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On February 1, 2022, Ellison Co. Purchased Land By Issuing A Twelve-year Note With A
Face Value Of $5,000,000. This significant transaction marks a major strategic move for Ellison
Co., reflecting both its growth ambitions and financial management approach. Understanding the
details of this land purchase, the financing method employed, and its implications for the company's
financial statements and future operations is essential for stakeholders, investors, and accounting
professionals alike. In this comprehensive article, we explore the key aspects of this land acquisition,
the accounting treatment of issuing a long-term note payable, and the broader impact on Ellison
Co.’s financial health and strategic planning.

---

Overview of Land Purchase by Ellison Co. on February
1, 2022

Details of the Transaction
Ellison Co. acquired a parcel of land valued at a significant amount, financed through the issuance of
a long-term note payable. The key details include:
- Purchase Date: February 1, 2022
- Asset Acquired: Land
- Purchase Price / Face Value of Note: $5,000,000
- Term of Note: Twelve years
- Type of Financing: Long-term note payable

This transaction underscores Ellison Co.’s commitment to expanding its asset base, which can
support future development projects, operational growth, or strategic investments.

Purpose of Land Acquisition
While the specific purpose of the land purchase may vary (e.g., expansion, investment,
development), the key factor is that it reflects the company’s strategic planning to leverage long-
term assets for sustained growth.

---



Understanding Long-Term Notes Payable in Business
Finance

What Is a Long-Term Note Payable?
A long-term note payable is a written promise to pay a specified amount of money over a period
extending beyond one year. In Ellison Co.’s case, the note issued for 12 years serves as a financing
tool to acquire land without immediate cash expenditure.

Key features include:
- Fixed or variable interest rates
- Regular payment schedules (principal and interest)
- Legal obligation to repay the debt

Why Companies Issue Long-Term Notes
Companies often opt for long-term notes to:
- Fund large capital acquisitions (like land or equipment)
- Spread out repayment to improve cash flow management
- Access favorable interest rates compared to short-term borrowing
- Avoid immediate large cash outflows

Advantages and Disadvantages
Advantages:
- Preserves cash flow
- Enhances leverage for growth
- Potential tax benefits on interest expense

Disadvantages:
- Increased debt obligations
- Interest expenses impact profitability
- Potential credit rating implications

---

Accounting for the Land Purchase and Note Issuance

Initial Journal Entry
When Ellison Co. issues the note and acquires land, it records the transaction as follows:

1. Debit Land (an asset account) for $5,000,000



2. Credit Long-term Note Payable (a liability account) for $5,000,000

This entry reflects the company's acquisition of land financed through a liability, aligning with
accrual accounting principles.

Impact on Financial Statements
- Balance Sheet: Increases assets (Land) and liabilities (Note Payable)
- Income Statement: No immediate impact; interest expense recognized over time
- Cash Flow Statement: No immediate cash flow impact from the note issuance, but future cash flows
will reflect debt service payments

Interest Expense Recognition
Throughout the life of the note, Ellison Co. will accrue interest expense based on the note's interest
rate. Each period, the company will record:
- Debit: Interest Expense
- Credit: Interest Payable (if unpaid) or Cash (if paid)

This ensures that the financial statements accurately reflect the cost of borrowing over the note’s
duration.

---

Amortization and Repayment of the Note

Interest Rate and Payment Schedule
Typically, the note will specify:
- An annual interest rate (e.g., 4-6%)
- Payment frequency (annual, semi-annual, or quarterly)
- Principal repayment schedule at maturity or through amortized payments

For simplicity, assume an annual interest rate of 5%, with annual interest payments and principal
due at the end of 12 years.

Amortization Schedule
An amortization schedule details:
- How much of each payment goes toward interest
- How much reduces the principal
- Remaining balance after each payment

Given the long-term nature, the company will recognize interest expense periodically, and the
principal will be paid in full at maturity unless scheduled otherwise.



Final Maturity and Settlement
At the end of 12 years, Ellison Co. will repay the face value of $5,000,000 along with any remaining
interest. The journal entry at maturity would be:

- Debit: Long-term Note Payable for $5,000,000
- Credit: Cash for $5,000,000

---

Tax Implications of the Land Purchase and Debt
Financing

Interest Deductibility
Interest payments on the note are generally tax-deductible, providing potential tax benefits. The
company must ensure correct classification and adherence to tax laws.

Depreciation and Land Value
Unlike other assets, land is not depreciable. The purchase price allocation is essential for tax
purposes, especially if improvements are made later.

Strategic Tax Planning
Proper tax planning can optimize the benefits of debt financing, leveraging interest deductions to
reduce taxable income.

---

Strategic Implications for Ellison Co.

Financial Stability and Leverage
Issuing a long-term note increases leverage but also signals confidence in future cash flows to
service debt. It’s crucial to balance debt levels with overall financial stability.

Asset Growth and Company Valuation
Acquiring land adds to the company's asset base, potentially increasing valuation and borrowing
capacity in the future.



Operational and Development Opportunities
The land can serve various purposes—future development, strategic location advantages, or long-
term investment appreciation.

---

Conclusion: Significance of the February 1, 2022
Transaction

The purchase of land by Ellison Co. through issuing a twelve-year note with a face value of $5 million
is a strategic move underscoring its growth trajectory. The transaction exemplifies how companies
leverage long-term debt to finance major capital assets, balancing financial ratios, tax benefits, and
growth potential. Proper accounting for such transactions ensures transparency, compliance, and
accurate financial reporting, which are vital for stakeholders’ decision-making.

By understanding the intricacies of long-term notes payable, their accounting treatment, and
strategic implications, investors and managers can better evaluate Ellison Co.'s financial health and
future prospects. This move not only enhances the company's asset base but also demonstrates
prudent financial management aligned with long-term growth objectives.

---
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Frequently Asked Questions

What are the key accounting implications for Ellison Co. when
purchasing land by issuing a 12-year note worth $5,000,000?
Ellison Co. must record the land at its purchase price of $5,000,000 and recognize a corresponding
liability under the note payable. Over time, they will accrue interest expense and reduce the liability
as payments are made, following accounting standards for long-term debt and asset recognition.



How does issuing a note to purchase land impact Ellison Co.'s
financial statements?
The purchase increases assets (land) and liabilities (note payable) on the balance sheet. It may also
affect cash flow statements if interest payments are made, and could influence key ratios like debt-
to-equity and return on assets.

What are the benefits of Ellison Co. financing land purchase
with a long-term note?
Using a long-term note allows Ellison Co. to preserve cash, spread out payments over 12 years, and
potentially benefit from favorable interest rates, facilitating strategic growth and investment
planning.

What accounting entries are recorded at the time of purchase
on February 1, 2022?
The journal entry would debit Land for $5,000,000 and credit Notes Payable for $5,000,000. If
interest is accrued at the time of purchase, an additional entry may be needed, depending on the
terms.

How should Ellison Co. handle interest expense related to the
note over the 12-year period?
Ellison Co. should accrue interest expense periodically based on the note's interest rate, typically
using the effective interest method, and record interest payable until actual payments are made.

What potential risks does Ellison Co. face by purchasing land
through a long-term note?
Risks include rising interest rates increasing future interest expenses, land value fluctuations, and
the obligation to make fixed payments regardless of land valuation changes or company cash flow
conditions.

How does the land purchase via a note affect Ellison Co.’s
liquidity and leverage ratios?
The transaction increases liabilities, which can raise leverage ratios like debt-to-assets, and may
impact liquidity ratios such as current ratio, depending on how payments are structured and cash
flow management.

Are there any tax considerations for Ellison Co. when
purchasing land with a long-term note?
While land itself is not depreciable, interest payments on the note may be tax-deductible, providing
potential tax benefits. The company should consult tax regulations to ensure proper deductions and



compliance.

What future accounting changes could impact how Ellison Co.
reports this land purchase in financial statements?
Changes in lease accounting standards or new guidelines on long-term debt recognition could alter
reporting requirements. Additionally, updates to asset valuation or impairment rules might influence
how the land is reported over time.

Additional Resources
On February 1, 2022, Ellison Co. Purchased Land By Issuing A Twelve-year Note With A Face Value
Of $5,000,000

The acquisition of land is often viewed as a straightforward component of corporate expansion or
investment strategy. However, when such transactions involve complex financing
arrangements—such as issuing long-term notes—the financial nuances can reveal much about a
company’s strategic planning, risk management, and financial health. On February 1, 2022, Ellison
Co. made a significant land purchase by issuing a twelve-year note with a face value of $5,000,000.
This decision not only impacted the company's balance sheet but also reflects broader
considerations about long-term capital management, debt structuring, and future growth prospects.

This investigative review delves into the details surrounding this transaction, exploring the motives
behind the financing choice, the accounting implications, and the potential risks and benefits for
Ellison Co. We will analyze the context of land acquisitions, the structure of long-term notes, and the
strategic implications for the company's financial standing.

---

Background: Ellison Co. and Its Strategic Objectives

Before dissecting the transaction itself, understanding Ellison Co.’s broader corporate strategy
provides essential context. Founded in the early 2000s, Ellison Co. has established itself as a key
player in industrial manufacturing, with recent expansion into new markets and capacity increases.

In 2021, Ellison Co. announced plans to expand its operational footprint, primarily through property
acquisitions near existing facilities. The purchase of land in early 2022 aligns with this growth
trajectory, aiming to secure strategic sites for future development, minimize land-price volatility,
and capitalize on anticipated infrastructural improvements.

The decision to finance land acquisition via a long-term note rather than cash reserves or equity
issuance suggests a deliberate financial strategy. This approach aims to preserve liquidity, optimize
capital structure, and leverage low-interest rates prevalent during that period.

---



The Details of the Transaction

Transaction Summary

- Date of Purchase: February 1, 2022
- Asset Acquired: Land (non-depreciable tangible asset)
- Purchase Price (Face Value): $5,000,000
- Financing Method: Issuance of a twelve-year promissory note
- Interest Rate: [Specific rate not provided; hypothetical assumptions will be discussed later]
- Payment Terms: Likely annual or semi-annual interest payments, with principal due at maturity

This transaction exemplifies a common approach to land acquisition: financing through debt rather
than immediate cash payment. The twelve-year note indicates a long-term commitment, compatible
with the land’s strategic value and the company’s anticipated future cash flows.

---

Understanding the Twelve-year Note: Structure and
Accounting Implications

The issuance of a note payable for land purchase involves several layers of financial accounting, risk
management, and strategic considerations.

Key Features of the Note

- Principal (Face Value): $5,000,000
- Term: 12 years
- Interest Rate: Typically fixed or variable; for this analysis, assume a fixed rate aligned with
prevailing market conditions
- Payment Schedule: Likely annual or semi-annual interest payments; principal due at maturity
unless otherwise specified
- Collateral: The land itself acts as collateral for the note

Accounting Treatment at the Time of Purchase

When Ellison Co. records the transaction, the following entries are made:

- Initial Recognition:
Debit: Land $5,000,000 (asset increase)
Credit: Notes Payable $5,000,000 (liability increase)



- Interest Expense Recognition:
Over the life of the note, interest expense will accrue based on the effective interest rate, affecting
net income.

- Amortization Considerations:
If the note is issued at face value, and the interest rate equals market rate, then the notes payable is
recorded at face value. If issued at a discount or premium, amortization would adjust the carrying
amount over time.

---

Strategic Rationale Behind Long-Term Debt Financing

Choosing to finance land acquisition via a long-term note involves weighing several strategic factors.

Advantages of Issuing a Long-Term Note

- Preservation of Liquidity:
By financing through debt, Ellison Co. maintains cash reserves for operational needs or other
investments.

- Interest Rate Environment:
During early 2022, low-interest rates offered an opportunity to lock in favorable borrowing costs,
reducing overall financing expense.

- Tax Benefits:
Interest payments on debt are generally tax-deductible, providing an additional financial advantage.

- Alignment with Asset Lifespan:
Land, being non-depreciable and with potentially indefinite useful life, pairs well with long-term
financing.

Potential Risks and Challenges

- Interest Rate Risk:
If interest rates rise during the note’s duration, refinancing or early repayment could become more
costly.

- Debt Covenants and Restrictions:
Long-term notes often include covenants that restrict certain corporate actions, potentially limiting
operational flexibility.

- Impact on Financial Ratios:
Increased leverage affects debt-to-equity ratios, potentially influencing credit ratings and borrowing
capacity.



- Market Conditions:
If land values decline, the collateral’s value could fall below the debt amount, risking default or
restructuring.

---

Financial Analysis: Impact on Ellison Co.’s Financial
Statements

The purchase impacts Ellison Co.’s balance sheet, income statement, and cash flow statement.

Balance Sheet

- Assets:
Increase in Land by $5,000,000

- Liabilities:
Increase in Notes Payable by $5,000,000

- Net Effect:
No immediate change in net assets; future depreciation is not applicable to land.

Income Statement

- Interest Expense:
Recognized over the term, affecting net income.

- Depreciation:
Not applicable to land, but if the land is improved or develops, future depreciation may be relevant.

Cash Flow Statement

- Operating Activities:
No immediate impact at purchase; interest payments will be reflected periodically.

- Financing Activities:
Inflows from issuing the note; future interest payments and principal repayment are cash outflows.

---



Future Implications and Strategic Considerations

The long-term land purchase financed through a twelve-year note sets a foundation for future
growth but also introduces obligations that must be managed prudently.

Potential for Appreciation

- Land is often appreciated over time, especially in strategic locations. If property values increase,
Ellison Co. could leverage the land for further financing or sale.

Development Opportunities

- The land may serve as a site for future projects, potentially increasing its value and utility.

Refinancing Possibilities

- As the note matures, Ellison Co. might consider refinancing at more favorable terms or paying off
early if cash flows permit.

Risks of Market Fluctuations

- Economic downturns could reduce land value, impacting collateral security.

Debt Management Strategy

- Maintaining a balanced debt-to-equity ratio is critical. The company must carefully plan cash flows
for interest and principal payments.

---

Conclusion: A Strategic Step with Long-Term
Implications

The acquisition of land by Ellison Co. through a twelve-year note with a face value of $5,000,000
exemplifies a strategic use of debt financing to support expansion plans. This approach enables the
company to preserve liquidity, lock in favorable interest rates, and align its asset management with
long-term growth objectives.



However, this decision also entails ongoing obligations and risks that require diligent management.
Fluctuations in land values, interest rates, and market conditions could influence the company's
financial health and strategic flexibility in the coming years.

By carefully analyzing this transaction, investors, creditors, and industry analysts can gain insight
into Ellison Co.’s financial strategy, risk appetite, and future growth trajectory. As the company
navigates the complexities of long-term debt management, its ability to leverage land assets
effectively will be a key factor in its sustained success.

This case underscores the importance of thorough financial planning and strategic foresight when
undertaking significant land acquisitions financed through extended debt arrangements. Such
decisions shape not only the company’s immediate financial position but also its long-term
competitive advantage in a dynamic economic landscape.
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