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On January 1 Of The Current Year, Barton Corporation Issued 10%, 5-year Bonds With A
Face Value Of $200,000. This significant financial move marks a critical step in Barton
Corporation's strategic funding plan. Issuing bonds allows the company to raise capital for
expansion, debt refinancing, or other corporate needs while offering investors a fixed income
investment opportunity. In this article, we will explore the details of this bond issuance, including its
features, accounting implications, and the broader context of bond financing for corporations.

Understanding the Bond Issuance by Barton
Corporation

What Are Corporate Bonds?
Corporate bonds are debt securities issued by companies to investors. When Barton Corporation
issues bonds, it is essentially borrowing money from bondholders, promising to pay back the face
value at maturity along with periodic interest payments. Bonds serve as a vital component of
corporate financing strategies, providing companies with access to large sums of capital without
giving up ownership control.

The Specifics of Barton’s 10% Bonds
The bonds issued by Barton have several defining features:

Interest Rate (Coupon Rate): 10% annually, meaning bondholders receive 10% of the face
value each year in interest payments.

Face Value (Principal): $200,000, the amount to be repaid at maturity.

Term: 5 years, indicating the bonds will mature five years from the issuance date.

Payment Schedule: Typically, interest is paid semiannually or annually; the exact schedule
depends on the bond terms.



Accounting for Bond Issuance

Recording the Bond Issue
When Barton issues bonds, it records the transaction in its accounting records. The initial entry
generally involves debiting cash and crediting bonds payable:

Debit: Cash — the amount received from investors.

Credit: Bonds Payable — the face value of $200,000.

If bonds are issued at face value, the cash received equals the face amount, and no premium or
discount is recorded initially.

Calculating the Cash Received
Assuming the bonds are issued at face value (par), Barton receives exactly $200,000 in cash.
However, bonds can also be issued at a premium or discount depending on market interest rates
relative to the coupon rate:

Issued at Par: When market interest rates are similar to the bond's coupon rate.

Issued at Premium: When market rates are lower, resulting in bonds selling for more than
face value.

Issued at Discount: When market rates are higher, causing bonds to sell for less than face
value.

For simplicity, this case assumes issuance at par.

Interest Expense and Payment
Throughout the bond's life, Barton will record interest expense based on the effective interest
method if bonds are issued at a premium or discount. However, at face value issuance, annual
interest payments are straightforward:

Interest Payment = Face Value x Coupon Rate = $200,000 x 10% = $20,000 annually.

Depending on the payment schedule, Barton will make periodic payments of $20,000.



Financial Reporting and Impact of Bond Issuance

Balance Sheet Presentation
On the balance sheet, the bonds payable will be reported as a liability under long-term liabilities:

Initially recorded as $200,000.

Adjusted over time if bonds are issued at a premium or discount.

The cash received increases assets, and the bonds payable increases liabilities.

Income Statement Effects
Interest expense impacts net income. If bonds are issued at face value, Barton recognizes $20,000 in
interest expense annually. If bonds are issued at a premium or discount, amortization of the
premium or discount affects interest expense and net income.

Amortization of Premiums or Discounts

Why Amortize?
When bonds are issued at a premium or discount, the difference between the cash received and face
value must be amortized over the bond's life, adjusting interest expense accordingly.

Methods of Amortization
Common methods include:

Effective Interest Method: Recognizes interest expense based on the carrying amount and
market rate.

Straight-Line Method: Spreads the premium or discount evenly over the bond's life (less
precise but simpler).

Proper amortization provides a more accurate reflection of interest expense and the bond's carrying
amount on the balance sheet.



Risks and Considerations in Bond Financing

Interest Rate Risk
If market interest rates change after issuance, the value of Barton’s bonds may fluctuate. Rising
rates can decrease bond value, while falling rates can increase it.

Credit Risk
Investors assess Barton’s creditworthiness; a lower credit rating can lead to higher yields demanded
by investors and higher borrowing costs for Barton.

Refinancing and Maturity Strategies
As the 5-year term approaches, Barton may consider refinancing bonds or repaying the principal
using available cash flows or new debt issuance.

Advantages of Bond Financing for Barton Corporation

Preserves Ownership: Unlike issuing equity, bonds do not dilute ownership interests.

Tax Deductibility: Interest payments are tax-deductible, reducing overall tax liability.

Predictable Payments: Fixed interest payments assist in budgeting and financial planning.

Potential Challenges and Disadvantages

Debt Burden: Regular interest payments and principal repayment obligations can strain cash
flows.

Credit Risk Impact: Failure to meet payment obligations can harm credit ratings and
financial reputation.

Market Conditions: Fluctuations in interest rates can affect the cost of future debt issuance.



Conclusion
The issuance of 10% bonds by Barton Corporation on January 1 of the current year represents a
strategic move to secure long-term financing at a fixed interest rate. This financial instrument
provides Barton with the necessary capital to pursue growth initiatives while offering investors a
relatively secure, income-generating investment. Proper accounting treatment, understanding of
amortization, and awareness of associated risks are crucial for effective management of bond
financing. As Barton approaches the end of its five-year term, careful planning will be essential to
manage maturity obligations and optimize its capital structure for future success.

By understanding the details of bond issuance, companies like Barton can make informed financial
decisions that support sustainable growth and stability in an ever-changing economic environment.

Frequently Asked Questions

What are the key features of the bonds issued by Barton
Corporation on January 1 of the current year?
The bonds are 10% interest rate, with a 5-year maturity period, a face value of $200,000, and were
issued by Barton Corporation on January 1 of the current year.

How does Barton Corporation record the issuance of its bonds
in its accounting books?
Barton Corporation records the issuance by debiting cash for the amount received (likely close to
face value if issued at face), and crediting bonds payable for $200,000. Any difference if issued at a
premium or discount would also be recorded accordingly.

What is the total interest expense Barton Corporation will
recognize over the 5-year bond term?
The total interest expense, assuming the bonds are issued at face value, will be $200,000 x 10% x 5
years = $100,000 over the 5-year period.

How do Barton Corporation's bonds impact its financial
ratios?
The bonds increase liabilities, which can affect ratios like debt-to-equity and interest coverage ratio,
potentially impacting the company's financial leverage and creditworthiness.

What journal entries are made annually to record interest
payments on Barton Corporation's bonds?
Each year, Barton records a debit to interest expense for $20,000 (10% of $200,000), and a credit to
cash for the same amount, reflecting the annual interest payment.



If Barton Corporation issues the bonds at a premium or
discount, how does that affect its accounting?
If issued at a premium, the company records a more than face amount received and amortizes the
premium over the life of the bonds, reducing interest expense. If issued at a discount, the difference
is amortized as additional interest expense, increasing the total expense over the bond's life.

What are the advantages for Barton Corporation to issue
bonds instead of equity?
Issuing bonds allows Barton to raise capital without diluting ownership and can be tax-deductible as
interest expense, making it a cost-effective financing option compared to issuing new equity shares.

Additional Resources
On January 1 Of The Current Year, Barton Corporation Issued 10%, 5-year Bonds With A Face Value
Of $200,000

On the first day of the year, Barton Corporation took a significant step in its financial strategy by
issuing bonds worth $200,000. With a 10% interest rate and a maturity period of five years, this
bond issuance reflects the company's effort to raise capital efficiently while managing its debt
obligations. This move not only impacts Barton’s financial statements but also offers insights into
corporate financing practices, investor relations, and market conditions. In this article, we delve into
the intricacies of this bond issuance, exploring its structure, accounting implications, and strategic
significance.

Understanding Bond Issuance: The Basics

Bonds are a common form of long-term debt used by corporations to fund expansion, operations, or
other capital needs. When Barton Corporation issued bonds, it essentially borrowed money from
investors, promising to pay back the face value at maturity along with periodic interest payments.

Key Features of Barton’s Bonds
- Interest Rate (Coupon Rate): 10% annual interest
- Face Value (Principal): $200,000
- Term (Maturity): 5 years
- Interest Payments: Typically semiannual or annual
- Issue Date: January 1 of the current year

These features are vital for understanding the financial obligations Barton assumes and how
investors evaluate the attractiveness of the bonds.



Details of the Bond Terms and Their Financial
Implications

The Coupon Rate and Interest Payments
A 10% coupon rate on a $200,000 bond means Barton will pay $20,000 annually in interest to
bondholders ($200,000 x 10%). Depending on the bond agreement, these payments may be made
semiannually, quarterly, or annually. For simplicity, assume annual payments in this context.

Maturity and Repayment Schedule
The bonds will mature after five years, at which point Barton will repay the principal amount of
$200,000 to bondholders. Throughout this period, the company is responsible for timely interest
payments, which constitute its periodic debt servicing obligations.

Market Conditions and Pricing
While the bonds are issued at face value in this scenario, market interest rates at the time of
issuance influence their pricing and attractiveness. If market rates are higher than 10%, the bonds
might be issued at a discount; if lower, at a premium. This aspect affects the company's initial
recognition of the bonds and subsequent accounting.

Accounting for the Bond Issuance

Proper accounting treatment of bond issuance is critical for accurate financial reporting. Barton
must record the transaction at its issuance date, considering whether bonds are issued at face value,
at a discount, or at a premium.

Initial Journal Entry upon Issuance
Assuming bonds are issued at face value:
- Debit: Cash $200,000
- Credit: Bonds Payable $200,000

If bonds are issued at a premium or discount, adjustments are made to reflect the effective interest
rate and the actual proceeds received.

Interest Expense Recognition
Over the bond’s life, Barton will record interest expense based on the effective interest method if
bonds are issued at a premium or discount. The interest expense may differ from the cash interest
paid, affecting the company’s income statements.



- Cash Interest Paid: $20,000 annually
- Interest Expense: Varies depending on issuance price

Amortization of Premium or Discount
If bonds are issued at a premium (above face value), Barton will amortize the premium over the
bond's life, reducing interest expense. Conversely, if issued at a discount, the discount is amortized,
increasing interest expense.

Strategic Significance of the Bond Issuance

Issuing bonds is a strategic decision that influences Barton’s financial health and growth trajectory.

Advantages of Bond Financing
- Preserves Ownership: Unlike issuing equity, bonds do not dilute ownership interests.
- Tax Benefits: Interest payments are tax-deductible, reducing taxable income.
- Lower Cost of Capital: Bonds might offer a cheaper financing option compared to other debt forms
or equity.

Risks and Considerations
- Debt Burden: Regular interest payments impose cash flow obligations.
- Market Risks: Fluctuations in interest rates can affect bond valuation.
- Refinancing Risks: If market conditions change, refinancing at favorable terms might be
challenging at maturity.

Impacts on Financial Ratios
The bond issuance will impact key financial metrics, including:
- Debt-to-Equity Ratio: Increased debt levels
- Interest Coverage Ratio: How comfortably the company can meet interest obligations
- Leverage Ratios: Overall leverage increases, affecting creditworthiness

Investor Perspective and Market Reception

Investors evaluating Barton’s bonds will consider several factors:
- Interest Rate: The 10% coupon rate, relative to market rates, determines attractiveness.
- Issuer’s Creditworthiness: Barton’s credit rating influences bond pricing and yield.
- Bond Terms: Maturity, call provisions, and covenants impact investor risk.

Market reception depends on the overall economic environment, interest rate trends, and Barton’s
financial health.



Future Outlook and Financial Planning

Barton’s issuance of bonds sets a financial plan in motion for the next five years. The company must
ensure sufficient cash flows for interest payments and eventual repayment of the principal. Strategic
financial management will involve:
- Monitoring interest expense and cash flow
- Managing refinancing risks if market conditions change
- Maintaining creditworthiness to access favorable financing options in the future

Conclusion: A Strategic Financial Move

The issuance of 10%, 5-year bonds with a face value of $200,000 marks a pivotal moment for Barton
Corporation. It exemplifies a traditional approach to raising capital while balancing the benefits of
debt financing with inherent risks. As the company navigates its obligations over the next five years,
careful accounting, strategic planning, and market awareness will be essential to maximize the
benefits of this bond issuance. For investors, this move offers a potentially attractive return,
contingent on Barton’s financial stability and market conditions. Ultimately, this bond issuance
reflects Barton’s broader financial strategy, aiming to support growth, manage liabilities, and
strengthen its market position in the years ahead.
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