
Chapter 15—Long-Term Liabilities 
 
 
CHAPTER OVERVIEW 
 
In Chapters 13 and 14 you learned about topics related to shareholders’ equity. Contributed capital is a 
major source of funds for corporations. However, companies obtain funds from other sources as well. 
Ideally, profitable operations will supply a significant amount of these funds. Corporations can also obtain 
additional funds by borrowing. In this chapter we examine long-term liabilities, particularly bonds and 
leases. The learning objectives for the chapter are to 
 

1. Define bonds payable and the types of bonds. 
2. Determine the price of a bond, and account for basic bond transactions. 
3. Amortize a bond discount and premium by the straight-line amortization method and the 

effective-interest amortization method. 
4. Account for retirement and conversion of bonds. 
5. Show the advantages and disadvantages of borrowing. 
6. Report lease and employee future benefits liabilities. 

 
Appendix to Chapter 15 Time Value of Money:  Future Value and Present Value. The learning objectives 
for the appendix are: 
     A1. Compute the future value of an investment. 
     A2. Compute the present value of a single future amount and the present value of an annuity. 
     A3. Determine the cost of an asset acquired through a capital lease.  
 
CHAPTER REVIEW 
 
Objective 1 - Define bonds payable and the types of bonds. 
 
Bonds payable are groups of long-term notes payable issued to multiple lenders. 
Corporations issue bonds (typically in $1,000 units) to borrow large amounts of money from thousands 
of individual investors. The bond certificate states the 1) principal amount (also called maturity value 
or par value), 2) interest rate, 3) maturity date, and 4) dates that interest payments are due. Exhibit 15-1 
in your text presents a typical bond certificate.  Usually the corporation will use an underwriter to place 
the bonds.  The underwriter will either purchase the bonds directly (and then resell them to clients) or sell 
the bonds on commission. 
 
Term bonds mature at the same time. Serial bonds mature in installments over a period of time. 
Unsecured bonds are called debentures. Secured bonds may be referred to as mortgage bonds (i.e., used 
to purchase a building). The owners of a secured bond have the right to take specified assets of the issuer 
in the event of default.   
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Objective 2 – Determine the price of a bond and account for basic bond transactions  
 
Bonds issued at a price above maturity (par) are being sold at a premium; bonds issued at a price below 
maturity (par) are being sold at a discount. 
 
Bonds are often traded on bonds markets. Bond prices are quoted at a percentage of their maturity value. 
For example, a $10,000 bond selling for 97 would sell for $9,700.  
 
A basic understanding of the concept of present value is necessary to understand bond prices. When 
companies borrow money they have to pay interest on the debt. To the lender this represents the time 
value of money. Therefore, a lender would not be interested in giving up $500 today only to receive $500 
five years from now. If the lender wants to receive $500 in five years, the question is, how much would 
the lender be willing to give up today to do so? The answer to the question represents the present value of 
that future amount ($500). Present value is discussed in detail in the Chapter 15 Appendix.  
 
The price at which bonds are sold is determined by the contract interest (stated) rate and the market 
interest (yield) rate. The contract rate is the amount (expressed as a percent) listed on the bond 
certificate. The market rate is the amount that potential investors are currently demanding for their 
money. When the contract rate is less than the market rate the bonds have to be sold at less than their face 
value (called a discount) to attract investors. Conversely, when the contract price is greater than the 
market rate, the bonds will sell at a premium. Exhibit 15-3 in your text illustrates this relationship. 
 
The simplest transaction occurs when bonds are issued on an interest date and no difference exists 
between the stated rate and the market rate. Debit Cash and credit Bonds Payable. When interest is paid, 
debit Interest Expense and credit Cash. When the bonds mature and are paid off, debit Bonds Payable and 
credit Cash. 
 
When bonds are issued between interest dates (or sold “plus accrued interest”), the corporation collects 
the accrued interest from the purchaser, in addition to the selling price of the bonds. Debit Cash, credit 
Bonds Payable, and credit Interest Payable. 
 
The first interest payment is recorded with a debit to Interest Expense, a debit to Interest Payable, and a 
credit to Cash (for the full 6 months’ interest payment). 
 
Interest payments are not prorated based on the issue date. The interest payment to the purchaser is 
composed of the accrued interest collected from the purchaser plus the interest expense from the sale date 
to the next interest date; in other words, the full 6 months’ interest. 
 
Issuing Bonds at a Discount 
 
If the market interest rate is higher than the stated rate of a bond issue, then the issuer must sell the bonds 
at a discount, which is at less than face value, in order to attract buyers. The entry debits Cash, debits 
Discount on Bonds Payable, and credits Bonds Payable. 
 
Discount on Bonds Payable is a contra account to Bonds Payable. On the balance sheet, the discount 
balance is subtracted from Bonds Payable to equal the book value or carrying amount of the bond issue. 
The issuer will have to repay the face value of the bonds when they mature. Therefore, a discount is 
additional interest expense to the issuer. 
 
Issuing Bonds at a Premium 
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If the market rate is lower than the stated rate of a bond issue, then the issuer can sell the bonds at a 
premium, that is, for more than face value. The entry debits Cash, credits Bonds Payable, and credits 
Premium on Bonds Payable. Premium on Bonds Payable is added to Bonds Payable on the balance 
sheet to show the book value or carrying amount. The issuer will have to repay only the face value of the 
bonds when they mature. Therefore, a premium is treated as a reduction of the issuer’s interest expense. 
The premium is allocated to reduce interest expense over the life of the bonds, in accordance with the 
matching principle. 
 
 
Objective 3 - Amortize a bond discount and premium by the straight-line 
amortization method and the effective-interest amortization method.  
 
There are two methods for amortizing bond discounts and bond premiums: the straight-line method and 
the effective-interest method. 
 
The straight-line method of amortization of bond discounts or bond premiums involves dividing the 
discount or premium into equal amounts for each interest period. 
 
The discount is allocated to Interest Expense over the life of the bonds, in accordance with the matching 
principle. Straight-line amortization of the discount is computed by dividing the discount by the number 
of interest periods during the life of the bonds. On each interest date the entry to record interest expense 
debits Interest Expense, credits Cash, and credits Discount on Bonds Payable. Therefore, the total cost to 
the corporation of borrowing the money is the sum of the interest payments plus the discount. 
 
Straight-line amortization of the premium is computed by dividing the premium by the number of interest 
periods during the life of the bonds. On each interest date the entry to record interest expense debits 
Interest Expense, debits Premium on Bonds Payable, and credits Cash. 
 
Adjusting entries are prepared to accrue interest and amortize the discount or premium for the period 
from the last interest date to the end of the accounting period. Debit Interest Expense, credit Interest 
Payable, and either debit Premium on Bonds Payable or credit Discount on Bonds Payable. 
 
The objective of the effective-interest method is to match interest expense as a constant percentage of the 
changing carrying value of the bonds rather than as a constant amount each period. The effective-interest 
rate is the market rate in effect when the bonds are sold. Three steps are followed when using the 
effective-interest method: 

 
1. Interest expense is calculated by multiplying the effective-interest rate by the carrying value of 

the bonds. (This amount changes each period.) 
 

2.  The cash paid to bondholders is calculated by multiplying the stated interest rate by the principal 
amount of the bonds. (This amount is the same each period.) 

 
3. The difference between the interest expense and the cash paid is the amount of discount or 

premium amortized. 
 
 
As with straight-line amortization, adjusting entries must be prepared for a partial period from the last 
interest date to the end of the accounting period in order to accrue interest and amortize bond discount or 
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premium. Debit Interest Expense, credit Interest Payable, and either debit Premium on Bonds Payable or 
credit Discount on Bonds Payable.  
 
Carefully study Exhibits 15-4 and 15-6 in your text in order to understand the effective-interest method. 
 
 
 
 
Study Tip:  Carrying value equals principal plus premium or minus discount. 
 
 
Review Exhibits 15-5 and 15-7 in your text. 
 
Objective 4 - Account for retirement and conversion of bonds. 
 
Sometimes corporations retire bonds prior to the maturity date. Callable bonds may be retired at the 
option of the issuer. An alternative to calling bonds is to purchase them in the open market at their current 
market price. If interest rates have dropped, the issuer may compare the book value of the bonds to the 
market price to decide whether to retire the bonds. When bonds are retired and the bonds were initially 
sold at either a premium or discount, the entry to retire the bonds must also remove the unamortized 
premium or discount from the books. A gain (or loss) on retirement results when the carrying value of 
the bonds is greater (or lesser for a loss) than the cash paid for the bonds. Any gain or loss on the early 
retirement of debt that are both abnormal in size and unusual be reported separately (as a non-operating 
item) on the income statement before income tax and discontinued operations and extraordinary items.  
 
Bonds that can be converted into common shares are called convertible bonds. Investors will convert the 
bonds when the share price of the issuing company increases to the point that the shares have a higher 
market value than the bonds. The entry transfers the bond carrying amount into shareholders’ equity: 
 
 Bonds Payable          XX 
 Premium on Bonds Payable (if applicable)   XX 
  Discount on Bonds Payable (if applicable)    XX 
     Common Shares           XX 
      
Study Tip: Note both Premium and Discount cannot appear in the same entry. 
 
There will never be a gain or loss recorded on the conversion of bonds. The credit to Common Shares is 
equal to the carrying value of the bonds (Bonds Payable + Premium or Bonds Payable - Discount).  

 
Objective 5 - Show the advantages and disadvantages of borrowing. 
 
Advantages of borrowing: 
 

1. Borrowing does not affect ownership; bondholders are creditors, not shareholders. 
2. Interest on debt is deductible for tax purposes. 
3. Using leverage usually increases EPS. This means that the corporation earns a return on the 

borrowed funds that is greater than the cost of the borrowed funds. 
 
Disadvantages of borrowing: 
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1.  High interest rates 
2.  Interest on debt must be paid; dividends on shares are optional. 

 
 
Objective 6 – Report lease and employee future benefits liabilities  
 
A lease is a rental agreement in which the tenant (lessee) agrees to make rent payments to the property 
owner (lessor) in exchange for the use of some asset. Operating leases are usually short-term or 
cancelable. To account for an operating lease, the lessee debits Rent Expense (Lease Expense) and credits 
Cash for the amount of the lease payment. 
 
Capital leases are long-term and noncancelable. Accounting for capital leases is similar to accounting for 
the purchase of an asset. Debit the asset leased, credit Cash for the initial payment, and credit Obligation 
under capital lease for the present value of future lease payments. Because the leased asset is capitalized, 
it must be amortized. Leased assets are usually amortized over the term of the lease. Debit Amortization 
Expense and credit the asset’s Accumulated Amortization account. 
 
At year end, interest is accrued on the obligation under capital lease. Debit Interest Expense and credit 
Obligation under Capital Lease. Lease payments are recorded with a debit to Obligation under Capital 
Lease and a credit to Cash. 
 
Section 3065 of the CICA Handbook defines a capital lease as one that transfers substantially all the risks 
and benefits incident to ownership of property to the lessee. The section suggests that a lease is a capital 
lease from the lessee’s perspective if one or more of the following conditions are present at the beginning 
of the lease:  

1. There is reasonable assurance that the lessee will obtain ownership of the asset at the end of the 
lease term, as evidenced by a bargain purchase option. 

2. The lease term is of such length that the lessee will obtain almost all (usually 75% or more) of the 
benefits from the use of the leased asset over its life.  

1. The lessor would recover both the original investment and earn a return on that investment from 
the lease. 

 
Operating leases are defined by exception; i.e., operating leases are only those that fail to meet the 
aforementioned criteria. 
 
Pensions and postretirement benefits are other types of liabilities found on balance sheets. Pensions are 
compensation paid to employees after retirement, usually based on a variety of factors including length of 
service. Companies are required to report the present value of promised future pension payments to 
retirees. If the plan assets exceed this amount, the plan is overfunded. Conversely, the fund could be 
underfunded if assets are less. 
 
In addition to pensions, companies are required to report the present value of future payments to retirees 
for other benefits. The largest of these is health care. At the end of each period, companies accrue the 
expense and the liability of postretirement benefits based on information about the current work force. 
 

Appendix Time Value of Money: Future Value and Present Value 
 

Objective A1 – Compute the future value of an investment. 
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Because you can earn interest on your money over time, the value of invested funds is greater in the 
future than it is today. This refers to the time value of money. To determine what a future value will be 
you simply apply an interest rate to the amount of your investment and calculate the amount of interest. 
Add this result to your original amount and the sum becomes the future value at the end of one interest 
period. Repeat this process for additional interest periods, remembering to add in the interest each time. 
Therefore, there are three factors involved in determining a future value: 1) the amount of the original 
investment, 2) the length of time, and 3) the interest rate. Obviously the longer the time, the more 
calculations are involved. Fortunately mathematical tables are available to ease your task. Review Exhibit 
15A-2 carefully. This is the table used to determine a future value of a single investment, again assuming 
time and interest rate. 
 
Instead of investing a single amount for a specific period, you might wish to invest multiple amounts over 
time. This is an example of an annuity. In other words, you invest identical amounts for several 
years⎯what will the future value of these multiple investments be? Of course, you could calculate each 
individually and add the results, or you can consult mathematical tables which do the multiple 
calculations for you. Review Exhibit 15A-4 carefully. This is the table used to determine a future value of 
multiple investments, again assuming time and interest rate. This table is used to answer questions like “If 
I start setting aside (investing) $500 each year for the next 10 years, what will it be worth assuming I can 
invest this money at 8%?” Exhibit 15A-4 shows the value 14.487 at the intersection of 10 and 8%. 
Multiply this value by your annual investment ($500) and the result is $7,243.50. 
 
Objective A2 - Compute the present value of a single future amount and the present 
value of an annuity. 
   
Another way to look at present and future values is to begin with the future value and work backwards. In 
other words, in order to have X amount some time in the future, how much would one need to set aside 
today? Again assumptions need to be made about the time and the interest rate (this is always true).  
 
As with the preceding discussions, you could calculate the result manually, but the longer the period of 
time the more calculations you would have to complete. Once again, mathematical tables are available to 
use. Study Exhibit 15A-6 carefully. The value at the intersection of the appropriate period and rate is 
multiplied by the future amount to determine the present value. 
 
Rather than determining the present value of a single amount, you may be interested in the present value 
of an annuity. In other words, what is the present value of an investment that will give you the same 
fixed amount over a number of periods? As with earlier discussions, this value can be calculated 
manually, but it is time-consuming. Once again, tables are available to simplify the process. Study Exhibit 
15A-7 carefully.  
 
Study Tip: BEFORE PROCEEDING, BE CERTAIN YOU UNDERSTAND THE CIRCUMSTANCES 
WHEN YOU USE WHICH TABLE. This is vital to understanding the topics that follow. 
 
Chapter 15 examines long-term liabilities, primarily bonds payable. What is a bond? It is a way for a 
company to borrow funds. When a company issues a bond, what happens? The company promises to pay 
the face value of the bond at maturity and, during the life of the bond, the company also promises to pay a 
fixed amount of interest periodically. The face value at maturity is a single value, whereas the interest 
payments are like an annuity. Therefore, when a company issues bonds it needs to know what price 
should be asked (remember bond prices are quoted as percentages of face value) in order to attract 
investors. To determine this, consult the appropriate tables⎯in this case 15A-6 and 15A-7 in your text. 
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Using the market rate of interest, the first table will give you the present value of a future single amount, 
the second the present value of an annuity. Sum the results and you have an estimate of the market price 
of the bonds. The market rate of interest is used because this is the rate potential investors will demand for 
the use of their funds. If the market rate is higher than the contract (or stated) rate of interest, the bonds 
will have to be sold at a discount to attract investors. Conversely, if the market rate is lower than the 
contract rate, the bonds will sell at a premium. 
 
Objective A3 - Determine the cost of an asset acquired through a capital lease. 
 
Earlier you learned about capital leases. When a company acquires an asset with a capital lease, the 
company needs to record the asset at “cost.” What is the cost when the lease requires payments over the 
life of the lease? Using present value tables, specifically Exhibit 15A-7, you can value the asset. The 
fixed payments over the life of the lease are like annuities, and you want to determine the present value 
(i.e., cost) of all those payments. 
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TEST YOURSELF 
 
All the self-testing materials in this chapter focus on information and procedures that your instructor is 
likely to test in quizzes and examinations. Questions followed by the letter “A” refer to topics in the 
chapter appendix. 
 
I.  Matching    Match each numbered term with its lettered definition. 
 

_____ 1. bond discount  _____ 13. bonds payable 
_____ 2. bond premium _____ 14. capital lease 
_____ 3. callable bonds _____ 15. convertible bonds 
_____ 4. contract interest rate _____ 16. lease 
_____ 5. debentures _____ 17. lessor 
_____ 6. lessee _____ 18. mortgage 
_____ 7. stated interest rate _____ 19. operating lease 
_____ 8. market interest rate _____ 20. serial bonds 
_____ 9. pension _____ 21. term bonds 
_____ 10. trading on the equity _____ 22. underwriter 
_____ 11. off-balance-sheet financing _____ 23A.  annuity 
_____ 12. bond indenture  

 
A. a rental agreement in which the tenant agrees to make rent payments to the property owner in 

exchange for the use of the asset 
B. another name for the contract interest rate 
C. the acquisition of assets or services whose resulting debt is not reported on the balance sheet  
D. bonds that may be exchanged for the common shares of the issuing company at the option of the 

investor 
E. bonds that mature in installments over a period of time 
F. bonds that the issuer may pay off at a specified price whenever the issuer desires 
G. bonds that all mature at the same time for a particular issue 
H. borrower’s promise to transfer the legal title to certain assets to the lender if the debt is not paid on 

schedule 
I. contract under which bonds are issued 
J. earning more income than the interest on the borrowed amount 
K. excess of a bond’s maturity (par) value over its issue price 
L. excess of a bond’s issue price over its maturity (par) value 
M. groups of notes payable issued to multiple lenders, called bondholders 
N. interest rate that investors demand in order to lend their money 
O. a lease agreement that meets any one of four special criteria 
P. organization that purchases bonds from an issuing company and resells them to clients, or sells the 

bonds for a commission and agrees to buy all unsold bonds 
Q. the property owner in a lease agreement 
R. the tenant in a lease agreement 
S. the interest rate that determines the amount of cash interest the borrower pays 
T. unsecured bonds backed only by the good faith of the borrower 
U. usually a short-term or cancelable rental agreement 
V. a fixed amount paid (or received) over a number of periods 
W. employee compensation that is received during retirement 
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II.  Multiple Choice    Circle the best answer. 
 
1. A $10,000 bond quoted at 98.25 has a market price of: 
 
 A. $10,000.00 C. $9,800.25 
 B. $9,825.00 D. $9,801.75 
  
2. All of the following affect the market price of bonds except: 
 
 A. bond holder’s credit rating C. market interest rate 
 B. bond issuer’s credit rating D. length of time to maturity 
 
3A. The present value of a future amount does not depend on the: 
 
 A. interest rate C. amount of the future payment 
 B. convertibility of a bond D. length of time until the future payment is made 
 
4. The interest rate demanded by investors in order to lend their money is the: 
 
 A. contract rate C. effective rate 
 B. issue rate D. stated rate 
 
5. The premium on a bond payable: 
 
 A. increases the interest expense only in the year the bonds are sold 
 B. increases the interest expense over the life of the bonds 
 C. reduces interest expense only in the year the bonds mature 
 D. is a liability account that is amortized (to reduce interest expense) over the life of the bonds 
 
6. The book value of Bonds Payable on the balance sheet equals: 
 
 A.  Bonds Payable + Discount on Bonds Payable or + Premium on Bonds Payable 
     B. Bonds Payable -  Discount on Bonds Payable or - Premium on Bonds Payable 
     C.  Bonds Payable + Discount on Bonds Payable or - Premium on Bonds Payable 
     D. Bonds Payable -  Discount on Bonds Payable or + Premium on Bonds Payable 
 
7.  When bonds are issued at a premium, their carrying amount: 
 
 A. decreases from issuance to maturity  C. remains constant over the life of the bonds 
 B. increases from issuance to maturity D.  decreases when the market interest rate  

  increases 
 
8. Gains and losses from the early conversion of debt to equity are: 
 
 A. reported as operating gains and losses on the income statement  
 B. reported as increases or decreases to Retained Earnings on the statement of retained earnings  
 C. reported as extraordinary items on the income statement  
 D. not reported 
 

92    Chapter 15          Copyright © 2008 Pearson Education Canada 



9. When a convertible bond is exchanged for common shares: 
 
 A. shareholders’ equity increases C. revenues increase 
 B. liabilities increase D. expenses increase 
 
10. Which of the following is not reported on the balance sheet? 
 
 A. capital leases C. underfunded pension liability 
 B. bonds payable D. operating leases 
 
III.  Completion    Complete each of the following statements. 
 
1. When the market interest rate is __________ than the stated rate, bonds will sell at a premium. 
2. When the premium on bonds payable is reduced, the book value of bonds payable ______________. 
3. A gain or loss on early retirement of debt is reported separately on the income statement as a 

___________________ item. 
4. The liability to make __________________ lease payments is not reported on the balance sheet. 
5. If a lease transfers ownership of assets at the end of the lease term, the lease is a(n) ______________ 

lease. 
6. The __________________ method of interest amortization results in the same amount of 

discount/premium amortization for identical periods of time. 
7. Accruing pension and postretirement benefit liabilities is an example of the ___________________ 

principle. 
8. When the market interest rate is greater than the stated rate, the bonds will sell at a ______________. 
9. Convertible bonds give the ____________________ the right to convert the bonds to common shares. 
10. When the _________________________ method of amortization is used, the total amount of interest 

expense over the life of the bonds is a constant percentage. 
11A.  A(n) ___________________________ is a fixed sum of money received over a number of periods. 
 
IV.  Daily Exercises 
 
1.  Calculate the cash proceeds when a $10,000, 6% bond is sold at 98.5 on December 15, assuming 

interest is paid on October 15 and April 15. 
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2.  Refer to the facts in Daily Exercise #1 above and record the necessary journal entry on December 15. 
 
   
   
   
   
   
 
3.  On December 31, the following information appears on the balance sheet: 
 

Bonds Payable 1,000,000  
Less:  Discount on Bonds Payable 24,800 975,200 

 
Assuming the interest has been paid through December 31, journalize the entry to convert the bonds into 
180,000 shares of common shares. 
 
   
   
   
   
   
 
4.  Assume the same information in Daily Exercise #3, but the bonds are called at 101 ½. Record the 

entry to retire the bonds. 
 
   
   
   
   
   
 
5A. SNAG.COM signs a 20-year lease for a new manufacturing facility. The agreement requires a 

$500,000 payment upon signing plus annual payments of $1,000,000 at the end of each year for the 
life of the lease. Assuming an implied interest rate of 8%, present the journal entry upon signing the 
lease. 
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6A. Review the information in Daily Exercise #5A above and record the first $1,000,000 annual payment 
on the lease. 

 
   
   
   
   
   
 
V.  Exercises 
 
1. Complex Inc., issued $20,000,000 in 20-year bonds with a stated interest rate of 7%. The bonds were 

issued at par on April 1, 2009. Interest is paid October 1 and April 1.  
  
 Give the journal entries for: 
 
 A. Issuance of the bonds on April 1, 2009. 
 B. Payment of interest on October 1, 2009. 
 C. Maturity payment of bonds on April 1, 2029. 
 

 Date Account and Explanation Debit Credit 
A.     
     
     
B.     
     
     
C.     
     
     

 
2. Planet Corporation issued $1,000,000 in 10-year bonds with a contract interest rate of 8%. The bonds 

were sold on January 1, 2010, for $875,480 because the market rate was 10%. Interest is paid July 1 
and January 1. Maxwell uses the effective-interest method to amortize Discount on Bonds Payable. 
(Assume a December 31 year end.) 

 
 Record the journal entries for: 
 
 A. Issuance of bonds on January 1, 2010. 
 B. Payment of interest on July 1, 2010. 
 C. Accrual of interest and related amortization on December 31, 2010 (year end). 
 D. Payment of interest on January 1, 2011. 
 E. Maturity payment of bonds on January 1, 2020. 
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 Date Account and Explanation Debit Credit 
A.     
     
     
     
B.     
     
     
     
C.     
     
     
     
D.     
     
     
     
E.     
     
     
     

 
3. Doe Corporation issued $1,000,000 in 10-year bonds with a contract interest rate of 8%. The bonds 

were sold on January 1, 2009, for $875,480 because the market rate was 10%. Interest is paid July 1 
and January 1. Crawford uses the straight-line method to amortize Discount on Bonds Payable. 
(Assume an October 31 year end.) 

  
 Record the journal entries for: 
 
 A. Issuance of bonds on January 1, 2009. 
 B. Payment of interest on July 1, 2009. 
 C. Accrual of interest and related amortization on October 31, 2009 (year end). 
 D. Payment of interest on January 1, 2010. 
 E. Maturity payment of bonds on January 1, 2019. 
 

 Date Account and Explanation Debit Credit 
A.     
     
     
     
B.     
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C.     
     
     
     
D.     
     
     
     
E.     
     
     
     

 
4. Mate Corporation issued $1,000,000 in 10-year bonds with a stated interest rate of 9%. The bonds 

were sold on January 1, 2008, for $1,067,550 to yield 8%. Interest is paid July 1 and January 1. 
Coffey uses the effective-interest method to amortize Premium on Bonds Payable. (Assume a 
December 31 year end.) 

 
 Record the journal entries for: 
 
 A. Issuance of bonds on January 1, 2008. 
 B. Payment of interest on July 1, 2008. 
 C. Accrual of interest and related amortization on December 31, 2008 (year end). 
 D. Payment of interest on January 1, 2009. 
 E. Maturity payment of bonds on January 1, 2018. 
 

 Date Account and Explanation Debit Credit 
A.     
     
     
     
B.     
     
     
     
     
C.     
     
     
     
D.     
     
     
     
E.     
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5A. The board of directors for R. Stanton Corp. has approved a financial package to raise additional 
capital for expansion purposes. Included in the package are 10-year debentures for $22,500,000. The 
interest rate for the bonds approved by the board is 7%, per annum, paid semiannually. When the 
bonds are finally placed with an underwriter, the market rate of interest is 8%. Determine the price at 
which the bonds should be sold. 

 
 
 
 
 
 
VI.  Beyond the Numbers 
 
Review the information in Exercises #3 and #4 above and assume, in each case, that each $1,000 bond is 
convertible, at the option of the holder, into 31.25 of the corporation’s common shares. Determine when 
an investor should seriously consider exercising the option to convert the bonds to shares. 
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________ 
 
VII.  Demonstration Problems 
 
Demonstration Problem #1 
 
On February 1, 2011, Lopez Ltd. issued $20,000,000 of 7% callable, convertible bonds at 97.5. The 
market rate on that date was approximately 8%. The bonds mature in 10 years. Interest is paid each July 
31 and January 31. 
 
Required: 
 
1. Record the issuance of the bonds. 
2. Record the July 31, 2011, interest payment and straight-line amortization on premium or discount. 
3. Accrue interest and amortize premium or discount as of December 31, 2011, the last day of the 

reporting year for Lopez Ltd.  Use straight-line amortization. 
4. Show how the bonds would be reported on the balance sheet at the year end, 2011. 
5. Record the payment of interest and amortization of the premium or discount on January 31, 2012. Use 

straight-line amortization. 
6. On February 1, 2013, bondholders convert $5,000,000 of the bonds into 350,000 common shares.  

The shares were trading at $18 share.  Record the transaction. 
7. On February 1, 2014, the remaining $15,000,000 of bonds are called by the corporation at a call price 

of 102. Record the retirement of the bonds. 
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 Date Account and Explanation Debit Credit 
1.     
     
     
     
2.     
     
     
     
3.     
     
     
     
    
4.    
    
    
    
    

 
 Date Accounts and Explanation Debit Credit 
5.     
     
     
     
     
     
6.     
     
     
     
     
7.     
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Demonstration Problem #2 
 
DigitaLink.com has outstanding an issue of 11% callable bonds that mature in 2019. The bonds were 
dated January 1, 2009 and pay interest each July 1 and January 1. Additional bond data: 
 

a. Fiscal year end for DigitaLink.com: September 30. 
b. Maturity value of the bonds: $10,000,000. 
c. Issue price: 104. 
d. Market interest rate at time of issue:  10%. 

 
Required: 
 
1. Complete the effective-interest method amortization table through January 1, 2012. Round your 

amounts to the nearest dollar.  Use the Summary Problem in Chapter 15 of the text as a guide. 
 
2. Using the amortization table that you have completed, record the following transactions (round all 

answers to full dollar amounts). 
 a. Issuance of the bonds on January 1, 2009. 
 b. Payment of interest and amortization of premium on July 1, 2009. 
 c. Accrue interest and amortization of premium as of September 30, 2009. 
 d. Payment of interest and amortization of premium on January 1, 2010. 
 e. Retirement of the bonds on January 2, 2011. Callable price of bonds was 101. 
 
Requirement 1 

 A B C D E 

Semi-annual 
Interest Date 

Interest 
Payment  

Interest 
Expense 

Premium 
Amortization 

Premium 
Account Balance 

Bond Carrying 
Value 

      
Jan.1, 2009    400,000 10,400,000
Jul. 1, 2009      
Jan.1, 2010      
Jul. 1, 2010      
Jan.1, 2011      
Jul. 1, 2011      
Jan.1, 2012      
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Requirement 2 
 

 Date Account and Explanation Debit Credit 
a.     
     
     
     
     
     
     
b.     
     
     
     
     
     
     
c.     
     
     
     
     
     
     
d.     
     
     
     
     
     
     
e.     
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SOLUTIONS 
 
I.  Matching 
 
1.  K 5.  I 9.  W 13.  M 17.  Q 21.    G 
2.  L 6.  R 10. J 14.  O 18.  H 22.    P 
3.  F 7.  B 11. C 15.  D 19.  U 23A. V 
4.  S 8.  N 12. T 16.  A 20.  E  
 
II.  Multiple Choice 
 
1. B The number 98.25 means 98. 25% (or 0.98625) of the face value:  

$10,000 × 98.25% = $9,825.00. 
   
2. A Since anyone may be a bondholder, it does not make sense that a bondholder’s credit rating 

would affect the market price of the bond. All the other listed items do affect the market 
price of the bond. 

   
3A. B Interest rate, amount of payment, and length of time until payment all affect present value 

whether or not the bond is convertible will not. 
   
4. C Effective rate of interest and market rate of interest are synonymous. 
   
5. D Amortization of the premium on bonds payable serves to reduce the recorded amount of 

interest expense over the life of the bonds. 
   
6. D The book value or carrying amount of a bond is equal to the face amount of the bond minus 

the unamortized discount or plus the unamortized premium. 
   
7. A The carrying amount of a bond is the face amount of the bond plus (minus) unamortized 

premium (discount). Since the balance of the premium (discount) account is amortized over 
the life of the bond, it moves towards zero. Accordingly, the carrying amount of bonds 
issued at a premium (discount) decreases (increases) over time. 

   
8. D GAAP identifies gains and losses on early retirement of debt as a non-operating item. 

However, when debt is converted to equity no gain or loss results. The carrying value of the 
debt is converted into contributed capital. 

   
9. A The conversion of a bond to common shares converts a liability to shareholders’ equity, 

which increases shareholders’ equity. 
   
10. D Of the items listed, only “operating lease” is not reported on the balance sheet. Operating 

leases are generally short-term rental agreements that transfer none of the rights of 
ownership. 
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III.  Completion 
 
1.       lower 
Study Tip: When market rate > stated rate, then discount; when market rate < stated rate, then premium. 
2. decreases (The book value or carrying value amount of a bond is equal to the face amount of the 

bond plus or minus the unamortized premium or discount.)  
3. non-operating  
4. operating (Operating leases are normally short term and transfer none of the rights of ownership 

to the lessee. Accordingly, neither an asset nor a liability is recorded for such leases.) 
5. capital (Capital leases require that the lessee record the leased property as an asset and the 

obligation to make future lease payments as a liability.) 
6. straight-line (This method divides the amount of the discount/premium by the number of time 

periods resulting in the same figure each period.)  
7. matching 
8. discount (because the lender expects a greater return on the loan than the stated rate provides)  
9. lender (not the borrower; convertibility make the bonds more attractive to prospective lenders 

because of the potential for greater returns)  
10. effective-interest (as compared with the straight-line method where the amount of 

discount/premium is constant). The effective rate is required, although the straight-line method 
can be used if the difference between the two is not material.  

11A. annuity 
 
IV.  Daily Exercises 
 
1. $10,000 × 98.5 % = $9,850.00 
  
 In addition, interest must be accrued from Oct. 15 to Dec.15 (the sale date). Interest = $10,000 × 6% 

× 2/12 = $100.00. 
 
 Proceeds = $9,850.00 + 100.00 = $9,950.00 
 
2.   
Dec. 15  Cash 9,950 
         Discount on Bonds Payable 150 
          Bonds Payable  10,000
          Interest Payable  100
 
3.   
Bonds Payable  1,000,000 
 Discount on Bonds Payable   24,800
 Common Shares   975,200
 
On the date of conversion, the carrying value of the bonds is $975,200 ($1,000,000 principal less $24,800 
discount.) The carrying value, not the principal, is the amount being converted 
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4.   
 Bonds Payable  1,000,000 
 Loss on Retirement of Bonds 39,800 
  Discount on Bonds Payable   24,800
  Cash  1,015,000
 
The loss of $39,800 is the difference between the cash paid and carrying value of the bonds ($1,015,000 - 
$975,200 = $39,800). Remember, when carrying value > call price, difference = gain; when carrying 
value < call price, difference = loss. 
 
Study Tip:  A gain or loss on the retirement of bonds will always occur unless call price equals carrying 
value. 
 
5A. 
 Building 10,318,800 
  Cash  500,000
  Obligation under capital lease  9,818,000
 
The “cost” of the building is the sum of the initial payment ($500,000) plus the present value of the 
obligation under capital lease. While the lease requires annual payments totaling $20,000,000 
($1,000,000 × 20 years), the present value of the payment is $9,818,000 (based on Exhibit 15A-7 in your 
text: 20 and 8% intersect at 9.818 multiplied by $1,000,000 = $9,818,000). 
 
6A. 
 Interest Expense  785,440 
 Obligation under Capital Lease 214,560 
  Cash  1,000,000
 
Interest Expense = $9,818,000 × 8% = $785,440.  
If $785,440 is interest, then the difference of $214,560 ($1,000,000 - $785,440) is applied to the Lease. 
Alternatively, you could first accrue the interest, 
 
 Interest Expense  785,440 
  Obligation under Capital Lease  785,440
 
then record the payment. 
 
 Obligation under Capital Lease  1,000,000 
  Cash  1,000,000
Either approach ends with the same result. The Obligation under Capital Lease account is reduced by 
$214,560, the amount of the $1,000,000 payment in excess of the interest. 
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V.  Exercises 
 
1. A. Cash 20,000,000  
   Bonds Payable 20,000,000 
    
 B. Interest Expense ($20,000,000 × 0.07 × 6/12) 700,000  
   Cash 700,000 
    
 C. Bonds Payable 20,000,000  
   Cash 20,000,000 
    
2. A. Cash 875,480  
  Discount on Bonds Payable 124,520  
   Bonds Payable 1,000,000 
    
 B. Interest Expense (875,480 × 0.10 × 6/12) 43,774  
   Cash (1,000,000 × 0.08 × 6/12) 40,000 
   Discount on Bonds Payable 3,774 
   
   New book value of bonds = Bonds Payable - Discount on Bonds Payable = 

1,000,000 - (124,520 - 3,774) = 879,254  
 
 C. Interest Expense (879,254 × 0.10 × 6/12) 43,963  
   Interest Payable (1,000,000 × 0.08 × 6/12) 40,000 
   Discount on Bonds Payable 3,963 
   
  New book value of bonds = Bonds Payable - Discount on Bonds Payable = 

1,000,000 - (120,746 – 3,963) = 883,217  
    
 D. Interest Payable 40,000  
   Cash 40,000 
    
 E. Bonds Payable 1,000,000  
   Cash 1,000,000 
   
  Note that after the last interest payment, the account Discount on Bonds Payable 

has a zero balance. 
    
3. A. Cash 875,480  
  Discount on Bonds Payable 124,520  
   Bonds Payable  1,000,000 
    
  Note this entry is identical to entry A in Exercise #2.  The method for 

amortizing the discount has no effect on this entry. 
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 B. Interest Expense (40,000 + 6,226) 46,226  
   Cash (1,000,000 × 0.08 × 6/12) 40,000 
   Discount on Bonds Payable  6,226 
     (124,520 / 20 interest payments)  
    
 C. Interest Expense (26,667 + 4,151) 30,818  
   Interest Payable (1,000,000 × 0.08 × 4/12) 26,667 
   Discount on Bonds Payable (124,520/20 × 2/3) 4,151 
  Note:  In this exercise, the year end is October 31, not December 31. 
    
 D. Interest Expense [(40,000 – 26,667) + 2,075] 15,408  
  Interest Payable 26,667  
   Cash (1,000,000 × 0.08 × 6/12) 40,000 
   Discount on Bonds Payable (124,520/20 × 1/3) 2,075 
    
  This entry is a little complicated, but not if you sort it out step by step. The 

interest payment on Jan.1, 2009 is $40,000. This is the credit to Cash.  
Remember, the interest payments are fixed over the life of the bonds. It is 
irrelevant if the bonds were sold at face value, a discount, or a premium. The 
debit of $26,667 to Interest Payable is simply the offset to the adjusting entry in 
instruction C above. When you adjusted on Oct.31, 2008 you also amortized 
$4,151 of the discount, representing two-thirds of the 6-month discount. The one-
third balance needs to be recorded on the payment date.  The debit to Interest 
Expense equals the actual payment ($40,000) less the accrued expense on Oct.31, 
2008 (26,667) plus the 2-month portion of the amortized discount. 

    
 E. Bonds Payable 1,000,000  
   Cash 1,000,000 
    
4. A. Cash 1,067,550  
   Bonds Payable  1,000,000 
   Premium on Bonds Payable  67,550 
    
 B. Interest Expense (1,067,550 × 0.08 × 6/12) 42,702  
  Premium on Bonds Payable  2,298  
   Cash (1,000,000 × 0.09 × 6/12) 45,000 
    
  New book value of bonds = Bonds Payable + Premium on Bonds Payable = 

1,000,000 + (67,550 – 2,298) = 1,065,252  
    
 C. Interest Expense (1,065,252 × 0.08 × 6/12) 42,610  
  Premium on Bonds Payable  2,390  
   Interest Payable (1,000,000 × 0.09 × 6/12)   45,000 
    
  New book value of bonds = 1,000,000 + (65,252 – 2,390) = 1,062,862  
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 D. Interest Payable 45,000  
   Cash 45,000 
    
 E. Bonds Payable 1,000,000  
   Cash 1,000,000 
    
  Note that after the last interest payment, the account Premium on Bonds Payable 

has a zero balance. 
 
5A. 
To determine the selling price of the bonds (expressed as a percentage of their face value), two 
calculations are required, both using present value tables. First, we calculate the present value of the 
bonds, using Table 15A-6 in your text. 
 
 PV of $22,500,000 at 4% for 20 periods = $22,500,000 × 0.456 = $10,260,000 
 
Second, we determine the present value of the periodic interest payments over the life of the bond. Each 
interest payment equals $22,500,000 × 7% × 6/12 or $787,500. Remember, the interest payments are like 
an annuity—a fixed amount paid periodically. Therefore, we use Table 15A-7 in the text and find the 
intersection of 4% and 20 periods; 4% because the market rate of interest is 8%, but paid semiannually. 
 
PV of $787,500 for the life of the bonds is therefore $787,500 × 13.590, or $10,702,125. 
 
Now, sum the two results, $10,260,000 + $10,702,215 = $20,962,215  
 
Given that the market rate of interest is higher than the stated rate, the bonds will have to be sold at a 
discount (i.e., less than face value). Other things being equal (which, of course, they never are) the selling 
price of the bonds should be 93.1654%, calculated as $20,962,215 ÷ 22,500,000 = 93.1654%. 
 
VI.  Beyond the Numbers 
 
If each $1,000 bond can be converted into 31.25 common shares, then a quick calculation indicates an 
investor should seriously think about converting when the market price of the shares reaches $32 per 
share ($1,000 divided by 31.25 shares). However, this assumes the investor paid face value for the bonds. 
In Exercise #3, investors purchased the bonds at a discount of 87.548% of face value or $875.48 for each 
$1,000 bond. Therefore, investors in Doe’s bonds could consider converting at a lower price of 
approximately $28 per share ($875.48 divided by 31.25). In Exercise #4 the investors paid a premium for 
the bonds because they were purchased at 106.755% of face value ($1,067,550 divided by $1,000,000). 
These investors would not be interested in converting until the price rose to $34.16 ($1,067.55 divided by 
31.25 shares). 
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VII.  Demonstration Problems   
 
Demonstration Problem #1 Solved and Explained 
 
(Amounts rounded to nearest dollar) 
 
Requirement 1 
 
Feb.1, 2011 Discount on Bonds Payable 500,000  
 Cash 19,500,000  
  Bonds Payable 20,000,000 
 (Selling price = 97.5% × $20,000,000 = $19,500,000) 
 
Requirement 2 
 
Jul.31, 2011 Interest Expense 725,000  
  Discount on Bonds Payable  25,000 
  Cash 700,000 
 (Interest = $20,000,000 × 7% × 6/12 = $700,000) 
     
The straight-line method of interest amortization ignores the market rate of interest at the time the bonds 
are sold. To amortize you divide the amount of the premium (or discount) by the total number of interest 
payments ($500,000 / 20 = $25,000). 
 
Requirement 3 
 
Dec. 31, 2011 Interest Expense 604,166  
  Discount on Bonds Payable 20,833 
  Interest Payable  583,333 
 (Interest Payable = $20,000,000 × 0.07 × 5/12 = $583,333) 

(Discount on Bonds Payable = $500,000 / 10 × 5/12 = $20,833) 
     
Requirement 4 
 
 Bonds Payable  $20,000,000 
 Less Discount on Bonds Payable 454,167   $19,545,833 
 
 (Discount on Bonds Payable = $500,000 - $25,000 - $20,833 = $454,167) 
 
Study Tip:  When bonds are sold at a discount, their carrying value INCREASES over time; when sold at 
a premium, their carrying value DECREASES over time. 
 
Requirement 5 
 
Jan. 31, 2012 Interest Expense 120,834  
 Interest Payable 583,333  
  Cash 700,000 
  Discount on Bonds Payable 4,167 
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This may seem like a difficult transaction but it is not if you separate it and THINK. The bondholders are 
owed $700,000. This is your credit to Cash ($20,000,000 × 0.07 × 6/12). In Requirement #3 you accrued 
$583,333 as Interest Payable. This is your debit to the same account. Also, in Requirement #3 you 
recorded five months of discount amortization ($20,833). You now need to amortize one additional 
month, or $4,167 (six months’ amortization is $25,000 - see Requirement #2; therefore, one month’s 
amortization is $25,000 / 6 = $4,167). The debit to Interest Expense reconciles the entry. 
 
Requirement 6 
 
Feb.1, 2013 Bonds Payable 5,000,000 
  Discount on Bonds Payable   100,000
  Common Shares   4,900,000
    
     
$5,000,000 equals one-fourth of the bond issue. Therefore, one-fourth of the original discount, or 
$125,000 ($500,000 × ¼) applies to the bonds. Two years have passed since the bonds were issued; one-
fifth of the discount, or $25,000 ($125,000 × 1/5) has already been amortized. The amount of remaining 
discount attached to the $5,000,000 is $100,000 ($125,000 – $25,000). Therefore, the carrying value of 
the bonds on date of conversion is $4,900,000 ($5,000,000 – $100,000). This is the amount credited to the 
Common Shares. Note the market price of the shares is ignored.  The entry converts the carrying value of 
the bonds to shareholders’ equity. 
 
Requirement 7 
 
Feb.1, 2014 Bonds Payable 15,000,000  
 Loss on Retirement of Bonds Payable  562,500  
  Discount on Bonds Payable   262,500 
  Cash 15,300,000 
 
The carrying value of the bonds on the call date is $14,737,500 ($15,000,000 - $262,500). The cost of 
calling the bonds is $15,300,000 ($15,000,000 × 102%); therefore, a loss of $562,500 ($15,300,000 - 
$14,737,500) results. Of the original $500,000 discount, three-fourth, or $375,000, applies to the 
$15,000,000. Three years have passed since they were originally issued, so three-tenths of the discount, or 
$112,500 (3/10 × $375,000) has already been amortized; therefore, $262,500 ($375,000 - $112,500) 
remains.   
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Demonstration Problem #2 Solved and Explained 
 
Requirement 1 

 A B C D E 

Semi-annual 
Interest Date 

Interest 
Payment  

Interest 
Expense 

Premium 
Amortization 

Premium 
Account Balance 

Bond Carrying 
Value 

      
Jan. 1, 2009    400,000 10,400,000 
Jul. 1, 2009 550,000 520,000 30,000 370,000 10,370,000 
Jan. 1, 2010 550,000 518,500 31,500 338,500 10,338,500 
Jul. 1, 2010 550,000 516,925 33,075 305,425 10,305,425 
Jan. 1, 2011 550,000 515,271 34,729 270,696 10,270,696 
Jul. 1, 2011 550,000 513,535 36,465 234,231 10,234,231 
Jan. 1, 2012 550,000 511,712 38,288 195,943 10,195,943 

 
Study Tip:  As the premium is amortized, the carrying amount moves toward the maturity value. 
 
Requirement 2 
 

a. Jan.1, 2009 Cash ($10,000,000 × 104/100) 10,400,000  
   Premium on Bonds Payable  400,000
   Bonds Payable  10,000,000
  To issue 11%, 15-year bonds at premium. 
     

The bonds were sold at 104, indicating that investors were willing to pay a premium of $400,000 to earn 
11% of interest on $10,000,000 of principal over a 15-year period. This is to be expected because the 
bond is paying 11% annual interest at a time when the market rate of interest is 10%. 
 

b. Jul.1,2009 Interest Expense ($550,000 - $30,000 amortization) 520,000 
  Premium on Bonds Payable 30,000 
   Cash  550,000
  To pay interest and amortize bond premium for six months. 
     

Note that the amortization of the premium has the effect of reducing interest expense from the stated rate 
($550,000) to the market rate ($520,000). If the bond is sold at a discount, the interest expense is 
increased from the stated rate to the market rate. 
 

c. Sep.30,2009 Interest Expense ($275,000 - $15,750 amortization) 259,250 
  Premium on Bonds Payable ($31,500 × 3/6) 15,750 
   Interest Payable  275,000
  To accrue three months’ interest and amortize three months’ premium. 
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d. Jan.1,2010 Interest Expense ($275,000 - $15,750 amortization) 259,250 
  Interest Payable 275,000 
  Premium on Bonds Payable ($31,500 × 3/6)  15,750 
   Cash  550,000
  To pay semiannual interest, part of which was accrued, and amortize three 

months’ premium on bonds payable. 
     

In this entry, six months of interest is actually paid to the bondholders on January 1. Note, however, only 
half (three months’ worth) of the interest is current accounting period expense; the remaining amount 
represents the payment of the September 30 accrual of three months’ interest. 
 

e. Jan.2, 2011 Bonds Payable 10,000,000 
  Premium on Bonds Payable  270,696 
   Gain on Retirement on Bonds  170,696
   Cash ($10,000,000 × 101/100)  10,100,000
  To record the retirement of bonds payable at 101, retired before maturity. 
     

This entry removes the Bonds Payable and related Premium account from the corporate records, and 
records the gain on retirement. The carrying value of the bonds ($10,270,696) is greater than the cost to 
call the bonds ($10,100,000) resulting in the $170,696 gain. Had the price paid to call the bonds been 
greater than the carrying value, the entry would have recorded a loss.  
 
The interest rate stated on a debt instrument such as a corporate bond will typically differ from the actual 
market rate of interest when the bond is ultimately issued to the public. This occurs because of the lag in 
time that frequently occurs between the approval of the bond by the corporation (and regulatory 
agencies), its actual printings, and finally, its issuance to the public. Rather than reprint the bond and 
potentially miss the rapidly changing market interest rate again, bonds are sold at a discount or premium. 
Occasionally, bonds are sold at face amount. 
 
Study Tip: A bond is sold at a discount when the stated interest rate of the bond is below the current 
market rate. A premium is paid when the contract rate is higher than interest rates paid by comparable 
investments. 
 
Premiums and discounts are, in effect, an adjustment to the interest rates. Thus, premiums and discounts 
should be amortized over the life of the bond. A few things should be noted:  
 

1. A good rule to remember is that Bonds Payable are always recorded at the face amount of the 
bond. Premiums and discounts are recorded in separate accounts.  

 
2. The actual interest paid to the bondholders on the periodic payment dates (generally 

semiannually) will always be the face value of the bond multiplied by the stated interest rate. A 
discount or premium will not affect these periodic cash payments. 
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3. The carrying amount (or book value) of a bond is conceptually similar to the book value of a 
fixed asset. Premiums are added to the face amount of bonds payable, and discounts are 
subtracted. 

 
    Bonds Payable 

+ Bond Premiums or 
- Bond Discount 
= Carrying Value 

 
 
Study Tip: Bonds sold at a premium will have a carrying amount greater than the face amount owed and 
discounted bonds will have a smaller value. In both cases, the carrying value will always move toward the 
face amount of the bond as the discount or premium is amortized. (Because of this, it is possible to double 
check your amortization entries quickly⎯be sure the bond carrying value is moving in the right 
direction.) 
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