                                                      INV ESTMENTS

Debt securities are instruments representing a creditor relationship with an enterprise. Debt securities include U.S. government securities, municipal securities, corporate bonds, convertible debt, commercial paper, and all securitized debt instruments.

Debt securities are grouped into the following 3 categories:

Held-to-maturity:  debt securities that the firm has the positive intent and ability to hold to maturity.

Trading:  debt  securities bought and held primarily for sale in the near future to generate income on short-term price differences.

Available-for-sale:  debt securities not classified as either of the above.

Held-to-maturity debt securities are accounted for at amortized cost, not fair value.

Available-for-sale securities are reported at fair value. Unrealized gains and losses related to changes in fair value for these securities are reported as part of other comprehensive income as a component of stockholders’ equity. When the securities are sold, the realized gains and losses on the difference between the selling price and the original cost are reported on the income statement.

Trading securities are reported at fair value, with unrealized gains and losses reported as part of net income.

Equity securities represent ownership interest (capital stock and rights to acquire or dispose of ownership interests at a determinable price – e.g., warrants, rights, options). The degree to which one corporation (the investor) acquires an interest in the common stock of another corporation (the investee) generally determines the accounting treatment for the investment subsequent to acquisition according to the percentage of the voting stock of the investee held by the investor.

          Less than 20%     Fair value method

          20% to 50%         Equity method

          More than 50%    Consolidated statements

When an investor has an interest of less than 20%, it is presumed the investor has no significant influence over the investee. The equity securities are classified as trading securities or available-for-sale securities and are reported at fair market value. Unrealized gains and losses are reported the same way as for debt securities (see above).

When an investor owns between 20% and 50% of the voting common stock of the investee, the investor is generally deemed to exercise significant influence over operating and financial policies of the investee. The investment should be accounted for using the equity method. Under the equity method, the investment’s carrying amount is periodically increased (decreased) by the investor’s proportionate share of the earnings (losses) of the investee and decreased by all dividends received by the investor from the investee.

When one corporation acquires a voting interest of more than 50% in another corporation, the investor is deemed to have a controlling interest and consolidated financial statements should be prepared.

