Intermediate Accounting III

Reclassification Review Exercises

Exercise 1: Reclassification of available-for-sale securities to trading securities

On September 21, 2007, Hanna Construction purchased 900 shares of Fencer Mining common stock for $23.25 per share.  On December 31, 2007, the share price rose to $24.00 per share.  These shares were originally classified as available-for-sale securities. On February 7, 2008, Hanna decided to reclassify this stock as trading securities. At the time of the reclassification, the market value of the stock was $22.75.  Record the 2008 reclassification of the Fencer Mining.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Feb. 7
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Exercise 2: Reclassification of trading securities to available-for-sale securities

On November 17, 2007, Lion Station Construction purchased 1,000 shares of Land Computer Corp. common stock for speculation at $26.00 per share.  On February 10, 2008, Lion Station decided not to sell its Land Computer Corp. stock and, instead, to reclassify the stock as available-for-sale securities. The Land Computer Corp. stock had market prices of $29.00 per share on December 31, 2007 and $31.00 per share on February 10, 2008.  Record the reclassification of the Land Computer Corp. stock.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Feb. 7
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Exercise3: Reclassification of held-to-maturity securities
On November 8, 2007, Hidden Lake Transportation purchased 600 shares of Keller Public Service bonds for $60,750.  These bonds were originally classified as held-to-maturity securities.  On February 10, 2008, Hidden Lake decided to reclassify the bonds as trading securities.  The bonds had a December 31, 2007 market value of $60,600and a February 10, 2008 market value of the bonds was $62,100. Record the reclassification of the Keller Public Service bonds.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Feb. 10
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Exercise 4: Reclassification from the Equity Method to Available-For-Sale-Securities

Pittston Designs purchased 30,000 shares of Waverly Enterprises stock at fair value for $375,000 on January 3, 2007.  Pittston Station acquired a 40% interest in Waverly Enterprises after the purchase.  On November 30, 2007, Waverly Enterprises distributed cash dividends of $106,000. Waverly Enterprises' net income for the year was $136,000. Wanting to raise capital, Pittston Station sold 21,750 of shares of its Waverly Enterprises stock for $14.00 per share on February 7, 2008. This sale lowered Pittston Station's interest to 11%.  Write the journal entries to record the stock sale and to reclassify the stock.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Feb. 7
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Feb. 7
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Exercise 5: Reclassification from Available-For-Sale Securities to the Equity Method
On January 3, 2007, Harmon Company purchased 7,000 shares of Main Corporation stock at $11.00 per share.  Harmon held a 10% interest in Main Corporation after the purchase.  At the end of 2007, Main Corporation distributed cash dividends of $53,000 and reported net income for the year of $116,000.  On December 31, 2007, Main Corporation stock had a market price of $9.00. Wanting to increase this investment, Harmon Island purchased 10,000 of shares of its Main Corporation stock at $8.00 on January 21, 2008. This sale raised Harmon Island's interest to 40%.  This stock was originally classified as available-for-sale securities. Write the journal entries necessary to reclassify the Main Corporation stock to equity method.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Jan. 21
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Jan. 21
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Intermediate Accounting III

Reclassification Review Exercises

Exercise 1: Reclassification of available-for-sale securities to trading securities

On September 21, 2007, Hanna Construction purchased 900 shares of Fencer Mining common stock for $23.25 per share.  On December 31, 2007, the share price rose to $24.00 per share.  These shares were originally classified as available-for-sale securities. On February 7, 2008, Hanna decided to reclassify this stock as trading securities. At the time of the reclassification, the market value of the stock was $22.75.  Record the 2008 reclassification of the Fencer Mining.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Feb. 7
	  Investment in trading securities
	20,475
	

	
	  Unrealized change in the value of available-for-sale securities
	675
	

	
	  Unrealized loss on transfer of securities
	450
	 

	
	          Market adjustment -- available-for-sale securities
	
	675

	
	          Investment in available-for-sale securities
	
	20,925


Exercise 2: Reclassification of trading securities to available-for-sale securities

On November 17, 2007, Lion Station Construction purchased 1,000 shares of Land Computer Corp. common stock for speculation at $26.00 per share.  On February 10, 2008, Lion Station decided not to sell its Land Computer Corp. stock and, instead, to reclassify the stock as available-for-sale securities. The Land Computer Corp. stock had market prices of $29.00 per share on December 31, 2007 and $31.00 per share on February 10, 2008.  Record the reclassification of the Land Computer Corp. stock.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Feb. 7
	  Investment in available-for-sale securities
	31,000
	

	
	          Unrealized gain on transfer of securities
	 
	2,000

	
	          Market adjustment -- trading securities
	
	3,000

	
	          Investment in trading securities
	
	26,000

	
	
	
	


Exercise3: Reclassification of held-to-maturity securities
On November 8, 2007, Hidden Lake Transportation purchased 600 shares of Keller Public Service bonds for $60,750.  These bonds were originally classified as held-to-maturity securities.  On February 10, 2008, Hidden Lake decided to reclassify the bonds as trading securities.  The bonds had a December 31, 2007 market value of $60,600and a February 10, 2008 market value of the bonds was $62,100. Record the reclassification of the Keller Public Service bonds.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Feb. 10
	  Investment in trading securities
	62,100
	

	
	          Unrealized gain on transfer of securities
	 
	1,350

	
	          Investment in held-to-maturity securities
	
	60,750

	
	
	
	


Exercise 4: Reclassification from the Equity Method to Available-For-Sale-Securities

Pittston Designs purchased 30,000 shares of Waverly Enterprises stock at fair value for $375,000 on January 3, 2007.  Pittston Station acquired a 40% interest in Waverly Enterprises after the purchase.  On November 30, 2007, Waverly Enterprises distributed cash dividends of $106,000. Waverly Enterprises' net income for the year was $136,000. Wanting to raise capital, Pittston Station sold 21,750 of shares of its Waverly Enterprises stock for $14.00 per share on February 7, 2008. This sale lowered Pittston Station's interest to 11%.  Write the journal entries to record the stock sale and to reclassify the stock.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Feb. 7
	  Cash [21,750 x $14.00]
	304,500
	

	
	          Realized gain on sale of Waverly Enterprises stock
	
	  23,925

	
	          Investment in Waverly Enterprises stock
	
	280,575

	
	$375,000 + [($136,000 - $106,000) x 40% ] = $387,000
	
	

	
	$387,000 x [21,750 / 30,000] =  $280,575
	
	

	
	
	
	

	Feb. 7
	  Investment in available-for-sale securities
	94,425
	

	
	          Investment in Waverly Enterprises stock
	
	94,425

	
	  [$375,000 - $280,575]
	
	

	
	
	
	


Exercise 5: Reclassification from Available-For-Sale Securities to the Equity Method
On January 3, 2007, Harmon Company purchased 7,000 shares of Main Corporation stock at $11.00 per share.  Harmon held a 10% interest in Main Corporation after the purchase.  At the end of 2007, Main Corporation distributed cash dividends of $53,000 and reported net income for the year of $116,000.  On December 31, 2007, Main Corporation stock had a market price of $9.00. Wanting to increase this investment, Harmon Island purchased 10,000 of shares of its Main Corporation stock at $8.00 on January 21, 2008. This sale raised Harmon Island's interest to 40%.  This stock was originally classified as available-for-sale securities. Write the journal entries necessary to reclassify the Main Corporation stock to equity method.
	Date
	Account Titles and Explanations
	Debits
	Credits

	Jan. 21
	  Investment in Main Corporation stock 
	77,000
	

	
	  Market adjustment -- AFS securities [7,000 x ($11.00 - $9.00)]
	14,000
	

	
	          Unrealized change in value of available-for-sale securities
	
	14,000

	
	          Investment in available-for-sale securities [7,000 x $11.00]
	
	77,000

	
	
	
	

	Jan. 21
	  Investment in Main Corporation stock 
	63,000
	

	
	          Retained Earnings [($116,000 - $53,000) x 10%]
	
	63,000

	
	
	
	


