. Unlike informal IOUs, notes payable are considered legal obligations and are
usually documented with a promissory note that stipulates the terms of repayment, interest rate,
maturity date, and other pertinent conditions.

Basic Facts of the Transaction

- Principal Amount: $150,000
- Interest Rate: 10% annually
- Term: Five years
- Parties Involved: Rowell Industries (Borrower) and Hogue Financing (Lender)

This structured debt instrument allows Rowell Industries to secure financing while providing Hogue
Financing with a predictable stream of income through interest payments.

---

Dissecting the Key Components

Principal: The Core Loan Amount

The principal, $150,000, is the initial amount borrowed by Rowell Industries. This sum forms the



basis for interest calculations and repayment schedules. The size of the principal impacts the
company's capital structure and liquidity management strategies.

Interest Rate: Cost of Borrowing

At 10%, the note offers Hogue Financing a relatively standard rate, which reflects the
creditworthiness of Rowell Industries, prevailing market conditions, and the risk profile associated
with the company. The interest is typically calculated annually on the outstanding principal,
although the exact method (simple or compound interest) must be clarified.

Term: Duration of the Loan

A five-year term provides a medium-term horizon for the debt, balancing the company's need for
capital with the obligation to repay within a manageable timeframe. Longer terms usually entail
higher interest costs but offer more flexibility in repayment.

Repayment Schedule

While not explicitly detailed, notes of this nature often follow either:

- Equal periodic payments (amortized schedule), or
- Lump-sum repayment at maturity, depending on negotiated terms.

Understanding the repayment structure is essential for assessing the impact on Rowell Industries’
cash flows.

---

Accounting Treatment and Financial Implications

Recording the Debt

Upon issuance, Rowell Industries would record the note payable at its face value of $150,000 as a
liability on its balance sheet. The initial journal entry might resemble:

```
Debit: Cash $150,000
Credit: Notes Payable $150,000
```

Interest Expense Recognition

Over the life of the note, the company will recognize interest expense, which affects profitability. If
the interest is payable annually, the journal entries at each period might be:

```
Debit: Interest Expense (10% of outstanding principal)
Credit: Interest Payable
```

At each interest payment date, the company will settle the interest payable, and at maturity, it will



repay the principal amount.

Impact on Financial Ratios

The issuance influences several key financial ratios:

- Debt-to-Equity Ratio: Increases due to additional liabilities
- Interest Coverage Ratio: Affects the company's ability to meet interest obligations from earnings
- Liquidity Ratios: May decline temporarily due to increased short-term obligations, depending on
repayment schedules

Risks and Considerations

- Interest Rate Risk: If the rate is fixed (10%), payments are predictable, but if variable, rates could
fluctuate.
- Refinancing Risks: At maturity, the company may need to refinance, which could be challenging
depending on market conditions.
- Covenants: The note may include covenants restricting certain corporate actions, which could
influence operational flexibility.

---

Broader Context and Strategic Implications

Why Did Rowell Industries Choose This Financing Route?

Companies opt for notes payable for various reasons:

- Lower Cost of Capital: Compared to equity issuance, debt can be cheaper, especially if the
company maintains a strong credit rating.
- Preservation of Ownership: Debt financing doesn't dilute ownership stakes.
- Tax Advantages: Interest payments are tax-deductible, reducing taxable income.

The Role of Hogue Financing

As a lender, Hogue Financing benefits from:

- Fixed Income Stream: The 10% interest provides predictable returns.
- Priority in Repayment: In case of liquidation, debt holders are paid before equity investors.
- Potential for Future Business: Successful lending relationships can open avenues for future
financing opportunities.

Strategic Considerations for Rowell Industries

- Debt Management: Ensuring that debt levels remain manageable relative to cash flows.
- Interest Rate Environment: Locking in a 10% rate can be advantageous if interest rates rise.
- Use of Funds: The purpose of the $150,000—whether for expansion, working capital, or asset
acquisition—affects the company's growth prospects and risk profile.

---



Potential Variations and Additional Features

Collateral and Security

The note may be secured by specific assets of Rowell Industries, such as machinery, inventory, or
receivables, giving Hogue Financing collateral to mitigate risk.

Covenants and Restrictions

Loan agreements often contain covenants like maintaining certain financial ratios, restrictions on
additional borrowing, or limitations on asset sales.

Early Repayment Options

Terms may include provisions for early repayment, which can benefit Rowell Industries if they
experience improved cash flows or wish to reduce debt costs.

---

Conclusion: Strategic Significance of the Note Issuance

The issuance of a $150,000, 10% note payable over five years is a strategic move for Rowell
Industries, balancing the need for capital with manageable debt servicing. It exemplifies prudent
financial planning, leveraging debt to fund growth while maintaining an eye on risk management
and financial health.

From Hogue Financing's perspective, this transaction offers a stable income stream, solidifies a
business relationship, and positions them favorably within the company's creditor hierarchy.

In the broader landscape of corporate finance, such notes exemplify the vital role of debt
instruments in fostering business expansion, optimizing capital structures, and navigating economic
cycles.

Whether viewed as a financing tool or an investment opportunity, understanding the nuances of such
transactions is crucial for making informed financial decisions and ensuring long-term corporate
success.
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