On January 1, Crane Corporation Issued
$1800000, 12%, 5-year Bonds With
Interest Payable On January 1.

On January 1, Crane Corporation Issued $180,000,000, 12%, 5-year Bonds With
Interest Payable On January 1. This significant financial transaction marks a
key milestone for Crane Corporation as it seeks to raise capital to fund
expansion, pay off existing debt, or invest in new projects. Understanding
the details of this bond issuance, including the terms, accounting treatment,
and implications for the company’s financial statements, is essential for
investors, analysts, and students of finance alike.

In this article, we will explore the specifics of Crane Corporation’s bond
issuance, the mechanics of bond issuance, accounting entries involved, and
the broader significance of bonds in corporate financing.

Understanding the Bond Issuance Details

Bond Principal and Term

Crane Corporation issued bonds with a principal amount of $180,000,000. The
principal, often called the face or par value, is the amount that the company
promises to pay back to bondholders at maturity. The bonds have a maturity
period of five years, meaning the principal will be repaid after five years
from the issuance date, which is January 1.

Interest Rate and Payment Schedule

The bonds carry a 12% annual interest rate, also known as the coupon rate.
Interest is payable semi-annually or annually, depending on the bond terms.
In this case, interest is payable on January 1, aligning with the bond’s
issuance date, suggesting that interest payments are scheduled annually on
the same date.

The annual interest expense is calculated as:

e Interest Expense = Principal x Coupon Rate = $180,000,000 x 12% =
$21,600,000

This amount will be paid to bondholders each year, with the first interest
payment due on January 1 of the following year.



Interest Payment Timing and Frequency

Since the bonds pay interest on January 1, and the bonds are issued on the
same date, the interest for the first year will be paid on January 1 of the
subsequent year. This aligns with typical bond agreements where interest is
paid periodically, often annually or semi-annually.

Accounting for Bond Issuance

Recording the Bonds at Face Value

When bonds are issued at face value, the initial journal entry recognizes the
cash received and the corresponding bonds payable liability:
e Debit: Cash — $180,000,000

e Credit: Bonds Payable — $180,000,000

This entry reflects the company’s obligation to pay back the principal amount
at maturity.

Interest Expense Recognition

Interest expense is recognized periodically, typically annually, and is
calculated based on the effective interest method if bonds are issued at a
premium or discount. Since the bonds are issued at face value, the interest
expense equals the cash interest paid, simplifying accounting entries:

e Debit: Interest Expense — $21,600,000

e Credit: Cash — $21,600,000

This journal entry recognizes the interest payment on January 1 each year.

Impact of Bond Issuance on Financial Statements

The issuance increases both assets (cash) and liabilities (bonds payable).
The company’s balance sheet will reflect:

e Increase in cash by $180 million



e Increase in bonds payable liability by $180 million

Over time, interest expense affects the income statement, reducing net
income, and the bonds payable liability decreases as principal is repaid at
maturity.

Bond Risks and Considerations for Crane
Corporation

Interest Rate Risk

If market interest rates fluctuate, the fixed rate of 12% may become more or
less attractive to investors. If rates rise, existing bonds with lower rates
may decline in value; if rates fall, the bonds may become more valuable.

Credit Risk

Crane Corporation’s ability to meet its interest obligations depends on its
financial health. A strong credit rating ensures easier access to debt
markets and favorable borrowing terms.

Refinancing and Maturity Strategies

As the bonds mature in five years, the company may consider refinancing,
repaying the bonds from operational cash flows, or issuing new bonds to
replace the old debt.

Importance of Bonds in Corporate Finance

Advantages of Bond Financing

Bonds provide a way for companies like Crane Corporation to raise large sums
of money without diluting ownership, as opposed to issuing additional equity.
Bonds often carry tax advantages, as interest payments are tax-deductible.

Impact on Creditworthiness and Investor Confidence

Issuing bonds demonstrates the company’s capacity to borrow and manage debt,
which can influence its credit ratings. A well-structured bond issuance can
attract investors seeking steady income and lower risk compared to equity



investments.

Bond Market Dynamics and Investor Considerations

Investors analyze bond terms, credit ratings, and market interest rates
before purchasing. Bonds with higher coupon rates, like Crane’s 12%, are
attractive but also reflect higher risk or market conditions.

Concluding Remarks

Crane Corporation’s issuance of $180 million in 12% bonds for a five-year
term on January 1 represents a strategic move to leverage debt financing for
growth or operational needs. Proper understanding of the bond terms,
accounting treatment, and associated risks is vital for stakeholders to
evaluate the company’s financial health and long-term prospects.

This bond issuance not only bolsters Crane’s capital structure but also
underscores the importance of debt markets in corporate finance. Whether for
managing liquidity, funding expansion, or optimizing capital costs, bonds
remain a critical tool for companies seeking to balance growth with financial
stability.

By comprehensively analyzing the bond issuance process, accounting
implications, and strategic considerations, investors and financial
professionals can better appreciate the role of bonds in corporate funding
strategies and their impact on financial statements and overall corporate
health.

Frequently Asked Questions

What are the key features of Crane Corporation's
bonds issued on January 1?

Crane Corporation issued $1,800,000, 12% interest bonds with a 5-year term,
with interest payable annually on January 1.

How is the interest expense for Crane Corporation's
bonds calculated?

Interest expense is calculated as the bond's face value multiplied by the
interest rate: $1,800,000 x 12% = $216,000 annually.

What journal entry should Crane Corporation record



on January 1 for issuing the bonds?
Debit Cash $1,800,000; credit Bonds Payable $1,800,000.

How does the interest payable on January 1 affect
Crane Corporation's financial statements?

Interest payable increases liabilities and will be recorded as an expense,
reducing net income, and will be paid out on January 1 each year.

What is the significance of the 5-year term for
these bonds?

The 5-year term indicates the bonds will mature after five years, at which
point the principal amount of $1,800,000 will be due for repayment.

How would Crane Corporation account for the interest
payment on January 1?

On January 1, when interest is payable, the company will debit Interest
Expense and credit Cash for $216,000.

Are these bonds issued at face value, premium, or
discount?

Based on the information provided, the bonds are issued at face value of
$1,800,000, unless otherwise specified.

Additional Resources

On January 1, Crane Corporation issued $1,800,000, 12%, 5-year bonds with
interest payable on January 1. This transaction marks a significant step for
Crane Corporation as it seeks to raise capital through debt financing.
Understanding the details of this bond issuance, including its accounting
implications, cash flow effects, and future reporting considerations, 1is
crucial for investors, financial analysts, and accounting professionals
alike. In this comprehensive guide, we will explore the key aspects of this
bond issuance, from initial recognition to subsequent accounting and
reporting.

Introduction to Bond Issuance

When a corporation needs substantial funding for expansion, acquisitions, or
other operational needs, issuing bonds becomes a popular method to access
debt capital from the public or private investors. Bonds are long-term debt



instruments where the issuer promises to pay investors periodic interest and
repay the principal amount at maturity.

In the case of Crane Corporation issuing $1,800,000, 12%, 5-year bonds with
interest payable on January 1, several fundamental elements need to be
understood:

- The principal amount (also known as face value or par value)

- The interest rate (also called coupon rate)

- The term of the bonds (duration until maturity)
- The interest payment schedule

Key Details of the Bond Issue
Principal (Face Value)

- $1,800,000: The total amount Crane Corporation borrows from bondholders,
which will be repaid at the end of 5 years.

Interest Rate

- 12%: The annual coupon rate, which determines the interest payments to
bondholders.

Term

- 5 years: The maturity period, after which the principal must be fully
repaid.

Interest Payment Schedule
- Interest payable on January 1: This indicates that interest payments are

made annually on the first day of each year, aligning with the bond's
issuance date.

Accounting for Bond Issuance
1. Recognizing the Bond at Issuance

At the date of issuance (January 1), Crane Corporation will record the bond
issuance in its books. The initial entry typically involves:

- Debit to Cash for the amount received
- Credit to Bonds Payable for the face value

If bonds are issued at face value, the entry is straightforward:



Debit: Cash $1,800,000
Credit: Bonds Payable $1,800,000

However, bonds can be issued at a discount or premium depending on market
interest rates relative to the coupon rate:

- Premium: When bonds are issued at a price above face value (interest rate
lower than market)

- Discount: When bonds are issued below face value (interest rate higher than
market)

In this scenario, without additional information, we'll assume issuance at
face value for simplicity.

2. Recording Interest Payments

Interest payments are due annually on January 1. The annual interest expense
recognized by Crane will be based on the bond's effective interest rate
(which may differ from the coupon rate if issued at a discount or premium).

For bonds issued at face value with a stated coupon rate, the journal entry
on each interest payment date is:

Debit: Interest Expense (or Interest Payable)

Credit: Cash $216,000 (which is 12% of $1,800,000)

Calculation:

- $1,800,000 12% = $216,000

3. Amortization of Premium or Discount

If bonds are issued at a premium or discount, the company must amortize the
difference over the life of the bonds, adjusting interest expense

accordingly. This process affects the carrying amount of bonds payable and
interest expense reported in financial statements.

Impact on Financial Statements

Balance Sheet

- Initial Recognition: Bonds payable recorded at face value ($1,800,000).

- Subsequent Years: The carrying amount may increase or decrease depending on

amortization if issued at premium or discount.

Income Statement



- Interest Expense: Recognized periodically, reflecting the effective
interest rate, which may differ from the coupon rate if bonds are issued at a
premium or discount.

Cash Flows

- Operating Activities: No direct impact.

- Financing Activities: Cash inflow from bond issuance and outflows for
interest payments and principal repayment at maturity.

Future Accounting Considerations

Amortization of Premium or Discount

Suppose the bonds were issued at a premium (say, $1,900,000). The premium
would be amortized over 5 years, reducing annual interest expense and
increasing net income.

The amortization schedule can be prepared using the effective interest
method, which allocates interest expense based on the bond's carrying amount
and market rate at issuance.

Maturity and Repayment

At the end of 5 years (January 1, Year 6):

- The principal of $1,800,000 is repaid.
- All interest obligations have been met annually.

Additional Considerations

Bond Covenants and Terms

The bond agreement might include covenants such as:

- Restrictions on additional borrowing

- Maintenance of certain financial ratios

- Restrictions on dividend payments

Understanding these covenants is vital for assessing credit risk.

Call Provisions

Some bonds are callable before maturity, allowing the issuer to redeem bonds

early, often at a premium. The absence of mention suggests these bonds are
non-callable.



Impact on Credit Rating

Issuing bonds increases leverage, which can influence Crane Corporation's
credit rating, affecting future borrowing costs.

Strategic Implications for Crane Corporation

Issuing bonds with a 12% interest rate over five years provides the company
with a sizable infusion of capital. The key strategic considerations include:

- Cost of Debt: The 12% coupon rate determines interest expenses, impacting
profitability.

- Refinancing Risk: The company must ensure sufficient cash flows to meet
annual interest payments and principal repayment.

- Leverage Management: Increased debt levels influence financial ratios and
stakeholder perceptions.

Summary: Step-by-Step Overview

1. Preparation Before Issue

- Determine bond terms, including face value, coupon rate, maturity, and
payment schedule.

- Decide if bonds are issued at par, premium, or discount.

2. Initial Recording

- Record cash received and bonds payable at issuance.

3. Interest Payments

- Annually record interest expense and cash outflows on January 1.
- Adjust for premium or discount amortization if applicable.

4. Ongoing Reporting

- Update carrying amount of bonds payable.

- Recognize interest expense based on effective interest method.
5. Maturity

- Repay principal at the end of 5 years.

- Derecognize bonds payable.

Final Thoughts

The issuance of $1,800,000, 12%, 5-year bonds with interest payable on
January 1 is a strategic financing decision that impacts Crane Corporation’s
financial statements, cash flows, and long-term financial health. Proper
accounting treatment ensures transparent reporting and helps stakeholders
assess the company's leverage and risk profile.

For professionals managing or analyzing such transactions, understanding the
nuances of bond accounting—especially in terms of initial recognition,



amortization of premiums or discounts, and reporting—is essential to
maintaining accurate financial records and making informed decisions.

Whether you're an investor evaluating Crane Corporation's debt profile or an
accountant preparing financial statements, grasping the intricacies of bond
issuance is vital for sound financial analysis and reporting.
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