MaKkpOoTTpOBeCUEC YTTOXPEWOEIC




E®GAPMOZTE TO!

TAIPIAETE KABE PAKPONPOBEDUN UNOXPEWON WE TNV NPOTACN OTNV 0Moia agopd;:

0. OpoAoyiec NANPWTEEC i

B. Makponpobeoua Mpapudtia NAnpw-

Ted 2

y. Evunoenka Adveia NANpwTEa

8. Makponpobeoun MioBwon 3.

€. YNOXPEWOEIC VIA ZUVTAEEIQ

OT. MNapOXEC META TN ZUVTAEIDOOTNON 4,
¢. Avapannoduevor ®dpol EIoodhuatog B

Kootoc 1atpIkng nepiBaAPng YeTd tn ouvta-
gl060tnon.

TO NIO CUVNBIOPEVO E€i60C UaKPONPOBETOU
XPEOUG.

To anotéNeoua SIaPopwV UETAEU NoyIOTIKOU
€1000NPATOC Kal pOoPONoyNTEOU E1008NUATOC.
XPEOC Nou ao@aniZeTal o€ akivntn NEPIOUOIQ.
YNOOXETIKO YPAUMATIO Nou ANYEI JETA TO né-
0aC EVOC ETOUC.

. Anaitnon and tnv gtaipeia va katapanel nan-

PWUEC OTOUC EPYAZONEVOUC TNC META Th OUV-
Ta&1060TNoN TOUC.

. LUXVQ JoIAZouv OTo OXNPATIONO TOUC JUE Ja-

KPONPOBEOUA NEPIOUTIAKG OTOIXEID.
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AYZH

1.1, 2.0, 5. %
4.y,5.B,6.¢,
7.0

AOKIMAZTE TO!
MA1, MA2, A1



EOAPMOZTE TO!

Mia avwvupn Etaipsia oxedialel Tnv €kdoon
HakponpoBeopwv opoloyiwv agiac $1.000.000.
Avaloya pe TIC ouvbnkec TnG ayopdc. Ol
opoAoyiec unopouv va ekdoBouv aTo (1) 99, (2)
100 1} (3) 101. Na unoAoyioste To Nocod nou Ba
€loNpagel n €raipeia o€ kABe nepinTwon. Na
Oci€eTe av n €kdoon e€ival OTNV OVOPAOTIKN
TIMAR, UNEP N UNO Ta APTIO, KABWC KAl TO NOCO
TNG EKNTWONG N TOU UNEPTINAMATOC




EOAPMOZTE TO!

Mia avovupn Etaipeia oxedialel Tnv €kdoon Avon

HaKkpOnpoBEaUWY: opoAoyiwV agiag $1.000.000. | (1)¢1,000.000 * 0,99 = $990.000. ‘Exrrwon $10.000.
Avaloya pe TIG OUVENKeG TG ayopac. O (2)$1.000.000 * 1,00 = $1.000.000 STnv ovouaoTikr) Agia.
opoAoyieg pnopouv va ekdoBouv aTo (1) 99, (2) | Xwpic EknTwon ) unepTipNua.

100 ) (3) 101. Na unoloyioste To Nocd nou Ba | (3)$1.000.000 * 1,01 = $1.010.000. YnepTipnua $10.000
€loNpagel n €raipeia o€ kABe nepinTwon. Na
Oci€eTe av n €kdoon e€ival OTNV OVOPAOTIKN
TIMAR, UNEP N UNO Ta APTIO, KABWC KAl TO NOCO
TNG EKNTWONG 1] TOU UNEPTINAUATOC.

AOKIMAZTE TO!
MAS5, A6




EOAPMOZTE TO!

Mia avwvupn eTalpeia
e€edwoe  20-€TEC opOAOYO
a&iac $500.000 pe kataBoAn
TOKOU Uwouc¢ $16.000 Oduo
(POPEC TO XPOvOo. To EMITOKIO
NG ayopdc eivai 6%. Na
urnoAoyioeTe Tnv  napouod
a&ia Tng €kdoonc.




EOAPMOZTE TO!

Mia avwvupn eTaipeia | AYZH

e€edwoe 20-eTeC  opodAoyo , , - .
afiac $500.000 pe kaTaBoAf Mapouaoa a&ia 40 neplodikmv NANPWHOV KE 3%: (ano Mivaka 2 MNapaptiuaToc)

Tokou Uyoug $16.000 dbo | . )\$16'0.00*23'.1)\15 0 .3669'84030/ A . _
(POPEC TO XpOVO. TO EMITOKIO apouaoa agia NANPWHNG GT: TENOG Esp|o wv pe 3% (ano Nivaka 1 MapapTripaTog):
NG ayopdg e€ivar 6%. Na P200.000%0,307 = 13500
15 CHEIREG 0 Mapouoa a&ia opoAoyou = $523.340

urnoAoyioeTe Tnv  napouod o __
a&ia Tng €kdoonc.




What Is a Bond Issue?

A bond issue is the total value Prices of Bonds

of bonds issued at one time \S”;a;;c‘eed in terms of a percentage of face

 Bondsselling at 100

- e Sell at face or par value

* Bonds selling above 100
For example, a e Sellata premium

$1,000,000 bond issue
could consist of one
thousand, $1,000 bonds

* Bonds selling below 100
e Sell at a discount




Bonds Issued at a Discount

Katakis Corporation issues $100,000 of 9 percent, 5-year
bonds at 96.149 on January 1, 20x4, when the market rate
IS 10 percent.

Record the issuance of the bonds at a discount:

20x4

Jan. 1 Cash 96,149
Unamortized Bond Discount 3,851
Bonds Payable 100,000

Sold $100,000 of 9%, 5-year
bonds at 96.149




Interest and Amortization of a Bond
Discount: Effective Interest Method

TABLE 3. Interest and Amortization of a Bond Discount: Effective Interest Method

A B C D E F
Semiannual Semiannual Unamortized
Interest Interest Bond Carrying
Carrying Expense at Payment Discount Value
Semiannual Value at 10% to Be to Bondholders Amortization at End of at End of
Interest Beginning Recorded* (4'4% X of Bond Discount Period Period
Period of Period (5% x A) $100,000) (B —0) (E — D) (A + D)
0 $3,851
1 $96,149 $4,807 $4,500 $307 3,544
2 96,456 4,823 4,500 323 3,221
3 96,779 4,839 4,500 339 2,882
4 97,118 4,856 4,500 356 2,526
5 97,474 4,874 4,500 374 2,152
b 97,848 4,892 4,500 392 1,760
7 98,240 4,912 4,500 412 1,348
8 98,652 4,933 4,500 433 915
9 99,085 4,954 4,500 454 461
10 99,539 4,961t 4,500 461 —

*Rounded to the nearest dollar. fLast period’s interest expense equals 54,961 (54,500 + S46l); it does not equal 54,977
($99,539 x .05) because of the cumulative effect of rounding.



Bonds Issued at a Premium

Katakis Corporation issues $100,000 of 9 percent, 5-year
bonds for $104,100 on January 1, 20x4, when the market
rate is 8 percent.

Record the issuance of the bonds at a premium:

20x4

Jan. 1 Cash 104,100
Unamortized Bond Premium 4,100
Bonds Payable 100,000

Sold $100,000 of 9%, 5-year
bonds at 104.1
($100,000 x 1.041)




Interest and Amortization of a Bond
Premium: Effective Interest Method

TABLE 4. Interest and Amortization of a Bond Premium: Effective Interest Method

A B C D E F
Semiannual Semiannual Unamortized
Interest Interest Bond Carrying
Carrying Expense at Payment Premium Value
Semiannual Value at 8% to Be to Rondhaolde Amortization at End of at End
Interest Beginning rl\eeoﬁledﬂhl (4%% x of Bond Premium Period of Period
Period of Period (4% x A) $100,000) (C — B) (E— D) (A—-D
0 $4,100
1 $104,100 $4,164 $4,500 $336 3,764 103,764
2 103,764 4,151 4,500 349 3,415 103,415
3 103,415 4,137 4,500 363 3,052 103,052
4 103,052 4,122 4,500 378 2,674 102,674
5 102,674 4,107 4,500 393 2,281 102,281
] 102,281 4,091 4,500 409 1,872 101,872
7 101,872 4,075 4,500 425 1,447 101,447
8 101,447 4,058 4,500 442 1,005 101,005
9 101,005 4,040 4,500 460 545 100,545
10 100,545 3,955+ 4,500 545 —

*Rounded to the nearest dollar. fLast period's interest expense equals $3,955 (54,500 — 5$545); it does not equal $4,022
($100,545 X .04) because of the cumulative effect of rounding.



Callable Bonds Illustrated

Katakis Corporation can call or retire at 105 the $100,000 of bonds it
Issued at a premium (104.1). It decides to do so on July 1, 20x7. The
entry for the required interest payment and amortization of the
premium has already been made.

Record the retirement of the bonds:

20x7
Julyl  Bonds Payable 100,000
Unamortized Bond Premium 1,447
Loss on Retirement of Bonds 3,553
Cash 105,000

Retired 9% bonds at 105

The loss occurs because the call price of the bonds is greater than the carrying value




Convertible Bonds lllustrated

Katakis Corporation issued $100,000 of convertible bonds on January 1,
20x4, that can be converted to 40 shares of common stock for each
$1,000 bond. The bondholders decide to convert all the bonds to $8 par

value common stock on July 1, 20x7.

Record the bond conversion:;
20x7

July 1  Bonds Payable 100,000
Unamortized Bond Premium 1,447
Common Stock 32,000
69,447

Additional Paid-in Capital
Converted 9% bonds payable into $8
par value common stock at a rate of
40 shares for each $1,000 bond

No loss or gain is recorded because the bond liability and the associated unamortized
discount or premium are written off the books.




EOAPMOXTE TO!

Tnv 17 louviou, HIO QVWVUWN
eTaipeia ekdidel 20-€TEC ouOAOyO
agiag $4.000.000, pe emToKIo 8%
ato 97. O 1oKo¢ KataBaAAeTal dUO
POPEC TO Xpovo, oTIG 31 Mdiou Kkal
oTic 30 NoegpBpiou. H AoyioTikn
TTePiodog TNG eTaipeiag Anyer 30
NoeuBpiovu.

1. Xpnoiyotroigiote 1N PEBODO
oTaBEPng atmréoBeong Kal
KATapTAOTE TIC  NMEPOAOYIOKEG
EYYPOYEG yia TNV 1N louviou kai 30
NoguBpiovu.

2.Xpnolyotroleiote TN HEBOdO TOU
ATTOoTEAECATIKOU ETTITOKIOU.
Karaptiote TNV NUEPOAOYIOKN)
eyypaen yia 1i¢ 30 NoeuBpiou. Ta
uttéAoitra dedopéva gival Ta idia,
EKTOG aTTO OTI TO ETTITOKIO AYOPAG
gival 9%.
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AYZH
1. X.
Iouv. 1 Tapeiaka diabeoipa 3.880.000
'EknTwon OpoAoyiwv NMANpwTEWY 120.000
OpoAoyieg MANpwTEEC
Ekdoon ouodoyiwv 20-eToug OIAPKEIAC
aéiac $4.000.000 ue ermrokio 8% orto 97
$4.000.000x 0,97 = $3.880.000
Noep.30 Tokol — 'EE0da 163.000

‘EknTwon Opoloyiwv MANpwTEWY
Tapeiaka diabeoipa
KaraBoArj 6-unviaiou TOKOU OTOUC OLIOAOYIOUXOUG
Kai anooBeon 1n¢ eEkNTwong 20-£Touc opoAOyou
LIE EMITOKIO 8%
$120.000/40 nispiodor = $3.000
$4.000.000 x 0,04 = $160.000
2.
Noep.30  Tokol -E€0da
‘EknTwon OpoAoyinv MANPpOTEWY
Tapeiaka diabéaipa
KaraBoAr 6-unviaiou TOKOU OTOUG OLIOAOYIOUXOUC
Kai arnoopeon 1ne EkNTwong 20-£Toug ouoAoyou
LIE EMITOKIO 8%
$3.880.000x 0,09 x 0.5 = $174.600
$4.000.000 x 0,04 = $160.000

174.600

4.000.000

3.000
160.000

14.600
160.000



EOAPMOZTE TO!

‘Eotw ot n Carrot Tou nponyouuEvou na-
PAOEYUATOC UMOPET VA ayopAoEl oTnV ayo-
pd TIC oponoyieg Tne, agiag $200.000, 0To
95 Kal va Ti¢ anooupel. To Yneptiunua Ouo-
Aoyicdv NMAnpwTéwv napauével $2.830. Na
KATAPTIOETE TNV NUEPOADYIOKN EyYPaPN yIa
TNV KATaxwpnon Tng ayopdge kar andoupon
Tnv 1n loufiou 2017.




Mivakacg Tokwv kat Yrieptipnpatog OpoAoyiac: MeBobdoc
AmtoteAeopatikov Emttokiou

A B r A E T
EZapnviaioq EEapnviaia AvanooBeCTO
TokoG-"EE060 Kataponn Yneptiynpa NoyIoTIKN
AoyIoTIKA OTO0 6% Tékou AnooBeon Ouponfdyou Agia
EZapnviaio AZia yia oToug YNEPTIUANATOG oto Ténog oto Ténog
Mepiodoq othv Apxn Kataxwpnon OLOAOYIOUXOUG Opondyou TG MepidSou TG Mepiddou
Tokou ™G MNepIddou (3% x A) (3%:% x $200.000) (F-B) (E-A4) (A-A)
0 $8.530 $208.530
1 $208.530 $6.256 $7.000 §744 7.786 207.786
9 207.786 6.234 7.000 766 7.020 207.020
5 207.020 6.211 7.000 789 6.231 206.231
4 206.231 6.187 7.000 813 5.418 205.418
5 205.418 6.163 7.000 837 4,581 204.581
6 204.581 6.137 7.000 863 5548 203.718
7 203.718 6.112 7.000 888 2.830 202.830
8 202.830 6.085 7.000 915 1.915 201.915
9 204.915 6.057 7.000 943 972 200.972
10 200.972 6.028** 7.000 972 — 200.000

* FTpoyyunonoinon

**0 Tokog —EE060 TNE TEAEUTAIOC NepIdSOU IooUTal UE $6.028 (57.000 -$972). Kavovikd iooutal ue $6.029 (5200.972*0,03). H Siapopd undpxel
AGYw TNG OWPEUTIKAC ENIGPACNE TNG OTPOYYUAONoinong.

© Cengage Learning 2014



Mivakac Tokwv kat Yrieptipnpatoc OpoAoyiac: MgBodoc
AmtoteAeopatikov Emttokiou
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0

1 $208.530 $6.256

9 207.786 6.234

5 207.020 6.211

4 206.231 6.187

5 205.418 6.163

g 2048945 6.057
10 200.972 GI02EEE

* FTpoyyunonoinon

P

EEapnviaia

KatapoAn
Tokou
OToug

OMOAOYIOUXOUG
(3%% x $200.000)

$7.000
7.000
7.000
7.000
7.000

An6cBeon

YnEPTIMAMATOC

Ouondyou
(F-B)

$744
766
789
813
837

943
972

AvanocBECTO
Yneptiynpa
Ouponfdyou
oto TéNoG
TG MepidSou
(E-A)
$8.530
7.786
7.020
6.231
5.418
4,581

NOYIOTIKN
AZia
oto Ténog
TG Mepiddou
(A-A)
$208.530
207.786
207.020
206.231
205.418
204.581

202.830

200.972
200.000

**0 Tokog —EE060 TNE TEAEUTAIOC NepIdSOU IooUTal UE $6.028 (57.000 -$972). Kavovikd iooutal ue $6.029 (5200.972*0,03). H Siapopd undpxel

AGYw TNG OWPEUTIKAC ENIGPACNE TNG OTPOYYUAONoinong.

© Cengage Learning 2014



EOAPMOZTE TO!

‘Eotw ot n Carrot Tou nponyouuEvou na-
PAOEYUATOC UMOPET VA ayopAoEl oTnV ayo-
pd TIc ouonoyiec tne, a&iag $200.000, 0TO
95 Kal va Ti¢ anooupel. To Yneptiunua Ouo-
Aoyicdv NMAnpwTéwv napauével $2.830. Na
KATAPTIOETE TNV NUEPOADYIOKN EyYPaPN yIa
TNV KATaxwpnon Tng ayopdge kar andoupon
Tnv 1n loufiou 2017.

AYZH
2017
louA. 1 Oponoyiec MANPWTEECS 200.000
Yneptiunua Ouonoyi@dv NANPWTEWV 2.830
Képdoc and Andoupon OuoAoyIwY
Taueiaka AloBgaiua
Andoupon ouoAdyou, UE EMITOKIO 7%, 0To 95
AOKIMAZTE TO!

MA8, MA9, A10, A11, A13

12.830
190.000



Mia avevupn ETaIpEia NOANGE Ty 1n Anpl-
fiou ouoAoyieg agiag €1.000.000. To ovo-
LAoTIKO Toug enrtokio Eivarl 8% kal 0 TOKog
kataBaAneTal 1 lavouapiou kat 1 louRiou
kG6e £T0UC. N KATAQTIOETE NUEPONOYIAKES
EYYPOQEC VIa (a) Tnv €kdoon TwV ouoAo-
ViV 0to 100 kar (B) tnv kataBoin Tokou
v 1n loudiou. (y) Moo Atav To ouvoAIkO
NM000 TWV TOKWVY Y10 TO NPWTO £EAUNVO TOU
£T0uC;




EOAPMOZTE TO!

Mia avavuun Taipeia nwANcE thv 1n Anpi- AYZH
fiou OL,JOﬁOWEC GE,mC €1, 000.000. To (,)VO' (@) Anp.1  Tauelokd Alabéaiua 1.020.000
OOTIKO TOUC ENITOKIO Elval 8% KAl 0 TOKOG OuoRoyiee MTANDGTEES 1,000,000
katapdannetar 1 lavouapiou kai 1 loudiou T6k0! - ‘E080 20.000
kAP £T0UG. NO KATAPTIOETE NUEPONOYIOKES 'EK600N OLIOAOYIGY ENTOKIoU 8%
evypocpec via (@) Thv €kdoon Twv Iou(,)ﬁo- B l06h. 1 ToKol - EEode 40,000
viov 0to 100 kar (B) thv kataBoAn Tokou TaueiaKG AaBéano 10 000
v In loufiou. (y) 600 Atav To OUVORIKO KaTaBof Tékou
NO0G TWV TOKWV VI TO NPWTO EEAUNVO TOU
£T0UC (y) ZUvono T6kou-EE080: §40.000 - $20.000 = $20.000
AOKIMAZTE TO!
MA7, MA10, A12, A14, A15, A16




A AR ¥ e el e T

_/,,BAQI‘%CE Basics—Straight-line Method, Retirennent, and Conversion
: \ .

&:P 2 Abel Corporation has $10,000,000 of 1 0.5
TJune 1,

percent, 20-year bonds dated
20x7, with interest payment dates of May 31 and November 30. After

ten years the bonds are callable atr 104, and cach $1,000 bond is convertible into
25 shares of $20 par value common stock. The company’s fiscal year

ends on
PDecember 31. It uses the straight-line method to amortize bond premiums Or
discounts. .
Regrnived

1. Assume the bonds are issued at 103
a. How much cash is reccivedr?
b. How much is Bonds Payable?

. What is the difference between a and b called and how much is it?

d. With regard to the bond interest payment on November 30, 20x7:
(1) How much cash is paid in interest?

(2) How much is the amortization?
(3) How much is interest cxpense?

on June -1, 20x7.

2. Assume the bonds are issued at
a. How much cash is received?
b. How much is Bonds Payable?

. What is the difference betwecen a and b called and how much is it?
d. With regard to the bond interest payment on November 30, 20x7:
(1) Flow much cash is paid in interest?
(2) How much is the amortization?
(3) HMow much is interest expense?
3. Assume the issu

o7 on Jjunec 1, 20x7.

e price in requirement 1 and that

the bonds are called and
retired ten years later.
2. How much cash will

have to be paid to retire the bonds?

b. Is there a gain or loss on the retirerment, an

d if so, how much is it?
Assume the issue price in require
common stock ten years later.

a. Is there a gain or

ment 2 and that the bonds are converted to

loss on the conversion, and if so, how much is it?
b. Hlow many shares of common stock are issued in exchange for v
bonds:?

. In dollar amounts, how does this t -ansaction affect the total liabilities

and the total stockholders® equity of the company? In your answer, show
the effects on four accounts.

he



5. Assume that after ten years, market interest rates have dropped significantly and
that the price on the company’s common stock has risen significantly. Also
assume that management wants to improve its credit rating by reducing its debt
to equity ratio and that it needs what cash it has for expansion. Which approach
would management prefer—the approach and result in requirement 3 or 4z
Explain your answer. What would be a disadvantage of the approach you chose:



1.

Answer

Bonds issued at 103 on June 1, 20x7

Calculation of cash received:
$10,000,000 = 1.03 = %$10.300,000

Amount of Bonds Payable: %$10,000,000
Difference between a and b explained:

The difference o $300,000 between a and b is the bond premium.

Interest components

{1} | Cash paid in interest:

$10,000000 »x 0105 x & / 12
{2) Amortization computed:

$300,000 - ( 20 years ¥ 2 )=
{3) Interest expense computed:

Interest expense = $525,000 -

$7.500

Expense
Amortis.Prem.

Cash/Int.Payab.

$525.000

7,500

$517.,500



Answer (cont.)

Bonds issued at 97 on June 1, 20x7

Calculation of cash received:
$10.000,000 » 097 = $ 9.700,000

Amount of Bonds Payable: $10,000,000
Difference between a and b explained:

The difference o $300.000 between a and b is the bond discount.
Interest components

Expense Amortis. Disc.
Cash/Int.Payab

{1} Cash paid in interest:

$10,000,000 » 0105 ' x & / 12 = $525,
{2} Amertization computed:

$300,000 - ( 20 years X2 )= 7.500
(3) Interest expense computed:

Interest expense = $525000 + $7.500 = $532.500



Answer (cont.)

3. Bonds called and retired ten years later

a. Cash to retire bonds:
Call amount $%$10.,000,000 W 1.04 =

b. Gain or loss calculated: Ten years later: half of the
Carrying value: premium has been amortised
$10.,000,000 + { $£300.000 - $150.000 ) -

Since the call takes place after 10 years of a 20-year period, 50
percent or $150.000 of the $300,000 premium has been amor-
tized. Aloss exists because the call amount exceeds the carry-

ing value of the bonds. Loss amount =

$

10,400,000

10,150,000

$

250,000




Answer (cont.)

4. Bonds converted to commohn stock ten years later
a. |No gain or loss occurs in a bond conversion because the issued stock is re-
corded at the carrying value of the bonds that are converted.
b. |[Numbers of shares of common stock computed:
10,000 |, $1.,000 bonds » 25 |shares = 250,000 shares
c. |Effects of liabilities and stockholders' equity shown:

Bonds payable and its accompanying unamortized discount will be reduced Iin
the liabilities. Common stock and additional paid-in capital will be increased Iin
stockholders" equity.

Decrease in liakilities

Bonds payable $10.,000.,000
Unamortized bond discount $300,000 o 0.5 { 150,000)
Bond carrying value $ 9.850.,000

Since the call takes places after 10 years of a 20-year period, 50 percent or

$150,000 of the $300,000 discount ramains to be amortized.

Increasea in stockholdears' aquity
Common stock 250,000 shares =  $20 Di_ffe_rence_as $ 5.000.000
Additional paid-in capital paid in capital 4.850.000

Total common stock issue amount + 9.250,000




Answer (cont.)

5. UserInsight. Strategy of calling bonds when stock price has risen

The company ¢an improve its debt to equity ratio without using cash by calling the
bonds. Since the price of the company's stock has risen, the bondholders will be
better off electing to convert the bonds into common stock than selling them back

to the company at the call price. The bondholders then have the option of keeping
or selling the stock in the general market.



Interest and Amortization of a Bond
Discount: Effective Interest Method

TABLE 3. Interest and Amortization of a Bond Discount: Effective Interest Method

A B C D E F
Semiannual Semiannual Unamortized
Interest Interest Bond Carrying
Carrying Expense at Payment Discount Value
Semiannual Value at 10% to Be to Bondholders Amortization at End of at End of
Interest Beginning Recorded* (4'4% X of Bond Discount Period Period
Period of Period (5% x A) $100,000) (B —0) (E — D) (A + D)
0 $3,851
1 $96,149 $4,807 $4,500 $307 3,544
2 96,456 4,823 4,500 323 3,221
3 96,779 4,839 4,500 339 2,882
4 97,118 4,856 4,500 356 2,526
5 97,474 4,874 4,500 374 2,152
b 97,848 4,892 4,500 392 1,760
7 98,240 4,912 4,500 412 1,348
8 98,652 4,933 4,500 433 915
9 99,085 4,954 4,500 454 461
10 99,539 4,961t 4,500 461 —

*Rounded to the nearest dollar. fLast period’s interest expense equals 54,961 (54,500 + S46l); it does not equal 54,977
($99,539 x .05) because of the cumulative effect of rounding.



Bond Amortization — effective Interest
Method

Column A Column B — Use market interest rate
Carrying value = ($96,149 x .10 x 6/12 = $4,807)
Face value —
Unarr&?gélcjzl(jrc]itbond Column C — Use face interest rate on bond
l ($100,00 x .09 x 6/12 = $4,500)
v
A B C D E F
Semiannual Semiannual
Interest Interest to be Unamortized
Carrying Expense at Paid to Amortization Bond Carrying
Semiannual Value at 10% to be Bondholders of Bond Discount at Value at End
Interest Beginning of Recorded (4.5% x Discount End of Period of Period
Period Period (5% x A) $100,000) (B-0) (E-D) (A +D)
0 $3,851 $96,149

1 $96,149 $4,807 $4,500




Bond Amortization — effective Interest
Method

Discount amortized =
Effective interest expense —
Actual interest payment to
bondholders

($4,807 — $4,500 = $307)

Carrying value at beg. of

period + Amort. during the period
($96,149 + $307 = $96,456)

;

A B C E
Semiannual Semiannual
Interest Interest to be Unamortized
Carrying Expense at Paid to Amortization Bond Carrying
Semiannual Value at 10% to be Bondholders of Bond Discount at Value at End

Interest Beginning of Recorded (4.5% x Discount End of Period of Period

Period Period (5% x A) $100,000) (B-0) (E-D) (A +D)

0 $3,851 $96,149

1 $96,149 $4,807 $4,500 $307 3,544 96,456

T

Bond discount at beg. of period —

Current pd amort. ($3,851 — $307 = $3,544)




Bond Amortization — effective Interest
Method

Record first semiannual interest payment and
amortization of bond discount:

20x4

July 1  Bond Interest Expense 4,807
Unamortized Bond Discount 307
Cash (or Interest Payable) 4,500

Paid (or accrued) semiannual interest
to bondholders and amortized
discount on 9%, 5-year bonds



Effective Interest Method

P 3, Julio Corporation has $8,000,000 of 9.5 percent, 25-year bonds dated
March 1, 20x7, with interest payable on February 28 and August 31. The com-
pany’s fiscal year end is February 28. It uses the effective interest method to
amortize bond premiums or discounts. (Round amounts to the nearest dollar.)

Required

1. Assume the bonds are issued at 102.5 on March 1, 20x7, to yield an effec-
five interest rate of 9.2 percent. Prepare entries in journal form for March 1,
20x7, August 31, 20x7, and February 28, 20x8.

7. Assume the bonds are issued at 97.5 on March 1, 2007, to yield an effec-
tive interest rate of 9.8 percent. Prepare entries in journal form for March 1,
20x7, August 31, 20x7, and February 28, 20x8.

3. User Insight: Explain the role that market interest rates play in causing a
premium in requirement 1 and a discount in requirement 2.



Answer - Premium Amortisation

A B C [ E F
Semiannual Semiannual |Semiannual unamartised bond
/'a |Interest period |CV bond h/fw |interest exp'n |interest paymnt amortisation [premium CV bond c/fw
CVx9.2%x6/12 | 8,000,000x9.5%x6/12 (C-B} (E-D) (A-D)

March 1 2007 200 000 a,200 000
1 Aug 312007 8,200 000 377 200 360,000 2,800 1597 200 8,197 200

2| Febr 25 2003 8,197 200 377 07 360,000 , 194, 1
3 a,194 271 a7 53k 00 001 1/J65 1491 207 a,191 207
4 g,191 207 376,796 460 002 3,20k 164 000 g,186 000
5 8,188 000 376 48 360,003 3,355 184 Bd5 g,184 645
b 8,184 645 376 494 360,004 3510 181,135 g,181 135
7 8,181,135 376 332 360 005 3673 177 462 8,177 462
g 8,177 462 376,163 360 006 3,643 173619 8173615
4 8,173 615 375 966 360 007 4 021 169 599 8,169 594
10 8,169 599 375 802 360,008 4,206 165,392 8,165 392




Answer — Premium Amortisation

8,000,000 x
1.025

1. Entries prepared in jJournal form for bonds issued at more thhan face wvallse”

ZO0xXT /
Mar. 1 Cash 8.200_ 000

Unamortized Bond Pramium 200,000
Bonds Payable 2. 000 000
Sold 9. 5%, 25-yaar bonds at 1025
Aug. 31 Bond lnteraest Expansea

3TT.200
Unamortized Bond Pramium 2.800
Cash 380 .000
Faid semiannual interaest and amortized
the pramium on 2.5%, 25-year bonds
Z0xEa
Feb. 28 Bond Interest Expense 3TT.0T1
Unamortized Bond Pramium 2.929
Bond Interest Payablea S80.000

Paid semiannual interaest and amortized
tha pramium on 9 5% 26-vaar bonds



Answer — Discount Amortisation

A B C I E F
Semiannual Semiannual |Semiannual unamortised bond
/'a [Interest period [CV hond b/Aw |interest exp'n |interest paymnt amortisation |discount CV bond c/fw
CVx9.8%x6/12 | 8,000,000:9.5%x6/12] (B-0C) (E-D) (A+D)
Ul March T 2007 00 ¢ ol 0
1] Aug a1 2007 7 800,000 382,200 450,000 2,200 197 800 7 802 200
2| Febr 28 2008 7 602 200 352 308 350,000 2,308 195 452 7 604 508
3 ¢ ald Alo a0 421 ol U1 2420 143 17 ¢ dlb B0
4 7 806 528 382 539 60,002 2537 190 535 7 809 465
f 7 604 465 352 Abd 360 003 2 Ab1 157 874 7812128
b 7 812126 382,794 460,004 2,790 185054 7 814 51k
7 7 814 316 382 531 360,005 2926 182,150 7 817 pd2
i 7 817 542 353,074 360 006 3,060 179,050 7 820 910
9 7 820 310 383,225 360 007 3,218 175 872 7 824 128
1M JTRM 1R A9 3R7 A NnA 1374 170 457 7 RA AN




Answer — Discount Amortisation

8,000,000 x
z.

Entries prepared in journal form for bonds issued at less than face wvajlus

0.975
20xT

rar. 1 Cash 'ﬂSDDﬂﬁﬁ4§;;/,
Unamortized Eond Discount

200 000
Bonds Payable

2.000 . .000
Sold 92.5%, 25-year bonds at @7.5
sy, 31 Bond Interest Expaenseae

IeZ2 200
Unamortized Bond Discount
Cash

2.200

380 . 000
FPaid semiannual interest and amortized

the discount on 9.5%, 25-year bonds

Z0xe
Feb. 28 Bond interaest Expaense

IeZ2_ 308
Unamortized Bond Discount Z2.308
Cash

380 . 000
FPaid semiannual interest and amortized

the discount on 2.5%, 25 -vyvear bonds

3. User Insight: Role of market interest rate s

Market interest rates play a role in creating the premium

and discount in the previous
example. VWhen market rates are abowve the face interest rate. a discount exists. When
market rates are below the face interest rate. a pramium aexists.



Bonds Issued at a Discount and a Premium—Effective Interest Method

P 4. Waxman Corporation issued bonds twice during 20x7. A summary of the
transactions involving the bonds follows.

20x7
Jan. 1
Mar. 1
June 30
Sept. 1
Dec. 31
31
20x8
Mar. 1
Required

1. Prepare entries in

Issued $6,000,000 of 9.9 percent, ten-year bonds dated January
1, 20x7, with interest payable on June 30 and December 31. The
bonds were sold at 102.6, resulting in an effective interest rate of
9.4 percent.

Issued $4,000,000 of 9.2 percent, ten-year bonds dated March 1,
20x7, with interest payable March 1 and September 1. The bonds
were sold at 98.2, resulring in an effective interest rate of

9.5 percent.

Paid semiannual interest on the January 1 issue and amortized the
premium, using the effective interest method.

Paid semiannual interest on the March 1 issue and amortized the
discount, using the effective interest method.

Paid semiannual interest on the January 1 issue and amortized the
premium, using the effective interest method.

Made an end-of-year adjusting entry to accrue interest on the
March 1 issue and to amortize two-thirds of the discount appli-
cable to the second interest period.

Paid semiannual interest on the March 1 issue and amortized

the remainder of the discount applicable to the second interest
period.

ournal form to record the bond transactions. (Round

amounts to the ncarest dollar.)



Answer — Premium Amortisation with
Effective Interest

il B C [ E F
Semiannual Semiannual Unamortised
Interest CV hond Interest Semiannual Bond
a‘a| Period bh/fw Expense Interest Payment |Amortisation| Premium |CV bond c/fw
CVx9,4%x1/2 [6.000.000x9,9%x12 C-B E-D A-D
156.000
A 288 352 2497 .000 148.332
A 285897 2497 .000 140.304 .
ol . a[ul w RN EIN . 00 Anle/n
4 F.131.895 2085199 2497 .000 5.801 123.097 H.123.097
o F.123.097 287 766 2497 .000 4214 113.883 F.113.8683
R F.113.8583 287 352 2497 .000 4 h43 104.235 F.104.235
7 F.104.235 20h.8og 2497 .000 10.101 54154 F.094.154
g F.094.154 28R 424 2497 .000 10.57k 03.558 F.055.550
g F.055.555 205 947 2497 .000 11.073 72 406 F.072. 486
10 F.072 486 285407 2497 .000 11.683 FO.B93 F.0R0. 8593




Answer — Discount Amortisation with
Effective Interest

il B C D E F
Semiannual Semiannual Unamortised
Interest CV bond Interest Semiannual Bond
a/a| Period h/fw Expense Interest Payment |Amortisation| piscount |CV bond cfw
CVx9.5%x1/2 | 4.000.000x9,2%x1/2 B-C E-D A+D

Sep.1

$3.52a. 000

156,560

il

March.1

$3.530. 560

156,703

$3.933.283

4 3,936,113 156,905 184,000 $2.9h5 a0.921 $3.939.079
] $3.959 07 167,106 184,000 $3. 106 ¥/ 815 3,942 185
b $3.942 185 $167. 254 184,000 33,254 54 561 $3.945. 439
7 $3.945, 439 167 405 184,000 $3.403 $51.153 $3.94a5.647
g $3.94a.647 167 570 184,000 $3.5710 $47.503 §3.952 417
H §3.982 417 167,740 $184.000 $3.7400 43843 $3.956. 157
10 $3.956.157 B1E7.917 $184.000 §3.917 535 925 $3.960.075




Answer (cont.)

$6,000,000
x 1.026

20x7
Jan. 1 Cash 6.156.000

Unamortized Bond Premium 156.000

Bonds Payable 6.000.000

Sold 9.9%, 10-year bonds at 102.6
Mar. 1 Cash 3.928.000 ——==———_ $4,000,000
Unamortized Bond Discount 72.000 x 0.982
Bonds Payable 4.000.000

Sold 9.2%, 10-year bonds at 98.2



Answer (cont.)

June

30

Bond Interest Expense

289.332

Unamortized Bond Premium

7.668

Cash

297.000

Paid semiannual interest on 9.9%, 10-year

bonds and amortized the nremium

Sept.

Bond Interest Expense

186.580

Unamortized Bond Discount

2.580

Cash

184.000

Paid semiannual interest on 9.2%, 10-year

bonds and amortized the discount




Answer (cont.)

20x7

Dec.

31

Bond Interest Expense

288.972

Unamortized Bond Premium

8.028

Cash

297.000

Paid semiannual interest on 9.9%, 10-year

bonds and amortized the premium

31

Bond Interest Expense

124.468~

Unamortized Bond Discount

1801

Interest Payable

To record accrual of 4 months' interest

expense and amortization of the discount

on 9.2%, 10-year bonds




Answer (cont.)

20x8
Mar. Bond Interest Expense 62.23
Interest Payable N122.667
Unamortized Bond Discount 901
Cash 184.000

Paid semiannual interest on 9.2%, 10-year

bonds and amortized the discount for the

remainder of the interest period




Na unofoyiogte to 6eiktn KaAubng Tokwv via Ta €Tn 2013
kai 2014 e Bdon Ta akdnouba dedouéva and Tic Kataotd-
0€IC AnoteneopdTwv XpNOEWE HId avavUUNG ETAIPEINC:

2014 2013
Neroupyika Képdn §27.500 §34.000
Tokol - ‘E€o6a _ 5,000 _4.000
KEnon mpo OGPV $22.500 $30.000
(06poc Eloodnuatog 8.250 10.200

KaBapd Képdn §14.250 $19.800




Na unofoyiogte to 6eiktn KaAubng Tokwv via Ta €Tn 2013
kal 2014 pe BAon Ta akdnouda Gedopéva ano Tic Kataota-
0€IC AnoteneopdTwv XpNOEWE HId avavUUNG ETAIPEINC:

2014 2013
NertoupyIkG Képdn $27.500 $34.000
Tokol - ‘E€o6a _ 5000 _4.000
Kéndn npo Oopwv §22.500 $30.000
(06poc Eloodnuatog 8250 10.200
KaBapd Képan §14.250 §19.800

EGAPMOZTE TO!

AYIH
2013
$30000 + $4.000  §34000 —_ §
64000 4000 s
2014
$22.500 + $5.000  $27.500 5 ok
5000  §5000 =
AOKIMALTE TO!

MA12, A18



