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LIABILITIES:

DEFINITION
It is a present responsibility to sacrifice assets in the future because of a transaction or other event that happened in the past.

Characteristics

➢ Are probable, future sacrifices (assets or benefits)

➢ Arise from present obligations

➢ Result from past transactions or events

This presentation contains information, in addition to the material prepared and provided by the professor, from:

1. Financial Accounting, David Spiceland, 6th Ed., McGraw-Hill

2. Intermediate Accounting, David Spiceland, 11th Ed., McGraw-Hill

3. Intermediate Accounting, Donald Kieso, 18th Ed., Wiley

4. Other: Official Websites
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NON CURRENT LIABILITIES:

It takes more than one period to pay the full amount or PRINCIPAL
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LIABILITIES:

1. Loans, Borrowings, Notes, Bonds) (%)

2. Issue Bonds Payable

3. Leases

4. Pensions

ORIGIN
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LIABILITIES: CONTINGENT LIABILITIES

➢ Accrued if = Record Journal Entry

▪ Probable

▪ Reasonable estimate

▪ Disclosure

➢ Journal Entry

Dr. Contingent Loss

Cr. Contingent Liability

➢ Disclosure if

▪ Reasonably Possible
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NON CURRENT LIABILITIES: BONDS PAYABLE

ISSUING/SELLING A BOND 

=
BORROW TO MANY INVESTORS

© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 
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Ratings agencies research the financial health of each bond issuer (including issuers of municipal bonds) and assign ratings 

to the bonds being offered. Each agency has a similar hierarchy to help investors assess that bond's credit quality compared 

to other bonds. Bonds with a rating of BBB- (on the Standard & Poor's and Fitch scale) or Baa3 (on Moody's) or better are 

considered "investment-grade." Bonds with lower ratings are considered "speculative" and often referred to as "high-yield" 

or "junk" bonds. https://www.fidelity.com/learning-center/investment-products/fixed-income-bonds/bond-ratings

NON CURRENT LIABILITIES: BONDS PAYABLE
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NON CURRENT 

LIABILITIES: 

BONDS PAYABLE

EXAMPLE:
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NON CURRENT LIABILITIES: BONDS PAYABLE
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NON CURRENT LIABILITIES: BONDS PAYABLE

Then:

1. Bond Price = Principal

2. Coupon Rate = Market Rate

3. Interest Expense = Cash Interest Payment

ISSUED AT PAR VALUE
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NON CURRENT LIABILITIES: BONDS PAYABLE

Then:

1. Bond Price > Principal

2. Coupon Rate > Market Rate

3. Interest Expense ≠ Cash Interest Payment

ISSUED AT PREMIUM
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NON CURRENT LIABILITIES: BONDS PAYABLE

Then:

1. Bond Price < Principal

2. Coupon Rate < Market Rate

3. Interest Expense ≠ Cash Interest Payment

ISSUED AT DISCOUNT
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PAR

COUPON RATE: 6% 

= 
MARKET RATE: 6%

PV of Interest Cash Payments $206,527

$42,000 x  4.91732

Table: ordinary annuity (n=6, i= 6%)

PV of Principal

$700,000 x 0.70496 $493,473

Table: PV of $1 (n=6, i= 6%)

$700,000

BOND PRICE

© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 
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PAR

COUPON RATE: 6% 

= 
MARKET RATE: 6%

PV of Interest Cash Payments $206,527

$42,000 x  4.91732

Table: ordinary annuity (n=6, i= 6%)

PV of Principal

$700,000 x 0.70496 $493,473

Table: PV of $1 (n=6, i= 6%)

$700,000

BOND PRICE

A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 6% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $700,000

6/30/Y1 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y1 42,000 42,000 (700,000 X .06) 0 700,000

6/30/Y2 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y2 42,000 42,000 (700,000 X .06) 0 700,000

6/30/Y3 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y3 42,000 42,000 (700,000 X .06) 0 700,000

252,000 216,467 0

COUPON RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

FFECTIVE/ MARKET INTEREST RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 
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PAR

COUPON RATE: 6% 

= 
MARKET RATE: 6%

PV of Interest Cash Payments $206,527

$42,000 x  4.91732

Table: ordinary annuity (n=6, i= 6%)

PV of Principal

$700,000 x 0.70496 $493,473

Table: PV of $1 (n=6, i= 6%)

$700,000

BOND PRICE

Dr. Cash 700,000 Dr. Bonds Payable 700,000

Cr. Bonds Payable 700,000 Cr. Cash 700,000

6/30/Y1 6/30/Y3

Dr. Interest Expense 42,000 Dr. Interest Expense 42,000

Cr. Cash 42,000 Cr. Cash 42,000

12/31/Y1 12/31/Y3

Dr. Interest Expense 42,000 Dr. Interest Expense 42,000

Cr. Cash 42,000 Cr. Cash 42,000

6/30/Y2

Dr. Interest Expense 42,000

Cr. Cash 42,000

12/31/Y2

Dr. Interest Expense 42,000

Cr. Cash 42,000

To record interest payment

To record interest payment To record interest payment

To record interest payment To record interest payment

To record interest payment

JOURNAL ENTRIES

1/1/Y1 12/31Y3

To record bond issue To record bond principal payment

© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 
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PV of Interest Cash Payments $206,527

$42,000 x  4.91732

Table: ordinary annuity (n=6, i= 6%)

PV of Principal

$700,000 x 0.70496 $493,473

Table: PV of $1 (n=6, i= 6%)

$700,000

BOND PRICE

Dr. Cash 700,000 Dr. Bonds Payable 700,000

Cr. Bonds Payable 700,000 Cr. Cash 700,000

6/30/Y1 6/30/Y3

Dr. Interest Expense 42,000 Dr. Interest Expense 42,000

Cr. Cash 42,000 Cr. Cash 42,000

12/31/Y1 12/31/Y3

Dr. Interest Expense 42,000 Dr. Interest Expense 42,000

Cr. Cash 42,000 Cr. Cash 42,000

6/30/Y2

Dr. Interest Expense 42,000

Cr. Cash 42,000

12/31/Y2

Dr. Interest Expense 42,000

Cr. Cash 42,000

To record interest payment

To record interest payment To record interest payment

To record interest payment To record interest payment

To record interest payment

JOURNAL ENTRIES

1/1/Y1 12/31Y3

To record bond issue To record bond principal payment

A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 6% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $700,000

6/30/Y1 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y1 42,000 42,000 (700,000 X .06) 0 700,000

6/30/Y2 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y2 42,000 42,000 (700,000 X .06) 0 700,000

6/30/Y3 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y3 42,000 42,000 (700,000 X .06) 0 700,000

252,000 216,467 0

COUPON RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

FFECTIVE/ MARKET INTEREST RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 
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PV of Interest Cash Payments $213,179

$42,000 x × 5.07569

Table: ordinary annuity (n=6, i= 5%)

PV of Principal

$700,000 x 0.74622 $522,354

Table: PV of $1 (n=6, i= 5%)

$735,533

BOND PRICE

PREMIUM

COUPON RATE: 6% 

> 

MARKET RATE: 5%

© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 
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PREMIUM

COUPON RATE: 6% 

> 

MARKET RATE: 5%

A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 5% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $735,533

6/30/Y1 42,000 36,777 (735,533 x 5%) 5,223 730,310

12/31/Y1 42,000 36,516 (730,310 x 5%) 5,484 724,826

6/30/Y2 42,000 36,241 (724,826 x 5%) 5,759 719,067

12/31/Y2 42,000 35,953 (719,067 x 5%) 6,047 713,020

6/30/Y3 42,000 35,651 (713,020 x 5%) 6,349 706,671

12/31/Y3 42,000 *35,329 (706,671 x 5%) 6,671 700,000

252,000 216,467 35,533

($735,533 - $700,000)

COUPON RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

FFECTIVE/ MARKET INTEREST RATE

Semi annual:36,777/735,533 = 5%

Annual: 36,677 + 36,516/735,533 = 10%

PV of Interest Cash Payments $213,179

$42,000 x × 5.07569

Table: ordinary annuity (n=6, i= 5%)

PV of Principal

$700,000 x 0.74622 $522,354

Table: PV of $1 (n=6, i= 5%)

$735,533

BOND PRICE
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PREMIUM

COUPON RATE: 6% 

> 

MARKET RATE: 5%

PV of Interest Cash Payments $213,179

$42,000 x × 5.07569

Table: ordinary annuity (n=6, i= 5%)

PV of Principal

$700,000 x 0.74622 $522,354

Table: PV of $1 (n=6, i= 5%)

$735,533

BOND PRICE

Dr. Cash 735,533 Dr. Bonds Payable 700,000

Cr. Bonds Payable 700,000 Cr. Cash 700,000

Cr. Premium in Bonds Payable 35,533

6/30/Y1 6/30/Y3

Dr. Interest Expense 36,777 Dr. Interest Expense 35,651

Dr. Premium Amortizaion 5,223 Dr. Premium Amortizaion 6,349

Cr. Cash 42,000 Cr. Cash 42,000

12/31/Y1 12/31/Y3

Dr. Interest Expense 36,516 Dr. Interest Expense 35,329

Dr. Premium Amortizaion 5,484 Dr. Premium Amortizaion 6,671

Cr. Cash 42,000 Cr. Cash 42,000

6/30/Y2

Dr. Interest Expense 36,241

Dr. Premium Amortizaion 5,759

Cr. Cash 42,000

12/31/Y2

Dr. Interest Expense 35,953

Dr. Premium Amortizaion 6,047

Cr. Cash 42,000

JOURNAL ENTRIES

1/1/Y1 12/31Y3

To record bond principal paymentTo record bond issue

To record interest payment

To record interest payment

To record interest payment

To record interest payment

To record interest payment

To record interest payment
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A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 5% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $735,533

6/30/Y1 42,000 36,777 (735,533 x 5%) 5,223 730,310

12/31/Y1 42,000 36,516 (730,310 x 5%) 5,484 724,826

6/30/Y2 42,000 36,241 (724,826 x 5%) 5,759 719,067

12/31/Y2 42,000 35,953 (719,067 x 5%) 6,047 713,020

6/30/Y3 42,000 35,651 (713,020 x 5%) 6,349 706,671

12/31/Y3 42,000 *35,329 (706,671 x 5%) 6,671 700,000

252,000 216,467 35,533

($735,533 - $700,000)

COUPON RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

FFECTIVE/ MARKET INTEREST RATE

Semi annual:36,777/735,533 = 5%

Annual: 36,677 + 36,516/735,533 = 10%

Dr. Cash 735,533 Dr. Bonds Payable 700,000

Cr. Bonds Payable 700,000 Cr. Cash 700,000

Cr. Premium in Bonds Payable 35,533

6/30/Y1 6/30/Y3

Dr. Interest Expense 36,777 Dr. Interest Expense 35,651

Dr. Premium Amortizaion 5,223 Dr. Premium Amortizaion 6,349

Cr. Cash 42,000 Cr. Cash 42,000

12/31/Y1 12/31/Y3

Dr. Interest Expense 36,516 Dr. Interest Expense 35,329

Dr. Premium Amortizaion 5,484 Dr. Premium Amortizaion 6,671

Cr. Cash 42,000 Cr. Cash 42,000

6/30/Y2

Dr. Interest Expense 36,241

Dr. Premium Amortizaion 5,759

Cr. Cash 42,000

12/31/Y2

Dr. Interest Expense 35,953

Dr. Premium Amortizaion 6,047

Cr. Cash 42,000

JOURNAL ENTRIES

1/1/Y1 12/31Y3

To record bond principal paymentTo record bond issue

To record interest payment

To record interest payment

To record interest payment

To record interest payment

To record interest payment

To record interest payment

PV of Interest Cash Payments $213,179

$42,000 x × 5.07569

Table: ordinary annuity (n=6, i= 5%)

PV of Principal

$700,000 x 0.74622 $522,354

Table: PV of $1 (n=6, i= 5%)

$735,533

BOND PRICE
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DISCOUNT

COUPON RATE:6% 

< 

MARKET RATE: 7%
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© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 24

A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 7% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $666,633

6/30/Y1 42,000 46,664 (666.633 X 7%) 4,664 671,297

12/31/Y1 42,000 46,991 (671,297 X 7%) 4,991 676,288

6/30/Y2 42,000 47,340 (676,288 X 7%) 5,340 681,628

12/31/Y2 42,000 47,714 (681,628 X 7%) 5,714 687,342

6/30/Y3 42,000 48,114 (687,342 X 7%) 6,114 693,456

12/31/Y3 42,000 *48,544 (693,456 X 7%) 6,544 700,000

252,000 285,367 33,367

($666,633 - $700,000)

COUPON RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

FFECTIVE/ MARKET INTEREST RATE

Semi annual:46,664 / 666,633 = 7%

Annual:46,664 +46,991/666,633 = 14%

PV of Interest Cash Payments $200,195

$42,000 x × 4.76654 

Table: ordinary annuity (n=6, i= 7%)

PV of Principal

$700,000 x 0.66634 $466,438

Table: PV of $1 (n=6, i= 7%)

$666,633

BOND PRICE

*rounded

DISCOUNT

COUPON RATE 

< 

MARKET RATE
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PV of Interest Cash Payments $200,195

$42,000 x × 4.76654 

Table: ordinary annuity (n=6, i= 7%)

PV of Principal

$700,000 x 0.66634 $466,438

Table: PV of $1 (n=6, i= 7%)

$666,633

BOND PRICE

DISCOUNT

COUPON RATE 

< 

MARKET RATE

Dr. Cash 666,633 Dr. Bonds Payable 700,000

Dr. Discount on Bonds Payable 33,367 Cr. Cash 700,000

Cr. Bonds Payable 700,000

6/30/Y1 6/30/Y3

Dr. Interest Expense 46,664 Dr. Interest Expense 48,114

Cr. DiscountAmortizaion 4,664 Cr. DiscountAmortizaion 6,114

Cr. Cash 42,000 Cr. Cash 42,000

12/31/Y1 12/31/Y3

Dr. Interest Expense 46,991 Dr. Interest Expense 48,544

Cr. DiscountAmortizaion 4,991 Cr. DiscountAmortizaion 6,544

Cr. Cash 42,000 Cr. Cash 42,000

6/30/Y2

Dr. Interest Expense 47,340

Cr. DiscountAmortizaion 5,340

Cr. Cash 42,000

12/31/Y2

Dr. Interest Expense 47,714

Cr. DiscountAmortizaion 5,714

Cr. Cash 42,000

To record interest payment To record interest payment

To record interest payment

To record interest payment

JOURNAL ENTRIES

1/1/Y1 12/31/Y3

To record bond issue. To record bond principal payment

To record interest payment To record interest payment
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Dr. Cash 666,633 Dr. Bonds Payable 700,000

Dr. Discount on Bonds Payable 33,367 Cr. Cash 700,000

Cr. Bonds Payable 700,000

6/30/Y1 6/30/Y3

Dr. Interest Expense 46,664 Dr. Interest Expense 48,114

Cr. DiscountAmortizaion 4,664 Cr. DiscountAmortizaion 6,114

Cr. Cash 42,000 Cr. Cash 42,000

12/31/Y1 12/31/Y3

Dr. Interest Expense 46,991 Dr. Interest Expense 48,544

Cr. DiscountAmortizaion 4,991 Cr. DiscountAmortizaion 6,544

Cr. Cash 42,000 Cr. Cash 42,000

6/30/Y2

Dr. Interest Expense 47,340

Cr. DiscountAmortizaion 5,340

Cr. Cash 42,000

12/31/Y2

Dr. Interest Expense 47,714

Cr. DiscountAmortizaion 5,714

Cr. Cash 42,000

To record interest payment To record interest payment

To record interest payment

To record interest payment

JOURNAL ENTRIES

1/1/Y1 12/31/Y3

To record bond issue. To record bond principal payment

To record interest payment To record interest payment

A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 7% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $666,633

6/30/Y1 42,000 46,664 (666.633 X 7%) 4,664 671,297

12/31/Y1 42,000 46,991 (671,297 X 7%) 4,991 676,288

6/30/Y2 42,000 47,340 (676,288 X 7%) 5,340 681,628

12/31/Y2 42,000 47,714 (681,628 X 7%) 5,714 687,342

6/30/Y3 42,000 48,114 (687,342 X 7%) 6,114 693,456

12/31/Y3 42,000 *48,544 (693,456 X 7%) 6,544 700,000

252,000 285,367 33,367

($666,633 - $700,000)

COUPON RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

FFECTIVE/ MARKET INTEREST RATE

Semi annual:46,664 / 666,633 = 7%

Annual:46,664 +46,991/666,633 = 14%

© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 
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A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 7% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $666,633

6/30/Y1 42,000 46,664 (666.633 X 7%) 4,664 671,297

12/31/Y1 42,000 46,991 (671,297 X 7%) 4,991 676,288

6/30/Y2 42,000 47,340 (676,288 X 7%) 5,340 681,628

12/31/Y2 42,000 47,714 (681,628 X 7%) 5,714 687,342

6/30/Y3 42,000 48,114 (687,342 X 7%) 6,114 693,456

12/31/Y3 42,000 *48,544 (693,456 X 7%) 6,544 700,000

252,000 285,367 33,367

($666,633 - $700,000)

AMORTIZATION TABLE: BOND ISSUED AT DISCOUNT

A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 5% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $735,533

6/30/Y1 42,000 36,777 (735,533 x 5%) 5,223 730,310

12/31/Y1 42,000 36,516 (730,310 x 5%) 5,484 724,826

6/30/Y2 42,000 36,241 (724,826 x 5%) 5,759 719,067

12/31/Y2 42,000 35,953 (719,067 x 5%) 6,047 713,020

6/30/Y3 42,000 35,651 (713,020 x 5%) 6,349 706,671

12/31/Y3 42,000 *35,329 (706,671 x 5%) 6,671 700,000

252,000 216,467 35,533

($735,533 - $700,000)

AMORTIZATION TABLE: BOND ISSUED AT PREMIUM

A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 6% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $700,000

6/30/Y1 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y1 42,000 42,000 (700,000 X .06) 0 700,000

6/30/Y2 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y2 42,000 42,000 (700,000 X .06) 0 700,000

6/30/Y3 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y3 42,000 42,000 (700,000 X .06) 0 700,000

252,000 216,467 0

AMORTIZATION TABLE: BOND ISSUED AT PAR

1/1/Y1 12/31/Y1 12/31/Y2 12/31/Y3

BONDS PAYABLE $700,000 $700,000 $700,000 $700,000

CARRYING VALUE $700,000 $700,000 $700,000 $700,000

BALANCE SHEET: BONDS PAYABLE SCHEDULE

DECEMBER 31 XXXX

PAR

1/1/Y1 12/31/Y1 12/31/Y2 12/31/Y3

BONDS PAYABLE $700,000 $700,000 $700,000 $700,000

ADD: UNAMORTIZED PREMIUM 35,533 24,826 13,020 0

CARRYING VALUE $735,533 $724,826 $713,020 $700,000

BALANCE SHEET: BONDS PAYABLE SCHEDULE: PAR 

DECEMBER 31 XXXX

PREMIUM

1/1/Y1 12/31/Y1 12/31/Y2 12/31/Y3

BONDS PAYABLE $700,000 $700,000 $700,000 $700,000

LESS: UNAMORTIZED PREMIUM 33,367 23,712 12,658 0

CARRYING VALUE $666,633 $676,288 $687,342 $700,000

DISCOUNT

BALANCE SHEET: BONDS PAYABLE SCHEDULE: PAR 

DECEMBER 31 XXXX

© PROF. AIDA LOZADA, CPA, MBA, Ph.D. 
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Early Extinguishment of Debt (Bond)
1. Debt is retired prior to its scheduled maturity date:

2. Any difference between the outstanding debt and the amount paid to retire that debt represents a gain or loss. 
A B C D E

Date Cash Effective Decrease in Outstanding

Interest / Payment Interest Balance Balance

6% 6% Carrying Value

Principal x Coupon Rate (E x C) (B - C) (E - D)

1/1/Y1 $700,000

6/30/Y1 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y1 42,000 42,000 (700,000 X .06) 0 700,000

6/30/Y2 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y2 42,000 42,000 (700,000 X .06) 0 700,000

6/30/Y3 42,000 42,000 (700,000 X .06) 0 700,000

12/31/Y3 42,000 42,000 (700,000 X .06) 0 700,000

252,000 216,467 0

COUPON RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

FFECTIVE/ MARKET INTEREST RATE

Semi annual: 42,000/700,000 = 6.%

Annual: 84,000/700,000 = 12%

12/31Y2 

Call price: $725,000

Carrying Value: $700,000
Loss on Early Extinguishment of Debt ($25,000)


