On January 1, 2022, Sunland Company
Issued $420,000,12%,10-year Bonds At
Face Value. Interest Is Payable

On January 1, 2022, Sunland Company Issued $420,000,12%,10-year Bonds At Face
Value. Interest Is Payable — a significant financial event that exemplifies
the company's strategic approach to raising capital through bond issuance.
This article explores the details of this bond issuance, its implications for
Sunland Company, and the broader concepts of corporate bonds, interest
payments, and financial management. Whether you're a student of finance, an
investor, or a business professional, understanding the nuances of bond
issuance is crucial for grasping how companies fund their operations and
growth.

Understanding Bond Issuance: Key Concepts

What Are Corporate Bonds?

Corporate bonds are debt securities issued by companies to raise funds from
investors. When a company issues bonds, it borrows money from bondholders,
promising to pay back the principal amount on a specified maturity date,
along with periodic interest payments. Bonds are a popular financing tool
because they can offer favorable terms compared to other forms of debt or
equity.

Bond Face Value and Coupon Rate

- Face Value (Principal): The amount borrowed by the company, which is repaid
at maturity. In Sunland’s case, this is $420,000.

- Coupon Rate: The interest rate applied to the face value to determine
periodic interest payments. Sunland’s bonds have a 12% coupon rate, meaning
they pay 12% annually on the face value.

Term and Maturity

- Duration: The length of time until the bonds mature. Sunland’s bonds have a
10-year term.

- Maturity Date: The specific date when the principal is repaid to
bondholders.



Details of Sunland Company’s Bond Issue

Bond Terms and Conditions

- Issue Date: January 1, 2022

- Principal Amount: $420,000

- Coupon Rate: 12% annual interest

- Interest Payment Schedule: Typically semiannual or annual (depending on the
bond agreement)

- Maturity Period: 10 years

- Issuance at Face Value: Bonds issued at their face value, implying no
discount or premium

- Interest Payable: The bondholders receive interest payments periodically,
which are calculated based on the coupon rate

Significance of Face Value Issuance

Issuing bonds at face value simplifies accounting and investor understanding.
It indicates that the market perceives no immediate risk or premium/discount
factors influencing the bond's price.

Interest Payments and Their Impact on Financial
Statements

Interest Calculation

The annual interest payment can be calculated as:
- Interest Payment = Face Value x Coupon Rate
- Interest Payment = $420,000 x 12% = $50,400 per year

Depending on the bond agreement, interest might be paid annually or
semiannually:

- Semiannual Interest Payment: $25,200 every six months

- Annual Interest Payment: $50,400 once a year

Accounting for Bond Interest

- Interest Expense: For Sunland, recorded periodically based on the interest
payment

- Interest Payable: A liability on the balance sheet until paid

- Impact on Income Statement: Interest expense reduces net income



Journal Entries for Bond Issuance and Interest
Payments

At Bond Issuance (January 1, 2022)

Since bonds are issued at face value:
1. Debit Cash: $420,000
2. Credit Bonds Payable: $420,000

This entry reflects the company's receipt of cash and its obligation to repay
the bond principal at maturity.

Interest Payment (e.g., Semiannual, June 30, 2022)

1. Debit Interest Expense: $50,400 (annual interest)
2. Credit Cash: $25,200 (semiannual payment)

If interest is paid semiannually, the journal entries are made twice a year,
each for half the annual interest.

Implications of Bond Issuance for Sunland
Company

Advantages of Issuing Bonds

- Preserving Ownership: Unlike issuing new equity, bonds do not dilute
existing ownership

- Tax Benefits: Interest expenses are tax-deductible

- Access to Capital: Provides a significant influx of funds for expansion,
operations, or refinancing existing debt

Risks and Considerations

- Interest Payment Obligation: Regular payments irrespective of business
performance

- Debt Covenant Restrictions: Conditions that may limit certain business
activities

- Impact on Credit Rating: Successful bond issuance can influence Sunland’s
creditworthiness



Long-Term Financial Planning and Bond
Management

Refinancing and Maturity Strategies

- Companies often plan to refinance bonds upon maturity or issue new bonds to
repay old debt.
- Proper planning ensures liquidity and maintains credit ratings.

Managing Interest Rate Risks

- If market interest rates fluctuate, Sunland might consider refinancing at
lower rates.
- Use of interest rate swaps or hedging strategies can mitigate risks.

Broader Context: The Role of Bonds in Corporate
Finance

Why Companies Prefer Bonds

- Bonds are a flexible financing option with fixed or variable interest
rates.

- They can be structured to meet specific needs, such as callable bonds or
convertible bonds.

Market Conditions and Bond Issuance

- Favorable market conditions, such as low-interest rates, encourage
companies like Sunland to issue bonds.

- Investor appetite for fixed-income securities influences bond terms and
pricing.

Conclusion: The Significance of Sunland’s Bond
Issue

Sunland Company’s bond issuance on January 1, 2022, exemplifies a strategic
move to leverage debt financing for long-term growth. Issuing $420,000 bonds
at face value with a 12% coupon rate over a decade provides Sunland with a
stable source of capital while also imposing a structured repayment schedule.
The periodic interest payments, accounting treatment, and long-term



implications highlight the importance of solid financial planning and
management in corporate finance.

For investors, understanding the details of bond terms, interest
calculations, and the company’s overall financial health is crucial.
Meanwhile, for Sunland, effective management of bond obligations can bolster
its credit profile, support expansion initiatives, and ensure sustainable
growth.

Key Takeaways:

- Bonds are a vital financing tool for corporations seeking long-term
capital.

- Issuance at face value simplifies accounting and investor understanding.

- Regular interest payments impact cash flow and profitability.

- Strategic management of bonds can influence a company's financial stability
and growth prospects.

By comprehensively understanding Sunland’s bond issuance, stakeholders can
better appreciate the mechanics of corporate debt and its role in shaping a
company’s financial future.
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Frequently Asked Questions

What is the principal amount of the bonds issued by
Sunland Company on January 1, 20227

The principal amount of the bonds issued is $420,000.

What is the stated interest rate on Sunland
Company's bonds issued on January 1, 20227

The bonds have a stated interest rate of 12%.

What is the maturity period of Sunland Company's
bonds issued on January 1, 20227

The bonds mature in 10 years.

At what price did Sunland Company issue its bonds on



January 1, 20227

The bonds were issued at face value, which is $420,000.

How often does Sunland Company pay interest on its
bonds issued on January 1, 20227

Interest is payable periodically, typically semiannually or annually, but the
specific frequency needs to be confirmed.

What is the total annual interest expense for
Sunland Company from these bonds?

The annual interest expense is 12% of $420,000, which equals $50,400.

How is the interest on Sunland Company's bonds paid?

Interest is payable periodically, likely semiannually or annually, as
specified in the bond agreement.

What accounting entry does Sunland Company record
when issuing bonds at face value?

The entry is a debit to Cash for $420,000 and a credit to Bonds Payable for
$420,000.

What is the significance of issuing bonds at face
value for Sunland Company?

Issuing bonds at face value means the bonds are sold at their face amount,
with no premium or discount, simplifying accounting and interest
calculations.

What are the implications of the 12% interest rate
for Sunland Company's bondholders?

Bondholders will receive interest payments equal to 12% annually on the face
value, providing a fixed income over the bond's 10-year term.

Additional Resources

Understanding Sunland Company's Bond Issuance on January 1, 2022

When analyzing corporate financing strategies, bond issuance plays a pivotal
role. On January 1, 2022, Sunland Company issued bonds worth $420,000 with a
12% annual interest rate, maturing in 10 years, at face value. This



transaction, seemingly straightforward, encompasses numerous financial
concepts, accounting treatments, and strategic considerations. In this
comprehensive review, we will explore every facet of this bond issuance, from
the specifics of the terms to the broader implications for Sunland Company.

Overview of the Bond Issuance

The bond issuance by Sunland Company on January 1, 2022, involves multiple
key components:

- Principal (Face Value): $420,000

- Interest Rate: 12% annually

- Term (Maturity): 10 years

- Issue Price: At face value

- Interest Payment Schedule: Typically semiannual or annual (details depend
on company policy)

- Type of Bonds: Likely unsecured unless specified otherwise

- Purpose of Issuance: To raise capital for expansion, refinancing, or other
corporate needs

Understanding these components provides the foundation for analyzing the
financial impact and accounting treatment of the bonds.

Details of the Bond Terms

Principal and Face Value

The face value of $420,000 indicates the amount Sunland Company promises to
repay at maturity. This amount is also the basis for calculating interest
payments.

Interest Rate (Coupon Rate)

A 12% coupon rate signifies annual interest payments amounting to:
- Annual Interest Payment: $420,000 x 12% = $50,400

This rate determines the income bondholders receive annually.



Maturity Period

A span of 10 years implies that the bonds will mature in 2032, at which point
the principal will be repaid in full.

Issue Price at Face Value

Issuing bonds at face value suggests that the bonds are sold at par, meaning
the market interest rate at issuance matches the coupon rate, and investors
are willing to pay the full face amount, no discount or premium.

Interest Payment Schedule

While the problem states interest is payable, it does not specify the
frequency. Typically, bonds pay interest semiannually, so:

- Semiannual Interest Payment: $50,400 / 2 = $25,200

Alternatively, annual payments are also common. Clarification would be
needed, but for this analysis, we'll assume semiannual payments as it is
standard in corporate bond markets.

Financial Implications of the Bond Issuance

Impact on Sunland Company’s Capital Structure

Issuing bonds increases debt obligations, which impacts the company's
leverage and financial ratios. Key implications include:

- Debt-to-Equity Ratio: Rising, indicating increased leverage

- Interest Expense: Regular cash outflows, affecting net income

- Tax Deductibility: Interest payments are tax-deductible, providing tax
shield benefits

Cost of Debt

Since bonds are issued at face value with a coupon rate of 12%, the initial
cost of debt for Sunland is 12%. However, the true cost depends on market
conditions, issuance costs, and the company's creditworthiness.



Cash Flow Considerations
The company must plan for:

- Interest Payments: $50,400 annually or $25,200 semiannually
- Principal Repayment: $420,000 at maturity in 10 years

Effective cash flow planning ensures the company can meet its obligations
without strain.

Accounting Treatment of the Bond Issuance

Initial Recording

At issuance, Sunland will record the bonds at face value:

- Debit: Cash $420,000
- Credit: Bonds Payable $420,000

Since bonds are issued at face value, no premium or discount is recorded
initially.

Interest Expense Recognition

Interest expense is recognized periodically based on the effective interest
method, which allocates interest expense over the bond's life, considering
any premiums or discounts.

- Semiannual interest payments: Debit Interest Expense, Credit Cash

- At issuance: Since issued at face value, interest expense equals the coupon
payment initially, but over time, amortization adjustments might be necessary
if market conditions change or if premiums/discounts are involved.

Amortization of Premiums or Discounts

Though the bonds are issued at face value in this scenario, if the bonds had
been issued at a premium or discount, amortization would impact the interest
expense calculation, affecting net income and carrying amount of bonds
payable.



Strategic Considerations for Sunland Company

Advantages of Issuing Bonds

- Preserves Ownership: Unlike issuing equity, bonds do not dilute ownership
stakes

- Tax Benefits: Interest is tax-deductible

- Lower Cost of Capital: If market conditions favor debt, this can be a
cheaper financing source

Potential Drawbacks

- Obligation to Pay Interest: Fixed payments regardless of profitability

- Increased Leverage: Higher debt levels can impact credit ratings

- Refinancing Risks: If market interest rates rise, refinancing may become
more expensive

Strategic Use of Bond Financing

Sunland likely considered market conditions, interest rates, and its credit
profile before issuing bonds. The 12% coupon rate suggests that investors
perceive some risk or that the market's prevailing interest rates justified
this yield.

Market Conditions and Investor Perspective

- Interest Rate Environment: In early 2022, the global economy was recovering
from the COVID-19 pandemic, with fluctuating interest rates. A 12% coupon
indicates that Sunland's bonds might be considered somewhat risky or that
investors demanded higher yields for the perceived risk.

- Issuer Credit Rating: A higher credit rating typically results in lower
coupon rates, but if Sunland's rating was lower, a higher coupon would
compensate investors.

- Investor Demand: The bonds’ attractiveness hinges on market appetite for
fixed-income securities and Sunland's financial health.

Impact on Financial Ratios and Future Outlook

- Debt Service Coverage Ratio (DSCR): Will be impacted by interest payments;



Sunland must ensure sufficient cash flows.

- Leverage Ratios: Increased debt could affect borrowing capacity and credit
ratings.

- Profitability Metrics: Interest expense reduces net income, which may
influence dividend policies and investment plans.

Long-Term Perspective and Maturity Strategy

- Maturity Planning: The 10-year horizon allows Sunland to align bond
repayment with strategic business plans.

- Refinancing Risks: As maturity approaches, Sunland needs to evaluate
refinancing options, especially if interest rates have changed.

- Potential for Early Repayment: Depending on bond covenants, Sunland might
have options to call bonds early if advantageous.

Conclusion: A Well-Structured Financial Move

Sunland Company's issuance of $420,000, 12%, 10-year bonds at face value on
January 1, 2022, exemplifies a strategic approach to raising capital. The
terms reflect a balance between offering attractive yields to investors and
maintaining manageable debt obligations. From an accounting standpoint, the
transaction is straightforward, with initial recognition at face value and
periodic interest recognition based on the coupon rate.

The decision to issue bonds at face value indicates market conditions that
aligned with Sunland’s credit profile, and the 10-year maturity provides a
stable period for repayment and planning. The fixed interest payments provide
predictability for Sunland's cash flow management, while the tax
deductibility of interest offers financial efficiency.

Overall, this bond issuance is a classic example of corporate debt financing,
with implications spanning financial planning, investor relations, and
strategic growth. As Sunland moves forward, effective management of debt
service, refinancing, and maintaining healthy financial ratios will be
crucial to leveraging this capital raise for sustainable growth.

In summary, the January 1, 2022 bond issuance by Sunland Company is a
significant financial event that encompasses detailed considerations in terms
of contract structure, accounting treatment, strategic planning, and market
perception. A thorough understanding of each component helps stakeholders



evaluate the company's financial health and future prospects comprehensively.
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