Review of Equity Method of Accounting for Investments
On May 2, 2007, Barrier Island Company purchased 20% of the 150,000 outstanding common shares of Skip Creek Corp. for $330,000, which gave Barrier Island significant influence over Skip Creek Corp.  The $28,000 excess was attributable to the fair value of Skip Creek's net assets.  Barrier Island will amortize this amount over 7 years. Skip Creek paid cash dividends to common stockholders totaling $85,800 on August 9, 2007. During 2007, Skip Creek had net income of $214,500.  On December 31, 2007 the Skip Creek Corp. stock was selling for $12.90 per share.

Instructions:

	1) 
Prepare Barrier Island's January 2, 2007 journal entry to record the purchase of the Skip Creek common stock.

	Date
	Account Titles and Explanations
	Debits
	Credits

	May 2
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	2) 
Prepare Barrier Island's December 1, 2007 journal entry to record receipt of its share of the dividend paid by Skip Creek.

	Date
	Account Titles and Explanations
	Debits
	Credits

	Aug. 9
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	3) 
Prepare Barrier Island's December 31, 2007 adjusting journal entries to record investment income from its investment in Skip Creek Corp. 

	Date
	Account Titles and Explanations
	Debits
	Credits

	Dec. 31
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	4) 
Due to a change in the Board of Directors membership, Barrier Island has lost significant influence over Skip Creek Corp. and must reclassify the stock as available-for-sale.

	Date
	Account Titles and Explanations
	Debits
	Credits

	Dec. 31
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On May 2, 2007, Barrier Island Company purchased 20% of the 150,000 outstanding common shares of Skip Creek Corp. for $330,000, which gave Barrier Island significant influence over Skip Creek Corp.  The $28,000 excess was attributable to the fair value of Skip Creek's net assets.  Barrier Island will amortize this amount over 7 years. Skip Creek paid cash dividends to common stockholders totaling $85,800 on August 9, 2007. During 2007, Skip Creek had net income of $214,500.  On December 31, 2007 the Skip Creek Corp. stock was selling for $12.90 per share.

Instructions:

	1) 
Prepare Barrier Island's January 2, 2007 journal entry to record the purchase of the Skip Creek common stock.

	Date
	Account Titles and Explanations
	Debits
	Credits

	May 2
	  Investment in Skip Creek Stock
	330,000 
	

	
	          Cash
	
	330,000 

	
	
	
	

	
	
	
	

	2) 
Prepare Barrier Island's December 1, 2007 journal entry to record receipt of its share of the dividend paid by Skip Creek.

	Date
	Account Titles and Explanations
	Debits
	Credits

	Aug. 9
	  Cash   [$85,800 x 20%]
	17,160 
	

	
	          Investment in Skip Creek Stock
	
	17,160 

	
	
	
	

	
	
	
	

	3) 
Prepare Barrier Island's December 31, 2007 adjusting journal entries to record investment income from its investment in Skip Creek Corp. 

	Date
	Account Titles and Explanations
	Debits
	Credits

	Dec. 31
	  Investment in Skip Creek Stock
	42,900 
	

	
	          Investment Income
	
	42,900 

	
	      [$214,500 x 20%]
	
	

	
	
	
	

	4) 
Due to a change in the Board of Directors membership, Barrier Island has lost significant influence over Skip Creek Corp. and must reclassify the stock as available-for-sale.

	Date
	Account Titles and Explanations
	Debits
	Credits

	Dec. 31
	Investment in available-for-sale securities
	355,740
	

	
	          Investment in Skip Creek Stock
	
	355,740

	
	      [$330,000 – $17,160 + $42,900]
	
	

	
	
	
	


