
CONCEPT: EFFECTIVE INTEREST AMORTIZATION OF BOND PREMIUM OR DISCOUNT 

 

Stated Rate = Market Rate 
 
The price of the bond will be _______________ the face value 
 

Stated Rate < Market Rate 
 
The price of the bond will be _______________ the face value 
 

Stated Rate > Market Rate 
 
The price of the bond will be _______________ the face value 
 

  

● The selling price of a bond is equal to the present value of the interest payments and principal payments: 

   

On January 1, 2018, ABC Company issues $100,000 of 9% bonds payable maturing in five years. Interest is payable semi-
annually on January 1 and July 1. The market interest rate was equal to 10%.  
 
 
 
 
 
 
 
 
 
 
January 1, 2018 Journal Entry:  
 
 
 
 

 
Bond Carrying Value = Bonds Payable Account – Discount on Bonds Payable (or + Premium on Bonds Payable) 

 
 

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐸𝑥𝑝𝑒𝑛𝑠𝑒 = 𝐵𝑜𝑛𝑑 𝐶𝑎𝑟𝑟𝑦𝑖𝑛𝑔 𝑉𝑎𝑙𝑢𝑒 ∗ 𝑀𝑎𝑟𝑘𝑒𝑡 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑅𝑎𝑡𝑒 
 

𝐶𝑎𝑠ℎ 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 = 𝑃𝑟𝑖𝑛𝑐𝑖𝑝𝑎𝑙 𝐴𝑚𝑜𝑢𝑛𝑡 𝑜𝑓 𝐵𝑜𝑛𝑑𝑠 ∗ 𝑆𝑡𝑎𝑡𝑒𝑑 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑅𝑎𝑡𝑒 
 

𝐴𝑚𝑜𝑟𝑡𝑖𝑧𝑎𝑡𝑖𝑜𝑛 𝑜𝑓 𝐷𝑖𝑠𝑐𝑜𝑢𝑛𝑡 𝑜𝑟 𝑃𝑟𝑒𝑚𝑖𝑢𝑚 = |𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐸𝑥𝑝𝑒𝑛𝑠𝑒 − 𝐶𝑎𝑠ℎ 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑃𝑎𝑦𝑚𝑒𝑛𝑡| 
 

 

Interest Expense JE for Discount Bond 
 
 

 
 

 

 

Interest Expense JE for Premium Bond 



 

On January 1, 2018, ABC Company issues $100,000 of 9% bonds payable maturing in five years. Interest is payable semi-
annually on January 1 and July 1. The market interest rate was equal to 10%.  
 

 
 
 

  
 
 
 

    

Semi-annual 
Interest Date 

Beginning 
Bond Carrying 

Value 

Interest 
Payment 

(Credit to Cash) 

Interest 
Expense 

(Debit to Int. 
Exp) 

Discount 
Amort. 

(Credit to 
Discount on 

BP) 

Discount 
Account 
Balance 

Ending Bond 
Carrying Value 

1/1/2018       

7/1/2018       

1/1/2019       

7/1/2019       

1/1/2020       

7/1/2020       

1/1/2021       

7/1/2021       

1/1/2022       

7/1/2022       

1/1/2023       

 
● Interest is paid in cash. A journal entry is made for interest expense and discount amortization: 

  

On January 1, 2018, ABC Company issues $100,000 of 9% bonds payable maturing in five years. Interest is payable semi-
annually on January 1 and July 1. The market interest rate was equal to 10%. 
 
July 1, 2018 Journal Entry:  
 
 
 
 
 

December 31, 2018 Journal Entry: 
 
 
 
 

 

January 1, 2019 Journal Entry: 
 
 
 

 



 

 

 

 


