

Bond Payable Straight-Line (Discount)
Interest Expenses   90,000
              Bond Payable (1,000,000-800,000) / 4           50,000             If CB Increase = Discount
              Interest Payable (1,000,000 x 0.08) /2            40,000             Cash+Payable

   Total Payment                                    10,400,000
   Principal Due                                        4,000,000
   Cash Received at Issuance                  (4,300,920)

Retirement of old issue and sale of new issue 800,000 at 98 and callable at 104
    Bond Payable                789,600                                              Effective
    Loss on Redemption       42,400                                              PV =784,000 N= 14
              Cash  (always the amount callable 102)   832,000               I/Y = 6.135
New is issued at normal process                                                 PMT= -48,000  CPT FV
the bonds are carried at fair value IFRS 9, all changes in the fair value of the bonds (which relate to changes in credit risk) would have already been recognized in Other Comprehensive Income

Decommissioning and Restoration Obligations
Record of transaction
 Jan 1, 14:	Drilling platform 	5,460,000
		Cash 		5,460,000
	Drilling platform	419,063
		Asset Retirement Obligation ARO		419,063
PV of 950k x 70%: (950k/1.086) x 70% (cost of dismantling /removing) 

 FV= 400,000/16=25,000      Production Overhead Cost         12,026
 N=15(-1) I=5 CTP                             ARO                                                         12,026

Year end- Depreciation, interest and Inventory
                    Depreciation Expense	979,844 ((5,460,000+419,063)/6)
                                 Acc. Depre – Drilling Platform        979,844
	IFRS
	ASPE

	Interest Expense	33,525
                        ARO                            33,525
(419,063 X 8% (DR)

COGM (or Manufacturing OH) 32,328
                        ARO                           32,328   
 YR2   
Depreciation Expense	979,844 
           Acc. Depre Platform        979,844  

Interest Expense	38,793
                        ARO                   38,793
(419,063 + 33,525 + 33,328) x 8%

COGM (or Manufacturing OH) 34,914
                        ARO                           34,914
                  (the PV of increase in ARO)
	Accretion Expense	33,525
 (419,063 X 8%)   ARO                 33,525

Drilling Platform            32,328
                        ARO                           32,328 
                  (the PV of increase in ARO)        
YR2  
Depreciation Expense    986,310
              Acc. Depre Platform           986,310
      (5,460,000+419,063)/6 + 32,328/5 =

Accretion Expense	38,793
 (419,063 + 33,525 + 33,328) x 8   ARO 38,793       

Drilling Platform            34,914
                        ARO                          34,914




Record the settlement
Dec 31, 19: 	ARO (Current Balance) (future amount)		950,000
		Gain on settlement of ARO		28,000
		Cash		922,000
Product Guarantees and Warranties
                                                                                                   IFRS Additional Service
	Assurance-type (expensed based)
	Service-type (Revenue based)

	A/R	3,000,000
                Sales Revenues    3,000,000
Warranties Expenses       30,000
                Part inventory                       30,000

Warranties Expenses       90,000
   Estimated Warranties Liabilities            90,000 
	A/R	3,000,000
                Sales Revenues                 3,000,000
                 U/E War Revenues             160,000
Warranties Expenses       30,000
                 Part inventory                       30,000
U/E War Revenues        40,000
                Warranties Liabilities            40,000
160,000 x (30,000/120,000)


	
       Estimated Warranty Liabilities                30,000 (actual dommage)
                A/Payable                                                             30,000          next entry only 70%      A/P         
 
Debt Restructuring: Settlement or Modification

Settled with non-cash assets: settled with asset or common shares
Debtor
Acc.Depre – Machine 	221,000 
Interest Payable 	18,000 
Note Payable                                                           200,000
	Machine (or Common shares)		390,000 
	Gain on disposal of Machine 		11,000
	Gain on settlement                                                        38,000 
Creditor
Machine	 (or FV-NI Investments)	180,000
Bad Debt Expense / AFDA 	38,000 
	Notes Receivable 		200,000 
	Interest Receivable		18,000 
CREDITOR HAVE NO LOSS/GAIN, and the value of the property = the total of credit

Substantial Modification: the new debt’s value greater than 10% of old debt’s value => negotiated deb is considered a settlement => Gain or Loss on debt restructuring would be recognized

Ex: Issue $2 mil bonds at par, coupon rate = market rate = 12%. 
New terms: Coupon rate change to 10%, extend maturity date to next 3 yrs, reduce principal to $1.6 
1- [bookmark: _Hlk489019408]Determine if it an settlement or a modification/exchange
                  Must always use the historical I/Y 
PV of old debt	2,000,000
PV of new debt (3years, 12%)                 FV= -1,600,000   I=12	1,523,141
                                                                 PMT=-160,000    N=3                               476,859
2- Now use the new Market Rate (I/Y) which is 10
FV= -1,600,000    I=10         PMT=-160,000    N=3       PV= X 1,600,000                             
Settlement of 10% more
Debtor	Creditor (use historical MR)
Note Payable         2,000,000	Modification gain or loss (AFDA) 476,859
             Note Payable                        1,600,000                       Note Receivable                            476,859
           Gain on restructuring-debt      400,000                  same amount as step (USE THE DIFFENCE)
 Payment of Interest
	Debtor
	Creditor

	Interest Expense 	160,000
             Note Payable                         x
             Cash  (cr x FV)                     160,000
 
	Cash                         476,859
                Note Receivable                 476,859
                Interest Income                   190,000    


Non-substantial Modification:  less than 10% of old debt’s value , the old debt is seen to continue to exist but w/ new terms. 
- NO gain or loss on debt restructuring 
- have to calculate new effective rate for updated interest expenses in future

Ex: Issue $2 mil bonds at par, coupon rate = market rate = 12%. 
New terms:  CR change to 10%, extend maturity date to next 3 yrs, reduce principal to $1.9 mil
PV of old debt	2,000,000
PV of new debt (3years, 12%)                 FV= -1,900,000   I=12	1,808,730
                                                                 PMT=-190,000    N=3                             LESS 10%
· Un-substantial modification
· Calculate new effective interest rate w/ PV = 2mil, ,    PMT = -190k, 
· => r = 7.95922%                                   FV = -1.9mil   N= 3
	Debtor
	Interest Paid – 10%
	Interest Expense – 7.95922%
	Reduction in CV
	CV of Notes Payable

	31 Dec 14
	
	
	
	$2,000,000

	31 Dec 15
	$190,000
	$159,184
	$30,816
	$1,969,184

	31 Dec 16
	$190,000
	$156,732
	$33,268
	$1,935,916

	31 Dec 17
	$190,000
	$154,084
	$35,916
	$1,900,000



Note Payable                               30,816
Interest Expense                         156,731
                       Cash                                                         190,000
Record the loss- Creditor should always use the historical % to record the loss

Modification gain or loss (AFDA)              191,270
                Note Receivable                                                     191,270

	Amortization after debt restructuring 
	Creditor
	Interest Cash Received - 10%
	Interest Revenue - 12%
	Reduction in CV
	CV of Notes Receivable

	31 Dec 14
	
	
	
	$1,808,730

	31 Dec 15
	$190,000
	$217,048
	-$27,048
	$1,835,778

	31 Dec 16
	$190,000
	$220,293
	-$30,293
	$1,866,071

	31 Dec 17
	$190,000
	$223,929
	-$33,929
	$1,900,000

	
	$570,000
	$661,270
	
	


Options and Warrants
fair value of a call option is based on the intrinsic value and the time value.
Buy your own share
Fixed-for-fixed Derivative                                                                                 250
                                   Cash                                                                                                250
Derivatives – Financial Assets/Liabilities	175
		Cash		175
Derivatives – Financial Assets/Liabilities	9825
		Gain – Net Income (10,000 – 175)		9825

Exercised the call option
	Loss-Net Income                       	2,300
	FV-NI Investments (38x700)	26,600
		Cash (27x700)		18,900
		Derivatives – Financial Assets/Liabilities 		10,000
Speculative purposes. Jackson appears not to be hedging to minimize the risk of a current or future transaction
Convertible Debt
IFRS: requires residual value method with debt components being valued first and the residual being allocated to the equity components
ASPE: allows either:Value equity component at 0, or Use residual method with the more easily measurable component being valued first
Reporting at time of issuance
(June 1,2017 , pay interest on April 1 and October 1)   (Avril , Mai =2)
	Accrued Interest
	IFRS

	Cash **                     5,970,000
             Bond Payable (6m X ,97)    5,820,000
             Interest Payable *                      90,000
             CS-CR                                       60,000
*  (6,000,000x9% x 2/12)
**  (6,000,000x0.98) + 90,000)
             PV = 5,820,000    FV=-6,000,000
             N=20                    PMT= -270,00
            FIND I/Y=  4.7354%
	Cash                     	9,700,000
             Bond Payable                       9,300,000
    Contributed Surplus-                       400,000
     Conversion Right      
 


Payment of first interest with accrued
Interest Payable 	90,000 
Interest Expense 	183,734 
                    Bond Payable                                                              3,737*
	Cash (6,000,000 x 9%÷2)                                       270,000  
*(5,820,000 X 4.7354% X 4/6) – (6,000,000 X 4.5% X 4/6)                (June, July,August,Sept=4) 
Reporting at time of conversion: bonds are converted into shares

Bonds payable	985,942
Contributed Surplus – Conversion Rights	75,939
	Common shares (the plug)		1,061,881

This is called Book value method of recording the bond conversion, it is required under both IFRS and ASPE
Warrant
Redeem of warrant
· If there is 4000 bonds and 1/3 submitted their warrant;  1 bond = 6 warrants at 26$ stocks
Cash ( 8000x 26$)    208,000 (cheapest)
C/S- Warrant             40,000      (1/3 of 120,000)
              Common Share  (plug)                          248,000 (market share at 31$x 8000)
If you have the market price (c/s with it) if not the cash is the entitled amount to 

Warrant recording
$ of warrant 34$, 1 bond = 4 warrant,400 bonds issued, 45$ conversion right
 Cash 
         Bond Payable (Price with warrant)     475,656
[bookmark: _GoBack]         Contributed Surplus-Warrant                18,000 (400x45$)
         Contributed Surplus- CR                       54,400 (400x4x34)
When you have before and after CS-CR become the plug (cash is with)

Early conversion  induce conversion
The issuer offer some form of additional consideration (usually Cash) to induce a prompt conversion of the convertible debt => to reduce interest costs or to improve debt to equity ratio 

10 mil bonds, 75,000 Unamortized, paid 65,000$ induce conversion, 270,000 contributed

IFRS
Loss on Redemption Bond                                               65,000
Bonds payable	9,925,000
Contributed Surplus – Conversion Rights	270,000
	 Common shares (the plug)		              10,195,000
         Cash                                                                                                         65,000

ASPE- Residual Method
Loss on Redemption Bond *                                            30,000
Retained Earning                                                              35,000
Bonds payable	9,925,000
Contributed Surplus – Conversion Rights	270,000
	 Common shares (the plug)		              10,195,000
         Cash                                                                                                         
* FMV- Carrying Balance (9,955,000-9,925,000) = 30,000
* Money paid – answer 1* (65,000-30,000) = 35,000   

Reporting at the time of Retirement
· Normal retirement is treated the same as debt retirement from Chapter 14 for non-convertible bonds
· Clear the bonds payable and any outstanding premiums, discounts, bond issue costs, interest accrued to bondholders
· Equity component remains in Contributed Surplus

· Early Retirement:
· Clear the bonds payable and any outstanding premiums, discounts, bond issue costs, interest accrued to bondholders
· The conversion rights must be zeroed out
· The loss on early retirement is allocated between the debt and equity portion

Ex: retire the convertible debt early and offers the bondholders $1,070,000 cash (FV of the instruments – with the conversion option – at the time of retirement)

Bonds payable (CV of bonds)	972,476
Loss on Redemption of Bonds (981,462 – 972,476)	8,986	
(use FV of the bonds without conversion rights)
Contributed Surplus – Conversion Rights	75,939
Retained Earnings (the plug)	12,599
	Cash		1,070,000 
	
The loss is allocated to the debt first, and the residual loss goes to the equity portion
Credit, liquidity, market; currency, interest risk, other price







Notes Payable
· Interest-bearing notes payable are reported as a liability at the face amount of the note along with any accrued interest payable. 
Ex: Provincial bank agrees to lend 100k on Mar 1, 2014 to Landscape Corp. and the company signs a 100k, 4 month, 12 % note
Mar 1:	Cash 	100,000
		Notes Payable 		100,000
Jun 30: a company prepares financial statements semi-annually
	Interest Expense (100k x 12% x 4/12)4,000
		Interest payable		4,000
Jul 1: the note is due
	Notes payable	100,000
	Interest Payable	4,000
		Cash		104,000
· Zero-Interest-bearing note no interest payment, directly on face amount 
Cash 	81 241
		Notes Payable 		81 241
*93,750$ would be received at maturity instead of 125,000
FV= -93,750  N=4   PMT=0  I=9    PV=X  66 415 
One interest of 81,241x0.09 = 7312$      81,241+7312= 88,553

Record Impairment
Bad debts expenses            22,138
         AFDA                                              22,138

Contingency Liabilities
IFRS: determine future event is probable, more likely than not. Best Estimate
- if amount can’t be measured reliability, no liability is recognized under IFRS(very rare). $2,030,000 and disclose in footnotes
[(0.35 x 800,000) + (0.40 x 2,500,000) + (0.25 x 3,000,000)]

Contingent Loss for Damages         2,030,000
                             Contingent Liability for Damages $2,030,000
No contingency gain

DEBT REPORTING
IFRS, the company should report all $1,200,000 as Long term Liabilities on its Balance sheet 
ASPE, the company should report $300,000 as Current Liabilities and $900,000 as Long term Liabilities on its Balance sheet as at December 31, 2015.
Coupon
IFRS
1. Inventory of premium         250,000                         2. Cash                   4,000,000
                             Cash                         250,000                  Sales Revenues           3,600,000* aspe
                                                                                             Unearned Revenue        400,000
To Set Up a Liability Estimate 
Mugs      (1,720,000 coupons * 0.60 red. Rate * 0.70 * $6)/4 coupons  = $1,083,600
Grinders (1,720,000 coupons * 0.60 red. rate   * 0.30 * $10)/5 coupons = $ 619,200

Promotion expense $1,702,800
                 Promotion liability $1,702,800

To record redemption of coupons and receipt of cash
Mugs      (660,000/4 = 165,000 mugs @ $11 = $1,815,000
Grinders (316,000/5 = 63,200 grinders @ $17 = 1,074,400
Liability reduction = 165,000 * 6 + 63,200 * 10 = 1,622,000
Cash received = 165,000 * $5 + 63,200 * $7 = 1,267,400

Promotion liability 1,622,000
Cash                        1,267,400
                                    Inventory promo - coffee mugs 1,815,000
                                    Inventory promo-coffee grinders 1,074,400

Derivatives
1- Financial instrument represent right
2- Fmv is the most relevant measure
3- Gain/loss booked NI
Right to buy = call option
Right to sell = put option



