"Double-Entry" Journal: Chapter 14 – Investments

Follow instructions in the double entry journal for chapter 1: Conceptual statement
Work Multiple Choice Problems (pp 634-637)
I. Types of Investments:

i. Debt (Bond)
Bonds: Essentially accounting for investments in bonds If the bonds are “held to maturity” is the mirror image from accounting for bond liabilities.  

ii. Equity (Stock) 
II. Classifications

i. Short-term – current (debt and equity)
i. Trading
ii. Available for sale
ii. Long-term – non-current
i. Available for sale
ii. Equity method (control – stock only
iii. Held to maturity (bonds only)
iv. Consolidated
Who decides whether an investment is classified as current or non-current? Why does it matter? Can it be changed easily? Who cares?
Textbook: Work E 12-9
Trading securities

Define “trading” securities.  Which companies are likely to classify securities in this manner? 

What are the accounting requirements for trading securities?
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At the time of purchase
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To recognize dividend or interest income 

[image: image3.png]



To adjust for changes in the market value

· When securities are sold
Textbook: Work E 12-8
Available for sale securities
Define “available for sale” securities.  What are the accounting requirements for trading securities?
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At the time of purchase
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To recognize dividend or interest income 
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To adjust for changes in the market value
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When securities are sold

Explain any differences in the accounting requirements between “trading” and “available for sale” securities. Why do they exist? 

Textbook: Work E 12 – 2, 11
b. Long-term 
i. Available for sale
Are these investments treated any different than available for sale securities classified as current?

ii. Equity method (control – stock only) APB 18, FAS 35
Under what conditions is the equity method used?  What does the term “significant control” mean?  How do you know if you have significant control? 

Briefly describe the accounting requirements under the equity method (1) when the stock is first purchased; (2) to recognize income; (3) what is the effect of receiving dividends?  If an investment in stock is accounted for under the equity method and the investor receives dividends, is it considered income?  Explain carefully why dividends are treated the way they are under the equity method. 

How are temporary changes in the market value of the stock treated under the equity method?  What about permanent impairments?

What are the accounting requirements if an investment has been carried as “available for sale”, but because of a change in circumstances should be handled under the equity method? Explain carefully.

Textbook: Work E 12 – 12, 13, 17, P 12-11, 12

Held to maturity (bonds only)
How are “held to maturity” bonds carried on the balance sheet?  What do you do regarding changes in the market value of the bonds?  Why? Explain carefully.  What do you do if there is a permanent decline in market value?  How do you know if the decline is permanent? 

Textbook chapter 12: Work E 1
v. Consolidated 

When should equity investments be “consolidated”?  What does the term “consolidated” mean?

III. Changes in classification

Review the rules (or learn them!) for changing investments from

· Available for sale to trading

· Available for sale to equity

· Held to maturity for trading or available for sale – keep in mind the special issues arising in that case (SEC!)

Textbook: Work E 12 -24[image: image8.png]



