Financial Reporting BMBM5011
Financial Instruments
Question 1
Instructions
What adjustments must be made in the financial statements for the year ended 31 December 2016 relating to the following financial instrument:
The company issued 6% bonds with a nominal value of £1,000,000 at par on 1st January 2015.  Redemption is at a premium of £200,000 on 31st December 2017 and the effective rate of interest is 12%.


Answer 1
Figures are x £1,000
[image: ]
Adjustments are:
[bookmark: _GoBack]1. Profit & Loss Account:
Interest Payable	127,000

2. Balance Sheet Creditors greater than 1 year:
6% Bonds	1,127,000

University of Wales, Trinity Saint David
Page | 2
image1.emf
Year Period start

Financial 

Cost at 12%

 @ 6% Bond 

rate

Period end

2015 1,000 120 -60 1,060

2016 1,060 127 -60 1,127

2017 1,127 135 -60 1,202

=(1,000 + 200)  

Rounding.


