Intermediate Accounting II - ACCT-2164
Chapter 12: Accounting for Investments
Held-to-Maturity Securities

· Type – Debt

· Term – Short or long depending on maturity date

· Balance Sheet-Report under Current Assets or Long-Term Assets (depending on term) at (amortized) cost
· Fair Value Adjustment – None
· Income – Investment (Interest) Revenue recognized when earned and reported on the Income Statement
· Adjusting Entries – Recognize investment income earned but not yet received

· Closing Entries– Close Investment (Interest) Revenue

Trading Securities

· Type – Debt or Equity

· Term – Short-term

· Income – Investment (Interest or Dividend) Revenue recognized when earned and reported on the Income Statement

· Income Statement - Include realized and unrealized gains/losses

· Balance Sheet-Report under Current Assets at Fair Value using a valuation account: Fair Value Adjustment
· Adjusting Entries – Fair value adjustment; Recognize investment income earned but not yet received; Remove the fair value adjustment associated with sold securities

· Closing Entries– Close Investment (Interest) Revenue

Available-for-Sale Securities

· Type – Debt or Equity
· Term – Short or long depending on hold intentions
· Balance Sheet-Report under Current Assets or Long-Term Assets (depending on term) at fair value using valuation account; Unrealized gains/losses reported as adjustment to Equity through Accumulated Other Comprehensive Income (AOCI)
· Income – Investment (Interest or Dividend) Revenue recognized when earned and reported on the Income Statement

· Income Statement-Show only realized gains/losses; Unrealized gains/losses reported on the Comprehensive Income Statement
· Adjusting Entries – Fair value adjustment; Recognize investment income earned but not yet received; Remove the fair value adjustment associated with sold securities

· Closing Entries– Close Investment (Interest) Revenue

Equity Securities with Significant Influence (Account for Using Equity Method)
· Type – Equity

· Term – Long-term

· Ownership Percent – at least 20% but not more than 50%

· Balance Sheet - Report under Long-term Assets at carrying value of investment
· Income –Using the Equity Method, reduce the Investment account by the amount of dividends received; Dividends not reported as income on the Income Statement
· Fair Value Adjustment – None

· Adjusting Entries – Adjust the investment account for earnings of the investee; Adjust net income to reflect revenues and expenses associated with differences between the fair value and book value of the investee’s assets and liabilities that existed at the time the investment was made

· Income Statement – Recognize investor’s share of investee’s net income; Recognize realized gains/losses; Dividends are not included in income
Equity Securities with Controlling Influence (Account for Using Consolidation)
· Type – Equity

· Term –Long-term

· Ownership Percent – more than 50%

· Financial Statements – consolidated financial statements

Calculating Realized Gains/Losses

· Realized gains (loss) = difference between net proceeds and cost on the date of disposition

Determining Depreciation Adjustment

· Compare cost to fair value of net assets at time of purchase.  Any excess of cost over fair value is attributed to Goodwill.

· Compare fair value of net assets to book value of net assets to determine any undervaluation of net assets (if book value is less than fair value at the time of purchase, the assets are undervalued).  Allocate appropriately to PP&E asset accounts.
· Calculate additional depreciation expense using the straight-line method.  Cost = undervaluation amount; Life = remaining life of asset at time of purchase
· Debit Investment Revenue; Credit Investment (asset)
Calculating Carrying Value of Investment

· Begin with the initial cost of the investment.  

· Add and amounts debited to the Investment account and deduct any amounts credited to the Investment account.
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