
Weller Company Issued Bonds With A
Face Value Of $400,000, A 10% Stated
Rate Of Interest, And A 10-year
Weller Company issued bonds with a face value of $400,000, a 10% stated rate of
interest, and a 10-year maturity period, representing a significant financing
instrument for the company. This bond issuance provides both opportunities and
challenges for Weller Company, impacting its financial statements, cash flow, and
overall financial strategy. Understanding the detailed aspects of bond issuance,
from the initial recognition to subsequent accounting and reporting, is essential
for stakeholders, including management, investors, and creditors, to assess the
company's financial health and future prospects.

Introduction to Bond Issuance

What Are Bonds?
Bonds are debt securities issued by companies, governments, or other entities to raise
capital. When a company issues bonds, it is essentially borrowing money from
bondholders, with the promise to pay back the principal amount (face value) at maturity,
along with periodic interest payments.

Purpose of Bond Issuance for Weller Company
The primary reasons Weller Company might opt to issue bonds include:

Funding expansion projects or new investments

Refinancing existing debt

Strengthening capital structure

Managing cash flow and liquidity

Details of Weller Company’s Bond Issue



Principal Features
The key characteristics of Weller’s bonds are:

Face (par) value: $400,000

Stated (coupon) interest rate: 10%

Term: 10 years

Interest payments: Typically semiannual or annual (assuming annual for simplicity)

Maturity date: 10 years from issuance

Interest Payments and Cash Flows
Given the 10% stated rate:

Annual interest payment = 10% of $400,000 = $40,000

Interest is paid periodically, often annually, but it can also be semiannually
depending on the bond agreement

Pricing of Bonds and Market Considerations

Premium or Discount Bonds
The bonds may be issued at:

Premium: If the market interest rate is below 10%, bonds will sell above face value.

Discount: If the market rate exceeds 10%, bonds will sell below face value.

At Par: If the market rate equals 10%, bonds are issued at face value.

Factors Influencing Bond Pricing

Current market interest rates

Company’s creditworthiness and credit rating



Economic environment

Bond features such as call provisions or convertibility

Accounting for Bond Issuance

Initial Recognition
When Weller issues bonds, the accounting entry depends on whether bonds are issued at
par, premium, or discount.

At Par: Bonds are recorded at face value ($400,000).

At Premium: Bonds are recorded at the amount received, which exceeds face value.
The premium is amortized over the life of the bonds.

At Discount: Bonds are recorded at the amount received, which is below face value.
The discount is amortized over the bond’s life.

Journal Entries at Issuance
- At Par:
```plaintext
Debit Cash $400,000
Credit Bonds Payable $400,000
```
- At Premium:
```plaintext
Debit Cash (amount received)
Credit Bonds Payable $400,000
Credit Premium on Bonds Payable (difference)
```
- At Discount:
```plaintext
Debit Cash (amount received)
Debit Discount on Bonds Payable (difference)
Credit Bonds Payable $400,000
```



Amortization of Premium or Discount

Methods of Amortization
- Effective Interest Method: The most accurate approach, amortizing the bond premium or
discount based on the bond’s market rate at issuance.
- Straight-Line Method: Equal amount amortized each period; simpler but less precise.

Impact on Financial Statements
- Interest Expense: Higher or lower depending on amortization method.
- Bond Carrying Amount: Adjusted periodically to reflect amortization, affecting the
balance sheet.

Interest Expense and Cash Payments

Calculating Interest Expense
Using the effective interest method:
- Interest expense = Carrying amount of bonds × Market rate (or effective rate)
- Cash interest paid = Face value × Stated rate

Impact on Profitability
Interest expense affects net income:
- Premium amortization decreases interest expense over time.
- Discount amortization increases interest expense initially.

Reporting on Financial Statements

Balance Sheet
- Bonds payable are reported at amortized cost (face value ± unamortized
premium/discount).
- The difference between face value and the carrying amount reflects the premium or
discount.

Income Statement
- Interest expense is recognized periodically.



- Premium or discount amortization impacts net income.

Redemption and Maturity of Bonds

At Maturity
Weller Company is expected to pay the bondholders $400,000, the face value, at the end
of 10 years, assuming no call provisions.

Early Redemption or Call Options
- Bonds may contain provisions allowing Weller to call the bonds before maturity, often at
a premium.
- Early redemption affects the amortization schedule and may lead to gains or losses.

Impacts on Weller Company’s Financial Strategy

Advantages of Bond Financing
- Maintains ownership control (vs. issuing equity)
- Potentially lower cost of capital compared to other debt sources
- Tax benefits, as interest expense is deductible

Challenges and Risks
- Fixed interest payments can strain cash flow
- Increased leverage may impact credit ratings
- The obligation to repay principal at maturity

Conclusion

Weller Company’s issuance of bonds with a face value of $400,000, a 10% stated rate, and
a 10-year term is a strategic move to secure long-term financing. Proper accounting
treatment—including initial recognition, amortization of premiums or discounts, and
interest expense calculation—is critical for accurate financial reporting. The issuance
impacts Weller’s liquidity, leverage, and overall financial health, making it essential for
management to monitor and manage these bonds effectively throughout their life. As
market conditions fluctuate, the company may also consider refinancing, early
redemption, or restructuring to optimize its capital structure and financial position.

Understanding these aspects ensures transparency for investors and creditors, and



supports Weller Company’s long-term strategic planning and financial stability.

Frequently Asked Questions

What is the face value of the bonds issued by Weller
Company?
The face value of the bonds issued by Weller Company is $400,000.

What is the stated interest rate on Weller Company's
bonds?
The bonds have a 10% stated (coupon) interest rate.

How long is the maturity period for Weller Company's
bonds?
The bonds have a maturity period of 10 years.

How much annual interest will Weller Company pay to
bondholders?
Weller Company will pay $40,000 annually in interest (10% of $400,000).

Are Weller Company's bonds issued at face value, a
premium, or a discount?
Based on the information provided, the bonds are issued at face value unless stated
otherwise.

What accounting entries are involved when Weller
Company issues these bonds?
The company will record a debit to Cash for $400,000 and a credit to Bonds Payable for
$400,000, recognizing the liability.

Additional Resources
Weller Company Issued Bonds With A Face Value Of $400,000, A 10% Stated Rate Of
Interest, And A 10-year Term: An In-Depth Analysis

When analyzing corporate financing strategies, understanding bond issuance is essential.
In this context, Weller Company’s recent bond issuance—featuring a face value of



$400,000, a 10% stated rate of interest, and a 10-year maturity—serves as a prime
example of how companies leverage debt to fund growth, acquisitions, or other
operational needs. This article provides a comprehensive breakdown of such a bond
issuance, exploring its key components, accounting implications, and strategic
considerations.

---

Understanding Bond Issuance Fundamentals

Before diving into the specifics of Weller Company’s bonds, it’s important to grasp the
core concepts surrounding bond issuance.

What Are Bonds?

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

Key Terms in Bond Issuance

- Face Value (Par Value): The amount paid back to bondholders at maturity. Weller’s bonds
have a face value of $400,000.
- Stated (Coupon) Rate: The annual interest rate paid on the face value. Weller’s bonds pay
10%, which equals $40,000 annually.
- Interest Payments: Usually paid semiannually or annually; Weller’s bonds likely pay
interest annually based on standard practice.
- Maturity Date: When the principal is repaid. Weller’s bonds mature in 10 years.
- Issue Price: The price at which bonds are sold to investors; it can be at, above, or below
face value depending on market conditions.

---

The Anatomy of Weller Company’s Bond Issue

1. Principal Amount (Face Value)

The face value of $400,000 is the amount Weller promises to pay back at the end of 10
years. This amount is crucial because it determines the total debt obligation and
influences the interest expense.

2. Interest Rate (Stated Rate)

A 10% stated rate means Weller will pay bondholders $40,000 annually (10% of $400,000).
This rate is fixed and specified at issuance, providing predictable interest payments.

3. Term and Maturity

A 10-year maturity indicates that the bonds will mature in a decade, at which point Weller
will repay the face value to bondholders. Long-term bonds like these can impact Weller’s
long-term debt management strategies.



4. Issue Pricing and Market Conditions

While the face value and stated rate are fixed, the actual issue price depends on current
market interest rates. If market rates are higher than 10%, bonds may sell at a discount; if
lower, at a premium. This affects the initial accounting treatment and subsequent interest
expense computations.

---

Accounting for Bond Issuance

Recording the Bond Liability

When Weller issues bonds, it must record the liability at the amount of cash received,
which may differ from face value depending on the issue price.

- At Face Value: If issued at par, the cash received equals $400,000.
- At Discount: If issued below $400,000, Weller records a discount, which increases
interest expense over time.
- At Premium: If issued above $400,000, Weller records a premium, reducing interest
expense.

Journal Entry at Issuance (Assuming Par)

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

Subsequent Accounting

Over the life of the bonds, Weller will amortize any discounts or premiums to interest
expense using the effective interest method, reflecting the true cost of borrowing.

---

Interest Payments and Amortization

Annual Interest Expense Calculation

- Coupon Payment: $40,000 annually (fixed).
- Effective Interest Method: If bonds are issued at a premium or discount, interest expense
will vary each period as the amortization adjusts the carrying value.

Example Scenarios

- Issued at Par: Interest expense equals coupon payment.
- Issued at Discount: Interest expense exceeds coupon payment initially, gradually
decreasing as the discount amortizes.
- Issued at Premium: Interest expense is less than coupon payment initially, decreasing as
the premium amortizes.

---



Strategic Considerations for Weller Company

Advantages of Bond Financing

- Lower Cost of Capital: Bonds often carry lower interest rates than equity.
- Tax Benefits: Interest payments are tax-deductible, reducing taxable income.
- Preservation of Ownership: Bonds do not dilute ownership stakes.

Risks and Challenges

- Debt Obligation: Fixed payments must be met regardless of business performance.
- Refinancing Risk: If market rates rise, refinancing could become costly.
- Covenants and Restrictions: Bond agreements may impose operational constraints.

Market Conditions Impact

Weller’s decision to issue bonds at a 10% rate suggests prevailing market interest rates,
credit ratings, and overall economic conditions influenced the terms. A favorable credit
rating can lead to more favorable terms, while a lower rating might increase the cost of
debt.

---

Strategic Use of Bond Proceeds

Weller might utilize the $400,000 raised through bonds for:

- Capital Expenditures: Equipment, facilities, or technology upgrades.
- Acquisitions: Expanding operations or acquiring competitors.
- Debt Refinancing: Replacing existing debt with more favorable terms.
- Working Capital: Enhancing operational liquidity.

---

Impact on Financial Statements

Balance Sheet

- Liabilities: Increase by the bond’s face value ($400,000).
- Assets: Increase if bond proceeds are used for asset purchases.

Income Statement

- Interest Expense: Recognized annually based on amortization, affecting net income.

Cash Flows

- Financing Activities: Cash inflow from bond issuance.
- Interest Payments: Outflows during the bond’s life.
- Principal Repayments: Outflows at maturity.



---

Conclusion

Weller Company’s issuance of bonds with a face value of $400,000, a 10% stated rate of
interest, and a 10-year term exemplifies a common and strategic approach to corporate
financing. Understanding the intricate details—from bond terms and accounting treatment
to strategic implications—enables stakeholders to assess the financial health and growth
prospects of the company effectively. Proper management of bond issuance, including
accurate recording, interest expense recognition, and strategic deployment of proceeds, is
vital for maintaining financial stability and supporting long-term success.

---

In summary, bonds like those issued by Weller Company are powerful financial tools that,
when managed properly, can support sustained growth and value creation. Whether
analyzing their initial issuance or ongoing impact, a thorough understanding of bond
mechanics and accounting principles is crucial for investors, management, and financial
professionals alike.
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