Review of Accounting for Investment in Held-to-Maturity Securities
On March 2, 2007, Graham Company paid $539,000 plus accrued interest to purchased Murrysville Corp. 12% bonds with a face value of $500,000.  These bonds pay interest semi-annually on April 1 and October 1.  These debt securities were purchased as a held-to-maturity investment and will mature in 5 years.  The effective interest rate for this investment was 10%.

Instructions: Make the journal entries to record: (1) the purchase of the securities, (2) the April 1 receipt of the interest, and (3) the October 1 receipt of interest and (4) any year-end adjusting entries.
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	Date
	Effective Interest Method
	Debits
	Credits

	2007
	
	
	

	Mar. 2
	  Investment in Held-to-Maturity Securities
	539,000 
	

	
	  Interest Receivable [$500,000 x 12% x 5/12]
	25,000 
	

	          
	          Cash
	
	564,000 

	
	
	
	

	Apr. 1
	  Cash [$500,000 x 12% x 6/12]
	30,000 
	

	
	          Investment in Held-to-Maturity Securities
	 
	508 

	
	          Interest Receivable
	
	25,000 

	
	          Interest Revenue [$539,000 x 10% x 1/12]
	
	4,492 

	
	To recognize receipt of the April interest payment
	
	

	
	
	
	

	Oct. 1
	  Cash [$500,000 x 12% x 6/12]
	30,000 
	

	
	          Investment in Held-to-Maturity Securities
	 
	3,075 

	
	          Interest Revenue [$538,492 x 10% x 6/12]
	
	26,925 

	
	To recognize receipt of the April interest payment
	
	

	
	
	
	

	Dec. 31
	  Interest Receivable [$500,000 x 12% x 3/12]
	15,000 
	

	
	          Investment in Held-to-Maturity Securities
	 
	1,615 

	
	          Interest Revenue [$535,417 x 10% x 3/12]
	
	13,385 

	
	
	
	


	Date
	Revenue [5%]
	Payment [6%]
	Difference
	Principle

	Beg. Bal.
	
	
	
	539,000 

	Apr. 1
	4,492 
	5,000 
	(508)
	538,492 

	Oct. 1
	26,925 
	30,000 
	(3,075)
	535,417 

	Dec. 31
	13,385 
	15,000 
	(1,615)
	533,802 


