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I.  Classifying Investments

A. Short‑term investments‑current assets that must meet these two requirements:

I .
They are expected to be converted into cash within one year or the current operating cycle of the business, whichever is longer.

2.
They are readily converted to cash, sometimes called marketable.

B. Long‑term investments‑investments not meeting the two requirements for short‑term investments.

I .     This means long‑term investments include investments in bonds and stocks that aren't marketable or, if marketable, are not intended to be converted into cash in the short‑term.

2.
Long‑term investments also include funds earmarked for a special purpose.

C. Classes of long‑term investments‑four classifications:

I . Debt securities held‑to‑maturity

2. Debt and equity securities available‑for‑sale

3.
Equity securities giving an investor a significant influence over an investee

4.
Equity securities giving an investor control over an investee

II.  Long‑Term Investments in Securities‑All recorded at cost when purchased. 

Subsequent accounting depends on classification.

A.
Held‑to‑maturity‑ debt securities a company intends and is able to hold until maturity. Accounting after purchase requires:



1. Recording interest revenue as it accrues.


2. Amortizing the difference between cost and maturity value is over the remaining life of the security.

B.
Debt securities available‑for‑sale‑debt securities are not intended to be held to maturity. Accounting after purchase requires:



I . Recording interest revenue as it accrues.


2. Any gain or loss realized when sold is reported on the income statement.


3. Reporting at fair market value on the balance sheet. Any 
unrealized holding gain or loss is reported as a separate item in the equity section of the balance sheet.

C.
Equity securities available‑for‑sale‑must not enable its investor 
to have significant influence over the investee. (own less than 20% of the investee company's voting stock). Accounting after purchase requires:

I .
Dividends received are credited to Dividends Earned and reported in the income statement.

2.
Proceeds from sales are compared with the cost of the investment and any gain or loss on the sale is reported in the income statement.

3.
Reporting at fair market value on the balance sheet. Any unrealized holding gain or loss is reported as a separate item in the equity section of the balance sheet.

D.
Equity securities with significant influence‑investor is able to exert significant influence over the investee (usually an investor who owns 20% to 50% of a company's voting stock). Accounting after purchase uses the equity method which requires:
I .
The investor records its share of the investee's earnings as 
increases to its investment account.

2.
The investor records its share of the investee's earnings on its income statement.

3.
The share of losses reduce investment and are also reported on the income statement.

4.
Dividends received reduce the balance of the investment 
account, but increase cash.

5. When sold, gain or loss is computed by comparing proceeds from sale to book value of the investment on the date of sale (reported on income statement).

INVESTMENTS (continued….)

E.
Equity securities with controlling influence‑investor is able to exert a controlling influence over the investee (owns more than 50% of a company's voting stock). The controlling investor is called the parent company and the investee company is called the subsidiary.

1.
Accounting after purchase requires use of the equity method.

2.
Investor also reports consolidatedfinancial statements to the public when owning such securities.


III.  Investments in International Operations

A.
Multinational businesses‑those having operations in several different countries.

B.
Exchange rates between currencies

1 .
Price of one currency stated in terms of another currency is called a foreign exchange rate.

2. These rates fluctuate due to changing economic and political conditions (include the supply and demand for currencies and expectations about future events).

C. Sales or purchases listed in a foreign currency

I .
Companies making cash sales (or purchases) for which they receive (or pay) foreign currency must translate the transaction amounts into domestic currency. The transaction is recorded use exchange rates of that date.

2.
Prior to statements, Wor at point of collection/payment, adjustments to receivables/payables resulting from change in exchange rates must be recorded. These adjustments result in Foreign Exchange GainslLosses.

D. Consolidated statements with foreign subsidiaries‑prepared using foreign exchange rates to translate the financial statements of the foreign subsidiaries into domestic currency.


 IV.  Disaggregating Return on Total Assets

A. Measures a company's operating efficiency base on two components:

1.
Net profit margin‑‑(net income / net sales) reflects the percent of net income in each dollar of net sales.

2.
Total asset turnover‑‑~net sales / average total assets) reflects a company's ability to produce net sales from total assets

 B. Calculated as:      Net Income     =   Net Income    x        Net Sales




                     Average total assets   Net Sales              Average total assets
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