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On November 1, 2015, Ybarra Construction Company issued $400,000 of 5-year
bonds that pay interest at a fixed rate, marking a significant milestone in
the company's financing strategy. This bond issuance allowed Ybarra
Construction to raise substantial capital to fund expansion projects, improve
infrastructure, or refinance existing debt. Understanding the details of this
bond issuance, including the mechanics, accounting treatment, and strategic
implications, is crucial for investors, financial analysts, and the company’s
management. In this comprehensive guide, we explore the key aspects of Ybarra
Construction’s bond issuance, including bond features, accounting
considerations, and the broader impact on the company's financial health.

Overview of Bond Issuance

When a corporation like Ybarra Construction issues bonds, it essentially
borrows money from investors with a promise to repay the principal amount at
maturity, along with periodic interest payments. Bonds are a common form of
debt financing, offering companies access to large amounts of capital while
providing investors with a steady income stream.

Key Details of Ybarra Construction’s Bond Issue

- Issuer: Ybarra Construction Company

- Issue Date: November 1, 2015

- Principal (Face Value): $400,000

- Term: 5 years

- Interest Rate: Fixed rate (specific rate to be detailed below)

- Interest Payment Schedule: Typically semiannual or annual payments
- Maturity Date: October 31, 2020

Bond Features and Terms

Understanding the specific features of the bonds issued by Ybarra
Construction provides insight into the company's debt structure and
obligations.



Interest Rate and Payments

Ybarra Construction’s bonds pay interest at a fixed rate, meaning the
interest rate remains constant throughout the bond's lifespan. Typically, the
bonds pay interest semiannually, but detailed terms would specify the exact
schedule.

- Interest Rate (Coupon Rate): For example, 6% annually
- Interest Payment: $400,000 x 6% = $24,000 annually
- Payment Schedule: Two payments of $12,000 each, every six months

Bond Pricing and Premium/Discount

If bonds are issued at face value, the price equals the face value of
$400,000. However, bonds can also be issued at a premium (above face value)
or at a discount (below face value), depending on prevailing market interest
rates at the time of issuance.

- At Face Value: No premium or discount
- At Premium: When the stated interest rate exceeds the market rate

- At Discount: When the market rate exceeds the stated interest rate

For Ybarra Construction’s bonds issued at face value, the accounting
treatment is more straightforward.

Bond Registration and Trading

- Bonds are registered with the issuer or through a broker
- Investors can trade bonds on the secondary market
- Market conditions influence bond prices and yields

Accounting for Bond Issuance

Proper accounting is essential to accurately reflect the bond issuance in
Ybarra Construction’s financial statements. The accounting treatment depends
on whether bonds are issued at face value, at a premium, or at a discount.

Initial Recording of Bond Issuance

Assuming bonds are issued at face value:



- Debit: Cash $400,000
- Credit: Bonds Payable $400,000

This entry recognizes the receipt of cash and the obligation to pay interest
and principal at maturity.

Interest Expense Recognition

Interest expense is recognized periodically, based on the effective interest
method, which allocates interest over the bond’s life considering any premium
or discount.

- For bonds issued at face value: Interest expense equals the cash interest
paid

- For bonds issued at premium/discount: Interest expense reflects the
amortization of the premium or discount

Amortization of Premium or Discount

If bonds are issued at a premium:

- The premium is amortized over the life of the bonds, reducing interest
expense

- The amortization increases bonds payable on the balance sheet

If bonds are issued at a discount:

- The discount is amortized, increasing interest expense over the life of the
bonds

Journal Entry for Interest Payment

For bonds paying interest semiannually:

- Debit: Interest Expense (adjusted for amortization)
- Credit: Cash (interest payment amount)

Strategic Implications of Bond Financing for
Ybarra Construction



Issuing bonds can significantly impact a company's financial leverage,
liquidity, and overall strategic position.

Advantages of Bond Financing

- Preserves Ownership: Unlike issuing equity, bonds do not dilute ownership
- Tax Deductibility: Interest payments are tax-deductible, reducing taxable
income

- Access to Capital: Large sums can be raised efficiently

Disadvantages and Risks

- Obligation to Pay Interest: Fixed payments regardless of company
performance

- Potential for Default: Failure to meet interest or principal payments can
lead to default

- Impact on Credit Rating: Increased debt levels may affect creditworthiness

Ybarra Construction’s Financial Strategy

- Bonds provide a means for Ybarra Construction to fund large-scale projects
without diluting ownership

- The fixed interest rate offers predictability in debt servicing costs

- The 5-year term aligns with project timelines and financial planning

Market Conditions and Bond Pricing in 2015

The market environment around November 2015 influenced Ybarra Construction’s
bond terms and pricing.

Interest Rate Trends in 2015

- The Federal Reserve had begun raising interest rates in December 2015,
impacting bond yields

- Market rates were relatively low, allowing companies to issue bonds at
attractive rates

Impact on Bond Pricing

- Ybarra Construction likely issued bonds at or near the prevailing market



rates
- If bond terms were favorable, it would reduce the company’s cost of debt

Investor Appetite and Demand

- Infrastructure and construction sectors often attract investor interest due
to steady cash flows

- Investor confidence in Ybarra Construction would influence the bond’s
initial pricing and yield

Legal and Regulatory Considerations

Issuing bonds involves compliance with securities laws and disclosure
requirements.

Regulatory Filings

- Registration with the Securities and Exchange Commission (SEC) if
applicable
- Disclosure of financial statements, risk factors, and bond terms

Indenture Agreement

- Legal contract detailing the bond terms, covenants, and trustee
responsibilities
- Protects bondholders’ interests and ensures adherence to covenants

Credit Ratings

- Agencies like Moody’'s or S&P may rate the bonds
- Ratings influence marketability and interest rates

Impact on Ybarra Construction’s Financial
Statements

The bond issuance affects various financial metrics and ratios.



Balance Sheet

- Liabilities: Increase by the amount of bonds payable
- Assets: Increase by the cash received

Income Statement

- Interest expense reduces net income
- Effectiveness of interest payments affects cash flows

Cash Flow Statement

- Cash inflow from bond issuance
- Cash outflows from interest payments and principal repayment

Conclusion

Ybarra Construction’s issuance of $400,000 of 5-year bonds on November 1,
2015, exemplifies a strategic approach to debt financing. The fixed interest
bonds provided the company with necessary capital while offering investors a
reliable income stream. Proper accounting for the bonds ensures accurate
financial reporting and compliance with regulatory standards. The bond issue
not only supported Ybarra Construction’s growth ambitions but also impacted
its financial structure, leverage, and market perception. Understanding these
elements is vital for stakeholders analyzing the company’s financial health
and strategic direction.

Key Takeaways

- Bonds are a vital tool for corporate financing, offering predictable costs
and tax benefits

- Accurate accounting, including amortization of premiums or discounts, is
essential

- Market conditions heavily influence bond terms and investor interest

- Proper legal documentation and regulatory compliance safeguard issuer and
investor interests

- Bond issuance affects key financial metrics, influencing strategic
decisions

By thoroughly understanding the bond issuance process exemplified by Ybarra



Construction, investors, financial professionals, and company executives can
better navigate the complexities of debt financing, optimize capital
structure, and support sustainable growth.
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Frequently Asked Questions

What are the key features of the bonds issued by
Ybarra Construction Company on November 1, 2015?

The bonds issued by Ybarra Construction Company are $400,000 in principal
amount, with a 5-year maturity period, and they pay interest at a specified
rate, which is not detailed in the question.

How does the issuance of bonds affect Ybarra
Construction Company's financial statements?

Issuing bonds increases liabilities on the balance sheet under bonds payable
and provides cash inflow. Interest expense impacts the income statement over
the bond's life, and cash interest payments are made periodically.

What is the significance of the interest payment
terms for these bonds?

The interest payment terms determine how often Ybarra Construction pays
interest (e.g., semi-annually, annually), affecting cash flow and the
company's expense recognition timing.

How is the bond issuance recorded in Ybarra
Construction Company's accounting records?

The company records a debit to cash for $400,000 and a credit to bonds
payable for the same amount, with interest payable recognized periodically
based on the interest rate and payment schedule.

What are the potential risks associated with issuing
bonds like those by Ybarra Construction?

Risks include interest rate risk, refinancing risk, default risk if the



company cannot meet interest or principal payments, and market risk affecting
bond prices.

How does the interest rate on these bonds impact
Ybarra Construction's cost of borrowing?

A higher interest rate increases the company's interest expense, raising
overall borrowing costs, while a lower rate reduces expenses and improves
profitability.

What considerations should Ybarra Construction take
into account before issuing bonds?

The company should evaluate current market interest rates, its credit rating,
financial health, and the impact on cash flow and debt levels before issuing
bonds.

How does the 5-year term of the bonds influence
Ybarra Construction's financial planning?

A 5-year term provides a clear timeline for debt repayment, affecting long-
term financial planning, cash flow management, and investment strategies.

What are the potential benefits of issuing bonds for
Ybarra Construction Company?

Issuing bonds allows access to large amounts of capital without diluting
ownership, potentially lower interest rates than other financing options, and
helps fund expansion or projects.

Additional Resources

On November 1, 2015, Ybarra Construction Company Issued $400,000 Of 5-year
Bonds That Pay Interest At

In the world of corporate finance, bond issuance remains a fundamental tool
for companies seeking to raise capital for expansion, projects, or
operational needs. On November 1, 2015, Ybarra Construction Company took this
route by issuing $400,000 worth of bonds with a maturity period of five
years, offering investors a structured interest return over the term. This
strategic move not only provided the necessary funds but also reflected the
company's financial health and its confidence in future growth. To fully
understand the implications of this issuance, it’s essential to explore the
specifics of bond issuance, the accounting processes involved, and what this
means for Ybarra Construction’s financial standing.



The Basics of Bond Issuance
What Are Bonds?

Bonds are debt securities issued by corporations, governments, or other
entities to borrow money from investors. When Ybarra Construction issued
bonds, it essentially promised to pay back the bondholders the principal
amount of $400,000 at maturity, along with periodic interest payments. Bonds
are a popular alternative to bank loans because they can often attract a
broader investor base and sometimes offer more favorable terms.

Key Terms in Bond Issuance

- Principal (Face Value): The amount borrowed, which is $400,000 in this
case.

- Interest Rate (Coupon Rate): The annual interest rate paid to bondholders.
- Maturity Date: The date when the principal amount is due to be repaid-here,
five years from issuance.

- Interest Payments: Typically made semiannually or annually, depending on
the bond terms.

- Discount or Premium: The difference between the bond’s selling price and
its face value, influenced by prevailing market interest rates.

Why Did Ybarra Construction Choose to Issue Bonds?

Ybarra Construction’s decision to issue bonds likely stemmed from several
strategic considerations:

- Access to Capital: Bonds often allow companies to raise large sums
efficiently.

- Interest Rate Environment: If market interest rates are favorable, bonds
can be an attractive financing option.

- No Dilution of Ownership: Unlike issuing new equity, bonds do not dilute
existing shareholders’ stakes.

- Tax Advantages: Interest payments are generally tax-deductible.

Details of the Bond Terms

While the original statement specifies the issuance date and amount, a
complete bond agreement would typically include:

- Interest Rate (Coupon Rate): For example, 4% annually.

- Interest Payment Schedule: Usually biannual or annual payments.

- Issue Price: Whether bonds were issued at par (face value), a discount, or
a premium.

- Call Provision: Whether the company can redeem bonds early.

- Security and Covenants: Any collateral backing the bonds or restrictions
imposed on the issuer.



Suppose Ybarra Construction issued bonds at par value with a 4% coupon rate,
paying interest semiannually. Each interest payment would then be calculated
based on the face value and coupon rate.

Accounting for Bond Issuance
Initial Recording

When bonds are issued, Ybarra Construction must recognize the transaction in
its accounting records. The general journal entry at issuance would include:

- Debit: Cash for the amount received (assumed to be $400,000).
- Credit: Bonds Payable for the same amount.

If bonds are issued at par, the initial recording is straightforward:

AN

Debit: Cash $400,000
Credit: Bonds Payable $400,000

Interest Expense Recognition

Over the bond’s life, Ybarra Construction will accrue interest expense based
on the effective interest method, which accounts for the bond’s carrying
amount and the market rate at issuance.

- Interest Payments: Recorded periodically as a reduction in cash.

- Interest Expense: Recognized in the income statement, reflecting the cost

of borrowing.

Suppose the bonds bear a coupon rate of 4%, paid semiannually:

$400,000 4% / 2 = $8,000.
$16,000.

- Each interest payment
- Total annual interest

Amortization of Discount or Premium
If bonds are issued at a discount (below face value) or a premium (above face
value), the difference must be amortized over the bond's life. This

amortization adjusts the interest expense recognized each period, aligning it
with the effective market rate at issuance.

Why Bond Issuance Matters for Ybarra Construction

Impact on Financial Statements



- Balance Sheet: Increases liabilities through Bonds Payable.

- Income Statement: Interest expense impacts profitability.

- Cash Flow Statement: Shows cash inflow from bond issuance and outflows from
interest payments and principal repayment.

Leverage and Financial Ratios

Issuing bonds increases leverage, which can both benefit and challenge a
company's financial health:

- Debt-to-Equity Ratio: Rises, indicating higher leverage.

- Interest Coverage Ratio: Needs to be monitored to ensure earnings
comfortably cover interest expenses.

- Return on Assets (ROA): May be affected by increased liabilities.
Strategic Considerations

Ybarra Construction must balance the benefits of additional capital against

the obligations of debt repayment. Proper management can leverage the bond
issuance to fuel growth without compromising financial stability.

The Broader Market Context
Interest Rate Environment in 2015

In late 2015, the Federal Reserve had begun signaling a tightening monetary
policy, which had implications for borrowing costs:

- Market Rates: Slightly rising, making bond issuance more expensive.

- Investor Appetite: Generally favorable for fixed-income securities,
especially if yields were attractive.

Investor Perspective

Investors purchasing Ybarra’'s bonds would evaluate:

- Issuer’s Creditworthiness: Based on credit ratings and financial health.

- Interest Rate Environment: To assess yield competitiveness.
- Bond Terms: Including maturity, coupon rate, and security.

Future Considerations for Ybarra Construction
Debt Management and Repayment
- Scheduled Payments: Semiannual interest payments over five years.

- Principal Repayment: Full amount due at maturity in 2020.
- Refinancing Options: Potential to issue new debt or refinance existing



bonds.
Impact on Growth and Operations

- The influx of capital could enable Ybarra Construction to undertake larger
projects, invest in new equipment, or expand its workforce.

- The company must ensure that its operational cash flows can support
interest payments and eventual principal repayment.

Potential Risks

- Market Fluctuations: Changes in interest rates could affect future
borrowing costs.

- Credit Risk: If the company’s financial health deteriorates, bondholders
might demand higher yields or restructuring.

- Interest Rate Risk: Rising rates can impact the company's ability to issue
new debt or refinance existing bonds at favorable terms.

Conclusion

The bond issuance by Ybarra Construction Company on November 1, 2015,
exemplifies a strategic approach to financing growth and operational needs.
By issuing $400,000 of five-year bonds, the company secured a significant
influx of capital while offering investors a structured return in the form of
interest payments. Understanding the intricacies of bond accounting, market
considerations, and the strategic implications provides valuable insight into
how corporations leverage debt instruments to support their long-term
objectives. As the bonds mature, Ybarra Construction will need to manage its
debt obligations prudently, balancing growth ambitions with financial
stability—an ongoing challenge and opportunity in the complex landscape of
corporate finance.

Disclaimer: The specific interest rate, payment schedule, and bond terms are
hypothetical in this analysis. For precise details, one would need to consult
Ybarra Construction’s official bond issuance documents.
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