EXERCISES

14–23.

(a)
Investment in Trading Securities—Treasury Bonds

123,590*

Interest Revenue

1,500

Cash

125,090

To record purchase of $120,000 of U.S. Treasury 8% 

bonds.

*1.025 ( $120,000 = $123,000; $123,000 + $590 brokerage 

fee = $123,590

(b)
Investment in Available-for-Sale Securities—Agler Co.

176,200

Cash

176,200

To record purchase of 1,000 shares of Agler Co.

common stock.

(c)
Cash

4,800

Interest Revenue

4,800

To record receipt of semiannual interest on U.S. 

Treasury 8% bonds ($120,000 ( 0.04).

(d)
Cash

27,750*

Investment in Available-for-Sale Securities—

Agler Co.


26,430†
Realized Gain on Sale of Securities

1,320

To record sale of 150 shares of Agler Co. stock.

*150 shares at $185 per share = $27,750

† (150/1,000) ( $176,200 = $26,430

(e)
Cash

20,675*


Realized Loss on Sale of Securities

198

Investment in Trading Securities—Treasury Bonds

20,598†
Interest Revenue

275

To record sale of $20,000 worth of U.S. Treasury 8% 

bonds.

*$20,000 ( 1.02 = $20,400; $20,400 + $275 accrued interest = $20,675

†(20,000/120,000) ( $123,590 = $20,598 (rounded)

(f)
Investment in Trading Securities—Certificate of Deposit

15,000

Cash

15,000

To record purchase of a $15,000, 6-month certificate

of deposit.

14–24.

1.
Investment in Trading Securities—Gimli

9,000

Investment in Trading Securities—Treasury Bonds

11,000

Investment in Available-for-Sale Securities—Legolas

22,000

Investment in Available-for-Sale Securities—Glorfindel

42,500

Investment in Held-to-Maturity Securities—Mirkwood

24,000

Cash


108,500

To record the purchase of securities during January.

2.
Cash

5,390

Interest Revenue


3,630

Dividend Revenue


1,760

To record the receipt of interest and dividend 

revenue during the year.

3.
Cash

3,400

Realized Loss on Sale of Securities

200

Investment in Trading Securities—Gimli


3,600

To record sale of 200 shares of Gimli stock; 

purchased at $18 per share, sold at $17 per share.

Cash

4,750

Investment in Available-for-Sale Securities—

Glorfindel


4,250

Realized Gain on Sale of Securities


500

To record sale of 250 shares of Glorfindel stock; 

purchased at $17 per share, sold at $19 per share.

14–25.

(a)
Equity Method with Consolidation. Even though RV Insurance Company is a nonhomogeneous operation, it should be consolidated because it is a majority-owned subsidiary. (See FASB Statement No. 94.)

(b)
Cost Method (Available for Sale). Buy Right has 10% ownership (20,000/200,000 shares) with no additional information to suggest that significant influence can be exercised.

(c)
Cost Method (Available for Sale). Super Tire holds nonvoting preferred stock. The cost method is used for investments in preferred stock.

(d)
Cost Method (Trading or Available for Sale). While Takeover Company owns 30% (15,000/50,000 shares) of Western’s common stock, it has been unable to obtain representation on Western’s board of directors. This is one of the specific examples given by FASB Interpretation No. 35, indicating that Takeover does not have significant influence and so must use the cost method. The securities would probably not be classified as trading unless Takeover is in the business of regularly making such investments in order to generate short-term trading profits.

14–25.
(Concluded)

(e)
Equity Method. Espino has 40% (50,000/125,000 shares) ownership and presumably can exercise significant influence, even though it does not have a controlling interest in Independent Mining.

14–26.

1.
Available for Sale

Jan.
10
Investment in Available-for-Sale Securities—


Atlanta Company Stock

800,000




Cash


800,000

To record investment in 16,000 shares of

Atlanta Company common stock.

Dec.
31
Cash

12,000




Dividend Revenue


12,000

To record dividend received from Atlanta

Company for 2005 ($0.75 ( 16,000 shares).

31
Unrealized Increase/Decrease in Value of 


Available-for-Sale Securities

160,000




Market Adjustment—Available-for-Sale 




Securities


160,000

To record decline in market value of Atlanta

Company stock ($10 ( 16,000 shares).

2.
Equity Method

Jan.
10
Investment in Atlanta Company Stock

800,000




Cash


800,000

To record investment in 16,000 shares of 

Atlanta Company common stock.

Dec.
31
Investment in Atlanta Company Stock

36,000




Income from Investment in Atlanta




Company Stock


36,000

To record proportionate share of Atlanta

Company’s earnings for 2005 (20% ( $180,000).


31
Cash

12,000




Investment in Atlanta Company Stock


12,000

To record dividend received from Atlanta

Company for 2005 ($0.75 ( 16,000 shares).

14–27.

2004

Jan.
1
Investment in Beta Co. Stock

240,000

Cash

240,000

To record purchase of 25% interest in Beta Co.

common stock ($12 ( 20,000 shares).

Dec.
31
Investment in Beta Co. Stock

88,000

Income from Investment in Beta Co. Stock

88,000

To record 25% share of income (0.25 ( $360,000 =

$90,000 less amortization of $2,000*).

*Underlying market value of net assets ($240,000/0.25)
$
960,000

Book value of net assets


800,000
Broadcast license

$
160,000

Investor’s interest in net assets


(       0.25
Amount of license to be amortized

$
40,000

Amortization period

÷
20
Annual amortization

$
2,000
31
Cash

32,000

Investment in Beta Co. Stock

32,000

To record receipt of dividend ($1.60 ( 20,000 shares).

2005

Dec.
31
Investment in Beta Co. Stock

95,500

Income from Investment in Beta Co. Stock

95,500

To record 25% share of income (0.25 ( $390,000 =

$97,500 less amortization of $2,000).

31
Cash

40,000

Investment in Beta Co. Stock

40,000

To record receipt of dividend ($2.00 ( 20,000 shares).

14–28.

Investment in Old Farms Co. Stock


128,000

Cash

128,000

To record the purchase of 40% of the outstanding 

common stock of Old Farms Co.

Investment in Old Farms Co. Stock

32,000

Income from Investment in Old Farms Co. Stock

32,000

To report 40% of the net income reported by Old 

Farms Co. (0.40 ( $80,000).

Cash

20,000

Investment in Old Farms Co. Stock

20,000

To record the receipt of $20,000 in dividends from

Old Farms Co. (0.40 ( $50,000).

14–28.
(Concluded)

Income from Investment in Old Farms Co. Stock

5,000

Investment in Old Farms Co. Stock

5,000

To amortize the differential associated with the 

equipment and buildings as follows:



Market
Book

40% of

Remaining
Amount




Value


Value

Difference
Difference

Life 

Amortized
Equipment

$100,000
$60,000
$40,000
$16,000
4 years
$4,000

Buildings

80,000
50,000
30,000
12,000
12 years
1,000

14–29.

1.
Investment in Held-to-Maturity Securities

601,933


Cash

601,933

To record the purchase of the debt security whose

value is computed as follows:

Using present value tables:


$
  
27,500 
(
13.5903
=
$
373,733




500,000
(
0.4564
=

228,200


$
601,933

Using a business calculator:


PMT = $27,500, FV = $500,000, N = 20, I = 4% ( $601,927


Note that the amount in this entry would be the same regardless of whether this security was classified as trading, available for sale, or held to maturity.

2.
Cash

27,500


Investment in Held-to-Maturity Securities

3,423*


Interest Revenue

24,077*

To record the cash received for the first interest 

payment and to recognize interest revenue.

*$601,933 ( 0.04 = $24,077; $27,500 – $24,077 = $3,423


Cash

27,500


Investment in Held-to-Maturity Securities

3,560*


Interest Revenue

23,940*

To record the cash received for the second interest

payment and to recognize interest revenue.

*($601,933 – $3,423) ( 0.04 = $23,940; $27,500 – $23,940 = $3,560

14–30.

1.
Amortization Schedule:



Interest
Interest



Received
Revenue (0.05


Bond


Interest
(0.04 (
( Carrying
Discount
Unamortized
Carrying


Payment
$100,000)

Value)

Amortization

Discount


Value






$7,723
$
92,277


1
$4,000
$4,614
$614
7,109
92,891


2
4,000
4,645
645
6,464
93,536


3
4,000
4,677
677
5,787
94,213


4
4,000
4,711
711
5,076
94,924


5
4,000
4,746
746
4,330
95,670


6
4,000
4,784
784
3,546
96,454


7
4,000
4,823
823
2,723
97,277


8
4,000
4,864
864
1,859
98,141


9
4,000
4,907
907
952
99,048


10
4,000
4,952
952
0
100,000

2.
Journal Entries:

July
1
Cash

4,000

Investment in Held-to-Maturity Securities

614


Interest Revenue

4,614

Dec.
31
Cash

4,000

Investment in Held-to-Maturity Securities

645


Interest Revenue

4,645

14–31.

This debt security’s book value following the second interest payment is $93,536 (from amortization table). The journal entries to adjust the security to market value under differing assumptions are as follows:

1.
Trading Security:

Market Adjustment—Trading Securities


2,964*

Unrealized Gain on Trading Securities


2,964

To record unrealized increase in fair value of security.

Increase is recognized on the income statement.

*Fair value less book value = $96,500 – $93,536 = $2,964 unrealized gain.

2.
Available-for-Sale Security:

Market Adjustment—Available-for-Sale Securities

2,964

Unrealized Increase/Decrease in Value of Available-

for-Sale Securities


2,964

To record unrealized increase in fair value of security.

Increase is recognized in stockholders’ equity section.

3.
For held-to-maturity securities, increases and decreases in value are not 
recognized.

14–32.

1.


Security

Cost

Fair Value (12/31/05)

A
$
65,000
$
75,000


B
100,000
54,000


C

220,000

226,000

Total
$385,000
$355,000

A loss of $30,000 ($385,000 – $355,000) would be recognized, reducing net income to $270,000 ($300,000 – $30,000).

2.


Security

Cost

Fair Value (12/31/05)

A
$
65,000
$
75,000


B

100,000

95,000


C

220,000

226,000

Total
$385,000
$396,000

If the market value of security B were $95,000, net income would be increased by $11,000 ($396,000 – $385,000). Net income would be reported at $311,000 ($300,000 + $11,000).

14–33.

1.
Unrealized Loss on Trading Securities

3,000*

Market Adjustment—Trading Securities

3,000

To record the decrease in fair value of trading 

securities.

*Historical cost less fair value = $55,000 – $52,000 = $3,000 decline in fair value.

2.
Cash

7,000

Trading Securities—Wexler Co.

6,000

Realized Gain on Sale of Securities

1,000

To record sale of one-half of Wexler Co. common

stock.

3.
(a)
Unrealized Loss on Trading Securities

4,000

Market Adjustment—Trading Securities

4,000

To record additional decline in value of trading 

securities from cost of $49,000 to market of 

$42,000, $3,000 having already been recognized.

(b)
Market Adjustment—Trading Securities

1,000

Unrealized Gain on Trading Securities

1,000

To record increase in value of trading securities,

reflecting previous decline of $3,000 with cost

now $49,000 and market $47,000.

14–33.
(Concluded)

(c)
Market Adjustment—Trading Securities

9,000

Unrealized Gain on Trading Securities

9,000

To record increase in value of trading securities

above cost of $49,000 to market of $55,000, also

reflecting the previous decline of $3,000.

14–34.

1.
Unrealized Loss on Trading Securities


4,000

Market Adjustment—Trading Securities


4,000

To record the decline in value of trading securities 

from cost of $26,000 to market of $22,000.

Unrealized Increase/Decrease in Value of Available-for-

Sale Securities

2,000

Market Adjustment—Available-for-Sale Securities

2,000

To record decline in value of available-for-sale 

securities from cost of $32,000 to market of $30,000.

No entry to adjust held-to-maturity securities to fair value.

2.
Reported net income

$
100,000

Less: Unrealized loss on trading securities


(4,000)


Adjusted net income

$
96,000

(Note:
The decrease in value of available-for-sale securities is not reflected in

net income.)

14–35.

1.
In 2004, the historical cost of the trading securities exceeds the fair value by $4,000 ($38,000 – $34,000). Thus, income for 2004 would be reduced by $4,000.

Unrealized Loss on Trading Securities

4,000

Market Adjustment—Trading Securities

4,000

In 2005, the fair value of the securities exceeds historical cost by $1,000. With an existing balance in the market adjustment account of $4,000 (credit), an adjustment would be made to income for $5,000 to obtain the desired $1,000 debit balance in the market adjustment account.

Market Adjustment—Trading Securities


5,000

Unrealized Gain on Trading Securities

5,000

14–35.
(Concluded)

2.
If the decline in the fair value of a security is believed to be other than temporary, the loss is recognized in income in the current period and the cost of the security is adjusted.

Unrealized Loss on Trading Securities

5,000

Investment in Trading Securities—Streuling

5,000

To record the other than temporary decline in value of the

Streuling security.

Market Adjustment—Trading Securities


10,000

Unrealized Gain on Trading Securities

10,000

To adjust market adjustment account from previous 

$4,000 credit balance (as of 12/31/04) to desired 

debit balance of $6,000 [$39,000 fair value less 

$33,000 ($10,000 + $21,000 + $2,000)adjusted cost].

14–36.

1.
Market Adjustment—Trading Securities

7,000

Unrealized Gain on Trading Securities

7,000

To record increase in value of trading securities 

from cost of $33,000 to market of $40,000.

2.
Investment in Available-for-Sale Securities—Security B

21,500

Unrealized Loss on Transfer of Securities

500

Market Adjustment—Trading Securities

2,000

Investment in Trading Securities—Security B

20,000

To reclassify security as available for sale at current 

fair value of $21,500 and to remove historical cost of 

trading security ($20,000) and associated market 

adjustment. Unrealized loss represents difference 

between fair value at the beginning of the period 

and fair value on date of transfer.

