
On January 1, Year 1, Parker Company Issued Bonds
With A Face Value Of $75,000, A Stated Rate Of
Interest

On January 1, Year 1, Parker Company Issued Bonds With A Face Value Of $75,000, A Stated Rate Of
Interest, marking a significant step in the company's strategic financial planning. This bond issuance not
only provided Parker Company with necessary capital to fund expansion or operational needs but also
introduced a host of accounting and financial considerations that are crucial for investors, management, and
stakeholders to understand. In this comprehensive article, we will explore the details surrounding bond
issuance, including the mechanics, accounting treatment, valuation, and strategic implications, ensuring a
thorough understanding of how bonds function within corporate finance.

Understanding Bond Issuance: The Basics

What Are Bonds?
Bonds are debt securities issued by corporations, municipalities, or governments to raise capital. When a
company issues bonds, it is essentially borrowing money from investors with a promise to pay back the face
value at maturity, along with periodic interest payments.

Key Features of Bonds:
- Face Value (Principal): The amount borrowed, in this case, $75,000.
- Stated (Coupon) Rate: The interest rate specified on the bond, determining periodic interest payments.
- Coupon Payments: Regular interest payments made to bondholders, typically semiannual or annual.
- Maturity Date: The date when the principal amount is due to be repaid.
- Market Price: The current price at which the bond can be bought or sold in the marketplace.

Why Do Companies Issue Bonds?
Companies like Parker often issue bonds to:
- Raise capital without diluting ownership through issuing new stock.
- Lock in fixed interest rates for financing.
- Obtain funds for specific projects, acquisitions, or debt refinancing.



Details of Parker Company's Bond Issue

Key Information
- Issuer: Parker Company
- Issue Date: January 1, Year 1
- Face Value: $75,000
- Stated Interest Rate: (Specify the rate, e.g., 6%) — for the purpose of this article, assume 6%
- Interest Payment Frequency: Annually or semiannually (assume semiannual for illustration)
- Maturity Period: Typically 10, 20, or 30 years — assume 10 years for this example

Understanding the Interest Rate
The stated rate of interest, also known as the coupon rate, is crucial because it determines the amount of
interest Parker Company will pay to bondholders periodically.

Example:
- If the coupon rate is 6%, then:
- Semiannual interest payment = (Face value × 6%) / 2 = ($75,000 × 0.06) / 2 = $2,250
- Annual interest payment = $4,500

This fixed interest payment provides predictable cash flows for investors and helps Parker plan its debt
servicing.

Accounting for Bond Issuance

Initial Recording
When Parker Company issues bonds, it records the transaction based on the amount received, which may
differ from the face value if bonds are issued at a premium or discount.

Key points:
- At Face Value: If bonds are issued at face value, the entry is straightforward.
- At Premium: If issued above face value, the bond's carrying amount exceeds face value.
- At Discount: If issued below face value, the carrying amount is less than face value.

Assuming Parker issues bonds at face value:
```plaintext



Debit: Cash $75,000
Credit: Bonds Payable $75,000
```

Interest Expense Recognition
Over the life of the bonds, Parker must recognize interest expense, which may differ from actual interest
paid if bonds are issued at a premium or discount.

- Straight-Line Method: Simplified, spreads the difference evenly over periods.
- Effective Interest Method: More accurate, calculates interest expense based on the market rate at issuance.

Bond Valuation and Market Considerations

Market Price vs. Face Value
While the bonds are issued at face value in our example, market conditions can cause bonds to be issued at a
premium or discount:

- Premium: When market interest rates are lower than the coupon rate.
- Discount: When market rates are higher than the coupon rate.

Factors Affecting Bond Prices
- Prevailing interest rates in the economy.
- Creditworthiness of Parker Company.
- Bond maturity period.
- Specific features like call provisions or convertibility.

Long-Term Impact and Strategic Implications

Advantages of Bond Financing
- Preserves ownership stakes.
- Fixed interest payments help in planning.
- Can be a cost-effective financing method if market rates are favorable.



Challenges and Risks
- Obligation to make periodic payments regardless of profitability.
- Risk of increased leverage impacting credit ratings.
- Potential for bond prices to fluctuate with market interest rate changes.

Strategic Uses of Bonds
- Funding expansion projects.
- Refinancing existing debt at favorable rates.
- Managing capital structure to optimize cost of capital.

Tax Considerations and Benefits
Interest paid on bonds is typically tax-deductible, providing a tax shield that reduces the company's taxable
income. This tax advantage makes bonds an attractive financing option.

Tax Shield Benefits
- Reduces overall tax liability.
- Enhances after-tax cash flows.
- Improves the company's financial flexibility.

Conclusion: The Significance of Bond Issuance for Parker
Company
The issuance of bonds by Parker Company on January 1, Year 1, with a face value of $75,000, represents a
vital component of the company's capital structure. Understanding the mechanics of bond issuance,
including interest rate implications, accounting treatment, and market dynamics, is essential for
stakeholders to assess the company's financial health and strategic direction. Proper management of bond
obligations ensures that Parker can leverage debt effectively while maintaining financial stability and
fostering growth.

Summary of Key Points:
- Bonds are a crucial debt instrument used by companies to raise capital.
- The face value, coupon rate, and maturity date determine the bond's cash flows.
- Issuance at face value simplifies initial accounting, but market conditions can lead to premiums or
discounts.
- Accurate accounting and valuation are essential for financial reporting.
- Bonds influence the company's leverage, risk profile, and tax position.



- Strategic issuance of bonds aligns with long-term corporate goals.

By comprehensively understanding bond issuance, Parker Company can better navigate the complexities
of debt financing, optimize its capital structure, and achieve sustainable growth in a competitive market
landscape.

Frequently Asked Questions

What are the key details of the bonds issued by Parker Company on
January 1, Year 1?
Parker Company issued bonds with a face value of $75,000 and a stated interest rate, though the exact rate
is not specified in the provided information.

How does the stated interest rate on bonds impact the bondholders'
returns?
The stated interest rate determines the periodic interest payments bondholders receive, affecting the
overall return on their investment.

What accounting entries are involved when Parker Company issues
bonds with a face value of $75,000?
Typically, Parker Company would debit cash for the amount received and credit bonds payable for the face
value, adjusting for any premium or discount if applicable.

How does the issuance of bonds at face value affect Parker Company's
financial statements?
Issuing bonds at face value increases liabilities on the balance sheet and provides cash inflow, which can be
used for company operations or investments.

What are potential risks for Parker Company when issuing bonds with a
stated interest rate on January 1, Year 1?
Risks include the obligation to make fixed interest payments regardless of the company's profitability,
potential increases in interest rates making future refinancing costly, and the possibility of bondholders
demanding early repayment if terms are not favorable.



Additional Resources
Bonds Issuance: A Deep Dive into Parker Company’s January 1, Year 1 Bond Offering

---

Introduction

When a company embarks on raising capital to fund expansion, acquisitions, or other strategic initiatives,
issuing bonds is a common and strategic approach. Bonds act as debt instruments, allowing companies to
access large sums of money from investors while committing to periodic interest payments and eventual
repayment of the principal. In this detailed exploration, we examine Parker Company’s bond issuance on
January 1, Year 1, with a face value of $75,000 and a stated interest rate, offering insights into the
mechanics, accounting, and implications of such a financial move.

---

The Fundamentals of Bond Issuance

Before delving into Parker’s specific case, it’s essential to understand the foundational concepts surrounding
bonds.

What Are Bonds?

Bonds are debt securities issued by entities—corporations, municipalities, or governments—to borrow funds
from investors. Investors who purchase bonds are essentially lending money in exchange for regular
interest payments and the return of the principal amount at maturity.

Key Terminology

- Face Value (Par Value): The amount paid to the bondholder at maturity; in Parker’s case, $75,000.
- Stated Interest Rate (Coupon Rate): The rate at which interest is paid based on the face value; for Parker,
this is the stated rate, which influences periodic interest payments.
- Market Rate (Effective or Yield Rate): The interest rate determined by current market conditions; it
influences whether bonds are issued at a premium, discount, or at face value.
- Maturity Date: The date when the principal is repaid; while not specified in the initial statement, it’s a
critical element.
- Coupon Payments: Periodic interest payments made to bondholders, typically semiannual or annual.

---

Parker Company’s Bond Details



On January 1, Year 1, Parker Company issued bonds with the following features:

- Face Value: $75,000
- Stated Rate of Interest: (Exact rate not specified in the prompt—assumed for discussion)
- Issue Date: January 1, Year 1
- Term: (Typically 5, 10, or 20 years—assumed for illustration)
- Payment Schedule: Usually semiannual or annual interest payments

The choice of interest rate, maturity, and issuance conditions significantly impact the bonds’ valuation and
the company’s financial statements.

---

The Significance of the Face Value

The face value of $75,000 signifies the amount Parker promises to repay at the bond’s maturity. This figure
also serves as the basis for calculating periodic interest payments, which are determined by the stated rate.

Example Calculation:

If the stated rate is 6% annually:

- Annual Interest Payment:
\[
\$75,000 \times 6\% = \$4,500
\]
- Semiannual Interest Payment:
\[
\$4,500 \div 2 = \$2,250
\]

This regular interest income is attractive to investors seeking steady returns.

---

The Role of the Stated Interest Rate

The stated or coupon rate influences how attractive the bond is relative to current market conditions.

- Premium Bonds: If the market rate is lower than the stated rate, bonds are issued at above face value.
- Discount Bonds: If the market rate exceeds the stated rate, bonds are issued below face value.
- At Par: When the stated rate equals the market rate, bonds are issued at face value.



In Parker’s case, assuming the bonds are issued at face value, the stated rate is equal to the prevailing
market rate at the time of issuance.

---

Accounting for Bond Issuance

Proper accounting treatment of bond issuance is critical for transparency and compliance. When Parker
issues bonds on January 1, Year 1, the accounting entry depends on whether bonds are issued at face value,
a premium, or a discount.

Initial Journal Entry

- At Face Value (Par):

```
Debit: Cash $75,000
Credit: Bonds Payable $75,000
```

This entry reflects receipt of cash and recognition of a liability.

- If Issued at Premium or Discount:

Adjustments are made based on the difference between the cash received and the face value, affecting the
bond’s carrying amount.

---

Amortization of Premium or Discount

If bonds are issued at a premium or discount, Parker must amortize the difference over the life of the
bonds, impacting interest expense.

- Premium: When bonds are issued above face value, the excess is amortized over time, decreasing interest
expense.
- Discount: When bonds are issued below face value, the discount is amortized, increasing interest expense.

This process ensures that the interest expense reported in financial statements reflects the true cost of
borrowing.

---



Periodic Interest Payments and Financial Impact

Interest payments are made based on the stated rate, but the accounting treatment depends on the
amortization of any premium or discount.

Example: Semiannual Interest Payments

Suppose Parker’s bonds pay interest semiannually:

- Interest Payment: $2,250 every six months
- Interest Expense: Adjusted for amortization of premium/discount

Impact on Financial Statements

- Income Statement: Interest expense reflects the amortized amount, affecting net income.
- Balance Sheet: Bonds payable remains at face value, adjusted for unamortized premium/discount.

---

Maturity and Repayment Strategies

Parker’s obligations culminate at the bond’s maturity date, at which point the face value is repaid to
investors.

- Lump-Sum Repayment: Full face value paid at maturity.
- Refinancing: Companies may issue new bonds or obtain other financing to pay off existing bonds.

Effective management of bond maturities is vital to maintaining liquidity and creditworthiness.

---

Implications for Parker Company

Issuing bonds provides Parker Company with several advantages:

- Access to Capital: Larger sums than might be available through bank loans.
- Interest Deductibility: Interest payments are tax-deductible, reducing taxable income.
- Maintaining Ownership: Bonds do not dilute ownership, unlike issuing equity.

However, there are also risks:

- Fixed Payment Commitments: Regular interest payments are obligatory regardless of company
performance.



- Debt Covenants: Bond agreements may include restrictions affecting company operations.
- Refinancing Risks: Future market conditions may influence the ability to roll over debt.

---

Strategic Considerations in Bond Issuance

When Parker issued bonds, several strategic factors likely influenced their decision:

- Interest Rate Environment: Favorable rates encourage borrowing.
- Company Credit Rating: A higher rating reduces borrowing costs.
- Use of Funds: Clear purpose enhances investor confidence.
- Term Length: Longer terms lock in low rates but increase long-term obligations.

---

Conclusion: The Broader Impact

Parker Company’s bond issuance on January 1, Year 1, exemplifies the strategic use of debt financing in
corporate growth. Understanding the detailed mechanics—from face value and coupon rates to amortization
and repayment—provides essential insights into how companies leverage debt instruments to fund their
initiatives. Proper accounting for such transactions ensures transparency and compliance, ultimately
supporting sound financial management.

This case underscores the importance for financial professionals and investors alike to grasp the nuances of
bond issuance, as these instruments significantly influence a company's financial health and strategic
flexibility. Whether issuing bonds at par, premium, or discount, Parker’s approach reflects a calculated
decision aligned with market conditions and corporate objectives—a testament to prudent financial planning
and execution.

---

On January 1 Year 1 Parker Company Issued Bonds With A
Face Value Of 75 000 A Stated Rate Of Interest
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