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-Assess debt features and their implications.
-Compute the debt-to-equity ratio and explain its use.
-Prepare entries to record bond issuance and interest expense.
-Compute and record amortization of bond discount using straight-
line method.
-Compute and record amortization of bond premium using straight-
line method.
--Record the retirement of bonds.



bond financing
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Bond Interest Payments

Corporation Investors

Bond Issue 
Date

Bond Interest Payments

Interest Payment = Bond Par Value × Stated 
Interest Rate x Time

Bond Financing
Transactions during the bond life
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Bond Financing

Bonds do not affect 
owner control.

Interest on bonds is tax 
deductible.

Bonds can increase 
return on equity.

Advantages

Bonds require payment 
of both periodic interest 

and par value at 
maturity.

Bonds can decrease 
return on equity.

Disadvantages

www.midocean.ae



Bond Trading

Bonds are securities that can be purchased or sold 
in the securities markets. They have a market 

value which is expressed as a percent of their par 
value. The closing price indicates that the IBM 
stock is being sold at 103.08% of face value.  
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Bond Issuing Procedures (Bond 
indenture)
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Prepare entries to record 
bond issuance and 
interest expense.

Learning Objective
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Issuing Bonds at Par
On Dec. 31, 2017, a company issued the following bonds:

Par Value: $100,000
Stated Interest Rate: 8%

Interest Dates: 6/30 and 12/31
Maturity Date = Dec. 31, 2019 (2 years)
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$100,000 × 8% × ½ year = $4,000

Issuing Bonds at Par

On June 30, 2018, the issuer of the bond pays the first 
semiannual interest payment of $4,000.

This entry is made every six months until the bonds mature.
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Issuing Bonds at Par

On December 31, 2019, the bonds mature and the issuer of the 
bond pays face value of $100,000 to the bondholders.
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Bond Discount or Premium
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Compute and record 
amortization of bond 

discount using straight-
line method.

Learning Objective
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Fila issues bonds with the following provisions: 
Par Value: $100,000
Issue Price: 96.454% of par value
Stated Interest Rate: 8%
Market Interest Rate: 10%
Interest Dates: 6/30 and 12/31
Bond Date: Dec. 31, 2017 
Maturity Date: Dec. 31, 2019 (2 years)

Issuing Bonds at a Discount

} Bond will sell at a discount.
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On Dec. 31, 2017, Fila should record the bond issue.

Issuing Bonds at a Discount

Par value $  100,000 
Cash proceeds 96,454 *
Discount $      3,546 
*$100,000 x 96.454%

Contra-Liability
Account

www.midocean.ae



Straight-Line Amortization Table
Interest Interest Discount Unamortized Carrying

Date Payment Expense Amortization* Discount Value
12/31/2017 3,546$          96,454$    
6/30/2018 4,000$       4,887$       887$             2,659            97,341      

12/31/2018 4,000         4,887         887               1,772            98,228      
6/30/2019 4,000         4,887         887               885               99,115      

12/31/2019 4,000         4,885         885               -                    100,000    
16,000$     19,546$     3,546$          

* Rounded.

Amortizing a Discount Bond

These two columns always 
sum to par value for a 

discount bond.
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Long-term Liabilities:
    Bonds Payable 100,000   
    Less:  Discount on Bonds Payable 3,546        96,454    

Partial Balance Sheet as of Dec. 31, 2017

Maturity Value Carrying Value

Issuing Bonds at a Discount
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Compute and record 
amortization of bond 

premium  using straight-
line method.

Learning Objective
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Adidas issues bonds with the following provisions: 
Par Value: $100,000
Issue Price: 103.546% of par value
Stated Interest Rate: 12%
Market Interest Rate: 10%
Interest Dates: 6/30 and 12/31
Bond Date: Dec. 31, 2017 
Maturity Date: Dec. 31, 2019 (2 years)

Issuing Bonds at a Premium

} Bond will sell at a premium.
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Issuing Bonds at a Premium

Par value $  100,000 
Cash proceeds 103,546 *
Premium $      3,546 
*$100,000 x 103.546%

Adjunct-Liability
Account

On Dec. 31, 2017, Adidas will record the bond issue as:
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Issuing Bonds at a Premium

Long-term Liabilities:
    Bonds Payable 100,000   
    Plus:  Premum on Bonds Payable 3,546        103,546   

Partial Balance Sheet as of Dec. 31, 2017

Maturity Value

Carrying Value
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Straight-Line Amortization Table
Interest Interest Premium Unamortized Carrying

Date Payment Expense Amortization* Premium Value
12/31/2017 3,546$          103,546$      
6/30/2018 6,000$     5,113$     887$             2,659            102,659        

12/31/2018 6,000       5,113       887               1,772            101,772        
6/30/2019 6,000       5,113       887               885               100,885        

12/31/2019 6,000       5,115       885               -                    100,000        
24,000$   20,454$   3,546$          

* Rounded.

Amortizing a Premium Bond
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Amortizing a Premium Bond

$3,546 ÷ 4 periods = $887 (rounded)

$100,000 × 12% × ½ = $6,000

Adidas will make the following entry every six 
months to record the cash interest payment and 

the amortization of the discount.
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Record the retirement of 
bonds.

Learning Objective
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Bond Retirement

Retirement of the Fila bonds at maturity for $100,000 
cash.

Because any discount or premium will be fully amortized at 
maturity, the carrying value of the bonds will be equal to par value.
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Bond Retirement before Maturity
Carrying Value > Retirement Price = Gain
Carrying Value < Retirement Price = Loss

Assume that $100,000 of callable bonds will be retired on July 1, 
2017, after the first interest payment. The bond carrying value is 

$104,500.The bonds have a call premium of $3,000.  
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Bond Retirement

Conversion of Bonds to Stock

On January 1, $100,000 par value bonds of Converse, with a 
carrying value of $100,000, are converted to 15,000 shares of $2 

par value common stock.

15,000 shares × $2 par value per share
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Explain the types of notes 
and prepare entries to 

account for notes.

Learning Objective
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Note Maturity 
Date

Note Payable

Cash

Company Lender

Note Date

When is the repayment of the principal 
and interest going to be made?

Long-Term Notes Payable
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Note Maturity 
Date

Company Lender

Note Date

Single Payment of 
Principal plus 

Interest

Long-Term Notes Payable

Single Payment of Principal 
plus Interest
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Note Maturity 
Date

Company Lender

Note Date

Regular Payments of Principal plus Interest

Regular Payments of 
Principal plus Interest

Long-Term Notes Payable
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Installment Notes
On January 1, 2017 Foghog borrows $60,000 from a bank to 

purchase equipment. It signs an 8% installment note requiring 3 
annual payments of principal plus interest.

Computation Table 
Table 
Value

Present 
Value Payment

Principal divided 
by PV factor

PV of 
Annuity of 
$1 (B.3) 2.5771 60,000 23,282   

Compute the periodic payment by dividing the face amount 
of the note by the present value factor.
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Installment Notes with Equal Payments
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Installment Notes with Equal Payments
Let’s record the first payment made on December 31, 2017 by 

Foghog to the bank.

Refer back to the amortization schedule to make the December 
31, 2018 payment on the note.
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Mortgage Notes and Bonds

A mortgage is a legal agreement that helps protect 
the lender if the borrower fails to make the 

required payments.

It gives the lender the right to be paid out of the 
cash proceeds from the sale of the borrower’s 
assets specifically identified in the mortgage 

contract.  
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Compute the 
debt-to-equity ratio and 

explain its use.

Learning Objective
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This ratio helps investors determine the risk of investing 
in a company by dividing its total liabilities by total 

equity.

Debt-to-Equity Ratio
Debt-to-

equity ratio

Total liabilities

Total equity
=
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Thank You


