
Barley, Inc. Sold $30,000 Of 8% Bonds
For $40,200. Each $1,000 Bond Carried
Eight Rights And Each Right

Understanding the Bond Issuance of Barley, Inc.:
A Comprehensive Analysis

Barley, Inc. Sold $30,000 Of 8% Bonds For $40,200. Each $1,000 Bond Carried
Eight Rights And Each Right marks a significant event in the company’s financial
history. This issuance reflects strategic financing decisions, investor interest, and the
incorporation of rights attached to bonds. To fully grasp the implications, it’s essential to
analyze the bond terms, the premium received, and the rights associated with each bond.
This article provides an in-depth review of these aspects, offering valuable insights into
bond issuance and corporate finance strategies.

Overview of Bond Issuance

What Are Bonds?
Bonds are debt securities issued by corporations 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. Bonds are a vital
component of corporate financing, offering companies an alternative to equity issuance.

Details of Barley, Inc.’s Bond Issue
Barley, Inc. issued bonds with the following key features:

Face (par) value per bond: $1,000

Total face value of bonds issued: $30,000

Interest rate (coupon rate): 8% annually

Issue price: $40,200 (a premium over face value)

Number of bonds issued: 30 (since $30,000 / $1,000 per bond)

This issuance was notable because the bonds were sold at a premium, indicating strong



investor demand or favorable terms.

Pricing and Premium Analysis

Understanding the Premium
The bonds were issued for $40,200, which exceeds the total face value of $30,000. This
results in:

- Premium amount: $40,200 - $30,000 = $10,200
- Premium per bond: $10,200 / 30 bonds = $340 per bond

This premium reflects investors' willingness to pay more than the face value, often due to:
- Attractive interest rates
- Market conditions
- Investor confidence in Barley, Inc.

Implications of Selling at a Premium
Issuing bonds at a premium has specific accounting and financial implications:
- Interest expense: The company will amortize the premium over the bond's life, reducing
interest expense in subsequent periods.
- Effective interest rate: The actual cost of debt to the company is less than the stated 8%,
as the premium effectively lowers the interest rate.

Rights Attached to Bonds: The Significance of
Each Right

Understanding Bond Rights
Each bond carried eight rights, which are special features or privileges attached to the
bond. Rights can include:
- Voting rights
- Conversion privileges
- Warrants
- Call or put options
- Rights to additional securities

In this case, each bond carried eight rights, which could be a combination of such features.
The rights enhance the bond's value and appeal to investors.



Details of the Rights
- Number of rights per bond: 8
- Total rights issued: 30 bonds 8 rights = 240 rights

These rights may entitle holders to:
- Purchase additional securities at favorable terms
- Participate in company decisions
- Convert bonds into equity

Financial Impact of Rights on Bondholders and
the Company

For Bondholders
Rights offer additional value, making bonds more attractive:
- Ability to convert bonds into shares (if applicable)
- Warrants allowing purchase of stock at a set price
- Voting rights, influencing company decisions
- Enhanced income from options or warrants

For Barley, Inc.
- The rights can be used as incentives to attract investors
- Rights issuance can raise additional capital if exercised
- They increase the overall value proposition of the bonds

Accounting for the Bond Issuance

Recording the Bonds
When bonds are issued at a premium, the accounting entries include:
- Debit: Cash for the amount received ($40,200)
- Credit: Bonds Payable for the face value ($30,000)
- Credit: Premium on Bonds Payable for the difference ($10,200)

Journal Entry:

| Account | Debit | Credit |
|---------|---------|---------|
| Cash | $40,200 | |
| Bonds Payable | | $30,000 |
| Premium on Bonds Payable | | $10,200 |



Amortization of Premium
Over the bond's life, the premium is amortized to interest expense, reducing the annual
interest expense recognized.

Investment and Strategic Implications

Why Did Barley, Inc. Issue Bonds at a Premium?
There are several reasons:
- Favorable market conditions increased demand
- The company's strong credit rating
- Attractive coupon rate relative to market

Benefits for Barley, Inc.
- Lower effective interest costs
- Preservation of cash flow
- Flexibility to use funds for expansion or operations

Conclusion: Key Takeaways from Barley, Inc.’s
Bond Issue

- The company successfully raised $30,000 through bonds sold at a premium, reflecting
investor confidence.
- Each bond's eight rights add value and appeal, potentially including warrants, voting
rights, or conversion privileges.
- Understanding the premium and rights attached to bonds is crucial for accurate
accounting, valuation, and strategic planning.
- Issuing bonds with attached rights can be a powerful tool for companies to attract
investors and raise capital efficiently.

Additional Considerations for Investors and
Analysts

Evaluating Bond Investments
Investors should consider:
- The premium paid over face value
- The nature of attached rights
- The company's creditworthiness



- Market interest rates

Analytical Tips
- Assess the present value of future cash flows
- Factor in the value of rights and warrants
- Consider the amortization schedule of the premium

Final Thoughts
Barley, Inc.’s bond issuance exemplifies strategic financial management, leveraging
premium pricing and attached rights to optimize capital raising efforts. Understanding these
components provides investors and financial professionals with critical insights into
corporate financing mechanisms and valuation strategies.

---

Disclaimer: This article provides a general overview and does not constitute financial
advice. Always consult with a financial professional for specific investment decisions.

Frequently Asked Questions

What is the significance of Barley, Inc. selling bonds at
a premium?
Selling bonds at a premium indicates that the bonds were sold for more than their face
value, often due to their attractive interest rate or market conditions making them more
desirable to investors.

How is the issued amount of $30,000 related to the
bond sale of $40,200?
The $30,000 refers to the face value of bonds issued, while the $40,200 is the total
proceeds received, which include the premium on bonds sold above their face value.

What does the 8% interest rate on the bonds imply for
investors?
The 8% interest rate means investors will receive 8% of the bond's face value annually as
interest payments, providing a predictable income stream.

What are 'rights' associated with each bond, and why



are they important?
Each bond carried eight rights, which typically refer to additional privileges or options
linked to the bond, such as voting rights or other benefits, enhancing its value for investors.

How do the rights attached to each bond affect the
bond's attractiveness?
Rights attached to bonds can increase their attractiveness by offering investors more
control, potential benefits, or protections, making them more appealing compared to bonds
without such rights.

What accounting entries would Barley, Inc. record for
this bond issuance?
Barley, Inc. would debit cash for $40,200, credit Bonds Payable for $30,000, and record a
premium on bonds payable of $10,200 to reflect the excess over face value.

Why might Barley, Inc. choose to issue bonds with
attached rights?
Issuing bonds with attached rights can make the bonds more attractive to investors,
possibly allowing the company to secure favorable interest rates or terms and strengthen
investor confidence.

How does the premium on bonds affect the company's
financial statements?
The premium increases the cash received from the bond issuance, and over time, it is
amortized as a reduction of interest expense, affecting the company's income statement
and balance sheet.

Additional Resources
Barley, Inc. Sold $30,000 Of 8% Bonds For $40,200. Each $1,000 Bond Carried Eight Rights
And Each Right

In a strategic move to bolster its capital structure and expand its operations, Barley, Inc.
recently issued bonds valued at $30,000 but was sold to investors for a total of $40,200.
This issuance not only reflects a favorable market reception but also introduces a unique
feature: each $1,000 bond is associated with eight rights, adding an intriguing layer for
investors and analysts alike. This article delves into the details of this bond issuance,
exploring the mechanics, implications, and strategic considerations behind Barley, Inc.'s
financial maneuver.



Understanding the Bond Issuance: The Basics

The Core Details

Barley, Inc. issued bonds with a face (par) value totaling $30,000, which means the
company committed to paying bondholders 8% annual interest on this amount. The bonds'
coupon rate of 8% signifies that each bondholder is entitled to receive interest payments
equal to 8% of the bond's face value each year, typically paid semiannually or annually.

However, what makes this issuance notable is the price at which these bonds were
sold—$40,200. Unlike a standard issuance at par value, the bonds were sold at a premium,
indicating that investors were willing to pay more than the face value. This premium
reflects the bonds' attractiveness due to features such as the rights attached and prevailing
market conditions.

The Significance of the Premium

Selling bonds for more than their face value has several implications:

- Investor Confidence: The premium suggests strong investor trust in Barley, Inc.'s financial
health and prospects.
- Interest Rate Environment: It may indicate that current market interest rates are lower
than the bond's coupon rate, making the bonds more attractive.
- Additional Features: The attached rights likely contributed to the premium, offering
investors potential benefits beyond fixed interest payments.

The Rights Attached to Each Bond

What Are These Rights?

Each $1,000 bond carries eight rights, representing a form of contingent or optional benefit
granted to bondholders. Rights in corporate finance often refer to options or privileges such
as:

- Subscription Rights: The option to purchase additional securities at favorable terms.
- Voting Rights: Participatory rights in corporate decisions.
- Dividend Rights: Entitlement to dividends if applicable.
- Conversion Rights: The ability to convert bonds into shares.

In this context, the rights could be a combination of these or other privileges, designed to
incentivize investment or to grant bondholders a stake in future corporate actions.



Implications of Rights for Investors

The allocation of rights per bond influences the overall value of the security:

- Enhanced Value: Rights can add to the intrinsic value of the bond, making it more
appealing.
- Potential for Additional Gains: Rights such as subscription options or conversion features
can provide upside potential.
- Strategic Flexibility: Bondholders may leverage these rights during corporate events or
future offerings.

Financial Analysis of the Bond Issuance

Calculating the Premium

The premium paid over the face value is calculated as:

Premium = Issue Price - Face Value

Given:

- Issue Price = $40,200
- Face Value = $30,000

Premium = $40,200 - $30,000 = $10,200

This premium reflects investors' valuation of the additional rights and features attached to
the bonds.

Effective Yield Considerations

While the coupon rate remains at 8%, the effective yield to investors considering the
premium paid is different. The yield calculation accounts for:

- The coupon payments
- The premium paid (which effectively reduces the return)

The approximate yield can be computed as:

Yield ≈ (Annual Coupon Payment) / (Issue Price) × 100

- Annual Coupon Payment = 8% of $30,000 = $2,400

Thus,



Yield ≈ ($2,400 / $40,200) × 100 ≈ 5.97%

This indicates that, despite an 8% coupon rate, the actual return considering the premium
is approximately 6%, which is typical when bonds are issued at a premium.

Strategic and Market Implications

For Barley, Inc.: Strategic Financing

Issuing bonds at a premium with attached rights demonstrates a sophisticated approach to
financing:

- Cost of Capital Optimization: The premium reduces the effective interest expense,
benefiting the company's profit margins.
- Investor Relations: Offering rights enhances the attractiveness of bonds, potentially
leading to favorable terms and lower borrowing costs.
- Market Signal: The successful sale at a premium signals strong market confidence in
Barley, Inc.

For Investors: Opportunities and Risks

Investors evaluating these bonds should consider:

- Potential Upside: Rights attached could provide additional value, especially if they include
options like conversion or subscription rights.
- Interest Rate Risk: If market rates rise, the fixed 8% coupon becomes less attractive,
possibly affecting bond prices.
- Issuer Credit Risk: The premium suggests confidence, but investors should analyze Barley,
Inc.'s financial health for risk assessment.

Conclusion: A Strategic Financial Instrument

The recent bond issuance by Barley, Inc. exemplifies a nuanced approach to corporate
financing, blending traditional fixed-income securities with embedded rights to enhance
value and market appeal. By issuing bonds worth $30,000 at a premium of $10,200 and
attaching eight rights per $1,000 bond, the company strategically positions itself for
favorable borrowing terms and investor engagement.

For investors, this issuance presents an opportunity to participate in a potentially lucrative
security that combines fixed income with optional rights—potentially offering both steady
returns and upside opportunities. However, as with all investments, due diligence and
careful analysis of the rights' nature and the issuer’s financial health are essential.



In the broader context, Barley, Inc.'s innovative bond issuance underscores the evolving
landscape of corporate finance, where sophisticated features like rights attached to bonds
can serve as powerful tools to attract capital, manage costs, and strengthen investor
relations. As markets continue to evolve, such instruments are likely to become
increasingly prevalent, offering companies new avenues to fund growth and innovation.

In summary, the issuance of $30,000 of 8% bonds for $40,200 with rights attached
exemplifies strategic financial engineering—balancing investor appeal with corporate
financing needs, all while navigating the complexities of market dynamics and investor
expectations.
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