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Long Term Liabilities



What Is a Bond Issue?

A bond issue is the total value 
of bonds issued at one time 

Prices of Bonds
Stated in terms of a percentage of face 
value

• Bonds selling at 100
• Sell at face or par value

• Bonds selling above 100
• Sell at a premium

• Bonds selling below 100
• Sell at a discount

For example, a 
$1,000,000 bond issue 
could consist of one 

thousand, $1,000 bonds

Bond rate 
higher than 
Market rate

Bond rate 
below the 

Market rate



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 
  

      
 

Bonds Issued at a Discount



Interest and Amortization of a Bond 
Discount: Effective Interest Method



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) 

  

      
 

Bonds Issued at a Premium



Interest and Amortization of a Bond 
Premium: Effective Interest Method



Record the retirement of the bonds:

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.

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

20x7    
July 1 Bonds Payable 100,000  
 Unamortized Bond Premium 1,447  
 Loss on Retirement of Bonds 3,553  
  Cash  105,000 
   Retired 9% bonds at 105   
 

Callable Bonds Illustrated



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:

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

20x7    
July 1 Bonds Payable 100,000  
 Unamortized Bond Premium 1,447  
  Common Stock  32,000 
  Additional Paid-in Capital  69,447 
   Converted 9% bonds payable into $8 

par value common stock at a rate of 
40 shares for each $1,000 bond 

  

 

Convertible Bonds Illustrated

40 x $100,000 / $1,000 
= 4,000 shares x $8 = 

$32,000







Answer

Expense
Amortis.Prem. Cash/Int.Payab.



Answer (cont.)

Expense Amortis. Disc.
Cash/Int.Payab



Answer (cont.)

Ten years later: half of the 
premium has been amortised



Answer (cont.)

Difference as 
paid in capital



Answer (cont.)



Interest and Amortization of a Bond 
Discount: Effective Interest Method



 
 

 A B C D E F 
 
 
 

Semiannual 
Interest 
Period 

 
 

Carrying 
Value at 

Beginning of 
Period 

Semiannual 
Interest 

Expense at 
10% to be 
Recorded 
(5% x A) 

Semiannual 
Interest to be 

Paid to 
Bondholders 

(4.5% x 
$100,000) 

 
 

Amortization 
of Bond 
Discount 
(B – C) 

 
Unamortized 

Bond 
Discount at 

End of Period 
(E – D) 

 
 

Carrying 
Value at End 

of Period 
(A + D) 

0         $3,851  $96,149  
1 $96,149  $4,807  $4,500        

 

Bond Amortization – effective Interest 
Method

Column B – Use market interest rate  
($96,149 x .10 x 6/12 = $4,807)

Column C – Use face interest rate on bond 
($100,00 x .09 x 6/12 = $4,500)

Column A
Carrying value = 

Face value –
Unamortized bond 

discount



Bond Amortization – effective Interest 
Method

 
 

 A B C D E F 
 
 
 

Semiannual 
Interest 
Period 

 
 

Carrying 
Value at 

Beginning of 
Period 

Semiannual 
Interest 

Expense at 
10% to be 
Recorded 
(5% x A) 

Semiannual 
Interest to be 

Paid to 
Bondholders 

(4.5% x 
$100,000) 

 
 

Amortization 
of Bond 
Discount 
(B – C) 

 
Unamortized 

Bond 
Discount at 

End of Period 
(E – D) 

 
 

Carrying 
Value at End 

of Period 
(A + D) 

0         $3,851  $96,149  
1 $96,149  $4,807  $4,500  $307  3,544  96,456  

 

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)

Bond discount at beg. of period –
Current pd amort. ($3,851 – $307 = $3,544)



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 

  

 

Record first semiannual interest payment and 
amortization of bond discount:

Bond Amortization – effective Interest 
Method





Answer - Premium Amortisation



Answer – Premium Amortisation

8,000,000 x 
1.025



Answer – Discount Amortisation

(B – C)



Answer – Discount Amortisation

8,000,000 x 
0.975







Answer – Premium Amortisation with 
Effective Interest



Answer – Discount Amortisation with 
Effective Interest

Discount



Answer (cont.)

1 6.156.000
156.000

6.000.000

1 3.928.000
72.000

4.000.000

Unamortized Bond Premium

Unamortized Bond Discount

20x7

Sold 9.2%, 10-year bonds at 98.2

Cash

Mar.

Bonds Payable

Cash

Bonds Payable
Sold 9.9%, 10-year bonds at 102.6

Jan.

5.4 · 30

$6,000,000 
x 1.026

$4,000,000 
x 0.982



Answer (cont.)

30 289.332
7.668

297.000

( $6.000.000 x 0,099 x 6 / 12 )  œ
( $6.156.000 x 0,094 x 6 / 12 )  =

$297.000 œ
1 186.580

2.580
184.000

( $3.928.000 x 0,095 x 6 / 12 )  œ
( $4.000.000 x 0,092 x 6 / 12 )  =

$186.580 œ

June

Paid semiannual interest on 9.9%, 10-year

$184.000

bonds and amortized the discount

Cash

Sept.
$289.332

Bond Interest Expense

bonds and amortized the premium

Bond Interest Expense

Unamortized Bond Premium

Unamortized Bond Discount

= $2.580

= $7.668

Paid semiannual interest on 9.2%, 10-year

Cash

5.4 · 31



Answer (cont.)

31 288.972
8.028

297.000

( x 0,099 x 6 / 12 )  œ
( x 0,094 x 6 / 12 )  =

œ =
31 124.468

1.801
122.667

( x 0,095 x 4 / 12 )  œ
( x 0,092 x 4 / 12 )  =

œ =$124.468

20x7
Dec. Bond Interest Expense

Interest Payable

Bond Interest Expense

Cash

To record accrual of 4 months' interest 

Paid semiannual interest on 9.9%, 10-year
bonds and amortized the premium

on 9.2%, 10-year bonds
expense and amortization of the discount 

Unamortized Bond Premium

Unamortized Bond Discount

$6.000.000
$6.148.332
$297.000 $8.028

$1.801

$288.972

$122.667
$4.000.000
$3.930.580

*

**

5.4 · 32

Slide 28

Amortisation (4/6 
of the discount 

applicable for the 
period – Sept.1 to 

Dec.31)

4/6 months of  
interest payable on 
the face value of the 
Mar. 1 issue (Sept.1 

to Dec.31)

4/6 months of  
interest expense 

(Sep.1 to Dec.31) of 
the Mar. 1 issue)



Answer (cont.)

1 62.234
122.667

901
184.000

( x 0,095 x 2 / 12 )  œ
( x 0,092 x 2 / 12 )  =

œ =

* œ $7.668 =
** + $2.580 =$3.928.000 $3.930.580

$6.148.332$6.156.000

$62.234

bonds and amortized the discount for the 

Interest Payable

$3.930.580
$4.000.000

$61.333 $901

remainder of the interest period

Paid semiannual interest on 9.2%, 10-year

Bond Interest ExpenseMar.
20x8

Unamortized Bond Discount
Cash

5.4 · 33

Amortisation for 2 
months (Dec.31 to 

Mar.1)

See slide 29

2/6 months of  
interest expense 
(Dec.31 to Mar.1)

Accrued interest 
from the previous 
period is paid now



Answer (cont.)

a.
$289.332
186.580
288.972
124.468

$889.352

b.

$297.000
184.000
297.000

$778.000

30June

30
1

Sept. 1

June
Sept.
Dec.
Dec.

Cash paid for interest:

31
31

Total

Total cash paid for 20x7 bond issues:

Bond interest expense in 20x7: $889.352

$778.000

Dec. 31
Total

5.4 · 34
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