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                ACCT 220
   SOLUTIONS – CHAPTER 10
   4. (a) The entry when the tickets are sold is:
   Cash 900,000
   Unearned Football Ticket Revenue 900,000
   (b) The entry after each game is:
   Unearned Football Ticket Revenue 180,000
   Football Ticket Revenue 180,000
   9. (a) Face value is the amount of principal due at the maturity date.
   (b) The contractual interest rate is the rate used to determine the
   amount of cash interest the borrower pays and the investor receives.
   This rate is also called the stated interest rate because it is the
   rate stated on the bonds.
   (c) A bond certificate is a legal document that indicates the name of
   the issuer, the face value of the bonds, and such other data as the
   contractual interest rate and maturity date of the bonds.
   10. (a) A convertible bond permits bondholders to convert it into
   common stock at the option of the bondholders.
   (b) For bondholders, the conversion option gives an opportunity to
   benefit if the market price
   of the common stock increases substantially. For the issuer,
   convertible bonds usually have: (1) a lower rate of interest than
   other debt securities, (2) a higher selling price.
   17. (a) The nature and the amount of each long-term liability should
   be presented in the balance sheet or in schedules in the accompanying
   notes to the financial statements. The notes should also
   indicate the interest rates, maturity dates, conversion privileges,
   and assets pledged as collateral.
   (b) To evaluate liquidity a company may compute working capital, a
   current ratio, or current cash debt coverage ratio. To evaluate
   long-run solvency a company may compute a debt to total assets ratio,
   cash debt coverage ratio, and a times interest earned ratio.
   27. The primary difference between operating leases and capital leases
   is that operating leases have the economic characteristics of a rental
   agreement, while capital leases are like purchases. For capital leases
   an asset and liability are recorded, but for operating leases they are
   not.
   EXERCISE 10-1
   (a) May 1 Cash 15,000
   Note Payable 15,000
   (b) May 31 Interest expense 112.50
   ($15,000 × .09 × 1/12)
   Interest Payable 112.50
   (c) Interest payable accrued each month $112.50
   Number of months from borrowing
   to year end × 8
   Balance in interest payable account $900
   (d) Jan. 1 Note Payable 15,000
   Interest Payable 900
   Cash 15,900
   EXERCISE 10-8
   2004
   (a) Sept. 1 Cash 400,000
   Bonds Payable 400,000
   (b) Dec. 31 Bond Interest Expense 12,000
   Bond Interest Payable 12,000
   ($400,000 × 9% × 4/12)
   2005
   (c) Sept. 1 Bond Interest Expense 24,000
   ($400,000 × 9% × 8/12)
   Bond Interest Payable 12,000
   Cash ($400,000 × 9% × 12/12) 36,000
   EXERCISE 10-9
   (a) Jan. 1 Cash 100,000
   Bonds Payable 100,000
   (b) Dec. 31 Bond Interest Expense 10,000
   Bond Interest Payable 10,000
   ($100,000 × 10%)
   (c) Jan. 1 Bond Interest Payable 10,000
   Cash 10,000
   EXERCISE 10-10
   (a) Jan. 1 Cash 240,000
   Bonds Payable 240,000
   (b) Dec. 31 Bond Interest Expense 21,600
   Bond Interest Payable 21,600
   ($240,000 × 9% × 12/12)
   (c) Jan. 1 Bond Interest Payable 21,600
   Cash 21,600
   (d) Jan. 1 Bonds Payable 240,000
   (2024) Cash 240,000
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