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REPORTING AND INTERPRETING INVESTMENTS IN OTHER CORPORATIONS 
 
Chapter Take-Aways 
1. Analyze and report investments in debt securities held to maturity. 

When management intends to an investment in a debt security (such as a bond or note) until it 
matures, the held-to-maturity security is recorded at cost when acquired and reported at 
amortized cost on the balance sheet. Any interest earned during the period is reported on the 
income statement. 

2. Analyze and report passive investments in securities using the fair value method. 
Acquiring debt securities not held to maturity or less than 20 percent of the outstanding voting 
shares of another company’s common stock is presumed to be a passive stock investment. 
Passive investments may be classified as  
 Trading securities (actively traded to maximize return) or  
 Available-for-sale securities (earn a return but are not as actively traded), depending on 

management’s intent.  
The investments are recorded at cost and adjusted to fair value at year-end. The resulting 
unrealized gain or loss is recorded. 
 For trading securities, the net unrealized gains and losses are reported in net income. 
 For available-for-sale securities, the net unrealized gains and losses are reported as a 

component of stockholders’ equity in other comprehensive income.  
Any dividends earned are reported as revenue, and any gains or losses on sales of passive 
investments are reported on the income statement.  

3. Analyze and report investments involving significant influence using the equity method. 
If between 20 and 50 percent of the outstanding voting shares are owned, significant influence 
over the affiliate firm’s operating and financing policies is presumed, and the equity method is 
applied.  Under the equity method, the investor records the investment at cost on the acquisition 
date.  Each period thereafter, the investment amount is increased (or decreased) by the 
proportionate interest in the income (or loss) reported by the affiliate corporation and decreased 
by the proportionate share of the dividends declared by the affiliate corporation.  

4. Analyze and report investments in controlling interests. 
Mergers occur when one company purchases all of the net assets of another and the target 
company ceases to exist as a separate legal entity.  Mergers and ownership of a controlling 
interest of another corporation (more than 50 percent of the outstanding voting shares) must be 
accounted for using the purchase method. The acquired company’s assets and liabilities are 
measured at their fair values on the date of the transaction. Any amount paid above the fair 
value of the assets less liabilities is reported as goodwill by the buyer.  
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Key Ratio 
Economic Return from Investing measures the performance of a company’s securities portfolios.  
Investment returns include both dividends received and any change in the fair value.  A high or rising 
ratio suggests that a firm’s securities portfolio is improving.  It is computed as follows  
Economic Return from Investing = (Dividends and Interest Received + Change in Fair Value) ÷ Fair 

Value of Investments (beginning of period) 
Change in Fair Value = Beginning Balance of Investments – Ending Balance of Investments 
 
Finding Financial Information 

Balance Sheet  
Current Assets 
  Investment in trading securities 
  Investment in available-for-sale securities 
Noncurrent Assets  
  Investment in available-for-sale securities 
  Investment in affiliates (or associated 
      companies) 
  Investments held to maturity 
Stockholders’ Equity 
Other comprehensive income: 
  Net unrealized gains and losses (on  
      available-for-sale securities) 

 Income Statement  
Under “Other Items” 
Dividend (and interest) revenue 
Loss or gain on sale of investments 
Net unrealized gains/losses (on trading 
    securities) 
Equity in affiliate earnings/losses 

   

Statement of Cash Flows  
Operating Activities 
Net income adjusted for: 
  Gains/losses on sale of investments 
  Equity in earnings/losses of affiliates 
  Dividends received from affiliates 
  Net unrealized gains/losses on trading 
      securities 
Investing Activities 
  Purchase/sale of investments 

 Notes  
In Various Notes 
Accounting policies for investments 
Details on securities held as trading and 
    available-for-sale securities and 
    investments in affiliates 
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Chapter Outline Notes 

LO 1 – Analyze and report bond investments held to maturity. 

I. Types of Investments and Accounting Methods   
A. Passive Investments in Debt and Equity Securities  

1. Passive investments – Made to earn a return on funds 
that may be needed for future  

 

2. Category includes:  
a. Investments in debt (bonds and notes); always 

considered passive investments 
 

i. If the company intends to hold the securities until 
they reach maturity, the investments are 
measured and reported at amortized cost 

 

ii. If they are to be sold before maturity, they are 
reported using the fair value method 

 

b. Investments in equity securities (stock)  
i. Presumed passive if the investing company owns 

less than 20% of the outstanding voting shares of 
the other company 

 

ii. The fair value method is used to measure and 
report the investments 

 

B. Investments in Stock for Significant Influence  
1. Significant influence – The ability to have an important 

impact on the operating, investing, and financing policies 
of another company 

 

a. Presumed if the investing company owns from 20% to 
50% of the outstanding voting shares of the other 
company 

 

b. Other factors may also indicate that significant 
influence exists  

 

i. Membership on the board of directors of the 
other company 

 

ii. Participation in the policy-making processes  
iii. Evidence of material transactions between the 

two companies 
 

iv. An interchange of management personnel  
v. Technological dependency  

2. Equity method is used to measure and report 
investments in stock for significant influence 

 

C. Investments in Stock for Control  
1. Control – The ability to determine the operating and 

financing policies of another company through 
ownership of voting stock 

 

2. Presumed when the investing company owns more than 
50% of the outstanding voting stock of the other 
company 

 

3. Purchase accounting and consolidation are applied to 
combine the companies 
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II. Debt Held to Maturity: Amortized Cost Method   
A. Terminology  

1. Held-to-maturity investments – Investments in debt 
securities that management has the intent and ability to 
hold until maturity 

 

2. Amortized cost method – Reports investments in debt 
securities held to maturity at cost minus any premium or 
plus any discount 

 

B. Bond Purchases  
1. On the date of purchase, a bond may be acquired at the 

maturity amount (at par), for less than the maturity 
amount (at a discount), or for more than the maturity 
amount (at a premium) 

 

2. The total cost of the bond, including all incidental 
acquisition costs such as transfer fees and broker 
commissions, is debited to the Held-to-Maturity 
Investments account 

 

3. On July 1, 2013, Washington Post paid the par value of 
$100,000 for 8% bonds that mature on June 30, 2015; 
interest at 8% is paid each June 30 and December 31, 
and management plans to hold the bonds for five years, 
until maturity 

 

Dr.  Held-to-Maturity Investments  
 (+A) 

100,000  

       Cr. Cash (–A)  100,000 
 

 

 Assets = Liabilities + Stockholders’ Equity 
Held-to-Maturity Investments (A) + 100,000 + Cash (A) – 
100,000 = 0 

 

B. Interest Earned  
1. Since no premium or discount needs to be amortized, 

the book value remains constant over the life of the 
investment; revenue earned from the investment each 
period is measured as the amount of interest collected in 
cash or accrued at year-end 

 

2. Interest is received on December 31  
Dr.  Cash (+A)  
 ($100,000 x .08 x 6/12) 

4,000  

      Cr. Interest Revenue (+R, +SE)  4,000 
 

 

 Assets = Liabilities + Stockholders’ Equity 
Cash (A) + 4,000 = Interest Revenue (R) + 4,000 

 

C. Principal at Maturity  
1. Principal payment is received when the bonds mature on 

June 30, 2015 
 

Dr.  Cash (+A) 100,000  
       Cr. Held-to-Maturity  
             Investments (–A) 

 100,000 

 

 

 Assets = Liabilities + Stockholders’ Equity 
Cash (A) + 100,000+ Held-to-Maturity Investments (A)  
– 100,000 = 0 
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2. If sold before maturity, any difference between market 
value (the proceeds from the sale) and net book value 
would be reported as a gain or loss on sale  

 

3. If management intends to sell the bonds before the 
maturity date, they are treated in the same manner as 
investments in stock classified as available-for-sale 
securities (discussed in next section) 

 

LO 2 – Analyze and report passive investments in securities using the fair value method. 

III. Passive Stock Investments: The Fair Value Method  
A. Reporting Method for Passive Stock Investments  

1. Among all assets and liabilities, only passive investments 
in marketable securities (other than debt held to 
maturity) are required to be reported using the fair value 
method 

 

2. Fair value method – used to report securities at their 
current market value (the amount that would be 
received in an orderly sale) 

 

3. Reasons that passive investments are reported at fair 
value: 

 

a. Relevance – best estimate of cash that could be 
generated by the sale of these securities is their 
current fair value 

 

b. Measurability – only items that can be measured in 
dollar terms with a high degree of reliability (an 
unbiased and verifiable measurement) are recorded 

 

4. Whenever the fair value of investments changes:  
a. The investment account is adjusted  
b. The other account affected is for unrealized holding 

gains or losses  
 

i. Unrealized holding gains or losses – amounts 
associated with price changes of securities that 
are currently held 

 

ii. Unrealized because no actual sale has taken place; 
value has changed simply by holding the security 

 

iii. Financial statement treatment depends on the 
classification of the passive investments 

 

B. Classifying Passive Stock Investments 
Depends on management’s intent; passive investments are 
classified as: 

 

1. Trading securities   
a. All investments in stocks or bonds held primarily for 

the purpose of active trading (buying and selling) in 
the near future 

 

b. Classified as short term  
2. Available-for-Sale Securities  

a. All passive investments other than trading securities 
and debt held to maturity  

 

b. Classified as short or long term  
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C. Available-for-Sale Securities  
1. Purchase of Securities   

a. Recorded initially at cost  
b. At the beginning of 2012, Washington Post purchases 

for cash 15,000 shares of INews common stock for 
$10 per share; Washington Post owns 15% of INews, 
which is treated as a passive investment 

 

Dr. Investments in AFS (+A) 150,000  
      Cr. Cash (–A)  150,000 

 

 

 Assets = Liabilities + Stockholders’ Equity 
Investments in AFS (A) + 150,000 + Cash (A) – 150,000 
= 0 

 

2. Dividends Earned  
a. Dividends earned are reported as investment income 

on the income statement and are included in the 
computation of net income for the period 

 

b. Washington Post received a $1 per share cash 
dividend from INews totaling $15,000 

 

Dr. Cash (+A) 15,000  
      Cr. Dividend Revenue (+R, +SE)  15,000 

 

 

 Assets = Liabilities + Stockholders’ Equity 
Cash (A) + 15,000 = Dividend Revenue (R) + 15,000 

 

3. Year-End Valuation  
a. At end of accounting period, passive investments are 

reported on the balance sheet at fair value 
 

b. Reporting the AFS investment at fair value requires 
adjusting the Investment in AFS to fair value  

c. The gain is credited or the loss is debited to the Net 
Unrealized Losses/Gains account  

 

i. For available-for-sale securities, the Net 
Unrealized Losses/Gains account is reported in the 
stockholders’ equity section of the balance sheet 
under Other Comprehensive Income (denoted as 
OCI). 

 

ii. Thus, the balance sheet remains in balance.   
d. Only when the security is sold are any realized gains 

or losses included in net income 
 

e. INews had an $8 per share fair value at the end of 
2012; the investment had lost value ($10 − $8 = $2 
per share) for the year  

 

Dr. Net Unrealized  
      Losses/Gains 
      (–OCI, –SE) (15,000 x $2) 

30,000  

      Cr. Investments in AFS (–A)  30,000 
 

 

 Assets = Liabilities + Stockholders’ Equity 
Investments in AFS (A) – 30,000 = Net Unrealized 
Losses/Gains (OCI) – 30,000 
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f. INews had an $11 per share fair value at the end of 
2013; the investment had gained value ($11 − $8 = $2 
per share) for the year  

 

Dr. Investments in AFS (+A) 45,000  
      Cr. Net Unrealized Losses/ 
   Gains (+OCI, +SE)  
   (15,000 x $3) 

 45,000 

 

 

 Assets = Liabilities + Stockholders’ Equity 
Investments in AFS (A) + 45,000 = Net Unrealized 
Losses/Gains (OCI) + 45,000 

 

g. On its balance sheet at the end of 2013, Washington 
Post would report: 

 

i. Under Assets – an investment in available-for-sale 
securities of $165,000  

 

ii. Under Other Comprehensive Income – its net 
unrealized gain on available-for-sale securities of 
$15,000 ($30,000 debit at end of 2013 offset by 
$45,000 credit at end of 2013 = account balance of 
$15,000) 

 

4. Sale of Securities  
a. When available-for-sale securities are sold, Cash is 

increased and two accounts on the balance sheet are 
eliminated: Investments in AFS (A) and Net 
Unrealized Losses/Gains (OCI, SE) 

 

b. Proceeds from sale − Investment Cost = Gain if 
positive (Loss if negative) 

 

c. At the end of 2014, Washington Post sold all of its AFS 
investment in INews for $13 per share for $195,000 in 
cash ($13 × 15,000 shares) for stock it paid $150,000 
for in 2012 ($10 × 15,000 shares) 

 

Dr. Cash (+A) 195,000  
      Net Unrealized  
      Losses/Gains (− OCI, − SE) 

15,000  

      Cr. Investments in AFS (−A)  165,000 
            Gain on Sale of      
            Investments  
            (+Gain, +SE) 

 45,000 

 

 

 Assets = Liabilities + Stockholders’ Equity 
Cash (A) +195,000 + Investments in AFS (A)  
− 165,000 + Net Unrealized Losses/Gains (OCI)  
− 15,000 = Gain on Sale of Investments (Gain)  
+ 45,000 

 

  



AC201 Fundamental Accounting  
AC201-BE-2-2015 Summary Notes OY 05  

 

 

8  
 

D. Comparing Trade and Available-for- Sale Securities  
1. Available-for-Sale Portfolio 

a. Balance in net unrealized holding gains and losses is 
reported as a separate component of stockholders’ 
equity (under Other Comprehensive Income) 
i. Not reported on the income statement   
ii. Does not affect net income  

b. At the time of sale:  
i. Difference between the proceeds from the sale 

and the original cost of the investment is recorded 
as a gain or loss on sale of available-for-sale 
securities 

 

ii. At the same time, the Investment in AFS and Net 
Unrealized Losses/Gains accounts are eliminated 

 

2. Trading Securities Portfolio  
a. Amount of the adjustment to record net unrealized 

holding gains and losses is included on each period’s 
income statement 

 

i. Net holding gains increase and net holding losses 
decrease net income 

 

ii. This also means that the amount recorded as net 
unrealized gains and losses on trading securities is 
closed to Retained Earnings at the end of the 
period 

 

b. At time of sale , only the Cash and Investments in TS 
account are affected 

 

c. Only the difference between the cash from the sale 
and the book value (not cost) of the Investment in TS 
is recorded as a gain or loss on sale 

 

3. Over time, the total income reported is the same for 
both trading securities and available-for-sale securities; 
only the allocation across the three periods differs 

 

E. Financial Analysis: Reporting the Fair Value of Investments  
1. GAAP requires that companies disclose the 

measurements used to determine the fair values of 
assets  

 

2. The fair value of an asset is the amount that would be 
received in an orderly sale 

 

3. The standard recognizes three approaches in order of 
decreasing reliability: 

 

a. Level 1: Quoted prices in active markets for identical 
assets 

 

b. Level 2: Estimates based on other observable inputs 
(e.g., prices for similar assets) 

 

c. Level 3: Estimates based on unobservable estimates 
(the company’s own estimates of factors that market 
participants would consider) 

 

4. Fair value should be determined using the most reliable 
method available (Level 1 if possible) 

 

5. Reporting company must disclose the amounts 
determined under each approach in a note to the 
financial statements 
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F. Key Ratio Analysis: Economic Return from Investing  
1. Economic Return from Investing = Dividends and Interest 

Received + Change in Fair Value ÷ Fair Value of 
Investments (beginning of period) 

 

2. Change in Fair Value = Beginning balance of Investments 
− Ending balance of Investments 

 

3. Ratio provides a percentage of what was earned plus any 
realized and/or unrealized gains or losses on the 
portfolio 

 

LO 3 – Analyze and report investments involving significant influence using the equity method. 

IV. Investments for Significant Influence: Equity Method   
A. Recording Investments Under the Equity Method  

1. An investor may want to exert influence (presumed by 
owning 20% to 50% of the outstanding voting stock) 
without becoming the controlling shareholder 
(presumed when owning more than 50% of the voting 
stock) for the following reasons: 

 

a. A retailer may want to influence a manufacturer to be 
sure that it can obtain certain products designed to its 
specifications 

 

b. A manufacturer may want to influence a computer 
consulting firm to ensure that it can incorporate the 
consulting firm’s cutting-edge technology in its 
manufacturing processes 

 

c. A manufacturer may recognize that a parts supplier 
lacks experienced management and could prosper 
with additional managerial support 

 

2. Equity method – Used when an investor can exert 
significant influence over an affiliate; the method 
permits recording the investor’s share of the affiliate’s 
income 

 

3. Investments in affiliates or associated companies – 
Investments in stock held for the purpose of influencing 
the operating and financing strategies of the entity for 
the long term 

 

4. Under the equity method, the investor’s 20% to 50% 
ownership of a company presumes significant influence 
over the affiliate’s process of earning income 

 

a. As a consequence, the investor reports its portion of 
the affiliate’s net income as its income and increases 
the investment account by the same amount 

 

b. The receipt of dividends by the investor is treated as a 
reduction of the investment account (not revenue) 
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5. Summary:  
 Investments in Affiliates (A) 

 Beginning balance  
 Purchases Sales 
 Company’s % share of 

affiliates’ net income 
(credit Equity in Affiliate 
Earnings [increase 
income]) 

Company’s % share of 
affiliates’ net losses 
(debit Equity in Affiliate 
Losses [decrease 
income] 

  Company’s % share of 
affiliates’ dividends 
declared for the period 
(debit Cash) 

 Ending balance  
 

 

6. Purchase of Stock  
In 2013, Washington Post purchased 40,000 shares of 
the outstanding voting common stock of INews for 
$400,000; Washington Post acquired 40% and was 
presumed to have significant influence  

 

Dr. Investments in Affiliates (+A) 400,000  
      Cr. Cash (–A)  400,000 

 

 

 Assets = Liabilities + Stockholders’ Equity 
Investments in Affiliates (A) + 400,000 + Cash (A) 
– 400,000 = 0 

 

7. Earnings of Affiliates  
During 2013, INews reported a net income of $500,000 
for the year 

 

Dr. Investments in Affiliates (+A) 200,000  
      Cr. Equity in Affiliate Earnings  
  (+R, +SE) 

 200,000 

 

 

 Assets = Liabilities + Stockholders’ Equity 
Investments in Affiliates (A) + 200,000 = Equity in 
Affiliate Earnings (R) + 200,000 

 

8. Dividends Received  
During 2013, INews declared and paid a cash dividend of 
$1 per share to stockholders; Washington Post received 
$40,000 ($1 × 40,000 shares) 

 

Dr. Cash (+A) 40,000  
      Cr. Investments in Affiliates 
  (–A) 

 40,000 

 

 

 Assets = Liabilities + Stockholders’ Equity 
Investments in Affiliates (A) + 200,000 + Cash (A) 
– 200,000 = 0 
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B. Reporting Investments Under the Equity Method  
1. The Investments in Affiliates account is reported on the 

balance sheet as a long-term asset 
 

a. The investment account does not reflect either cost 
or fair value; instead: 

 

i. The investment account is increased by the cost of 
shares that were purchased and the proportional 
share of the affiliates’ net income 

 

ii. The account is reduced by the amount of 
dividends received from the affiliate companies 
and the proportional share of any affiliates’ net 
losses 

 

b. At the end of the accounting period, accountants do 
not adjust the investment account to reflect changes 
in the fair value of the securities that are held. 

 

c. When sold, the difference between the cash received 
and the book value of the investment is:  

 

i. Recorded as a gain or loss on the sale of the 
investment  

ii. Reported on the income statement in the Other 
Items section 

C. Focus on Cash Flows: Investments  
1. The cash resulting from the sale or purchase is reflected 

in the Investing Activities section 
 

2. In the Operating Activities section, there are a number of 
adjustments to net income: 

 

a. Any gain (loss) on the sale is subtracted from (added 
to) net income 

 

b. Any unrealized holding gain (loss) on trading securities 
is subtracted from (added to) net income 

 

c. Equity in affiliate earnings (losses) is subtracted from 
(added to) net income because no cash was involved 
in the recording of the revenue under the equity 
method 

 

d. Any dividends received from an affiliate are added to 
net income because, when cash was received, no 
revenue was recorded under the equity method. 
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LO 4 – Analyze and report investments in controlling interests. 

V. Controlling Interests: Mergers and Acquisitions  
A. Reasons for Acquiring Control of Another Corporation  

1. Vertical integration – in this type of acquisition, a 
company acquires another at a different level in the 
channels of distribution 

 

2. Horizontal growth – These acquisitions involve companies 
at the same level in the channels of distribution 

 

3. Synergy – The operations of two companies together may 
be more profitable than the combined profitability of the 
companies as separate entities 

 

B. Recording a Merger  
1. Merger – occurs when one company purchases all of the 

assets and liabilities of another and the acquired 
company goes out of existence 

 

2. Purchase method – records assets and liabilities acquired 
in a merger or acquisition at their fair value on the 
transaction date 

 

a. Only method allowed by U.S. GAAP and IFRS for 
recording a merger or acquisition. 

 

b. Requires that the assets and liabilities of the company 
acquired be recorded by the acquiring company on its 
books at their fair value on the date of the merger  

 

c. Acquiring company must go through a two-step 
process, often called the purchase price allocation, to 
determine how to record the acquisition: 

 

i. Step 1: Estimate the fair value of the acquired 
company’s tangible assets, identifiable intangible 
assets, and liabilities  

 

ii. Step 2: Compute goodwill (cost in excess of net 
assets acquired) – the excess of the purchase price 
of a business over the fair value of the acquired 
company’s assets and liabilities 

 

C. Reporting for the Combined Companies  
1. After the merger, the acquiring company will treat the 

acquired assets and liabilities in the same manner as if 
they were acquired individually 

 

a. For example, the company will depreciate amounts 
added to equipment over its remaining useful life 

 

b. Goodwill is considered to have an indefinite life   
i. As a consequence, it is not amortized, but, like all 

long-lived assets, goodwill is reviewed for possible 
impairment of value 

 

ii. Recording an impairment loss would increase 
expenses for the period and reduce the amount of 
goodwill on the balance sheet 
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2. When a company acquires another, and both companies 
continue their separate legal existence, consolidated 
financial statements must be presented 

 

a. The parent company is the company that gains 
control over the other company 

b. The subsidiary company is the company that the 
parent acquires 

 

c. When the parent buys 100% of the subsidiary, the 
resulting consolidated financial statements look the 
same as they would if the companies were combined 
into one in a simple merger (as discussed above) 

 

IV. Chapter Supplement A – Held-to-Maturity Bonds Purchased at  
  Other than Par Value: Amortized Cost Method 

 

A. Bond Purchases  
1. On the date of purchase, a bond may be acquired at the 

maturity amount (at par), for less than the maturity 
amount (at a discount), or for more than the maturity 
amount (at a premium) 

 

2. The total cost of the bond, including all incidental 
acquisition costs such as transfer fees and broker 
commissions, is debited to the Held-to-Maturity 
Investments account 

 

3. On 7/1/13, Washington Post paid $92,277 cash for an 
8%, 5-year $100,000 bond that paid interest 
semiannually (on 6/30 and 12/31); bond’s yield was 10% 
Present value of the bond investment = Present value of 
the face + Present value of the interest annuity 
$92,277 = ($100,000 x .6139) + ($4,000 x 7.7217) 
[n = 10 periods; interest rate = 5%] 

 

Dr. Held-to-Maturity  
      Investments (+A) 

92,277  

      Cr. Cash (−A)  92,277 
 

 

 Assets = Liabilities + Stockholders’ Equity 
Held-to-Maturity Investments (A) + 92,277 + Cash (A)  
− 92,277 = 0 

 

B. Interest Earned  
1. The discount that needs to be amortized over the life of 

the investment; using the effective interest amortization 
method: 

 

a. Cash received is based on the face amount of the 
bond multiplied by the stated rate of interest for half 
of a year (4%) 

 

b. Revenue earned is computed by multiplying the 
present value of the bond times the market rate for 
half of a year (5%) 
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2. Receipt of interest on 12/31/13:  
Dr. Cash (+A) 4,000  
       Held-to-Maturity  
       Investments (+A) 

614  

      Cr. Interest Revenue (+R, +SE)  4,614 
 

 

 Assets = Liabilities + Stockholders’ Equity 
Cash (A) + 4,000 + Held-to-Maturity Investments (A) + 
614 = Interest Revenue (R) + 4,614 

 

3. The amount reported on the balance sheet at 12/31/13 
is $92,891 ($92,277 + $614), which will be the present 
value of the bond used in determining interest revenue 
on the next payment date of 6/30/14 

 

4. If the bond investment must be sold before maturity, any 
difference between market value on the date of sale and 
net book value would be reported as a gain or loss on 
sale 
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AC201-BE-2-2015 

Investment in Debt and Equity Securities 

Investments in securities can include both debt and equity securities.   
Debt securities reflect a creditor relationship. 
Equity securities result an owner relationship. 

 

2 

Debt Securities 
• Financial instruments issued 

by a company that carry 
with them a promise of 
interest payments and the 
repayment of principal. 

Equity Securities 
• Shares of ownership in a 

corporation that can change 
significantly in value and 
that provide for a return to 
investors in the form of 
dividends. 



AC201-BE-2-2015 

Accounting Basics for Debt Securities 

Acquisition: 
Debt securities are recorded at cost when purchased. 

Music City paid 30,000 Baht on Sept. 1, 20X8, to buy Mega’s 7%, 
two-year bonds payable with a 30,000 Baht par value.  The bonds 
pay interest semiannually on Aug. 31 and Feb. 28.  
The bonds will be matured on Aug, 31, 20X10. 

20X8 Dr. Investments in Mega bonds [A+] 30,000        
Sept. 1 Cr. Cash [A-] 30,000        

Purchased bonds for 30,000 Baht

3 

AC201-BE-2-2015 

Accounting Basics for Debt Securities 

Interest earned: 
Interest revenue for investments in debt securities is recorded when 
earned. 

On Dec. 31, 20X8, at the end of its accounting period, Music City 
accrues interest receivable in the adjustment process.

20X8 Dr. Interest receivable [A+] 700              
Dec. 31 Cr. Interest revenue [REV+, E+] 700              

Accrued interest earned (30,000 x 7% x 4/12)

• Interest revenue 
• 700 Baht 

Statement of 
income 

• Investments in 
bonds 
• 30,000 Baht  

• Interest receivable 
• 700 Baht 

Statement of 
Financial 
Position 4 



AC201-BE-2-2015 

Interest received: 
On Feb. 28, 20X9, Music City records receipt of semiannual interest for 
1,050 Baht. 
 
 

 
 
 

Disposition: 
When the bonds mature, the proceeds are recorded.   

 

Accounting Basics for Debt Securities 

5 

20X9 Dr. Cash [A+] 1,050          
Feb. 28 Cr. Interest receivable [A-] 700              

Interest revenue [REV+, E+] 350              
Received six months' interest on bonds

20X10 Dr. Cash [A+] 30,000        
Aug. 31 Cr. Investment in Mega bonds [A-] 30,000        

Received cash from matured bonds

AC201-BE-2-2015 

Accounting Basics for Equity Securities 

Acquisition: 
Equity securities are recorded at cost when acquired, including 
commissions or brokerage fee paid.  

Music City purchases 1,000 shares of Sage’s ordinary share at par 
value for 86,000 Baht on Oct. 10, 20X8.

20X8 Dr. Investments in Sage stock [A+] 86,000        
Oct. 10 Cr. Cash [A-] 86,000        

Purchased 1,000 shares of common stock

6 
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Accounting Basics for Equity Securities 

Dividend earned: 
Any cash dividends received are credited to Dividend revenue and 
reported in the Statement of income.   

On Sept. 30, Music City receives 1,720 Baht cash dividend on shares.   

20X8 Dr. Cash [A+] 1,720          
Sept. 30 Cr. Dividend revenue [REV+, E+] 1,720          

Received dividend of 1.72 Baht per share

• Dividend 
revenue 
• 1,720 Baht 

Statement of 
income 

• Investments 
in share 
• 86,000 

Baht  Baht 
Statement of 
Financial 
Position 
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AC201-BE-2-2015 

Accounting Basics for Equity Securities 

Disposition: 
When the securities are sold, sale proceeds are compared with the cost, 
and any gain or loss is recorded.   

On Jan. 20, 20X9, Music City sells 500 shares for 45,000 Baht cash.   
 20X9 Dr. Cash [A+] 45,000        

Jan. 20 Cr. Investment in Sage stocks [A-] 43,000        
Gain on sale of investment in stocks [REV+, E+] 2,000          

Sold 500 shares of common stock (86,000 x 500/1,000)

8 
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Categories of Investments 

Investments in the Securities of Other Companies: 

9 

Debt 
Securities 
• Passive 

<20% of 
Outstanding 
share 
• Passive 

20-50% of 
Outstanding 
share 
• Significant 

influence 

>50% of 
Outstanding 
share 
• Control 

Debt Securities Equity Securities 

Passive or noninfluential investment Investment with 
significant influence 

Investment with 
control 

AC201-BE-2-2015 

Classification and Reporting of Investments 

Held-to-
maturity 

Debt 
securities 

intended to be 
held until 
maturity

Amortized 
cost 

Trading 

Debt and 
noninfluential 

equity 
securities  

(<20%) that 
are actively 

traded 

Market value 

Available-
for-sale 

Debt and 
noninfluential 

equity 
securities  

(<20%) 

Market  value 

Significant 
influence 

Equity 
securities 

(20%-50%) 
with 

significant 
influence 

Equity 
method 

Controlling 
influence 

Equity 
securities 

(>50%) with 
controlling 
influence 

Consolidated 
financial 

statements 

10 

A

Noninfluential Investments 

Debt only Debt or Equity Debt or Equity Equity only Equity only 
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Classification of Investment in Debt Securities 

Debt 
Securities 

Noninfluential 
Investments:  

Held-to-Maturity 
Securities 

Noninfluential 
Investments:  

Trading Securities 

Noninfluential 
Investments:  

Available-for-Sale 
Securities 

11 

AC201-BE-2-2015 

Classification of Investment in Equity Securities 

Equity 
Securities 

Noninfluential 
Investments:  

Trading Securities 

Noninfluential 
Investments:  

Available-for-Sale 
Securities 

Investments with 
Significant Influence:  

Equity Method 

Investments with 
Controlling Influence:  

Consolidated 
Financial Statements 

12 
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Reporting of Noninfluential Investments 

Companies must value and report most noninfluential investments at fair 
market value.   

The exact requirements depend on whether the investments are 
classified as  

(1) held-to-maturity, 
(2) trading, or  
(3) available-for-sale. 

Noninfluential 
Investments 

Trading 
securities 

Held-to-
maturity 
securities 

Available-
for-sale 

securities 

13 

Debt or equity 
securities 

Debt securities 
ONLY 

Debt or equity 
securities 

AC201-BE-2-2015 

Held-to-Maturity Securities 

Held-to-maturity securities are debt securities a company intends and is 
able to hold until maturity.  Intent and Ability 

Classification: Current VS Noncurrent 
They are reported in current assets if their maturity dates are within 
one year or the operating cycle, whichever is longer.  
HTM securities are reported in long-term assets when the maturity 
dates extend beyond one year or the operating cycle, whichever is 
longer. 

All HTM securities are recorded at cost when purchased, and interest 
revenue is recorded when earned.   
The portfolio of HTM securities is reported at amortized cost.   

14 



AC201-BE-2-2015 

Held-to-Maturity Securities (Cont.) 

Acquisition: 
On Jan. 1, 20X1, Music City purchased a 10%, 5-year, 500,000 Baht bond 
issued by Phoenix Corp.  The interest payments are made semiannually.  
Assume the effective rate is 12%. 

N = 10, I = 6%, PMT = 25,000, FV = 500,000  PV = 463,199 
 
 

 

15 

20X1 Dr. Investments in Phoenix Bonds - HTM [A+] 463,199     
Jan. 1 Cr. Cash [A-] 463,199     

Purchased Phoenix bonds to be held as HTM

Discount on Investment in Bonds  
= 500,000 – 463,199  

= 36,801 

Amortized 
over bond’s 

life 

AC201-BE-2-2015 

Held-to-Maturity Securities (Cont.) 

Amortization of Premium or Discount on Investments in Bonds: 
Effective-Interest Amortization:  

A method of systematically writing off a bond premium or discount 
that takes into consideration the time value of money and results in 
an equal rate of amortization for each period 

Straight-Line Amortization:  
A method of systematically writing off a bond discount or premium 
in equal amounts each period until maturity 

16 

Preferable 
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Held-to-Maturity Securities (Cont.) 

17 

A B C D E F
Semiannual 

Interest 
Period

Carrying 
Amount at 

Beginning of 
Period

Semiannual 
Interest 

Revenue at 
12% to Be 
Recorded 

(12% x 6/12 x 
A)

Semiannual 
Cash Interest 

Receipt at 
10% (500,000 
x 10% x 6/12)

Amortization 
of Discount 

in 
Investment 

in Bonds
(B-C)

Unamortized 
Discount at 

End of Period 
(E-D)

Carrying 
Amount at 

End of Period 
(A-D)

AMORTIZED 
COST

0 36,801.00      463,199.00    
1 463,199.00    27,791.94 25,000.00 2,791.94    34,009.06      465,990.94    
2 465,990.94    27,959.46      25,000.00      2,959.46        31,049.60      468,950.40    
3 468,950.40    28,137.02      25,000.00      3,137.02        27,912.58      472,087.42    
4 472,087.42    28,325.25      25,000.00      3,325.25        24,587.33      475,412.67    
5 475,412.67    28,524.76      25,000.00      3,524.76        21,062.57      478,937.43    
6 478,937.43    28,736.25      25,000.00      3,736.25        17,326.33      482,673.67    
7 482,673.67    28,960.42      25,000.00      3,960.42        13,365.91      486,634.09    
8 486,634.09    29,198.05      25,000.00      4,198.05        9,167.86        490,832.14    
9 490,832.14    29,449.93      25,000.00      4,449.93        4,717.94        495,282.06    

10 495,282.06    29,717.94      25,000.00      4,717.94        -                 500,000.00    

AC201-BE-2-2015 

Held-to-Maturity Securities (Cont.) 

Amortization: 
 
 
 
 
 
 
 
Disposition: 
 

18 

20X1 Dr. Investments in Phoenix Bonds - HTM [A+] 2,792          
Jun. 30 Cash [A+] 25,000        

Cr. Interest revenue [REV+, E+] 27,792        
Recorded Interest revenue

20X5 Dr. Cash [A+] 500,000     
Dec. 31 Cr. Investment in Phoenix Bonds -- HTM [A-] 500,000     

Recorded bonds maturity

Amortization of discount on investment in bonds increases investment in bonds balance. 
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Trading Securities 

Trading securities are debt and equity securities that the company intends 
to actively manage and trade for profit. 

Frequent purchases and sales are expected and are made to earn profits 
on short-term price changes. 

Valuing and reporting trading securities:
The entire portfolio of trading securities is reported at its market value; 
this requires a market adjustment from the cost of the portfolio. 

The term portfolio refers to a group of securities.   
Any unrealized gain (or loss) from a change in the market value of the 
portfolio of trading securities is reported on the Statement of income. 

19 

AC201-BE-2-2015 

Trading Securities (Cont.) 

Acquisition: 
On Nov. 1, 20X8, Music City purchased a portfolio of trading securities at 
a total cost of 11,500 Baht. 

20X8 Dr. Investment in trading securities [A+] 11,500        
Nov. 1 Cr. Cash [A-] 11,500        

Purchased common stock to be held as trading securities

20 
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Trading Securities (Cont.) 

Adjustments: 
Music City’s portfolio of trading securities had a total cost of 11,500 Baht 
and a market value of 13,000 Baht on Dec. 31, 20X8, the first year it held 
trading securities. 

The difference between the 11,500 Baht cost and the 13,000 Baht 
market value reflects a 1,500 Baht gain. 

It is an unrealized gain because it is not yet confirmed by actual 
sales. 
The market adjustment for trading securities is recorded with 
an adjusting entry at the end of each period to equal the 
difference between the portfolio’s cost and its market value.  

20X8 Dr. Allowance to value at market -- Trading 1,500              
Dec. 31 [Asset adjustment account+, A+]

Cr. Net unrealized holding gain/loss 1,500              
-- Trading [REV+, E+]

To reflect an unrealized gain in market values of trading securities
21 

AC201-BE-2-2015 

Trading Securities (Cont.) 

Statement of Financial Position Dec. 31, 20X8 
• Investment in trading securities (at cost)    11,500 Baht 
• Add: Allowance to value at market – Trading     1,500 Baht 
• Investment in trading securities (at market)   13,000 Baht 

• OR 
• Investment in trading securities 
• (at market; cost is 11,500 Baht)     13,000 Baht 

Statement of Income for 20X8 
• Net unrealized holding gain/loss – Trading     1,500 Baht 

22 
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Available-for-Sale Securities 

Available-for-sale securities are debt and equity securities not classified as 
trading or held-to-maturity securities.   

AFS securities are purchased to yield interest, dividends, or increases in 
market value (called capital gain).   
If the intent is to sell AFS securities within the longer of one year or 
operating cycle, they are classified as short-term investments.  
Otherwise, they are classified as long-term. 

Valuing and reporting available-for-sale securities. 
As with trading securities, companies adjust the cost of the portfolio of 
AFS securities to reflect changes in market value.   
Any unrealized gain (or loss) for the portfolio of AFS securities is one 
component of other comprehensive income (OCI), which is reported in 
Statement of Comprehensive Income.  It is also reported in equity 
section of the Statement of Financial Position. 

23 
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Available-for-Sale Securities (Cont.) 

Adjustments: 
The company must record year-end adjusting entry to record the market 
value of these investments. 

Cost and market value of the investments in bonds and shares on 
Dec. 31, 20X8 are as follows:

 
 
 
 

Cost Market Value Unrealized 
Gain (Loss)

Improv bonds 30,000 29,050 -950
Intex common stock, 500 shares 43,000 45500 2,500
Total 73,000 74,550 1,550

20X8 Dr. Allowance to value at market -- AFS 1,550              
Dec. 31 [Asset adjustment account+, A+]

Cr. Net unrealized holding gain/loss 1,550              
-- AFS [OCI+, E+]

To reflect an unrealized gain in market values of AFS securities

24 
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Available-for-Sale Securities (Cont.) 

Assets 
• Investment in AFS securities (at cost)     73,000 Baht 
• Add: Allowance to value at market – AFS        1,550 Baht 
• Investment in AFS securities (at market)    74,550 Baht 

• OR 
• Investment in AFS securities (at market, cost is 73,000 Baht)  74,550 Baht 

Liabilities 
• None 

Equity 
• OCI: Net unrealized holding gain/loss – AFS        

1,550 Baht 
25 
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Available-for-Sale Securities (Cont.) 

Adjustments (Cont.):  
Assume that at the end of its next calendar year (Dec. 31, 20X9), Music 
City’s portfolio of investments in AFS securities has an 81,000 Baht cost 
and an 82,000 Baht market value.   

20X9 Dr. Net unrealized holding gain/loss 550                 
Dec. 31 -- AFS [OCI-, E-]

Cr. Allowance to value at market -- AFS 550                 
[Asset adjustment account-, A-]

To reflect an unrealized loss in market values of AFS securities

B/L 12/31/08 1,550 Adj. 12/31/09 550

B/L 12/31/09 1,000

Allowance to value at market -- AFS
Adj. 12/31/09 550 B/L 12/31/08 1550

B/L 12/31/09 1,000

Net unrealized Holding Gain/loss -- AFS (B/S)

26 
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Financial Statement Presentation – Investment in Debt and 
Equity Securities 

27 

Statement of Comprehensive Income 

• Revenue 
• Interest revenue 
• Dividend revenue 

• - Expenses 
• +/- Unrealized holding G/L – TS 
• = Profit or loss  

Statement of Financial Position 

• Assets 
• Investment in TS (@Mkt value) 
• Investment in AFS (@Mkt value) 
• Investment in HTM (@Amortized cost)  

• Liabilities 
• Equity 

• Share capital  
• Retained earnings 
• Unrealized holding G/L -- AFS 

+/- Other comprehensive income 
       
 

 
 
 
 
 
= Total comprehensive income l h

OCI#1: Unrealized holding G/L -- AFS 
OCI#2:
OCI#3:
OCI#4:
OCI#5:

28 

Example of Financial Statement  
Presentation & Disclosure:  

Investments 
[Source: www.farmhouse.co.th] 
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Example of Financial Statement  
Presentation & Disclosure:  

Investments 
[Source: www.scg.co.th] 
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Investment	in	Debt	and	Equity	Securities

Debt securities Equity securities

Bonds Share capital

Creditor Owner

Interest revenue Dividend revenue

Capital gain Capital gain
(1) Trading (1) Trading 

(2) Available‐for‐sale (2) Available‐for‐sale

(3) Held‐to‐maturity (3) Joint venture Joint control

(4) Associate  Significant influence

20%‐50% ownership

(5) Subsidiary Control

>50% ownership

Example:

Par 1,000,000              Issue date Jan. 1, 20X1

Stated i 5% per year Due date Dec. 31, 20X2

Period Quarterly Life 2 years

Market i 4% per year

Investment in Bond ‐‐ Price Calculation

[N=8, I=1%, PV=?, PMT=12,500,FV=1,000,000] ฿1,019,129

Effective 

 Interest Revenue

Cash 

Interest Receipt

= BV x 

MKTi x 

Time

= Par x 

STATEDi x 

Time

0 19,129                    1,019,129             

1 1,019,129              10,191                    12,500                    2,309                      16,820                    1,016,820             

2 1,016,820              10,168                    12,500                    2,332                      14,489                    1,014,489             

3 1,014,489              10,145                    12,500                    2,355                      12,134                    1,012,134             

4 1,012,134              10,121                    12,500                    2,379                      9,755                      1,009,755             

5 1,009,755              10,098                    12,500                    2,402                      7,352                      1,007,352             

6 1,007,352              10,074                    12,500                    2,426                      4,926                      1,004,926             

7 1,004,926              10,049                    12,500                    2,451                      2,475                      1,002,475             

8 1,002,475              10,025                    12,500                    2,475                      0                               1,000,000             

Returns

No influence | 

passive investment

No influence | 

passive investment

Effective Interest Amortization Method 

Interest Receipt 

 Period 

Book Value of 

Investment in 

Bonds  at the 

Beginning of the 

period

Discount/

Premium 

Amortization

Unamortized 

Discount/

Premium

Book Value of 

Investment in 

Bonds at the End 

of the period

The portfolio of HTM securities is reported at amortized cost on the statement of financial position as part of the assets.  

1. Types of securities

CLASSIFICATION #1: Held‐to‐maturity securities

Held‐to‐maturity securities are debt securities a company intends and is able to hold until maturity 

‐‐> Intent and Ability

Classification: Current VS Noncurrent

‐ They are reported in current assets if their maturity dates are within one year or the operating cycle, whichever is longer.

‐ HTM securities are reported in long‐term assets when the maturity dates extend beyond one year or the operating cycle, 

whichever is longer.

All HTM securities are recorded at cost when purchased, and interest revenue is recorded when earned.  

The interest revenue is determined under the "effective interest amortization" method

Characteristics

Instruments

Relationship

Classification



Prepare journal entries related to investment in held‐to‐maturity securities.

Date Debit Credit

Jan. 1, 20X1

Mar. 31, 20X1

Dec. 31, 20X2

Prepare partial statement of financial position and statement of comprehensive income for the year 20X1. 

ASSETS

CURRENT ASSETS

Investment in HTM, at amortized cost

NONCURRENT ASSETS

Investment in HTM, at amortized cost xxx

LIABILITIES

EQUITY

REVENUE

Interest revenue

EXPENSES

GAINS/LOSSES

PROFIT FOR THE YEAR 

OTHER COMPREHENSIVE INCOME

TOTAL COMPREHENSIVE INCOME

FOR THE YEAR ENDED DECEMBER 31, 20X1

(IN BAHT)

STATEMENT OF COMPREHENSIVE INCOME (PARTIAL)

Recorded the interest revenue under effective interest method.

…… n = 8

Recorded the maturity of bonds.

COMPANY A

STATEMENT OF FINANCIAL POSITION (PARTIAL)

AS AT DECEMBER 31, 20X1

(IN BAHT)

COMPANY A

General Journal 

Acquired investment in bonds at a price of ฿1,019,129.



Date Debit Credit

Nov. 1, 20X1

Date Debit Credit

Dec. 31, 20X1

Prepare partial statement of financial position and statement of comprehensive income for the year 20X1. 

ASSETS

CURRENT ASSETS

Investment in trading securities, at market value 

NONCURRENT ASSETS

LIABILITIES

EQUITY

REVENUE

Interest|Dividend revenue xxx

EXPENSES

GAINS/LOSSES

Unrealized holding gain ‐‐ Trading

PROFIT FOR THE YEAR xxx

OTHER COMPREHENSIVE INCOME

TOTAL COMPREHENSIVE INCOME

AS AT DECEMBER 31, 20X1

(IN BAHT)

COMPANY A

STATEMENT OF COMPREHENSIVE INCOME (PARTIAL)

FOR THE YEAR ENDED DECEMBER 31, 20X1

(IN BAHT)

STATEMENT OF FINANCIAL POSITION (PARTIAL)

Acquired investment in trading securities at a price of ฿11,500. 

Company A’s portfolio of trading securities had a total cost of 11,500 Baht and a market value of 13,000 Baht on Dec. 31, 20X1, the 

first year it held trading securities.

The difference between the 11,500 Baht cost and the 13,000 Baht market value reflects a 1,500 Baht gain.

It is an unrealized gain because it is not yet confirmed by actual sales.

The market adjustment for trading securities is recorded with an adjusting entry at the end of each period to equal the difference 

between the portfolio’s cost and its market value. 

General Journal 

To reflect the changes in the market value of trading securities.

COMPANY A

CLASSIFICATION #2: Trading securities

Trading securities are debt and equity securities that the company intends to actively manage and trade for profit.

Frequent purchases and sales are expected and are made to earn profits on short‐term price changes.

The entire portfolio of trading securities is reported at its market value (fair value); this requires a market adjustment from the cost of 

the portfolio.

>> The term portfolio refers to a group of securities.  

Any unrealized gain (or loss) from a change in the market value of the portfolio of trading securities is reported on the Statement of 

Comprehensive Income. It will affect the profit for the year (net income). 

Example:

On Nov. 1, 20X1, Company A purchased a portfolio of trading securities at a total cost of 11,500 Baht.

General Journal 



The company must record year‐end adjusting entry to record the market value of these investments.

Cost and market value of the investments in bonds and shares on Dec. 31, 20X1 are as follows:

Cost Market Value

Improv bonds 30,000 29,050                    ‐950

Intex common stock, 500 shares 43,000 45,500                    2,500

Total 73,000 74,550                    1,550

Date Debit Credit

Nov. 1, 20X1

Dec. 31, 20X1

Prepare partial statement of financial position and statement of comprehensive income for the year 20X1. 

ASSETS

CURRENT ASSETS

Investment in available‐for‐sale securities, at market value

NONCURRENT ASSETS

Investment in available‐for‐sale securities, at market value xxx

LIABILITIES

EQUITY

OCI ‐‐ Unrealized holding gain ‐‐ AFS securities

REVENUE

Interest|Dividend revenue xxx

EXPENSES

GAINS/LOSSES

PROFIT FOR THE YEAR = Net income xxx

OTHER COMPREHENSIVE INCOME (OCI)

Net unrealized holding gain|loss ‐‐ AFS securities

TOTAL COMPREHENSIVE INCOME

(IN BAHT)

COMPANY A

STATEMENT OF COMPREHENSIVE INCOME (PARTIAL)

FOR THE YEAR ENDED DECEMBER 31, 20X1

(IN BAHT)

AS AT DECEMBER 31, 20X1

Example: 

Unrealized Gain (Loss)

General Journal 

Acquired investment in AFS securities at a price of ฿73,000.

To reflect the changes in the market value of AFS securities.

COMPANY A

STATEMENT OF FINANCIAL POSITION (PARTIAL)

Any unrealized gain (or loss) for the portfolio of AFS securities is reported in OTHER COMPREHENSIVE INCOME section of Statement of 

Comprehensive Income and also in equity section of the Statement of Financial Position.  

‐‐> UNREALIZED HOLDING GAIN|LOSS FROM AFS SECURITIES WILL NOT AFFECT PROFIT FOR THE YEAR (NET INCOME).

CLASSIFICATION #3: Available‐for‐sale securities

Available‐for‐sale securities are debt and equity securities not classified as trading or held‐to‐maturity securities.  

AFS securities are purchased to yield interest, dividends, or increases in market value (called capital gain).  

If the intent is to sell AFS securities within the longer of one year or operating cycle, they are classified as short‐term investments.  

Otherwise, they are classified as long‐term.

As with trading securities, companies adjust the cost of the portfolio of AFS securities to reflect changes in market value. The 

investment in AFS securities must be presented at its market value on the statement of financial position as part of assets.  
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EXERCISES 
 
E12–1. 

Req. 1 
July 1, 2010: 
Investment in bonds (+A) .....................................................................................  10,000,000    
    Cash (–A) ......................................................................................................    10,000,000  
 
Req. 2 
Dec 31, 2010: 
 Cash (+A) ............................................................................................................  500,000   
    Interest revenue (+R, +SE) ............................................................................    500,000 
($10 million x 10% x 6/12 of a year)    
 
E12–2. 

Questions Method of Measurement 

 Market Value Method Equity Method 

a Less than 20%. At least 20% but not more than 50%. 

b At cost: 1,500 shares x $20 = $30,000. At cost: 5,000 shares x $20 = $100,000. 

c When Co. B declares a cash dividend; not 
for any holding gains and losses on 
securities-available-for-sale. 

When Co. B reports income or loss for the 
period; not when dividends are declared or 
paid. 

d Record increases and decreases based on 
stock price changes through the valuation 
allowance. 

Increase the investment account for 
proportionate part of income, less 
proportionate part of dividends and losses of 
Co. B.  

e 1,500 shares x $17 = $25,500 
market value. 

Cost of $100,000 plus $14,750 ($59,000 x 
25%) equity in investee’s earnings minus 
$3,000 ($12,000 x 25%) dividends received 
equals $111,750.  

f Company A owns 7.5% of Company B 
(1,500 shares ÷ 20,000 shares outstanding). 
$12,000 dividends declared x 7.5% = $900 
dividend revenue for Company A. 

$59,000 Company B net income x 25% = 
$14,750 equity in earnings of investee.  

g 1,500 x ($20 – $17) = $4,500  reported in 
stockholders’ equity. 

None. 
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E12–3. 

June 30, 2010: 
Investment in TS (+A) ..........................................................................................  140,000    
 Cash (–A) .........................................................................................................    140,000  
(7,000 shares x $20 per share)    
Dec 31, 2010: 
Allowance to value at market – TS (+A) ...............................................................  28,000   
 Net unrealized loss/gain – TS (+Gain, +SE) .....................................................    28,000 
Dec. 31, 2011: 
Allowance to value at market – TS (+A). ..............................................................   49,000   
 Net unrealized loss/gain – TS (+Gain, +SE) .....................................................     49,000 
Dec. 31, 2012: 
Net unrealized loss/gain – TS (+Loss, –SE).........................................................   42,000   
 Allowance to value at market – TS (–A) ...........................................................    42,000 
 
Computations: 

Year     Market       Cost    = Allowance Balance  Unadjusted Balance = Adjustment 
2010  $168,000   $140,000          +$28,000                         $0                     +$28,000 
2011    217,000     140,000          +  77,000                 +   28,000                 +  49,000 

2012    175,000     140,000          +  35,000                 +   77,000                   42,000 
 
Feb. 14, 2013: 
Cash (+A) (7,000 shares x $23) ...........................................................................  161,000    
Loss on sale of investment (+Loss, –SE) .............................................................  14,000   
 Investment in TS (–A). ......................................................................................    140,000 
 Allowance to value at market – TS (–A) ...........................................................    35,000 
 
Note: The net unrealized loss/gain is an income statement account. This item is reported on the current income 
statement and affects the computation of net income.  It is closed to Retained Earnings at the end of each year. 
 
E12–4. 

June 30, 2010: 
Investment in SAS (+A) ........................................................................................  140,000   
 Cash (–A) .........................................................................................................    140,000 
Dec. 31, 2010: 
Allowance to value at market – SAS (+A).. ..........................................................  28,000   
 Net unrealized loss/gain – SAS (+SE) ..............................................................    28,000 
Dec. 31, 2011: 
Allowance to value at market – SAS (+A). ...........................................................  49,000   
 Net unrealized loss/gain – SAS (+SE) ..............................................................    49,000 
Dec. 31, 2012: 
Net unrealized loss/gain – SAS (–SE) ..................................................................   42,000   
 Allowance to value at market – SAS (–A). ........................................................    42,000 
 
Computations: 

Year     Market       Cost    = Allowance Balance  Unadjusted Balance = Adjustment 
2010  $168,000   $140,000          +$28,000                         $0                     +$28,000 
2011    217,000     140,000          +  77,000                 +   28,000                 +  49,000 

2012    175,000     140,000          +  35,000                 +   77,000                   42,000 
 
Feb. 14, 2013: 
Cash (+A) (7,000 shares x $23). ..........................................................................  161,000    
Net unrealized loss/gain – SAS (–SE) ..................................................................  14,000   
 Allowance to value at market – SAS (–A). ........................................................    14,000 
 Investment in SAS (–A). ...................................................................................    140,000 
 Gain on sale of investment (+Gain, +SE) .........................................................     21,000 
Note: The net unrealized loss/gain account is a balance sheet account. It does not affect the computation of net 
income each year. Because it is a balance sheet account, it maintains its balance from year to year. Therefore, 
the decline in stock price that occurs in 2012 is reported as an adjustment to the net unrealized loss/gain 
account. When the stock is sold in 2013, the net unrealized loss/gain is closed along with the Allowance to Value 
at Market account, and the difference between the purchase price (original cost) and the selling price is reported 
as a gain on the income statement. 
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E12–5. 

March 10, 2009: 
Investment in TS (+A) ..........................................................................................  450,000   
 Cash (–A) .........................................................................................................    450,000 
(10,000 shares x $45 per share)    
Dec. 31, 2009: 
Allowance to value at market – TS (+A) ...............................................................  50,000   
 Net unrealized loss/gain – TS (+Gain, +SE) .....................................................     50,000 
Dec. 31, 2010: 
Net unrealized loss/gain – TS (+Loss, –SE).........................................................  150,000   
 Allowance to value at market – TS (–A) ...........................................................     150,000 
Dec. 31, 2011: 
Allowance to value at market – TS (+A) ...............................................................  20,000   
 Net unrealized loss/gain – TS (+Gain, +SE) .....................................................     20,000 
 
Computations: 

Year     Market       Cost    = Allowance Balance  Unadjusted Balance = Adjustment 
2009  $500,000   $450,000          +$50,000                         $0                     +$50,000 

2010    350,000     450,000          100,000                    + 50,000                 150,000 

2011    370,000     450,000            80,000                    100,000                +  20,000 
 
Sept. 12, 2012: 
Cash (+A) (10,000 shares x $34) .........................................................................  340,000    
Allowance to value at market – TS (+A) ...............................................................  80,000   
Loss on sale of investment (+Loss, –SE) .............................................................  30,000   
 Investment in TS (–A) .......................................................................................    450,000 
Note: The net unrealized loss/gain is an income statement account. This item is reported on the current income 
statement and affects the computation of net income.  It is closed to Retained Earnings at the end of each year. 
 
E12–6. 

March 10, 2009: 
Investment in SAS (+A) ........................................................................................  450,000   
 Cash (–A) .........................................................................................................    450,000 
Dec. 31, 2009: 
Allowance to value at market – SAS (+A) ............................................................  50,000   
 Net unrealized loss/gain – SAS (+SE) ..............................................................     50,000 
Dec. 31, 2010: 
Net unrealized loss/gain – SAS (–SE) ..................................................................   150,000   
 Allowance to value at market – SAS (–A) .........................................................    150,000 
Dec. 31, 2011: 
Allowance to value at market – SAS (+A) ............................................................   20,000   
 Net unrealized loss/gain – SAS (+SE) ..............................................................    20,000 
 
Computations: 

Year     Market       Cost    = Allowance Balance  Unadjusted Balance = Adjustment 
2009  $500,000   $450,000          +$50,000                         $0                     +$50,000 

2010    350,000     450,000          100,000                    + 50,000                 150,000 

2011    370,000     450,000            80,000                    100,000                + 20,000 
 
Sept. 12, 2012: 
Cash (+A) (10,000 shares x $34) .........................................................................  340,000    
Allowance to value at market – SAS (+A) ............................................................  80,000   
Loss on sale of securities (+Loss, –SE) ...............................................................   110,000   
 Investment in SAS (–A) ....................................................................................    450,000 
 Net unrealized loss/gain – SAS (+SE) ..............................................................    80,000 
Note: The unrealized loss/gain account is a balance sheet account. It does not affect the computation of net 
income each year. Because it is a balance sheet account, it maintains its balance from year to year. Therefore, 
the decline in stock price that occurs in 2010 is reported as an adjustment to the net unrealized loss/gain account 
and the increase in stock price that occurs in 2011 is also reported as an adjustment to the net unrealized 
loss/gain account. When the stock is sold in 2012, the net unrealized loss/gain is closed along with the Allowance 
to Value at Market account, and the difference between the purchase price and the selling price is reported as a 
loss on the income statement. 
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E12–7. 

Req. 1 
The equity method must be used because the company owns 35% (22,750 ÷ 65,000) of the total shares 
outstanding of Nueces Corporation. The equity method must be used when there is at least 20% but not more 
than 50% ownership in existence. The Felicia Company must use the equity method because it can exercise 
significant influence, but not control, over the operating and financing policies of Nueces Corporation. 
 
Req. 2 
January 10, 2011: 
Investment in affiliated companies (+A) ...............................................................  250,250   
 Cash (–A) .........................................................................................................    250,250 
(22,750 shares x $11 per share) -- 35% of the voting common stock 
December 31, 2011: 
Investment in affiliated companies (+A). ..............................................................  28,000   
 Equity in investee earnings (+R, +SE) ..............................................................    28,000 
($80,000 x 35% = $28,000) 
December 31, 2011: 
Cash (+A) .............................................................................................................  13,650   
 Investment in affiliated companies (–A). ...........................................................    13,650 
(22,750 shares x $.60 = $13,650) 
No entry is made under the equity method to record changes in market value. 
 
Req. 3 
Balance Sheet—At December 31, 2011 
Long-term Investments:  
Investment in affiliated companies (equity basis*) ...............................................................................  $264,600 
Income Statement—For the Year Ended December 31, 2011 
Equity in investee earnings ..................................................................................................................  $  28,000 
 
*                                      Investment in Affiliated Companies 

Cost                                           250,250  
% Investee’s net income              28,000 13,650        % Investee’s dividends declared 

264,600  
 
E12–8.   

Req. 1    Investing activities 
       Purchase of investments in affiliated companies   –250,250 
 
Req. 2 Operating activities 
          Net Income 
          Adjusted for: 
     Equity in earnings of affiliated companies    –28,000 
           (no cash received)     
     Dividends received from affiliated companies  +13,650 
           (cash received)    
 
 
E12–9. 

(in millions) 
Assets (+A, not detailed). .....................................................................................  550   
Goodwill (+A)  ......................................................................................................  320   
    Liabilities (+L, not detailed)  .............................................................................    170 
 Cash (–A) .........................................................................................................    700 
 
E12–10. 

Req. 1     
        

  Return on Assets  =
              Net Income   

                    Average Total Assets 
 

  
                $117,879       

= .20 (20%)
 

     ($538,671 + $641,716)  2 
Req. 2     
ROA measures how much the firm earned for each dollar of investment. It is the broadest measure of profitability 
and management effectiveness, independent of financing strategy. 
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E12–11. 

Consolidation is an accounting process that brings together financial information from two or more companies to 
make it appear as if there is a single economic entity. These companies may have engaged in transactions with 
each other during the year (these transactions are called intercompany transactions). Some examples are 
lending money or selling merchandise. During consolidation, intercompany transactions are eliminated or 
reversed so that on the consolidated statements, it appears as if the transactions never took place. 
It is necessary to eliminate intercompany transactions because a single economic entity cannot logically do 
business with itself. It makes no sense, for example, to report as a liability an amount that an entity owes itself.  
 
E12–12. 

Req. 1 
Investment in Co. S (100%) (+A) .........................................................................  80,000   
   Cash (–A) ..................................................................................................    80,000 
 
Req. 2 
Purchase price for 100% interest in Co. S ...........................................................................................  $80,000 
Market value of Company S net assets purchased equaled book value  ($59,000  – $10,000) ...........   

49,000 

Goodwill purchased ..............................................................................................................................  $31,000 

 
Req. 3 
 

COMPANY P AND ITS SUBSIDIARY, COMPANY S (100% OWNED) 
Consolidated Balance Sheet  

January 1, 2010 (immediately after acquisition) 

 Separate Balance Sheets   

  
Company P 

 
Company S 

 
Eliminations 

Consolidated  
Balance Sheet 

Assets:               
 Cash .................................................   $ 11,500   $17,500        $ 29,000  
 Investment in Co. S (at cost) ............   80,000       – 80,000     
 Property and equipment (net)  31,000   41,500        72,500  
 Goodwill ...........................................          + 31,000   31,000  

  Totals ............................................   $122,500   $59,000        $132,500  

Liabilities:               
 Liabilities ..........................................   $ 41,000   $10,000        $ 51,000  
Stockholders’ Equity:               
 Common stock, Co. P ......................   77,000           77,000  
 Common stock, Co. S ......................      40,500    – 40,500     
 Retained earnings, Co. P .................   4,500           4,500  
 Retained earnings, Co. S .................      8,500    – 8,500     

  Totals ............................................   $122,500   $59,000        $132,500  

               

 
E12–13. 

Goodwill calculation: 
Purchase price  $110,000 
Market value of net assets      95,000 
Goodwill  $  15,000 

 

Additional Depreciation ($9,000  3 years)  $    3,000 
 

Revenues ($460,000 + 80,000) $540,000 

Expenses ($340,000 + $60,000 + $3,000) 403,000 

Net Income $137,000 
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