Question: 
A company issues 6% debt for £1,000, redeemable at £1,200 in 3 years.
The effective interest rate is 12%.

How the debt is valued:
This debt is treated as a financial liability and is measured at amortised cost.

1: Initial recognition
The company receives £1,000 when the debt is issued, so it is first recorded at £1,000.

2: Total finance cost
The total amount to be paid back over 3 years =
(3 × £60 interest) + £1,200 redemption = £1,380
So, the total finance cost = £1,380 – £1,000 = £380.

 3: Amortised cost table
	Year
	Opening Balance (£)
	Interest @12% (£)
	Cash Paid (£60 each year)
	Closing Balance (£)

	1
	1,000
	120
	(60)
	1,060

	2
	1,060
	127
	(60)
	1,127

	3
	1,127
	135
	(1,260)*
	2 (rounding)


* £1,260 = £60 interest + £1,200 redemption.



4: What this means
· Each year, the interest expense is calculated using the effective rate (12%).
· The carrying amount (the balance shown in the statement of financial position) increases each year as the interest is added and payments are deducted.
· The final carrying amount at redemption equals the amount repaid (£1,200).

Summary
· Initial value: £1,000 (cash received)
· Measured at: Amortised cost
· Finance charge: £380 (spread over 3 years using the effective interest rate method)
· Balance sheet: Shows the amortised cost each year (1,060 → 1,127 → 1,200)

