
intermediate accounting chapter 17
solutions
The Ultimate Guide to Intermediate Accounting Chapter 17 Solutions

intermediate accounting chapter 17 solutions are crucial for students navigating the
complexities of long-term liabilities. Chapter 17 typically delves into bonds payable,
leases, and other long-term debt instruments, areas that often present significant
challenges. This comprehensive guide is designed to illuminate the key concepts and
provide actionable insights into solving problems related to these topics. We will explore
the accounting treatment for issuing bonds, accounting for bond retirements, the
intricacies of lease accounting under both operating and finance lease classifications, and
other sophisticated liability scenarios. Understanding these accounting principles is vital
for accurate financial reporting and decision-making.
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Understanding Bonds Payable: Issuance and
Amortization

Bonds payable represent a significant source of long-term financing for many companies.
Understanding their accounting treatment is fundamental to mastering intermediate
accounting. When a company issues bonds, it is essentially borrowing money from
investors, promising to repay the principal amount at a future date and to make periodic
interest payments. The issuance price of a bond is determined by the market interest rate
at the time of issuance compared to the stated interest rate (coupon rate) on the bond. If
the market rate is higher than the stated rate, the bond will be issued at a discount; if the
market rate is lower, it will be issued at a premium.

Issuing Bonds at Par, Discount, and Premium

When bonds are issued at par, the cash received is exactly equal to the face value of the
bonds. This occurs when the stated interest rate is equal to the market interest rate. In
contrast, issuing bonds at a discount means the company receives less cash than the face
value. This happens when the stated rate is below the market rate, requiring investors to



receive a higher effective yield through a lower purchase price. Conversely, issuing bonds
at a premium means the company receives more cash than the face value, as the stated
rate exceeds the market rate, offering investors a return superior to the market.

Amortization of Bond Discounts and Premiums

The difference between the face value of a bond and its issue price (the discount or
premium) is amortized over the life of the bond. This amortization process adjusts the
carrying value of the bond liability to its face value by maturity. The two primary methods
for amortization are the straight-line method and the effective-interest method. The
effective-interest method is generally preferred under U.S. GAAP and IFRS because it
results in a constant effective interest rate on the carrying amount of the bonds. Under
this method, interest expense is calculated by multiplying the carrying value of the bond
by the market interest rate at the time of issuance. The difference between the cash
interest paid (face value multiplied by the stated rate) and the calculated interest expense
represents the amortization amount.

Accounting for Bond Retirements

Companies may choose to retire bonds before their scheduled maturity dates for various
strategic reasons, such as taking advantage of lower interest rates or improving their
debt-to-equity ratios. The accounting treatment for bond retirements depends on whether
the bonds are retired at face value, at a discount, or at a premium. When bonds are
retired, the company must remove the liability from its balance sheet and recognize any
gain or loss on the retirement.

Retiring Bonds Before Maturity

To retire bonds before maturity, a company typically repurchases them in the open market
or calls them in using a call provision. The cost to retire the bonds is the amount of cash
paid to the bondholders. The difference between the reacquisition price and the carrying
value of the bonds at the time of retirement results in a gain or loss. For example, if bonds
with a carrying value of $95,000 are repurchased for $92,000, a gain of $3,000 is
recognized. Conversely, if they are repurchased for $98,000, a loss of $3,000 is
recognized.

Calculating Gain or Loss on Retirement



The calculation of the gain or loss on bond retirement is straightforward. First, determine
the carrying value of the bonds at the retirement date. This carrying value is often found
on the balance sheet or can be calculated by updating the amortization schedules. Next,
compare the reacquisition price to this carrying value. If the reacquisition price is less
than the carrying value, a gain is recorded. If the reacquisition price is greater than the
carrying value, a loss is recorded. These gains and losses are typically reported in the
income statement, affecting net income.

Lease Accounting: A Deep Dive into Operating
and Finance Leases

Lease accounting has undergone significant changes in recent years, most notably with
the implementation of ASC 842 and IFRS 16. These standards require lessees to recognize
a right-of-use asset and a lease liability for most leases on the balance sheet, regardless of
whether they are classified as operating or finance leases. This represents a substantial
shift from previous accounting practices. The core distinction between operating and
finance leases under the new standards is based on the transfer of control and economic
benefits of the underlying asset.

Operating Leases

An operating lease is characterized by the lessee using an asset for a period without
obtaining significant ownership rights or risks. Under the new lease accounting standards,
lessees recognize a right-of-use asset and a lease liability for all operating leases with
terms exceeding 12 months. The lease liability is measured at the present value of future
lease payments. The right-of-use asset is initially measured at the amount of the lease
liability plus any initial direct costs incurred by the lessee, less any lease incentives
received. Expense recognition for operating leases typically involves a single, straight-line
lease expense recognized over the lease term, which includes amortization of the right-of-
use asset and interest on the lease liability.

Finance Leases

A finance lease, on the other hand, is essentially treated as a form of financing where the
lessee obtains control over an asset for most of its economic life. This classification
generally applies if the lease transfers ownership of the asset by the end of the lease term,
the lessee has the option to purchase the asset that the lessor is reasonably certain to
exercise, the lease term covers a major part of the asset's economic life, or the present
value of the lease payments equals or exceeds substantially all of the asset's fair value. For
finance leases, the lessee recognizes a right-of-use asset and a lease liability, similar to
operating leases. However, the expense recognition pattern differs. The lessee recognizes



amortization expense on the right-of-use asset and interest expense on the lease liability
separately, leading to a front-loaded expense pattern.

Key Differences in Expense Recognition

The most significant difference in accounting treatment between operating and finance
leases, from an expense recognition perspective, lies in how the total lease cost is
recognized over the lease term. For operating leases, a single lease cost is recognized,
typically on a straight-line basis. This simplifies the expense reporting. In contrast, finance
leases result in separate recognition of interest expense and amortization expense.
Interest expense is higher in the earlier periods of the lease and declines over time as the
lease liability is reduced. Amortization expense is usually recognized on a straight-line
basis over the shorter of the lease term or the useful life of the right-of-use asset. This
distinct expense recognition impacts key financial ratios and profitability metrics.

Other Long-Term Liabilities and Their Accounting
Treatment

Beyond bonds and leases, intermediate accounting chapter 17 often touches upon other
significant long-term liabilities that require careful accounting. These can include notes
payable, mortgages payable, and pension liabilities, among others. Each of these
instruments has its unique characteristics and associated accounting considerations.
Understanding the recognition, measurement, and disclosure requirements for these
liabilities is crucial for a complete grasp of long-term financial obligations.

Notes and Mortgages Payable

Notes payable and mortgages payable are common forms of long-term borrowing. When a
company issues a long-term note or mortgage, it incurs an obligation to repay the
principal amount, typically with interest, over a period longer than one year. The
accounting for these liabilities is generally straightforward. The initial recognition involves
recording the present value of the future cash payments as a liability and the
corresponding asset acquired or cash received. Subsequent measurement involves
recording interest expense based on the effective interest method and reducing the
liability as principal payments are made. Proper disclosure in the financial statements,
including maturity dates, interest rates, and any collateral, is essential.



Pension and Postretirement Benefit Obligations

Pension and postretirement benefit obligations represent a complex area of accounting.
Companies that sponsor defined benefit pension plans or provide postretirement health
care benefits must account for these obligations. This involves complex actuarial
calculations to estimate the present value of future benefit payments. The accounting
recognition includes recognizing a pension liability or asset on the balance sheet and
reporting pension expense in the income statement. Key components of pension expense
include service cost, interest cost, actuarial gains and losses, and past service cost.
Detailed disclosures are required to provide users of financial statements with a clear
understanding of the company's obligations and the assumptions used in their estimation.

Solving Complex Scenarios in Chapter 17

Mastering intermediate accounting chapter 17 solutions often involves tackling complex
scenarios that integrate multiple concepts. These scenarios might require students to
prepare journal entries for bond issuances and subsequent interest payments and
amortization, calculate the gain or loss on early bond retirement, and apply the principles
of lease accounting for both operating and finance leases. Effective problem-solving in this
chapter hinges on a solid understanding of the underlying principles and the ability to
apply them systematically.

Integrating Concepts for Comprehensive Problem
Solving

Many end-of-chapter problems require students to integrate their knowledge of various
liability types. For instance, a problem might involve a company issuing bonds, then later
repurchasing some of those bonds, and also having operating lease obligations.
Successfully solving such a problem demands a clear understanding of how each
transaction impacts the company's financial statements and a structured approach to
recording each element. This involves carefully tracking the carrying value of liabilities,
calculating interest and amortization, and properly classifying expenses.

Key Steps for Effective Practice

To effectively solve intermediate accounting chapter 17 problems, students should follow a
structured approach. This includes:



Carefully reading and understanding the problem statement, identifying all relevant
information and the specific questions being asked.

Determining the appropriate accounting methods and principles to apply, such as the
effective-interest method for bond amortization or the classification criteria for
leases.

Preparing supporting schedules, such as amortization tables for bonds or lease
payment schedules.

Recording all necessary journal entries accurately, ensuring debits and credits
balance.

Calculating gains or losses on retirements or the appropriate expense recognition for
leases.

Reviewing and verifying all calculations and entries to ensure accuracy and
completeness.

Consistent practice with a variety of problems, from straightforward examples to more
complex integrated scenarios, is the most effective way to build confidence and mastery in
accounting for long-term liabilities.

FAQ

Q: What are the main topics covered in intermediate
accounting chapter 17?
A: Intermediate accounting chapter 17 typically covers the accounting for long-term
liabilities. This includes bonds payable (issuance, interest, amortization, retirement), lease
accounting (operating and finance leases under current standards), and other significant
long-term obligations such as notes payable and pension liabilities.

Q: How does the effective-interest method work for
bond amortization?
A: The effective-interest method calculates interest expense by multiplying the carrying
value of the bond by the market interest rate at the time of issuance. The difference



between this calculated interest expense and the cash interest paid determines the
amount of discount or premium amortization for the period. This method results in a
constant effective rate of interest over the life of the bond.

Q: What is the difference between issuing bonds at a
discount and at a premium?
A: Bonds are issued at a discount when the stated interest rate is lower than the market
interest rate, meaning the company receives less than the face value. They are issued at a
premium when the stated interest rate is higher than the market interest rate, meaning
the company receives more than the face value.

Q: What are the key differences in lease accounting
between operating leases and finance leases under ASC
842/IFRS 16?
A: Under the new standards, both operating and finance leases require lessees to
recognize a right-of-use asset and a lease liability on the balance sheet. The main
difference lies in expense recognition. Operating leases recognize a single lease expense
(often straight-line), while finance leases recognize separate interest expense on the lease
liability and amortization expense on the right-of-use asset.

Q: How is a gain or loss calculated when bonds are
retired before maturity?
A: A gain or loss on early bond retirement is calculated as the difference between the
reacquisition price paid for the bonds and their carrying value at the date of retirement. If
the reacquisition price is less than the carrying value, a gain is recognized. If it is more, a
loss is recognized.

Q: Why is lease accounting for lessees no longer off-
balance sheet for most leases?
A: The objective of the new lease accounting standards (ASC 842 and IFRS 16) was to
increase transparency and comparability by requiring lessees to recognize assets and
liabilities for most leases. This provides users of financial statements with a more
complete picture of a company's financial position and obligations arising from its use of
leased assets.

Q: What is a right-of-use asset?
A: A right-of-use asset represents the lessee's right to use an underlying leased asset over
the lease term. It is recognized on the balance sheet as part of lease accounting and is
typically amortized over the lease term.



Q: Are there any exceptions to recognizing lease
liabilities and right-of-use assets?
A: Yes, there are certain exceptions, such as short-term leases (typically 12 months or
less) for which lessees can elect an accounting policy to not recognize right-of-use assets
and lease liabilities.

Q: What are pension liabilities and how are they
accounted for?
A: Pension liabilities represent a company's obligation to pay retirement benefits to its
employees. Accounting for them is complex and involves actuarial valuations to determine
the present value of future obligations. These liabilities are recognized on the balance
sheet, and related expenses are recognized in the income statement.

Intermediate Accounting Chapter 17 Solutions

Intermediate Accounting Chapter 17 Solutions

Related Articles
interior and exterior angles of a polygon worksheet
irs capital gains tax worksheet
interest groups icivics answer key

Back to Home

https://www.incase.study/archive-ga-23-33/intermediate-accounting-chapter-17-solutions.pdf
https://www.incase.study/archive-ga-23-33/interior-and-exterior-angles-of-a-polygon-worksheet.pdf
https://www.incase.study/archive-ga-23-33/irs-capital-gains-tax-worksheet.pdf
https://www.incase.study/archive-ga-23-33/interest-groups-icivics-answer-key.pdf
https://www.incase.study

