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On April 1, 2019, Mission Corp. engaged in a significant financial transaction by borrowing $50,000
in cash and formalizing this agreement through the signing of a one-year, 12% interest-bearing note.
This transaction not only impacted Mission Corp.'s cash flow but also had implications for its
financial statements, interest expense recognition, and overall financial health. Understanding the
details of this borrowing, the accounting treatment, and its subsequent effects is essential for
stakeholders, investors, and accountants alike.

---

Understanding the Borrowing Transaction of Mission
Corp.

Details of the Loan Agreement

- Loan Amount: $50,000
- Date of Borrowing: April 1, 2019
- Type of Note: Interest-bearing, one-year maturity
- Interest Rate: 12% annually
- Maturity Date: April 1, 2020

This transaction was likely recorded as a liability on the company's balance sheet, specifically as a
note payable, due within one year. The interest rate of 12% signifies the cost of borrowing, which
will accrue over the loan period.

Significance of the Interest-bearing Note

Interest-bearing notes are common short-term financing instruments. They stipulate that interest is
paid periodically or at maturity based on the principal amount and the agreed interest rate.

---



Accounting for the Loan: Initial Recognition

Journal Entry on April 1, 2019

When Mission Corp. received the cash, the journal entry would be:

1. Debit: Cash $50,000
2. Credit: Notes Payable $50,000

This reflects the increase in cash and the recognition of a liability for the amount owed.

Key Points:
- The note payable is a current liability since it is due within one year.
- No interest expense is recognized at the time of borrowing; interest accrues over time.

---

Interest Calculation and Recognition

Calculating Interest

The interest on the note for one year is calculated as:

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

Since the note is for one year at 12%, the interest is:

\[
\$50,000 \times 12\% \times 1 = \$6,000
\]

This interest expense accrues over the period from April 1, 2019, to April 1, 2020.

Monthly or Periodic Interest Accrual

If Mission Corp. follows accrual accounting, it must recognize interest expense periodically, typically
monthly, as follows:



- Monthly interest expense:
\[
\$6,000 \div 12 = \$500
\]
- Monthly journal entry:

1. Debit: Interest Expense $500
2. Credit: Interest Payable $500

Over the year, total interest payable accumulates to $6,000, which will be paid at maturity or earlier
if specified.

Adjusting Entries at Year-End

If financial statements are prepared periodically (e.g., quarterly), the company needs to record
accrued interest for each period to reflect accurate liabilities and expenses.

---

At Maturity: Repayment and Final Accounting

Final Payment on April 1, 2020

When the note matures, Mission Corp. will settle the principal and interest:

- Debit: Notes Payable $50,000
- Debit: Interest Payable $6,000 (if accrued)
- Credit: Cash $56,000

This entry reflects the payment of both the principal and the total interest owed.

Interest Expense Recognition at Maturity

If the interest was accrued monthly, the total interest expense for the period has already been
recognized. If not, at maturity, the entire interest expense is recognized as:

- Debit: Interest Expense $6,000
- Credit: Interest Payable $6,000

before the cash payment is made.

---



Implications for Financial Statements

Balance Sheet Impact

- Assets: Increase by $50,000 upon receipt of cash
- Liabilities: Increase by $50,000 (Notes Payable) and $6,000 (Interest Payable) if interest is accrued
but unpaid
- Equity: No immediate impact at borrowing

Income Statement Impact

- Interest Expense: $6,000 for the year, reducing net income

Cash Flow Statement Impact

- Operating Activities: Outflow of $56,000 at repayment (principal + interest)
- Financing Activities: Inflow of $50,000 at borrowing, outflow of $56,000 at repayment

---

Tax Implications of Borrowing

Interest paid on the note is typically tax-deductible for Mission Corp., reducing taxable income.
Proper documentation of interest expense is essential for accurate tax reporting.

---

Key Points to Remember About Borrowing with
Interest-bearing Notes

- Borrowed amounts increase liabilities and cash assets.
- Interest expense accumulates over the loan period and impacts net income.
- Proper interest accrual ensures accurate financial reporting.
- At maturity, both principal and interest are paid, reducing liabilities and cash.
- Accurate accounting ensures compliance with GAAP and tax regulations.

---



Conclusion: Strategic Considerations for Mission Corp.

Borrowing $50,000 through an interest-bearing note was a strategic move by Mission Corp. to
finance operations, invest in growth, or meet immediate cash needs. Managing such debt
responsibly involves careful interest accrual, timely payments, and transparent financial reporting.
For stakeholders, understanding the nuances of this transaction sheds light on the company's
financial health and operational strategy.

Proper documentation and adherence to accounting standards ensure that Mission Corp.'s financial
statements accurately reflect its liabilities and expenses, fostering trust among investors and
creditors. As the company approaches the maturity date of April 1, 2020, diligent planning for
repayment ensures continued financial stability and operational success.

---
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Frequently Asked Questions

What are the key details of Mission Corp.'s loan transaction on
April 1, 2019?
Mission Corp. borrowed $50,000 cash on April 1, 2019, by signing a one-year, 12% interest-bearing
note.

How is the interest on Mission Corp.'s note calculated?
Interest is calculated as principal ($50,000) multiplied by the interest rate (12%) and the time period
(1 year), resulting in $6,000 interest.

When is the interest on the note due and payable?
Since it's a one-year note signed on April 1, 2019, the interest is due at maturity on April 1, 2020.



How should Mission Corp. record the initial borrowing in its
accounting records?
They should debit Cash for $50,000 and credit Notes Payable for $50,000 on April 1, 2019.

What journal entry is required at the end of the accounting
period if Mission Corp. prepares financial statements before
April 1, 2020?
They should accrue interest by debiting Interest Expense and crediting Interest Payable for the
amount of interest earned up to that date.

How does the interest expense affect Mission Corp.'s financial
statements?
Interest expense increases expenses on the income statement, reducing net income for the period.

What are the implications of the 12% interest rate for Mission
Corp.'s future financial planning?
A 12% interest rate indicates a significant cost of borrowing, which should be considered in cash
flow and profitability projections.

What happens at the maturity date of the note on April 1,
2020?
Mission Corp. will pay back the $50,000 principal along with $6,000 interest to the lender.

Are there any tax considerations related to the interest paid
on this note?
Yes, the interest paid is generally tax-deductible as an interest expense, reducing taxable income for
Mission Corp.

Additional Resources
Mission Corp. Borrowed $50,000 Cash on April 1, 2019, and Signed a One-Year 12%, Interest-
Bearing Note

When examining the financial activities of a company like Mission Corp., understanding the nuances
of borrowing transactions is essential. The scenario where Mission Corp. borrows $50,000 cash on
April 1, 2019, by signing a one-year, 12% interest-bearing note provides an insightful case study into
debt management, interest calculation, and financial reporting. In this comprehensive review, we'll
explore every facet of this transaction, from the initial borrowing to the eventual repayment,
highlighting accounting considerations, journal entries, and implications for financial statements.



---

Overview of the Borrowing Transaction

Mission Corp.’s decision to borrow $50,000 on April 1, 2019, involves several key elements:

- Principal Amount: $50,000
- Date of Borrowing: April 1, 2019
- Type of Note: Interest-bearing note
- Interest Rate: 12% annually
- Term: One year (ends April 1, 2020)
- Purpose: (Hypothetical, but typically for expansion, working capital, or other operational needs)

This transaction reflects a typical short-term debt arrangement, commonly used by businesses to
meet immediate financing needs without diluting ownership through equity issuance.

---

Details of the Interest-Bearing Note

Understanding Interest Calculation

Interest on notes payable is calculated based on the principal, the annual interest rate, and the
duration of the loan. The core formula is:

\[
\text{Interest} = \text{Principal} \times \text{Interest Rate} \times \text{Time Period}
\]

where:

- Principal = $50,000
- Interest Rate = 12% per annum
- Time Period = expressed in years or fraction thereof

Since the note is interest-bearing and one year long, the straightforward calculation involves:

\[
\text{Interest} = 50,000 \times 0.12 \times 1 = \$6,000
\]

This means that at the end of the loan period, Mission Corp. owes $50,000 plus $6,000 interest,
totaling $56,000.

---



Interest Accrual and Recognition

Even if the interest isn't paid periodically, accounting standards typically require accruing interest
as it is earned (or incurred), regardless of cash payments. Therefore, at the end of each accounting
period, the company must recognize the interest expense accrued during that period.

For example:

- Monthly interest accrual:
Monthly interest = $6,000 / 12 months = $500

- Accrual entries:
Each month, Mission Corp. would record interest expense and interest payable of $500.

---

Accounting Entries for the Borrowing Transaction

The initial borrowing on April 1, 2019, involves two primary journal entries:

1. Recording the receipt of cash and the note payable

```
Debit: Cash..............................................$50,000
Credit: Notes Payable............................$50,000
```

This entry reflects the inflow of cash and the company's obligation to repay the note.

2. Recording interest expense (if accrued immediately)

Since the note is signed on April 1, the initial entry does not involve interest, which will accrue over
time.

---

Financial Statement Implications

Balance Sheet



- Cash: Increase by $50,000
- Liabilities: Increase by $50,000 under Notes Payable
- Interest Payable: Will be recognized as a current liability as interest accrues over time

Income Statement

- Interest Expense: Will be recorded over the period as interest accrues, impacting net income

---

Interest Accruals Over the Term

Since the note spans a year, Mission Corp. will need to:

- Accrue interest monthly or periodically
- Recognize interest expense proportionally over the loan period

Monthly interest accrual example:

```
Debit: Interest Expense...................$500
Credit: Interest Payable...................$500
```

This ensures that interest expense is properly matched with the period it relates to, following the
matching principle in accounting.

---

End-of-Period and Year-End Adjustments

As of December 31, 2019, for example, 9 months into the loan, the company should:

- Calculate the accrued interest:
$6,000 annual interest / 12 months = $500 per month
9 months x $500 = $4,500

- Record the accrued interest:

```
Debit: Interest Expense...................$4,500
Credit: Interest Payable...................$4,500
```

This adjustment ensures that financial statements accurately reflect liabilities and expenses.



---

Repayment of the Note

On April 1, 2020, the company will settle the note by paying:

- Principal: $50,000
- Interest: $6,000 (full year's interest)

Journal entry at maturity:

```
Debit: Notes Payable........................$50,000
Debit: Interest Payable.....................$6,000
Credit: Cash..................................$56,000
```

This entry extinguishes the liability and recognizes the cash outflow.

---

Implications for Financial Ratios and Analysis

The borrowing impacts several key financial ratios:

- Debt-to-Equity Ratio:
Increases liabilities, potentially affecting leverage ratios.

- Interest Coverage Ratio:
Elevated interest expense may influence the company's ability to cover interest payments from
operating income.

- Liquidity Ratios:
The cash outflow reduces cash balances, affecting current ratios.

Understanding these implications helps stakeholders assess the company's leverage, liquidity, and
overall financial health.

---

Additional Considerations and Best Practices



Accounting Standards and Compliance

- Ensure proper classification of the note as short-term or long-term based on repayment date.
- Accurately accrue interest expense and interest payable.
- Disclose significant debt obligations in the notes to financial statements.

Impact of Changes in Interest Rates

- If the interest rate were variable, the company would need to remeasure interest expense
periodically.
- For fixed-rate notes like this, the interest expense remains constant unless the note is refinanced or
paid early.

Refinancing and Early Repayment

- If Mission Corp. repays early, they must recognize any gain or loss if the repayment amount differs
from the carrying amount.
- Prepayment penalties or fees should also be recorded as expenses.

---

Conclusion: Assessing the Significance of the
Borrowing

Mission Corp.'s borrowing of $50,000 at 12% interest for a one-year term exemplifies a typical short-
term debt transaction. It provides necessary funding while establishing clear accounting treatments
for interest accruals, liabilities, and eventual repayment. Proper recognition and management of this
debt are crucial for accurate financial reporting and maintaining stakeholder confidence.

This transaction also underscores the importance of understanding interest calculations, adjusting
journal entries, and the broader financial implications. Whether used for operational needs or
strategic investments, such borrowing transactions are foundational to a company's financial
strategy and health.

---

In summary, Mission Corp.'s borrowing transaction involves careful planning, precise accounting,
and ongoing management to ensure compliance and transparency. Its straightforward nature offers
a valuable learning example for students, professionals, and stakeholders aiming to comprehend
corporate debt operations in practice.
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