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III. ISSUING BONDS AT A PREMIUM

Had Horizons been more fortunate, interest rates would have fallen, and the bonds would have sold at a premium
to yield 8% semiannually. The amount received would have been calculated and recorded as follows:

Value of Interest Value of Principal
P = A(PVMA) P = A(PVMA)
P = 35,000(6.733) P = $100,000(.7307)
P = $33,665 P = §73,070

Amount Received = $33,665 + $73,070 = $106,735

Dec. 31 Cash 106,735
Premium on Bonds Payable 6,735
Bonds Payable 100,000

Paid semiannual interest, amortized premium.

AMORTIZING BOND PREMIUMS AND PAYING INTEREST

STRAIGHT LINE METHOD

Amortization Per Period = Premiums= |$6,735= $841.88
n 8

June 30 Interest Expense 4,158.12
Premium on Bonds Payable g841.88
Cash 5,000
Paid semiannual interest, amortized premium.
EFFECTIVE INTEREST METHOD
(b)
(a) Interest (d) (e) Carrying
Carrying Expense (c) Premium  Unamortized Amount
Amount Recorded Interest Amortized Premium EOP
Period BOP (.04) (a) Paid {c-b) (e-d) (a-d)
0 $6,735
1 5106,735 54,269 55,000 5731 6,004 $106,004
2 106,004 4,240 5,000 760 5,244 105,244
3 105,244 4,210 5,000 790 4,454 104,454
4 104,454 4,178 5,000 822 3,632 103,632
5 103,632 4,145 5,000 855 25377 102,777
6 102,777 4,111 5,000 889 1,888 101,888
7 101,888 4,076 5,000 924 964 100,964
8 100,964 4,036 5,000 964 0 100,000
Note Column b was adjusted for decimal loss period 8.
June 30 Interest Expense 4,268
Premium on Bonds Payable 731
Cash 5,000

Note: Had the bonds been issued on a date other than|Dec. 31, an adjusting entry affecting
Interest Expense and the discount or premium accounts would have been necessary.

IV. BOND SINKING FUND

On Dec. 31, 2006, a sinking fund was started to pay off the discounted bonds issued that day. The first of 8 semiannual
payments, expected to earn 12% semiannually, was made|in 6 months. The equal payment calculation, the entry to start
the fund, the entry to record 6 months interest at 6%, and the entry to pay the bondholders $100,000 were as follows:

F = A(FVMA)
$100,000 = A(9.897)
A = 510,104.07
June 30 Bond Sinking Fund 10,104.07
2007 Cash 10,104.07
To record semiannual sinking
fund deposit.
Dec. 31 Bond Sinking Fund ($:0,104.07) (.086) 606.24
2007 Sinking Fund Earnings 606.24
To record sinking fund
earnings for 6 months.
Dec. 31 Bonds Payable 100,000.00
2010 Bond Sinking Fund 100,000.00

To retire Bond issue dated Dec. 31, 2006.
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