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CHAPTER 14

Exercise

14–39.

1.
Unrealized Loss on Trading Securities

5,000

Market Adjustment—Trading Securities


5,000

To record decrease in value of trading securities 

from cost of $29,000 to market of $24,000.

Market Adjustment—Available-for-Sale Securities

4,000

Unrealized Increase/Decrease in Value of Available-

for-Sale Securities

4,000

To record increase in value of available-for-sale 

securities from cost of $36,000 to market of $40,000.

2.
Cash

10,000

Realized Loss on Sale of Securities

1,000

Investment in Trading Securities—Security A

11,000

To record sale of one-half of security A.

Cash

13,000

Realized Gain on Sale of Securities

3,000

Investment in Available-for-Sale Securities—

Security D

10,000

To record sale of one-half of security D.

3.
Market Adjustment—Trading Securities

7,000

Unrealized Gain on Trading Securities

7,000

To record increase in value of trading securities 

from cost of $18,000 to market of $20,000 and also to 

reflect the previous recognized decline of $5,000.

Unrealized Increase/Decrease in Value of Available-

for-Sale Securities

2,000

Market Adjustment—Available-for-Sale Securities

2,000

To adjust available-for-sale securities from cost of 

$26,000 to market value of $28,000 while reflecting 

previously recognized increase of $4,000.

Problem

14–44.

1.
2004

Jan.
1
Cash

7,300*

Interest Revenue

7,300

*$80,000 ( 0.070 ( 6/12
=
$
2,800

$120,000 ( 0.075 ( 6/12
=

4,500






$
7,300

14–44.
(Continued)

Apr.
1
Cash

62,125

Investment in Trading Securities—7½% 

Bonds

60,375*

Realized Gain on Sale of Securities

625*

Interest Revenue

1,125†


To record sale of 7½% treasury bonds.

*Gain on sale: Selling price ($60,000 ( 1.02)

$
61,200

Less: Brokerage fees

$
200

Cost of bonds ($120,750/2)


60,375

60,575
Gain on sale

$
625
†Interest revenue: $60,000 ( 0.075 ( 3/12 = $1,125

May
21
Cash

50

Dividend Revenue

50*

To record receipt of Conway Co. common 

dividend.

*$0.25 dividend: $0.25 ( 200 = $50

July
1
Cash

5,050

Interest Revenue

5,050*

To record receipt of interest on U.S. Treasury 

bonds.

*$80,000 ( 0.070 ( 6/12 
=
$
2,800

$60,000 ( 0.075 ( 6/12 
=

2,250




$
5,050


1
Cash

77,750



Realized Loss on Sale of Securities

1,900*

Investment in Trading Securities—7% Bonds

79,650

To record sale of 7% U.S. Treasury bonds.

*Loss on sale: Selling price ($80,000 ( 0.975)

$
78,000

Less:
Brokerage fees

$
250

Cost of bonds


79,650

79,900
Loss on sale

$
(1,900)

Aug.
15
Investment in Trading Securities—Nieman Inc. 



Stock

11,650*

Cash


11,650

To record purchase of Nieman Inc. common 

stock.

*$11,600 + $50 brokerage fees = $11,650

Nov.
1
Investment in Trading Securities—8% Bonds

50,625*



Interest Revenue

1,333†
Cash


51,958

To record purchase of 8% U.S. Treasury bonds.

14–44.
(Concluded)

COMPUTATIONS:

*$50,000 ( 1.01 = $50,500; $50,500 + $125 brokerage fees = $50,625
†Interest revenue: $50,000 ( 0.08 ( 4/12 = $1,333

Dec.
31
Interest Receivable

4,250*

Interest Revenue

4,250

To accrue interest on U.S. Treasury bonds.

*$60,000 ( 0.075 ( 6/12
=
$
2,250

$50,000 ( 0.080 ( 6/12
=

2,000


$
4,250

Dec.
31
Unrealized Loss on Trading Securities

615*

Market Adjustment—Trading Securities

615

To adjust for decline of securities.




Cost




Market


*Conway Co. common

$
25,450
200 shares @ $110


$
22,000

7½% U.S. Treasury bonds


60,375
$60,000 @ 101¾ ($60,000 ( 1.0175)


61,050

Nieman Inc. common


11,650
100 shares @ $116.75



11,675

8% U.S. Treasury bonds


50,625
$50,000 @ 101 ($50,000 ( 1.01)


50,500


$148,100
$
145,225

Balance required in market adjustment account: $148,100 – $145,225

$
2,875

Balance in market adjustment account, Dec. 31, 2003


2,260
Required adjustment

$
615

2005

Jan.
2
Cash

4,250

Interest Receivable


4,250

To record receipt of bond interest.

Feb.
1
Cash

60,675



Realized Loss on Sale of Securities

75*

Investment in Trading Securities—7½% Bonds

60,375*

Interest Revenue


375†
To record sale of 7½% U.S. Treasury bonds.

*Loss on sale: Selling price ($60,000 ( 1.01)

$
60,600

Less: Brokerage fees

$
300


Cost of bonds ($120,750/2)


60,375

60,675


Loss on sale



$
(75)

†$60,000 ( 0.075 ( 1/12 = $375

2.
Trading securities (at cost)


$
148,100

Less: Market adjustment—trading securities


2,875
Trading securities (at market, December 31, 2004)

$
145,225

14–45.

1.
2005

Investment in Trading Securities

114,000

Cash

114,000

To record purchase of Silko Company Stock—$48,000,

and Monroe Company stock—$66,000.

Investment in Available-for-Sale Securities

141,900

Cash

141,900

To record purchase of Barclay Company 

stock—$101,500, and treasury notes—$40,400.

Cash

17,200

Dividend Revenue

16,000*

Interest Revenue

1,200*

*Receipt of revenue from investments:


Silko Co.

$
3,000


Monroe Co.


6,000


Barclay Co.


7,000


Total dividend revenue

$16,000

Treasury notes—6 months

$
1,200

Unrealized Loss on Trading Securities

10,000

Market Adjustment—Trading Securities

10,000*

To record decline in market value.

Unrealized Increase/Decrease in Value of

Available-for-Sale Securities

6,600

Market Adjustment—Available-for-Sale Securities

6,600†
To record decline in market value.




Market
Market


*Trading Securities

Cost

Dec. 31, 2005

Adjustment

Silko Company
$
48,000
$
60,000
$12,000 Dr.


Monroe Company

66,000

44,000

22,000 Cr.



Total
$114,000
$104,000
$10,000 Cr.


†Available-for-Sale Securities


Barclay Company
$101,500
$
94,500
$
7,000 Cr.


Treasury notes

40,400

40,800

400 Dr.



Total
$141,900
$135,300
$
6,600 Cr.
2006

Mar.
23
Cash

34,000

Realized Loss on Sale of Securities

32,000*

Investment in Trading Securities

66,000






To record sale of Monroe stock.
*Proceeds ($34,000) – Cost ($66,000) = Loss ($32,000).

14–45.     (Continued)

2006

June
30
Cash

41,400

Realized Loss on Sale of Securities

200*

Investment in Available-for-Sale Securities 

40,400

Interest Revenue

1,200

To record sale of treasury notes at 100.5

plus interest.

*$40,000 ( 0.005 = $200 loss.
Dec.
31
Market Adjustment—Trading Securities

19,000*

Unrealized Gain on Trading Securities

19,000






To recognize increase in market value.


31
Market Adjustment—Available-for-Sale Securities
17,100†
Unrealized Increase/Decrease in Value of

Available-for-Sale Securities

17,100






To recognize increase in market value.






Market

Market


*Trading Security

Cost

Dec. 31, 2006

Adjustment

Silko Company
$48,000
$57,000
$
9,000
Dr.


†Available-for-Sale Security


Barclay Company
$101,500
$112,000
$
10,500
Dr.

Balance in Market Adjustment—Trading Securities before

valuation adjustment

$
10,000
Cr.

Balance required at Dec. 31, 2006, per above computation


9,000
Dr.

Adjustment required at Dec. 31, 2006

$
19,000
Dr.

Balance in Market Adjustment—Available-for-

Sale Securities before valuation adjustment

$
6,600
Cr.

Balance required at Dec. 31, 2006, per above computation


10,500
Dr.

Adjustment required at Dec. 31, 2006

$
17,100
Dr.

2. (a)
Monroe Stock Sale


Because Monroe stock is classified as a trading security, the sale of the security will be considered an operating transaction. The $32,000 realized loss will be included as reduction of net income. The $32,000 realized loss is added back to net income (using the indirect method) in the computation of operating cash flow. In addition, the $34,000 in proceeds from the sale of the trading securities is added in the computation of operating cash flow.

14–45.
(Concluded)

(b)
Treasury Note Sale

Because the treasury notes are classified as available-for-sale securities, the sale of these securities will be considered an investing transaction. The $40,200 net proceeds ($41,400 – $1,200) will be added to the Cash from Investing Activities section and the $200 realized loss ($40,400 – $40,200) from the sale will be added back to net income in the Operating Activities section. The interest revenue of $1,200 is properly reflected in cash from operations.

(c)
The $19,000 unrealized gain on the trading securities must be subtracted from net income when computing operating cash flow using the indirect method. The $17,100 unrealized increase in value of the available-for-sale securities does not impact net income; accordingly, no adjustment is needed in computing operating cash flow. In addition, because the unrealized increase has no cash flow effects in the current year, it does not impact the amount of cash flow reported in the investing activities section.

14–46.

1.
Jan.
3
Cash

1,250

Interest Receivable

1,250

To record receipt of semiannual interest on 

NYC water bonds ($25,000 ( 0.10 × 6/12).


Mar.
1
Investment in Trading Securities—Herzog Corp. 

22,950

Cash

22,950

To record purchase of 300 additional shares 

of Herzog stock.


Apr.
15
Cash (400 shares ( $69)

27,600

Investment in Trading Securities—Taylor Inc. 

27,500*

Realized Gain on Sale of Securities

100

*Cost = 1/2 ( $55,000 = $27,500.


May
4
Cash (400 shares ( $62)

24,800

Investment in Available-for-Sale 

Securities—Martin Inc. 

23,600*

Realized Gain on Sale of Securities

1,200

*0.40 ( $59,000 = $23,600


July
1
Cash

1,250

Interest Revenue

1,250

To record receipt of semiannual interest on 

NYC water bonds.

14–46.
(Continued)


Oct.
30
Investment in Trading Securities—Cook Co. 

83,250

Cash

83,250

To record purchase of 1,500 shares of Cook 

Co. stock.


Dec.
31
Interest Receivable

1,250

Interest Revenue

1,250

To record accrual of interest on NYC water 

bonds.



31
Market Adjustment—Trading Securities

3,960*

Unrealized Gain on Trading Securities

3,960



31
Unrealized Increase/Decrease in Value of 




Available-for-Sale Securities

3,800†
Market Adjustment—Available-for-Sale 

Securities

3,800

*COMPUTATIONS:



Cost


Market

*Herzog Corp. stock 1,000 shares at $75 cost, 300 

shares at $76.50 cost

$
97,950
$
99,580

Taylor Inc. stock 400 shares at $68.75 cost


27,500


27,400

Cook Co. stock 1,500 shares at $55.50 cost


83,250


82,875

New York City water bonds


25,000

20,555


$
233,700
$
230,410

Trading securities at cost

$
233,700

Trading securities at market


(230,410)

December 31, 2004—required market adjustment 

balance

$
3,290
credit

December 31, 2004—unadjusted balance


7,250
credit

Required decrease (recovery)

$
(3,960)
debit



Cost


Market


†Martin Inc. stock, 600 shares at $59 cost

$
35,400
$
36,600

Outdoors Unlimited Inc. stock, 2,000 shares

at $24.50 cost


49,000

54,000

$
84,400
$
90,600
Available-for-sale securities at market

$
90,600

Available-for-sale securities at cost


84,400
December 31, 2004—required market adjustment 

balance

$
6,200
debit

December 31, 2004—unadjusted balance


10,000
debit

Required decrease

$
3,800
credit

14–46.
(Concluded)

2.
Current assets:

Trading securities (at cost)

$
233,700

Less: Market adjustment—trading securities


(3,290)
$
230,410

Available-for-sale securities (at cost)

$
84,400

Add: Market adjustment—available-for-sale 

securities


6,200

90,600
Total investments—current



$
321,010
Exercise

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.

Problem

14–53.

1.
2004

Market Adjustment—Trading Securities

4,000

Unrealized Gain on Trading Securities


4,000

To record increase in value of trading securities 

from cost of $36,000 to market of $48,000, given 

an existing debit balance in the market adjustment 

account of $8,000.

14–53.
(Concluded)

Market Adjustment—Available-for-Sale Securities

1,000

Unrealized Increase/Decrease in Value of 

Available-for-Sale Securities


1,000

To record decrease in market adjustment account 

from previous credit balance of $2,500 to required 

credit balance of $1,500.

2.
2005

Investment in Available-for-Sale Securities—Security A

18,000

Market Adjustment—Trading Securities

3,000

Investment in Trading Securities—Security A

14,000

Unrealized Gain on Transfer of Securities

1,000

To reclassify security A from trading to available-

for-sale security.

Investment in Trading Securities—Security C

8,500

Unrealized Increase/Decrease in Value of 

Available-for-Sale Securities

2,000

Unrealized Gain on Transfer of Securities

1,500

Market Adjustment—Available-for-Sale Securities

2,000

Investment in Available-for-Sale Securities—

Security C


7,000

To reclassify security C from available-for-sale to 

trading security. Record previously unrealized 

increase in value ($1,500) as an unrealized gain.

Investment in Held-to-Maturity Securities—Security D

21,000

Investment in Available-for-Sale Securities—

Security D


18,000

Unrealized Increase/Decrease in Value of Available-

for-Sale Securities


500

Market Adjustment—Available-for-Sale Securities

2,500

To reclassify security D from available for sale to 

held to maturity at its current fair value.

Investment in Trading Securities—Security F

48,000

Unrealized Loss on Transfer of Securities

2,000

Investment in Held-to-Maturity Securities—Security F

50,000

To reclassify security F from held-to-maturity to 

trading security at its current market value. Also to

recognize the decrease in fair value on the income 

statement.


