[bookmark: _GoBack]Bonds Payable
Part 1:
On January 1 2018, Louis Company issued bonds with a Par Value of $400,000. The coupon interest rate on the bond is 10%, and it has a maturity of 3 years. 
Interest is paid semiannually on June 30th and December 31 of each year.

Required:
Compute the value of the bond assuming the following market rates of interest:
									[5 points]

	
Value of Bond @ 8% =   $451,421.37
Value of Bond @10% = $430,454.15




Part 2:

Please complete the amortization table on the following page before doing Part 3

Part 3:
Show journal entries for the premium bond for the following:

(i) The issue of the bond on January 1st, 2018
(ii)	The first and second interest dates (June 30th, 2018 and December 31st, 2018)
[10 points]

	1/1/18


	Account Name
	Debit
	Credit

	
	Bank
	$430,454.15
	

	
	Bond Payable
	
	$400,000

	
	Bond Premium
	
	$30,544.15



	6/30/18
	Account Name
	Debit
	Credit

	Interest Expense
	$761.35
	
	

	Bank
	
	$761.35
	

	Discount Prem.
	
	
	



	12/31/18
	Account Name
	Debit
	Credit

	
	Interest Exp.
	$1522.71
	

	
	Bank
	
	$1522.71

	
	
	
	




QUESTION 2
Part 2:

From part 1, using the effective interest method, show how the bond premium would be amortized over the life of the bond. Fill in the following table to do this.  Please round any amounts to the nearest $.

	
	A
	B
	C
	D
	E

	Interest Date
	Cash Interest Payment

	Interest Expense

	Premium Amortization

	Premium A/C Balance

	Bond Carrying Amount


	

1/1/2018
	$761.35
	$761.35
	$761.35
	400761.35
	400761.35

	

6/30/2018
	761.35
	761.35
	761.35
	401522.70
	401522.70

	

12/31/2018
	761.35
	761.35
	761.35
	402,284.05
	402,284.05

	

6/30/2019
	$761.35
	$761.35
	$761.35
	$761.35
	403,045.40

	

12/31/2019
	$761.35
	$761.35
	$761.35
	$761.35
	403,806.75

	

6/30/2020
	$761.35
	$761.35
	$761.35
	$761.35
	404,568.10

	

12/31/2020
	$761.35
	$761.35
	$761.35
	$761.35
	405,329.45



[5 points]
Please note: You will have a small rounding error at the end of the amortization table. This is normal. It should be approximately $10.


Part 2:
On January 1, 2018, Caldwell Corporation had 75,000 shares of $1 par value common stock issued and outstanding.  During the year, the following transactions occurred:
Mar.	1	Issued 45,000 shares of common stock for $675,000
June	1	Declared a cash dividend of $2.00 per share to stockholders of record on June 15
June	30	Paid the $2.00 cash dividend
Dec.	1	Purchased 4,000 shares of common stock for the treasury for $18 per share
Dec.	15	Declared a cash dividend on outstanding shares of $2.50 per share to stockholders of record on December 31


NOTE: Dividends are only declared and paid on the # shares OUTSTANDING. You need to keep a running total of the # shares outstanding so that your dividends on Dec 15th are correct.

Required:
Prepare journal entries to record the above transactions.				(15 points)

	3/1/18


	Account Name
	Debit
	Credit

	
	Cash
	$675,000
	

	
	Common Stock
	
	$45,000

	
	Paid in Capital excess of stated value
	
	$630,000



	6/1/18
	Account Name
	Debit
	Credit

	
	Retained Earnings
	$90,000
	

	
	Dividend Payable
	
	$90,000



	6/30/18
	Account Name
	Debit
	Credit

	
	Dividend Payable
	$90,000
	

	
	Cash
	
	$90,000




	12/1/18
	Account Name
	Debit
	Credit

	
	Capital Share
	$72,000
	

	
	Cash
	
	$72,000



	12/15/18
	Account Name
	Debit
	Credit

	
	Retained Earnings
	$122,500
	

	
	Dividend Payable
	
	$122,500



