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To: Manager 
Re: Recording proportional investment in another company 
Equity method 
The equity method is an accounting technique which used in recording revenue earned from investment activities in other companies. The acquisition of 40% of company K's stock by company F gives it a significant influence on company F. significant influence can be defined by the ability of the investor to exercise power over the investee. The acquisition or purchase of the stock from the investee affects various factors like income, profit, and loss as well as dividend payout of the investor, in this case, company F. The effect is reflected on the balance sheet and income statements of the company, which should be preferably recorded using the equity method (Bauman, 2019).
The equity method in accounting allows the investor to record the investee's income as their own (Comiskey, & Mulford, 2018). Based on the proportion of stock acquisition by company F, it will record 40% of the investee’s earnings, Company K, as part of its revenue in the income statement. This gives room for adjustment in the investor’s income statement after the December 31st year-end. 
The income reflected in the income statement can be increased by the profit or loss of the investee as well as the dividend payout by the investee. Company K pays hefty dividends to its shareholders. When company F pays its dividends, there is a decrease in its net assets. As the hefty dividends paid by company K go to the investors of the company, company F is one of the recipients of the dividends at the end of the year. In the cash balance of company F, it will record an increase in its net income. A decrease is meanwhile recorded when recording the investment’s carrying value (Comiskey, & Mulford, 2018). The dividends decrease the net assets of the investee with a proportional decrease in the investor’s value of assets recorded in the company’s income statement. 
There are different factors that can affect the investor company's income statement based on its net assets and income. The investee, after reporting its net income at the end of the year, the equity method allows the investor to make various adjustments on its balance sheet and income statement. This includes the proportional impact of the dividend payments as an investor as well as on the investment carrying value. For company F, in this case, the proportion recorded is equal to 40% due to the amount of stock the company acquired. After the end of the year, the company should make various adjustments in its revenue recording (Bauman, 2019).
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