Running Head: INTERMEDIATE ACCOUNTING		1
INTERMEDIATE ACCOUNTING		6
[bookmark: _GoBack]





Intermediate Accounting
Name of the student
Institution














Question 1
Securities are tradable financial assets provided by institution for the purpose of raising capital for the organization. They are a form of investment that is not traded for interests. Equity and debt securities are among the securities that investors participate in. In terms of payments debt securities receive reimbursement over a certain time while equity debts do not receive payment for reimbursements but acquire their profits from selling and buying security securities. For equity securities, profits are gain when the value of the company increases while for debt securities that rely on payments of interests. Debt securities do not allow operations of the issuer to be managed by the holders while in equity securities holders take part in decision making.
Question 2
The debt securities are classified into three types of classification, they include, held-to-maturity, available-for-sale and trading securities.  A Held-to-maturity security is securities with positive intent and has the capacity to hold the securities to maturity. Available-for-sale are securities that are neither held-to-maturity nor trading type of securities. Trading securities are bought and sold to generate income in short-run. 
Question 3
A debt security can be classified as held-to-maturity when the security has been purchased and owned until the maturity stage. Corporate bond is a type of debt security that once a company has invested in it; they plan to hold it to maturity. Once the bond has reached it s maturity it is considered as held-to-maturity bond. When a company keeps a debt security for a certain time but not until its maturity, the security is considered to be held-to-maturity types of debt security. Lastly, a debt security can be classified to held-to-maturity if the security has the capability of holding to maturity and has positive intents. 
Question 4
A fair value for trading securities requires an accounting adjustment that should be added or subtracted from the security reported value. Trading securities are reported by the fair value accounting adjustment f the organization. The changes in the fair value can be unrealized gain or loss to tenet income of the securities from one period to another.
Question 5
In balance sheet, a Fair value adjustments cost is reported on the trading available-for-sale debt securities. Fir value adjustment is when a debit of fair value change is increased or credits a decrease in the change. For held-to-maturity, amortized costs are reported in the balance sheet of the debt securities. 
Question 6
	Cash = purchases × % of bonds issues × 1/2 (semiannually)

	          = $ 4000000 × 8% × 1\2 =160000

	

	Interest Revenue = purchases × % of yield × 1/2 (semiannually)

	                                    = $3500000 × 10% × 1/2 = 175000

	

	Wheeler should report that:

	Interest Revenue = 175000

	Cash                           = 160000

	Debt Investment = interest revenue – cash

	                                    = 175000 - 160000= 15000


	


Question 7
The percentage of the voting stock comprises of the significance influences of the business. Significance influence is the power in which the investor takes part in decision making of the company but they do not control them.


Question 8
 The fair value option is an option that is used when an assets is being sold. The fair value option can be defined to as that price that is paid when a liability of an asset is transferred. The transfer is done on transactions that involves participant of the markets and period measured. 
BE
Fairbanks Corporation
A. Purchase of the investment
	Particulars
	Dr
	Cr

	Purchase of equity investment
	13200
	

	Cash
	
	13200

	
	
	

	B. Dividends received
	
	

	Particulars
	Dr
	Cr

	Cash
	1300
	

	Dividends
	
	1300

	
	
	

	C. Fair Value Adjustment
	
	

	Particulars
	Dr
	Cr

	Fair Value Adjustment for Trading
	600
	

	Gain Unrealized
	
	600

	
	
	

	Workings
	
	

	Dividends = $3.25 × 400 = $ 1300
	
	

	Unrealized Gain= $34.50 × 400 =$ 13800
	
	

	                            = $13800 - $ 13200 =$ 600
	
	



Exercise
a. A bond that will mature in four years was bough one month when the price dropped. As soon as the value increases, which is expected next month, it will be sold. -Trading
b. 10% of the outstanding stock of Farm-Co was purchased. The company is planning on eventually getting a total of 30% of its outstanding stock. -Available-for-sale
c. Bonds were purchased in December of this year. The bonds are expected to be sold in January of next year.- Trading
d. Bonds that will mature in 5 years are purchased. The company would like to hold them until they mature, but money has been tight recently and they may need to be sold.- Available-for-sale
e. Preferred stock was purchased for its constant dividend. The company is planning to hold the preferred stock for a long time.- Available-for-sale
f. A bond that matures in 10 years was purchased. The company is investing money set aside for an expansion project planned 10 years from now.-Held-to-Maturity

E17-5 (L01) (Effective-Interest versus Straight-Line Bond Amortization)
	A.	Schedule of Interest Revenues and Bond Discount Amortization

	Straight-line Method

	9% Bond Purchased to Yield 12%

	Date
	Cash Received
	Interest Revenue
	Discount Amortization
	Amount Bonds

	1/1/2012
	
	
	
	$278,384 

	12/31/2012
	$27,000 
	$34,205 
	$7,205 
	$285,589 

	12/31/2013
	$27,000 
	$34,205 
	$7,205 
	$292,794 

	12/31/2014
	$27,000 
	$34,205 
	$7,205 
	$300,000 

	
	
	
	
	

	Workings

	Discount Amortization = ($300000-$278384) ÷ 3= $7205

	

	B.                                      Schedule of Interest Revenues and Bond Discount Amortization

	Effective-Interest Method

	9% Bond Purchased to Yield 12%

	Date
	Cash Received
	Interest Revenue
	Discount Amortization
	Amount Bonds

	1/1/2012
	
	
	
	$278,384 

	12/31/2012
	$27,000 
	$33,406 
	$6,406 
	$284,790 

	12/31/2013
	$27,000 
	$34,175 
	$7,175 
	$291,965 

	12/31/2014
	$27,000 
	$35,036 
	$8,036 
	$300,000 

	
	
	
	
	

	Workings
	
	
	
	

	Discount Amortization = $33406 × 12%= $ 6406

	
	
	
	
	

	C.
Interest Revenue And Discount Amortization Under The Straight-Line Method

	As at 31-Dec-13

	Particulars
	Dr
	        Cr
	
	

	Cash
	$27,000 
	
	
	

	Debt Investment
	$7,205 
	
	
	

	Interest Revenue
	
	$34,205 
	
	

	
	
	
	
	

	D. 
Interest Revenue And Discount Amortization Under The Effective-Interest Method

	As at 31-Dec-13

	Particulars
	Dr
	         Cr
	
	

	Cash
	$27,000 
	
	
	

	Debt Investment
	$7,175 
	
	
	

	Interest Revenue
	
	  $37,175 
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