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Issuing bonds is a common method for companies like Ivanhoe to raise capital
for expansion, operational needs, or other financing activities. When Ivanhoe
Company announced the issuance of bonds, it marked a significant step in its
financial strategy, providing a reliable source of long-term funds while
offering attractive returns to bondholders. This article provides a
comprehensive overview of the bond issuance process, focusing on the details
of Ivanhoe’s $345,000, 8%, 10-year bonds issued at face value with annual
interest payments. We will explore the key concepts, accounting treatments,
and implications for both the issuer and investors.

Understanding Bond Issuance

What Are Bonds?

Bonds are debt securities issued by corporations, municipalities, or
governments to raise funds from investors. When an entity issues bonds, it is
essentially borrowing money from bondholders with a promise to pay back the
principal amount at maturity along with periodic interest payments.

Key Features of Bonds:

- Principal (Face Value): The amount borrowed, which in Ivanhoe’s case 1is
$345,000.

- Coupon Rate: The interest rate paid by the issuer on the face value, here
8%.

- Interest Payments: Typically paid semiannually or annually; Ivanhoe’s bonds
pay annually.

- Maturity Date: The date when the principal is repaid, here 10 years from
issuance.

- Issue Price: The amount at which bonds are issued, usually face value,
premium, or discount.

Why Do Companies Issue Bonds?

Companies opt to issue bonds for various reasons:

- To access large amounts of capital without diluting ownership through stock
issuance.

- To take advantage of favorable interest rates.



- To spread out repayment obligations over a long period.
- To finance specific projects or operational needs.

The Details of Ivanhoe’s Bond Issue

Bond Terms and Conditions

- Issue Date: January 1

- Principal (Face Value): $345,000

- Coupon Rate: 8% annually

- Interest Payments: Annually

- Term: 10 years

- Maturity Date: December 31, Year 10

Interest Calculation

Interest on Ivanhoe’s bonds is calculated as:
\[ \text{Interest} \text{Principal} \times \text{Coupon Rate} \]
\[ \text{Interest} \$345,000 \times 8\% = \$27,600 \]

This means Ivanhoe will pay $27,600 in interest each year for ten years.

Accounting for Bond Issuance

Proper accounting treatment of bond issuance involves recording the initial
proceeds, interest payments, and eventual repayment of the principal.

Initial Journal Entry

Since the bonds are issued at face value, the entry on January 1 is
straightforward:

| Account | Debit | Credit |

===l
| Cash | $345,000 | |
| Bonds Payable | | $345,000 |

This records the receipt of cash and the obligation to pay back the principal
at maturity.

Interest Payment Journal Entry

Annually, Ivanhoe will record the interest expense and cash payment:



| Account | Debit | Credit |

R
| Interest Expense | $27,600 | |
| Cash | | $27,600 |

This reflects the interest cost incurred and the cash paid out.

At Maturity
On December 31 of the tenth year, Ivanhoe will pay back the face value:

| Account | Debit | Credit |

=== 1--- |-
| Bonds Payable | $345,000 | |
| Cash | | $345,000 |

This extinguishes the liability.

Impact on Financial Statements

Balance Sheet

- Liabilities: Bonds payable increase by $345,000 at issuance.

- Assets: Cash increases by the same amount.

- Interest Payables: Under annual payments, interest expense impacts net
income but interest payable is not accrued if paid immediately.

Income Statement

- Interest Expense: Recognized annually as $27,600, reducing net income.

Advantages of Issuing Bonds

- Preserves Ownership: Unlike issuing additional stock, bonds do not dilute
ownership.

- Tax Benefits: Interest expense is tax-deductible, reducing taxable income.
- Fixed Payments: Provides predictable cash outflows.

Risks and Considerations

- Interest Obligation: Mandatory annual payments regardless of company
performance.

- Credit Risk: Failure to meet payment obligations can lead to default.
- Refinancing Risk: At maturity, the company may need to refinance or repay



principal.

Investor Perspective

Benefits for Bondholders

- Regular Income: Fixed annual interest payments.

- Priority in Bankruptcy: Bonds generally have higher claim on assets than
stockholders.

- Predictability: Fixed coupon rate provides stable income.

Risks for Bondholders

- Credit Risk: The issuer may default.

- Interest Rate Risk: Rising interest rates can reduce bond value.

- Reinvestment Risk: The risk of reinvesting interest payments at lower
rates.

Conclusion

The issuance of $345,000, 8%, 10-year bonds at face value by Ivanhoe Company
exemplifies a strategic approach to long-term financing. By understanding the
terms, accounting methods, and implications, stakeholders can better evaluate
the impact of bond issuance on the company’s financial health. For investors,
bonds represent a relatively stable investment with predictable returns,
while for Ivanhoe, bonds provide a means to secure necessary capital without
diluting ownership or sacrificing control.

Additional Resources

- Understanding Bond Pricing: How market interest rates affect bond prices.
- Bond Covenants: Conditions and restrictions associated with bond
agreements.

- Long-term Debt Management: Strategies for managing debt maturity and
interest obligations.

This comprehensive overview aims to clarify the key aspects of bond issuance,

with a focus on Ivanhoe Company'’s recent transaction, offering valuable
insights for students, investors, and financial professionals alike.

Frequently Asked Questions



What type of bonds did Ivanhoe Company issue on
January 17?

Ivanhoe Company issued $345,000, 8%, 10-year bonds at face value.

How often does Ivanhoe Company pay interest on these
bonds?

Interest is payable annually.

What is the annual interest payment Ivanhoe Company
will make to bondholders?

The annual interest payment is $27,600, calculated as 8% of $345,000.

At what price were the bonds issued by Ivanhoe
Company?

The bonds were issued at face value, which is $345,000.

What is the maturity period of Ivanhoe Company's
bonds?

The bonds have a maturity period of 10 years.

Why might a company choose to issue bonds at face
value?

Issuing bonds at face value simplifies accounting and indicates the bonds are
sold at their nominal value, often reflecting market interest rates at
issuance.

Additional Resources

On January 1, Ivanhoe Company Issued $345,000, 8%, 10-year Bonds At Face
Value. Interest Is Payable Annually

In a strategic move to bolster its capital structure and fund upcoming
projects, Ivanhoe Company announced the issuance of bonds on the first day of
the year. The bonds, valued at $345,000 with an annual interest rate of 8%,
are set to mature in ten years, with interest payments scheduled once every
year. This issuance not only reflects Ivanhoe's confidence in its financial
stability but also exemplifies key principles of bond accounting and
corporate finance. In this article, we delve into the details of this bond
issuance, exploring its structure, accounting implications, and what it means
for both the company and investors.



Understanding the Bond Issuance: The Basics

The Nature of the Bonds

Bonds are debt instruments issued by corporations to raise capital. When
Ivanhoe Company issues bonds at face value, it means the bonds are sold for
their nominal amount—here, $345,000-without any premium or discount. The key
features of these bonds include:

- Principal (Face Value): $345,000

- Interest Rate (Coupon Rate): 8%

- Interest Payment Frequency: Annually

- Term: 10 years

- Maturity Date: 10 years from issuance (January 1, 2033)
- Issue Price: At face value, i.e., $345,000

This straightforward issuance at face value simplifies initial accounting and
aligns with market conditions at the time of issuance.

Why Issue Bonds at Face Value?

Issuing bonds at face value is common when the coupon rate reflects current
market interest rates, making the bonds attractive to investors. If market
rates are similar to the coupon rate, bonds tend to sell at face value,
avoiding premiums or discounts.

Advantages include:

- Simplified accounting treatment
- Clear understanding of debt obligations
- Predictable interest expenses

However, if market interest rates fluctuate significantly from the coupon
rate, bonds may be issued at a premium or discount, introducing additional
accounting complexities.

Accounting for the Bond Issuance

Proper accounting for bond issuance is critical for accurate financial
reporting. The initial journal entry at the date of issuance reflects the
receipt of funds and the creation of a liability.



Initial Journal Entry

Since the bonds are issued at face value, the journal entry on January 1
would be:

- Debit: Cash $345,000
- Credit: Bonds Payable $345,000

This entry records the inflow of cash from investors and establishes the
company's obligation to pay interest and principal at the specified terms.

Subsequent Interest Payments

Interest payments of 8% annually on the face value amount to:

\ [
\text{Annual Interest} = \$345,000 \times 8\% = \$27,600

\1]
Each year, Ivanhoe will record interest expense and make the payment:

- Debit: Interest Expense $27,600
- Credit: Cash $27,600

This consistent payment reflects the coupon rate and the company's commitment
to pay bondholders annually.

Amortization Considerations

Since bonds are issued at face value, there’s no premium or discount to
amortize, simplifying accounting. If, however, bonds were issued at a premium
or discount, amortization over the bond's life would be necessary, affecting
interest expense recognition.

Implications for Ivanhoe Company’s Financial
Statements

The bond issuance impacts several aspects of Ivanhoe’'s financial statements,
including the balance sheet, income statement, and cash flow statement.



Balance Sheet Impact

- Liabilities: Bonds payable increase by $345,000, representing the company's
obligation to bondholders.
- Assets: Cash increases by the same amount, reflecting the inflow of funds.

Over time, as interest is paid, liabilities decrease only if the company
repays principal at maturity. Since these bonds are at face value, the
initial liability remains stable, with principal repayment scheduled at year
10.

Income Statement Impact

- Interest Expense: Recognized annually at $27,600, affects net income.
- Interest Payments: Actual cash outflows, which are consistent with interest
expense due to bonds issued at face value.

Cash Flow Statement Impact

- Operating Activities: Interest paid is reflected as an outflow in operating
cash flows.

- Financing Activities: The issuance of bonds is recorded as an inflow under
financing activities.

Investor Perspective and Market Conditions

For investors, bonds represent a relatively low-risk investment, especially
when issued at face value with fixed interest payments. The 8% coupon rate
offers a predictable income stream, attractive in a stable interest rate
environment.

Factors influencing investor interest include:

- Creditworthiness of Ivanhoe: Ensures timely payments.

- Interest rate environment: If market rates rise above 8%, new bonds may
offer higher yields, affecting Ivanhoe's market value.

- Bond ratings: Higher ratings can lower borrowing costs and attract more
investors.

Long-term Financial Planning and Strategic Use



of Bonds

Issuing bonds at face value is a strategic decision that aligns with
Ivanhoe’s long-term financial planning. The company can leverage the funds
for:

- Capital investments
- Expansion projects
- Debt refinancing

However, the obligation to make annual interest payments and repay principal
at maturity requires careful cash flow management. The fixed interest rate
provides predictability, but also exposes Ivanhoe to interest rate risk if
market rates decline, as the company cannot benefit from lower rates on its
fixed-rate debt.

Advantages of Bond Financing

- Preserves ownership: Unlike issuing equity, bonds do not dilute ownership.
- Tax benefits: Interest payments are tax-deductible, reducing taxable
income.

- Predictability: Fixed interest payments simplify budgeting.

Risks and Challenges

- Interest payment obligations: Must be met regardless of company
performance.

- Refinancing risk: At maturity, the company may need to issue new bonds or
find alternative financing.

- Market risk: Fluctuations in interest rates can affect the company's
ability to issue future debt at favorable terms.

Conclusion: A Strategic Financial Move

The issuance of $345,000, 8%, 10-year bonds at face value by Ivanhoe Company
exemplifies a classic approach to corporate debt financing. It reflects a
balance between meeting strategic funding needs and maintaining transparent,
straightforward accounting practices. For the company, this move provides a
reliable source of capital, predictable interest obligations, and a platform
for future growth initiatives.

For investors, the bonds offer a steady income and a relatively secure
investment, assuming Ivanhoe's creditworthiness remains intact. As with any
financial instrument, understanding the nuances of bond issuance, from



initial accounting treatments to long-term implications, is vital for
stakeholders aiming to make informed decisions.

In the broader context of corporate finance, Ivanhoe’'s bond issuance
underscores the importance of aligning debt strategies with company goals,
market conditions, and risk management practices. As the bonds mature over
the next decade, the company’s financial health and strategic planning will
be put to the test, highlighting the enduring importance of prudent fiscal
management in corporate success.
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