Accounting for Debt Investments by Category

Category Valuation Unrealized Gains or Losses Other Income
Held-for- Amortized Not recognized Interest when
collection cost earned; gains and
losses from sale.
Held-for- Fair value Recognized as other Interest when
collection and comprehensive income and as a earned; gains and
selling separate component of equity losses from sale.
Trading Fair value Recognized in netincome Interest when
securities earned; gains and
losses from sale.
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Accounting and Reporting for Equity Investments by Category

Category Valuation Unrealized Holding Gains
or Losses

Holdings less

than 20%

1. Trading Fair value Recognized in net income

2. Non- Fair value Recognized in "Other

Trading comprehensive income” and

Option as separate component of
equity

Holdings Equity Not recognized

between 20% 'method

and 50%

Holdings more Consolidation Not recognized

than 50%

T

Other Income
Effects

Dividends declared:
gains and losses
from sale.

Dividends declared:
gains and losses
from sale.

Proportionate share
of investee's net
income.

Not applicable.
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Summary of |nvestment Accounting Approaches

Clasaification

Ci=iod |nvwesirment
1. Hald-for-
Caollection

2. Hela-for-
Caollection and

Salling

3. Not Held- for-
Caollection,
Trading

d. F_ajr'l..".ajua
Opiion

Equaty
Investment

1. Trading

2. MNon-Trad ing
Opiioin

3. Equity Method

4. Consolida ton

Valuation Approach and

Reporting on the Statement of
Financial Position

Amartizad coat.

Fair valus.

Fair valus.

Fairvalus.

Fair valus.

Fairvalus.

Investmeants onginal by reco nded
at cost with pa niodic adjustment
for the invesiors share of the
investes"s income or losa, and
decressed by all dividends
recansd from the invesiss.
Consolid ated financial
statemants.

Income Effects

Inf=rest s recognized as

eV EnUeS.

Inisrest s recognized &5
revenus. Unrealzed holding
gaing and koeses are included
in other comprehansive
INCOMME.

Inderest is recognized a3
revenus. Unrealzed holding
gaing and koeses are included
in income.

Inderest is recognized &3
reveniue. Unrealized holding

gaing and koeses are included
in income.

Dinad ends are recognized 83
renveniue. Linrealized holding
gaing and koeses are included
in income.

Dinvid ends are recognized a3
renveniue. Linrealized holding
gains and kossss are not
inciuded in income but in
other comprehansive income.
Revenus is recognized to the
exient of the investss's
income or koas reported
subsaguent to the date of the
investmeant.

Revenus is recognized to the
exient of the invesisss

income or koas reported
subsequent to the date of the

imvessment.
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Bond Carrying

Cash Interest Discount Amount
Received Revenue Amortization of Bonds

(1—62><%1D><100000) 230 X a9 ) X Zae Al = Basd ] Ay -

&
(5% %8> 10B111) sudh X (§ ol Joadl X oloiecdld & 760 sl = 5asladl o),
(4324-5000) flamdi Laisdl —sa0kadl o) 5 = 590kadl Slaz ) =
(676- 108111 & oDl M) - pabedl o M = ol ) 0 .01 £l »er

























Example: Debt Investment at Amortized Cost. To illustrate the accounting for a debt investment
at amortized cost, assume that Robinson SA purchased €100,000 of 8 percent bonds of
Evermaster AG on January 1, 2019, at a discount, paying €92,278. The bonds mature January 1,

2024, and yield 10 percent; interest is payable each July 1 and January 1. Robinson records the
investment as follows.

January 1, 2019

Debt Investments 92,278
Cash 02,278



8% Bonps PurRcHASED TO YIELD 10%

Date Cash Interest Bond Discount Carrying Amount
Received Revenue Amortization of Bonds
11119 € 92,278
71119 € 4000 € 4514" € 6147 92,8927
111720 4,000 4,645 645 83,537
71120 4,000 4 677 677 894214
111721 4,000 4,711 711 84 925
TM121 4,000 4,746 746 895671
111722 4,000 4,783 783 896.454
TMi22 4,000 4 823 823 a7 277
111723 4,000 4,864 864 08.141
71123 4,000 4,907 a07 899,048
111724 4.000 4.952 _ 9852 100,000
€40.000 €47 722 €7.722

" €4,000=€100,000x.08x612

" €4,614=€92,278x 10612
€614 = €4,614 — €4,000

" €92,892 =€ 92,278 + €514

Robinson records the receipt of the first semiannual interest payment on July 1,
2015 (using the data in lllustration 17.3), as follows.

July 1, 2019

Cash 4 000

Debt Investments 614

Interest Revenue 4614



July 1, 2019

Cash 4 000
Debt Investments 614
Interest Revenue 4614

Because Robinson is on a calendar-year basis, it accrues interest and amortizes
the discount at December 31, 2019, as follows.

December 31, 2019

Interest Receivable 4,000

Debt Investments 645
Interest Revenue 4 645

Example: Single Security.

To illustrate the accounting for HFCS securities, assume that Graff plc purchases
£100,000, 10 percent, five-year bonds on January 1, 2019, with interest payable on
July 1 and January 1. The bonds sell for £108,111, which results in a bond

premium of £8,111 and an effective-interest rate of 8 percent

Debt Investments 108,111
Cash 108,111



10% Bonos PurcHASED TO YIELD B%

Date Cash Interest Bond Premium Carrying Amount
Received Revenue Amortization of Bonds
1/1/19 £108,111
71119 £ 5.000° £ 4324° £ B76° 107 ,435°
1/1/20 5,000 4,297 703 106,732
7M1/20 5.000 4,269 731 106,001
111121 5.000 4,240 760 105,241
TMi21 5,000 4,210 790 104,451
111/22 5.000 4178 822 103,629
TMi22 5.000 4,145 855 102,774
111123 5.000 4,111 889 101,885
71123 5,000 4,075 925 100,960
111124 5.000 4.040 960 100,000
£50,000 £41,889 £8,111

# £5,000=£100,000x .10x612

" £4,324=£108,111% 08x612

“ £676 = £5,000 - £4,324

9 £107,435 =£108,111 - £676

The entry to record interest revenue on July 1, 2019, is as follows.

July 1, 2019

Cash 5,000

Debt Investments 676
Interest Revenue 4324

December 31, 2019
Interest Receivable 5,000
Debt Investments 703

Interest Revenue 4,297





















