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Introduction

On April 1, Holton Company borrows $100,000 from West Bank by signing a 6-month, 6%, interest-
bearing note. This transaction marks a crucial financial event for the company, impacting its cash flow,
liabilities, and interest expense over the coming months. Understanding the details of this borrowing,
including the terms, accounting treatment, and implications for financial statements, is essential for
stakeholders, including investors, creditors, and management. This article provides an in-depth
analysis of the borrowing process, accounting entries, and strategic considerations related to this

transaction.
Context and Significance

In the realm of corporate finance, borrowing funds is a common strategy used by companies to finance
operations, invest in growth opportunities, or manage cash flow needs. When a company like Holton
enters into a note payable agreement, it commits to repay the principal amount along with interest at a
specified rate and term. The 6-month duration and 6% interest rate indicate a short-term debt

instrument, which will influence Holton’s liquidity and interest expense for the upcoming period.

This transaction also exemplifies typical debt financing procedures, including signing a promissory
note, recording initial cash inflow, and accruing interest expenses over the life of the loan. Proper

accounting treatment ensures accurate financial reporting, compliance with accounting standards, and



effective financial planning.

Understanding the Terms of the Loan

Details of the Borrowing Agreement

Holton Company’s borrowing from West Bank involves several key terms:

- Principal Amount: $100,000

- Loan Term: 6 months

- Interest Rate: 6% annually

- Interest Nature: Interest-bearing note

- Maturity Date: September 30 (assuming the 6-month period from April 1)

These terms define the company's immediate cash inflow, its repayment obligations, and the cost of

borrowing represented by the interest expense.

Interest Calculation Basics

Since the note is interest-bearing at 6% annually, the interest for the 6-month period is calculated as

follows:
Interest = Principal x Rate x Time

Where:
- Principal = $100,000
- Rate = 6% per annum

- Time = 6 months = 0.5 year



Interest = $100,000 x 6% x 0.5 = $3,000
Thus, Holton Company will owe a total of $103,000 at maturity ($100,000 principal + $3,000 interest).

Accounting for the Borrowing

Initial Recording of the Loan

When Holton signs the note and receives funds from West Bank, the initial journal entry reflects the

receipt of cash and the creation of a liability:

- Debit Cash for $100,000
- Credit Notes Payable (or Loan Payable) for $100,000

This entry increases the company's assets (cash) and liabilities (notes payable) equally.

Interest Expense and Accruals

Since the interest accrues over the 6 months, Holton needs to record interest expense periodically,
especially at the end of each accounting period, to match expenses with revenues per accrual
accounting principles.

At the end of each month (or accounting period), Holton should accrue interest as follows:

Interest Expense = Principal x Rate x Time Period

For each month (assuming monthly accrual):



Interest per month = $100,000 x 6% x (1/12) = $500
Thus, monthly interest accruals will be:

- Debit Interest Expense $500
- Credit Interest Payable $500

This process continues until the loan matures, at which point the total interest payable ($3,000) is

settled.

At Maturity: Repayment and Final Entries

On September 30, when the note matures, Holton will make the final payment, settling both the

principal and accrued interest:

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

This clears the liability and reflects the cash outflow needed to settle the debt.

Implications for Financial Statements

Balance Sheet

- Initially, the company reports an increase in assets (cash) and liabilities (notes payable).
- Over time, accrued interest increases liabilities through interest payable.

- At maturity, liabilities decrease as liabilities are settled, and cash decreases.



Income Statement

- Interest expense is recognized periodically, impacting net income.
- Proper accrual ensures expenses are matched with the period they relate to, providing an accurate

financial picture.

Strategic Considerations

Advantages of Short-term Borrowing

- Flexibility: Short-term loans like this allow companies to meet immediate cash needs without long-
term commitments.
- Cost-Effective: With a 6% interest rate, the borrowing cost is manageable for Holton.

- Quick Access to Funds: Banks often process such loans swiftly, enabling prompt operational support.

Risks and Management Strategies

- Repayment Risk: Holton must ensure sufficient cash flow to repay the loan at maturity.
- Interest Rate Risk: If market rates increase, refinancing might become more expensive.
- Creditworthiness: Maintaining a good credit standing with West Bank can facilitate favorable

borrowing terms in the future.

Financial Planning and Reporting

- Accurate accrual of interest expenses ensures compliance with accounting standards, such as

GAAP.



- Proper recording helps in financial analysis, loan covenants, and stakeholder communication.

- Planning for repayment involves cash flow forecasting and contingency strategies.
Conclusion

On April 1, Holton Company’s borrowing of $100,000 from West Bank exemplifies a typical short-term
financing arrangement that plays a vital role in business operations. Proper understanding of the loan’s
terms, accounting treatment, and strategic implications is essential for effective financial management.
By accurately recording the initial transaction, accruing interest over the loan period, and settling the
debt at maturity, Holton ensures transparent and compliant financial reporting. Such transactions, when

managed prudently, can support the company’s growth and stability in a competitive marketplace.

Frequently Asked Questions

What are the key terms of Holton Company's loan from West Bank on
April 12

Holton Company borrowed $100,000 from West Bank for 6 months at an interest rate of 6% annually,

with the loan being interest-bearing and due after 6 months.

How does Holton Company record the initial borrowing of $100,000
on April 12

Holton Company debits Cash for $100,000 and credits Notes Payable for $100,000 to recognize the

loan obligation.

What interest expense will Holton Company recognize at the end of
the 6-month loan period?

The interest expense is $100,000 x 6% x 6/12 = $3,000, which Holton Company will record at the end



of the loan period.

How is the interest payable handled upon repayment of the loan after

6 months?

Upon repayment, Holton Company will pay the $100,000 principal plus $3,000 interest, and record a

debit to Notes Payable and Interest Expense, and a credit to Cash.

What journal entries are made when the loan matures after 6 months?

At maturity, the entry is: Debit Notes Payable $100,000, Debit Interest Expense $3,000, and Credit

Cash $103,000 to settle the loan and interest.

Additional Resources

Holton Company Borrowing Transaction Analysis: A Comprehensive Review

Introduction: Navigating the Basics of Business Borrowing

Understanding the financial transactions that underpin a company's operations is crucial for
stakeholders, investors, and financial analysts alike. Among these transactions, borrowing funds from
financial institutions like banks is both common and vital for growth, liquidity management, or strategic
investments. On April 1, Holton Company entered into such a transaction by borrowing $100,000 from
West Bank, a scenario that offers rich insights into accounting principles, financial management, and

the intricacies of interest-bearing loans.

This article delves into the details surrounding this borrowing event, examining the nature of the loan,



the accounting implications, and the broader significance for Holton Company's financial statements, all
while adopting an analytical tone suited for professionals and enthusiasts seeking an expert

perspective.

Understanding the Borrowing Arrangement

Details of the Loan

On April 1, Holton Company secured a loan of $100,000 from West Bank, a financial institution. Key

characteristics of this transaction include:

- Loan Amount: $100,000

- Loan Date: April 1

- Loan Term: 6 months

- Interest Rate: 6% per annum

- Interest Type: Interest-bearing (interest is paid or accrued based on the principal)

This setup indicates that Holton Company will be required to repay not only the principal amount at the

end of the loan term but also interest accrued over the duration of the loan.

Deciphering the Terms of the Loan



Interest Rate and Its Implications

The 6% annual interest rate is a fundamental aspect of the loan. It determines how much interest the
company will owe over the 6-month period. Since the rate is annual, the interest for the shorter period
must be proportionally calculated.

Interest Calculation Formula:

\[

\text{Interest} = \text{Principal} \times \text{Rate} \times \frac{\text{Time (in months)}}{12}

\]

Applying to this case:

\[

\text{Interest} = \$100,000 \times 6\% \times \frac{6}{12} = \$100,000 \times 0.06 \times 0.5 = \$3,000

\]

Thus, Holton Company will accrue $3,000 in interest over the 6 months.

Implications:

- The interest expense will be recognized proportionally over the period.

- The total amount to be repaid at maturity will be $103,000 (principal + interest).

Interest-Bearing Nature of the Loan



Interest-bearing loans are standard in corporate finance, where the borrower pays interest based on

outstanding principal. These loans often involve:
- Periodic Interest Payments: Payments made regularly, e.g., monthly, quarterly, or at maturity.
- Accrued Interest: Interest accumulated but not yet paid, recorded as a liability.

- Maturity Repayment: Full repayment of the principal plus any accrued interest at the end of the term.

In this scenario, the specifics about periodic payments are not detailed, implying that the interest is

likely to be paid at maturity along with the principal-common in short-term borrowing arrangements.

Accounting for the Borrowing: Journal Entries and Financial

Reporting

Proper accounting treatment hinges on recognizing the liability, interest expense, and cash flows

accurately, adhering to Generally Accepted Accounting Principles (GAAP).

Initial Recognition: April 1

When Holton Company borrows the funds, it needs to record:

- A liability representing the obligation to repay the principal

- Any associated costs or fees (if applicable)
Journal Entry:

| Account Title | Debit | Credit |



I |
| Cash | $100,000 | |

| Notes Payable (or Loan Payable) | | $100,000 |

Explanation:

The company receives cash, increasing its assets, and records a liability for the borrowed amount.

Interest Accrual Over the Period

Since the interest is interest-bearing and accrues over time, Holton must recognize interest expense

periodically, especially at the end of each accounting period.

Monthly interest accrual (for example):

| Account Title | Debit | Credit |

| | |
| Interest Expense | $500 | |

| Interest Payable | | $500 |
(Calculation: $3,000 total interest over 6 months; monthly accrual = $3,000 / 6 = $500)
At the end of each month:

Interest expense increases, and a corresponding liability (Interest Payable) is recognized until

payment.

At Maturity: Repayment and Final Entries

When the 6-month term ends (around October 1), Holton will settle the loan.



Final journal entry:

| Account Title | Debit | Credit |

I | I
| Notes Payable | $100,000 | |

| Interest Payable | $3,000 | |
| Cash | | $103,000 |

Explanation:

Paying off the principal and accrued interest clears the obligations.

Impact on Financial Statements

Balance Sheet

- Assets:

- Increase in cash by $100,000 upon borrowing.

- Liabilities:

- Initial recognition of Notes Payable for $100,000.

- Accrued interest (Interest Payable) as interest accrues.
- Equity:

- Remains unaffected initially; interest expenses impact net income.

Income Statement



- Interest Expense:
- Recognized periodically, totaling $3,000 over the 6 months.
- Net Income:

- Decreases by the amount of interest expense, reflecting the cost of financing.

Cash Flows

- Operating Activities:
- Cash inflow from borrowing.
- Financing Activities:

- Outflows when repaying the principal and interest.

Broader Considerations and Strategic Implications

Interest Rate Environment

A 6% rate is moderate, but the company must consider market conditions—are similar loans offered at
higher or lower rates? The cost of borrowing influences strategic decisions, including whether to

pursue debt financing or seek alternative funding sources.

Loan Term and Repayment Strategy

A 6-month term indicates short-term financing, suitable for bridging liquidity gaps, funding specific

projects, or managing seasonal fluctuations. The company must plan for repayment without disrupting



cash flow.

Impact on Creditworthiness

Timely repayment of this loan will positively influence Holton’s credit profile, potentially enabling more

favorable borrowing terms in the future.

Risk Management

Interest-bearing loans introduce risks such as:

- Interest Rate Fluctuations: If rates are variable, future interest costs could increase.
- Liquidity Risks: Ensuring sufficient cash flow to meet repayment obligations.

- Refinancing Risks: Dependence on future borrowing markets for renewal or extension.

Conclusion: Strategic and Financial Takeaways

The transaction on April 1, where Holton Company borrows $100,000 from West Bank at a 6% interest
rate for six months, exemplifies a standard short-term financing strategy. It involves key accounting
principles like initial recognition, periodic interest accrual, and eventual repayment, each impacting the

company's financial health.

From an analytical perspective, understanding such borrowing arrangements is vital for assessing a
company's liquidity position, financial leverage, and overall strategic planning. Proper management of

interest expense recognition, cash flow planning, and repayment schedules ensures that Holton



Company maintains its financial stability while leveraging borrowed funds for growth or operational

needs.

In summary, this borrowing event serves as a textbook example of short-term debt management,

illustrating the importance of precise accounting treatments and strategic foresight in corporate finance.
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