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Problem 1
Gibbon Corporation issued $500,000 of 8%, 20-year bonds for $512,500, sold to yield 7.5%.  Using this information, provide answers to the following questions.

a) Were the bonds sold at a premium or at a discount?
                       Premium bonds

b) How many interest payments will be made over the life of these bonds?
           $512500 X 7.5/100 = $38437.5
            $38437.5/20 =$1921.875
           $1921.75/12 =$160.17 MONTLY

c) What is the face value of the bonds?
                           $ 512500
d) What is the contract interest rate of the bonds?
        $160.17 X 20/12 =$266.95

e) How much cash will be paid for interest every six months?
$160.17X6 =$960.9375
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Friend Corporation issued $100,000 of 10%, 5-year bonds for $92,600.  The yield rate is 12%.  Complete a table like the one in your book for the first three interest payments.



Semiannual                               A                                                   B                                                  C                    
Interest period                      cash interest                                bond interest                     discount amortized
   ended                                         paid

12/31/2013                       
6/30/2014                             $ 10000                                          $17400                                     $7400
12/31/2014                             10000                                            8288                                     8288
6/30/2015                               10000                                          9176                                       9176
12/31/2015                             10000                                         10064                                       10064
	= 40000                                          $ 44928                                      $10064











Problem 3
Haddix Corporation issued $200,000 of 7%, 10-year bonds for 212,000.  The yield rate is 6%.  Prepare the journal entry to record:  

a) the sale of the bonds.

Account                                                  debit                                             credit
Cash                                                      $212000
Bond payment                                                                                              $20000
Premium on bond payment                                                                          $12000



b)  the first semiannual interest payment.
Premium    $212000-$200000=$12000
$200000x7/100=$14000
$12000/20=$600
$14000-$600=$13400
Account                                                              debit                                              credit
Interest expense                                                   $13400
Premium on bond payable                                    $600
Cash                                                                                                                            $14000




  
c) the second semiannual interest payment.
Premium paid$ 212000-$200000=$12000

$200000X7/100=$14000

$12000/40=$300

Account                                                         debit                                                credit
Interest expenses                                       $11000
Premium on bond payment                        $ 3000
Cash                                                                                                                  $14000





d) the third semiannual interest payment.

Premium paid $212000-$200000=$12000
$20000X7/100=$14000
$12000/60=$2000

Account                                                          debit                                                     credit
Interest expenses                                           $12000
Premium                                                          $2000
Cash                                                                                                                             $14000
