
INVESTMENTS  

After studying this chapter, you should be able to:1 Identify the three categories of debt 

securities and describe the accounting and reporting treatment for each category. 

a- 2 Understand the procedures for discount and premium amortization on bond 
investments. 

b- 3 Identify the categories of equity securities and describe the accounting and 
reporting treatment for each category. 

c- 4 Explain the equity method of accounting and compare it to the fair value method 
for equity securities. 

d- 5 Describe the accounting for the fair value option. 
e- 6 Discuss the accounting for impairments of debt and equity investments. 
f- 7 Explain why companies report reclassification adjustments. 
g- 8 Describe the accounting for transfer of investment securities between categories 

 

 

 

Definition of 'Investment' 

 

An asset or item that is purchased with the hope that it will generate income or appreciate 

in the future. In an economic sense, an investment is the purchase of goods that are not 

consumed today but are used in the future to create wealth. In finance, an investment is a 

monetary asset purchased with the idea that the asset will provide income in the future or 

appreciate and be sold at a higher price. 

 

 



Definitions (2) 

with an expectation  value item of or other product financial of a purchase , thefinance 1. In

in the hope  money the use means , investmentterms general . Inreturns future of favorable

more money. making of 

of a physical good, such as durable equipment  producer , the purchase by abusiness 2. In

, in the hope of improving future business.inventory or 

 

Definition of 'Stock' 
 

A type of security that signifies ownership in a corporation and represents a claim on part 

of the corporation's assets and earnings.  

 

There are two main types of stock: common and preferred. Common stock usually 

entitles the owner to vote at shareholders' meetings and to receive dividends. Preferred 

stock generally does not have voting rights, but has a higher claim on assets and 

earnings than the common shares. For example, owners of preferred stock receive 

dividends before common shareholders and have priority in the event that a company 

goes bankrupt and is liquidated.  

Also known as "shares" or "equity." 

1. Purchase shares cash                                                                                          

Q. One company purchases 400 shares with 12 ID of each share. Company paid1% 

commission.                                                                                              

Require: record journal entry  

    400 x12 = 4800  

    4800 x1%=48 

    4800 + 48= 4848 ID  

                      1nvestment (shares)        4848  

                                             Cash                   4848                                                                                    

                              Record purchase     shares                                                               

                                                         _____________ 

2. Purchase shares one account     
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Q. In 2/.1./ 1990 one company purchase 500 shares. Purchase price of each share 15 ID. 

Commission of purchase 1% paid in 9/ 1 /1990.                                                                         

Require: record journal entry if the result value paid in three equal calls each two month.   

2/1/1990     500 x15  =7500                                                                                      

                 7500x1%   =75                                                                                                     

                                        1nvestment (shares)           7500 

                                                     Creditors (A/p)           6000 

                                                                      Cash            1500                                                                  

  record purchase shares                                                      

 

9/1/1990                                 investment   75                                                                               

                                                             Cash      75                                                                           

                                        Paid purchase commission    

                  _______________                          

              6000 /3=2000 each call                                                                                           

2/2/1990   first Creditor   2000                                                                            

                                  Cash    2000                                                                       

                  Paid second call 

____________________                                     

 2/4/1990   creditor    2000                                                                            

                                   Cash    2000                                                                       

                         Paid second call 

_____________________                                                                        

 2/6/1990   creditor    2000                                                                            

                                  Cash    2000                                                                       

                             Paid three calls 

 



Debentures  

                                                       

1. Purchase debenture                                                                                                    

            - Purchase between periods of interest paid.                                                                        

                                                                                                 Q/. In 1.4.1990   one company 

purchase 2000 debentures with 20200 ID cash .with name value of each debenture 10 ID. 

Debenture holding interest 4% annually paid each 6 month. 

Require: record journal entry.  

Solution;       

2000 x10= 20000 ID                                                                                                    

20000 x4/ 100 x3/12=200 ID 

20200-200=20000 ID cost of debenture  

1.4       debenture               20000 

           Accrued  Interest     200 

                            Cash                20200 

           Purchase debenture                                                                                    

______________________                                                                                    

 

30/6     cash   400                                                                                           

                 Accrued Interest   200                                                                                               

__________Interest revenue 200_____                                                                                               

                             

31/12   cash   400                                                                                              

            Interest revenue   400                                                                                              

____________                                                                                                  

 

31/12 interest   600                                                                                  



Profit &loss    600                                                                                                  

__________________                                                                                           

- Purchase debenture with premium between periods of interest paid. 

 

Q./. in 1/4/1996 one company purchase debenture cash with 16375 ID .which name value 

15000 ID. Date accrual 31/ 12/2001 which holding interest 6% annually paid 30/6 &31/12 

from each year. 

Require: record journal entry.  

Answer. Period from 1/4/1996 to 31/12/2001=11.5 

15000 x3/12 x6/100=225 ID interest 

1/4/1996      Debenture 16150 

                     Interest       225 

                             Cash         16375 

  Purchase debenture with premium     

       __________________________ 

30/6/1996   1150/11.5=100 

                    Cash   450 

                          Debenture 50 

                          Interest      400 

 

31/12/1996      Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

31/12/1996   interest   525 

                          P&L       525 

                     -------------------    



30/6/1997      Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

 

31/12/1997      Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

 

31/12/1997    interest   700 

                                p &L 700 

                         _______________ 

 

30/6/1998      Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

 

31/12/1998      Cash   450 

                            Debenture 100 

                            Interest      350 

                         ________ 

31/12/1998    interest   700 

                                p &L 100 

_______________                                                                                         



30/6/1999        Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

31/12/1999      Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

31/12/1999    interest   700 

                                p &L 700 

                         ______________ 

30/6/2000      Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

31/12/2000      Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

31/12/2000    interest   700 

                                p &L 700 

                 _______________ 

30/6/2001      Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 



31/12/2001     Cash   450 

                            Debenture 100 

                            Interest      350 

                         _______________ 

31/12/2001    interest   700 

                                P &L 700 

___________________                                                                                        

 

- Purchase debenture between periods of interest paid with discount                                   

Q//. in 1/10/1978 debenture purchase cash with 19030 ID name value 20000 ID accrual 

date 31/12/1981 holding interest  4% annually paid 30/6  & 31/12 from each year.    

Require:- record journal entry.                                                                                           

1/10/1978      20000 x4/100 x3/12= 200                                                                

Debenture 18830                                                                                             

Interest      200                                                                                                 

        Cash   19030                                                                                      

_________________                                                                                   

31/12/1978   20000-18830=1170/6.5=180                                                            

Cash        400                                                                                               

Debenture 90                                                                                                

         Interest 490                                                                                       

____________                                                                                         

 

  31/12/1978      interest 290 

P&L 290                                                                                    

_____________                                                                                     



30/6/1979   cash          400                                                                             

                  Debenture 180                                                                                        

                               Interest 580                                                                                  

____________                                                                                       

31/12/1979       cash          400                                                                           

                        Debenture 180                                                                                        

                                    Interest 580                                                                                  

____________                                                                                       

31/12/1979      interest 1160 

                               P&L      1160   

__________________                                     

30/6/1980     cash          400                                                                                   

                   Debenture  180                                                                                        

                               Interest  580                                                                                  

____________                                                                                       

31/12/1980        cash          400                                                                          

                          Debenture 180                                                                                        

                                       Interest 580                                                                                  

____________                                                                                       

  31/12/1980      interest 1160 

                                  P&L 1160 

__________________                                     

30/6/1981   cash          400                                                                                

                   Debenture 180                                                                                        

                               Interest   580                                                                                  

____________                                                                                      



  

31/12/1981   cash          400                                                                           

                             Debenture 180                                                                                        

                                        Interest    580                                                                                  

____________                                                                                       

   31/12/1981      interest 1160 

                                                   P&L 1160 

__________________                                     

 

 

Sales debenture 

                                         ___________________                                                   

 

- Sales debenture between periods of interest paid                                           

Q. in 31/3/1990 debenture sales cash with 11000 ID which value name 10000 ID holding 

interest 5% annually paid each 6 month every year.                            

                Require. Record journal entry                            

 

31/12/1990       10000 x3/12 x5/100 =125                                                             

       Cash    11000                                                                                      

             Debenture    10000                                                                         

                Interest      125                                                                             

                P&L          875                                                                             

_____________                                                                     

- Sales debenture purchase with premium between periods of interest paid 



Q//. in 1/10/2000 debenture purchase cash with 5255 ID value name 5000ID accrual date 

31/12/2002 holding interest 6% annually paid in 30/6 &31/12 from each year. In  1/4/2002 

all debenture sales cash with 5250 ID.              

Require. Record journal entry.                                                                      

1/10/2000     5000 x6/100 x3/12= 75                                                           

                Debenture 5180                                                                                        

                  Interest        75                                                                                             

                                Cash      5255                                                                                  

______________                                                                                                   

                                                                                                                                                          

31/12/2000    180/4.5 40       cash 150                                        

                                            Debenture     20                                  

                                            Interest        130                               

_______________                                                                                                         

 

31/12/2000     interest    55                                                     

                              P& L      55                                                                                 

                    ________________                                                                          

30/6/2001                   cash 150                        

                                   Debenture       40                                                                          

                                    Interest           110                                                                         

_______________                                                                      

    31/12/2001              cash 150                            

                                    Debenture 40                                                                     

                                     Interest     110                                                                   

_______________                                                                      

      31/12/2000     interest    220                                                                       



                                   P& L       220                                                                                 

                    _______________                                                                           

      31/3/ 2002            accrued interest 75                                                                  

                                                  Debenture    20                                                                            

                                                        1nterest   55                                                                            

_________________                                                                            

 

1/4/2002                      cash 5250                                                                                   

                                Debenture     5060                                                                                   

                                        Interest   75                                                                                       

                                         P&L    115                                                                                     

______________                                                                               

 


