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On March 31, 2022, Rangel Corporation announced the issuance of bonds amounting to $640,000
with a stated (coupon) interest rate of 7% and a maturity period of 15 years. This significant financing
event has implications for the company's financial health, investor appeal, and overall market
strategy. Understanding the details of this bond issuance, including market interest rates, bond
valuation, and the accounting treatment, is essential for investors, financial analysts, and
stakeholders. This article provides a comprehensive overview of Rangel Corporation’s bond issuance,
exploring key concepts such as bond features, market interest rates, and their impact on bond pricing
and financial statements.

Understanding Bond Issuance: Key Concepts

Before delving into the specifics of Rangel Corporation’s bond issuance, it is important to understand
fundamental concepts related to bonds.

What Are Bonds?
Bonds are debt securities issued by entities—corporations, municipalities, or governments—to raise
capital. Investors who purchase bonds are essentially lending money to the issuer in exchange for
periodic interest payments and the return of the principal amount at maturity.

Bond Features
The primary features of bonds include:
- Principal (Face Value): The amount borrowed, which is repaid at maturity. For Rangel Corporation,
this is $640,000.
- Coupon Rate: The annual interest rate paid on the face value. Rangel’s bonds pay 7% annually.
- Maturity Period: The length of time until the bond matures (15 years for Rangel’s bonds).
- Interest Payments: Typically paid semiannually or annually.
- Issuer’s Credit Rating: A measure of the issuer’s creditworthiness, influencing market interest rates
and bond pricing.

The Significance of Market Interest Rates



Market Interest Rate vs. Coupon Rate
The coupon rate is set by the issuer at the time of issuance, but the actual market value of a bond
fluctuates based on prevailing market interest rates. When market interest rates rise above the
coupon rate, the bond’s market value tends to fall, and vice versa.

- If Market Rate > Coupon Rate: Bonds are less attractive, trading at a discount.
- If Market Rate < Coupon Rate: Bonds are more attractive, trading at a premium.
- If Market Rate = Coupon Rate: Bonds trade at face value.

Impact on Bond Pricing
The relationship between the bond’s coupon rate and the prevailing market interest rate determines
whether the bond is issued at a premium, discount, or at par:
- Premium: When market interest rates decline after issuance, existing bonds with higher coupon
rates become more valuable.
- Discount: When market interest rates increase, existing bonds with lower coupon rates become less
attractive, leading to a lower market price.
- At Par: When market rates are equal to the bond’s coupon rate.

Understanding how market interest rates influence bond valuation is crucial for investors and the
issuing company, especially when considering refinancing or secondary market trading.

Rangel Corporation’s Bond Details and Financial
Impact

Bond Characteristics
- Principal (Face Value): $640,000
- Coupon Rate: 7%
- Interest Payments: Annually or semiannually (assumed annually unless specified)
- Maturity Period: 15 years
- Issuance Date: March 31, 2022

Interest Payment Calculation
The annual interest payment can be calculated as:
\[
\text{Interest Payment} = \text{Principal} \times \text{Coupon Rate}
\]
\[
= \$640,000 \times 7\% = \$44,800
\]
This amount is paid periodically (most likely annually) over the life of the bond.



Accounting for the Bond Issuance
When bonds are issued, Rangel Corporation must record the transaction based on whether the bonds
are issued at face value, a discount, or a premium.

- At Face Value: No discount or premium; bond liability equals the cash received.
- At Discount: The bonds are issued below face value; the difference is amortized as interest expense.
- At Premium: The bonds are issued above face value; the excess is amortized as a reduction of
interest expense.

Assuming the bonds are issued at or near face value, the initial journal entry would be:

Debit: Cash \$640,000

Credit: Bonds Payable \$640,000

Over time, Rangel will amortize any premium or discount, affecting interest expense and net income.

Market Interest Rates and Their Effect on Rangel’s
Bonds

The market interest rate at the time of issuance influences the bond’s attractiveness and its initial
pricing. If, for example, the prevailing market rate is higher than 7%, investors might demand a
discount to compensate for the lower coupon rate, resulting in the bonds being issued below face
value.

Conversely, if market rates are lower than 7%, the bonds may be issued at a premium, reflecting their
higher relative attractiveness.

Implications for Rangel Corporation
- Cost of Borrowing: The effective interest expense may differ from the coupon payments if bonds are
issued at a premium or discount.
- Financial Ratios: Bond issuance affects debt ratios, interest coverage, and other key financial
metrics.
- Investor Perception: Bonds issued at attractive rates can enhance investor confidence and the
company’s market standing.

Long-Term Financial Planning and Bond Management



Amortization of Bond Premium or Discount
Over the 15-year life, Rangel will amortize any premium or discount to match the interest expense
with the market rate. This process involves systematic allocation over the bond’s life, affecting net
income and cash flows.

Refinancing and Maturity Strategies
As the bonds approach maturity, Rangel may consider refinancing options, especially if market
interest rates change significantly. Proper management of bonds can reduce interest costs and
improve financial flexibility.

Compliance and Disclosure
Rangel must comply with GAAP and SEC requirements in reporting bond liabilities, interest expense,
and related disclosures. Transparency around bond terms and market conditions enhances investor
trust.

Conclusion

The issuance of $640,000 of 7%, 15-year bonds by Rangel Corporation on March 31, 2022, represents
a strategic move to secure long-term financing. The interplay between the coupon rate and prevailing
market interest rates plays a vital role in determining the bonds’ initial pricing, subsequent valuation,
and impact on financial statements. Investors should pay close attention to market interest rate
trends, bond amortization schedules, and Rangel’s overall debt management strategy.

By understanding these key concepts, stakeholders can better assess Rangel Corporation’s financial
health, future growth prospects, and inherent risks associated with bond financing. Effective bond
management, coupled with market awareness, will enable Rangel to optimize its capital structure and
meet its long-term financial objectives.

Keywords: Rangel Corporation bonds, bond issuance, market interest rate, bond valuation, debt
financing, 7% bonds, 15-year bonds, bond amortization, bond premium, bond discount, financial
analysis, corporate finance

Frequently Asked Questions

What is the significance of Rangel Corporation issuing
$640,000 of 7%, 15-year bonds payable on March 31, 2022?
It indicates that Rangel Corporation raised long-term debt to fund operations or investments, offering
a 7% interest rate over 15 years, which impacts the company's financial structure and interest
expenses.



How does the market interest rate at the time of bond
issuance affect Rangel Corporation's bonds?
The market interest rate determines the bond's issuance price; if the market rate is higher than 7%,
the bonds may be issued at a discount, and if lower, at a premium, affecting yield and investor
demand.

What accounting entries would Rangel Corporation record
upon issuing the bonds?
Rangel would debit cash for the bond's proceeds (adjusted for any discount or premium) and credit
bonds payable for the face amount of $640,000, with possible additional entries for discounts or
premiums.

How does the 15-year term influence Rangel Corporation’s
financial planning and interest expense?
A 15-year term spreads out interest payments and impacts long-term liabilities, requiring careful
planning for debt servicing, and influences the company's debt-to-equity ratio and creditworthiness.

What impact does the bond issuance have on Rangel
Corporation’s financial ratios?
Issuing bonds increases liabilities, which can affect ratios such as debt-to-equity and interest
coverage ratio, potentially impacting the company's credit rating and borrowing capacity.

What are the implications for investors considering Rangel
Corporation's bonds issued at a 7% rate during market
interest fluctuations?
Investors evaluating these bonds should consider current market rates, as fluctuations can affect
bond prices and yields; bonds issued at a fixed 7% rate may be more or less attractive depending on
prevailing rates.

Additional Resources
Rangel Corporation Bonds Issue: An In-Depth Analysis of the $640,000 7%, 15-Year Bonds Payable

In the landscape of corporate finance, bond issuance remains a fundamental tool for companies
seeking to raise substantial capital for growth, acquisitions, or refinancing existing debt. Rangel
Corporation's recent issuance of $640,000 in bonds with a 7% interest rate and a 15-year maturity,
issued on March 31, 2022, exemplifies a strategic approach to debt financing. This article provides a
comprehensive review of this bond issuance, examining key aspects such as bond features, market
interest rate implications, and the accounting considerations involved.

---



Overview of Rangel Corporation's Bond Issuance

On March 31, 2022, Rangel Corporation announced the issuance of bonds totaling $640,000. These
bonds carry a nominal (stated) interest rate of 7%, fixed over a 15-year period. This issuance was
designed to meet the company's financing needs, offering investors a reliable stream of interest
income over an extended period.

Key Details of the Bond Issue:
- Face Value (Par Value): $640,000
- Interest Rate (Stated Rate): 7% annually
- Term: 15 years
- Issue Date: March 31, 2022
- Interest Payments: Typically semiannual or annual (though the specific schedule isn't provided, most
corporate bonds pay semiannually)
- Maturity Date: March 31, 2037

The specifics of this bond issue reflect a common corporate financing strategy—leveraging long-term
debt with fixed interest payments to fund operational expansion or capital investments.

---

Understanding Bond Features and Their Significance

To grasp the implications of Rangel Corporation's bonds, it’s essential to understand the fundamental
features of bonds in general and how they apply in this case.

1. Face Value (Par Value)
The face value is the amount the issuer promises to pay the bondholder at maturity. For Rangel, each
bond's face value is a portion of the total issuance totaling $640,000.

2. Coupon Rate and Interest Payments
The coupon rate of 7% indicates the annual interest rate applied to the face value, resulting in
periodic interest payments:
- Interest Payment Calculation:
Interest per period = Face Value × Coupon Rate / Number of periods per year

- Example:
If interest is paid semiannually, each payment = (Face Value × 7%) / 2

3. Maturity Date
The bonds mature after 15 years, at which point the principal amount is repaid in full.



4. Issue Price and Market Rate
- Issue Price: The actual price at which bonds are sold, which may differ from face value due to
prevailing market interest rates.
- Market Interest Rate (Yield): The rate investors require based on current market conditions,
influencing the bond's market price.

---

The Market Interest Rate and Its Impact on Bond
Pricing

A critical factor influencing bond issuance is the relationship between the bond’s coupon rate and the
prevailing market interest rate at the time of issuance.

Market Interest Rate Context:
Suppose the market interest rate for similar bonds is 5% at the time Rangel issues its bonds. Since
Rangel's bonds offer a 7% coupon rate, they are more attractive to investors, potentially leading to
the bonds being issued at a premium—above face value.

Conversely, if the market rate had been higher than 7%, say 8%, Rangel's bonds would be less
attractive, likely resulting in the bonds being issued at a discount — below face value.

---

Bond Pricing: Premium, Discount, or Par?

Understanding whether bonds are issued at a premium, discount, or at par is essential for both
investors and the issuing company. Here’s an overview:

When bonds are issued:
- At Par: When the coupon rate equals the market rate.
- At Premium: When the coupon rate exceeds the market rate.
- At Discount: When the coupon rate is less than the market rate.

Application to Rangel Corporation:
Since Rangel's bonds pay 7%, the actual issue price depends on the market interest rate at issuance.

- If Market Rate = 5%: Bonds likely issued at a premium.
- If Market Rate = 7%: Bonds likely issued at par.
- If Market Rate = 8%: Bonds likely issued at a discount.

Given the details, the company’s strategic choice in setting the coupon rate aligns with prevailing
market conditions to optimize the bond's attractiveness and the company's cost of debt.

---



Accounting for Bond Issuance

Proper accounting treatment is vital to accurately reflect the financial position of Rangel Corporation
following the bond issuance.

Initial Recognition:
- At Par:
Debit Cash for the issue price, credit Bonds Payable for the face value.

- At Premium or Discount:
The difference between the issue price and face value is recorded as a Premium on Bonds Payable or
Discount on Bonds Payable. These are amortized over the life of the bonds using the effective interest
method.

Journal Entry at issuance (assuming bonds are issued at par for simplicity):
```plaintext
Debit: Cash $640,000
Credit: Bonds Payable $640,000
```

Subsequent Interest Expense Recognition:
- The company amortizes any premium or discount over the bond's life, affecting interest expense.
- Premium amortization decreases interest expense.
- Discount amortization increases interest expense.

Amortization Methods:
- Effective Interest Method: Preferred as it reflects the actual interest expense based on market rate.
- Straight-Line Method: Simpler but less precise.

---

Implications for Rangel Corporation's Financial
Statements

The bond issuance influences multiple aspects of Rangel’s financial statements:

Balance Sheet:
- Increases liabilities via Bonds Payable.
- The carrying amount may differ from face value if bonds are issued at a premium or discount.

Income Statement:
- Interest expense affects net income, calculated based on amortized bond premiums or discounts.
- The effective interest method ensures accurate reflection of expense over time.

Cash Flow Statement:
- The proceeds from bond issuance are recorded as cash inflow under financing activities.
- Interest payments are recorded as cash outflows.



---

Strategic Considerations and Risks

Issuing bonds at a 7% fixed rate over 15 years presents Rangel Corporation with several strategic
considerations:

Benefits:
- Predictable Payments: Fixed interest payments simplify budgeting.
- Long-Term Capital: Extended maturity allows for long-term projects.

Risks:
- Interest Rate Risk: If market rates decline, Rangel may face higher costs relative to new debt.
- Refinancing Risks: At maturity, the company may need to refinance at potentially unfavorable rates.
- Default Risk: The company's ability to meet interest payments depends on operational performance.

Market Conditions:
- The success of the bond issuance depends on current market conditions, investor appetite, and the
company's creditworthiness.

---

Conclusion: The Significance of Rangel Corporation's
Bond Issue

Rangel Corporation's issuance of $640,000 in 7%, 15-year bonds exemplifies a strategic approach to
long-term debt financing. The fixed interest rate provides stability in interest payments, while the 15-
year maturity aligns with long-term investment or growth plans.

The impact of market interest rates at issuance plays a pivotal role in determining the bonds' initial
valuation and subsequent accounting treatment. Whether issued at a premium, discount, or par
influences the company's financial statements and interest expense recognition.

For investors, the bonds offer a predictable income stream with a fixed return, while for Rangel, the
bonds provide a reliable source of capital at a known cost. Navigating the complexities of bond
pricing, accounting, and market risks underscores the importance of prudent financial management in
corporate bond issuance.

Overall, Rangel Corporation's bond offering reflects a well-structured financing instrument that, if
managed effectively, can support the company's strategic objectives while maintaining financial
stability.
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