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Unlocking Success in Intermediate Accounting Volume 2: Comprehensive
Solutions and Strategies

intermediate accounting volume 2 solutions are the cornerstone for students
navigating the complexities of advanced financial reporting. This volume
delves into critical areas such as investments, liabilities, stockholders'
equity, leases, and revenue recognition, presenting unique challenges that
require precise understanding and application. Achieving mastery in these
topics not only ensures academic success but also lays a robust foundation
for future accounting careers. This article provides a detailed exploration
of key concepts within intermediate accounting volume 2, offering insights
into common problem areas and effective strategies for arriving at accurate
solutions. We will examine the intricacies of financial instruments, the
proper accounting for corporate liabilities, and the nuanced treatment of
equity transactions, all crucial for a thorough grasp of volume 2.
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Understanding Investments and Their Valuation

Accounting for Equity Investments
Equity investments, particularly those where an investor holds a significant
influence or control over another entity, require careful accounting
treatment. When an investor has less than 20% ownership, the fair value
method or the cost method (for private entities) is typically applied.
However, as ownership stakes increase, the equity method becomes paramount
for investments ranging from 20% to 50%. Under the equity method, the
investment account is adjusted for the investor’s share of the investee’s net
income or loss and dividends. This method reflects the economic reality of
the investment more accurately than simply recording dividends as income, as
it acknowledges the investor’s proportional claim on the investee’s earnings.

For investments where control is established (greater than 50% ownership),
the focus shifts to consolidation accounting. This involves combining the



financial statements of the parent company and its subsidiaries. The process
of consolidation requires eliminating intercompany transactions and balances
to present a single set of financial statements for the economic entity as a
whole. Understanding the nuances of goodwill and non-controlling interests is
vital in this context, as these accounts arise during the consolidation
process and significantly impact the reported financial position and
performance.

Accounting for Debt Investments
Debt investments, such as bonds, are accounted for based on their intent and
the entity's business model for managing these financial assets. Securities
classified as "held-to-maturity" are recorded at amortized cost, requiring
the amortization of any premium or discount over the bond's life. This method
assumes the entity has the positive intent and ability to hold the debt
security until its maturity date. Conversely, debt securities categorized as
"trading securities" are reported at fair value, with unrealized gains and
losses recognized in net income. This approach is suitable for debt
instruments acquired with the intention of selling them in the near term to
generate profits from short-term price fluctuations.

A third category, "available-for-sale" securities, presents a blend of these
treatments. These debt investments are reported at fair value, but unrealized
gains and losses are recognized in other comprehensive income (OCI) rather
than net income. This approach is used when the entity intends to hold the
securities for an indefinite period but may need to sell them before maturity
if certain economic conditions or needs arise. The classification of debt
investments is a critical decision that impacts their subsequent measurement
and the recognition of income and gains or losses.

Accounting for Long-Term Liabilities

Bonds Payable and Their Issuance
Bonds payable represent a significant source of long-term financing for
corporations. When bonds are issued, they are recorded at their present
value, discounted or premium-adjusted based on the market interest rate at
the time of issuance compared to the stated interest rate. The effective-
interest method is the standard for amortizing any bond discount or premium
over the life of the bond. This method ensures that interest expense is
recognized at a constant effective rate on the carrying value of the bonds.

The calculation of the issue price involves discounting future cash flows –
the periodic interest payments (coupons) and the principal repayment at
maturity – using the market interest rate. A market rate higher than the
coupon rate results in a bond issued at a discount, increasing the total
interest expense over the bond's life. Conversely, a market rate lower than



the coupon rate leads to issuance at a premium, reducing the total interest
expense. Understanding these relationships is key to accurate bond
accounting.

Other Long-Term Liabilities
Beyond bonds, other common long-term liabilities include notes payable,
mortgages, and pension obligations. Notes payable, especially those with
maturities exceeding one year, are often recorded at their present value if
the interest rate is not explicitly stated or is unreasonable. This involves
imputing an appropriate market interest rate. Mortgages work similarly to
bonds payable, involving periodic payments that include both principal and
interest, with the outstanding balance decreasing over time.

Pension and post-retirement benefit obligations are considerably more
complex, involving actuarial valuations and assumptions about future employee
service, salary levels, and discount rates. These liabilities are recognized
based on the projected benefit obligation (PBO) or accumulated benefit
obligation (ABO), adjusted for funded status. The accounting for these
obligations requires a deep understanding of actuarial science and accounting
standards governing employee benefits, often found in specialized sections of
intermediate accounting texts.

Mastering Stockholders' Equity Transactions

Issuance of Common and Preferred Stock
The issuance of capital stock is a fundamental component of stockholders'
equity. When common or preferred stock is issued for cash, the cash received
is debited, and the appropriate equity accounts are credited. The par value
of the stock is credited to the respective common stock or preferred stock
accounts. Any amount received in excess of par value is credited to
additional paid-in capital, often specified as "Additional Paid-in
Capital—Common Stock" or "Additional Paid-in Capital—Preferred Stock."

Stock issued in exchange for non-cash assets, such as property or services,
requires valuation at the fair value of the stock issued or the fair value of
the asset received, whichever is more clearly determinable. This ensures that
the equity accounts reflect the true economic value contributed to the
company. Proper classification between par value and additional paid-in
capital is crucial for statutory reporting and understanding the legal
capital of the corporation.

Treasury Stock and Stock Dividends
Treasury stock represents shares of the company's own stock that have been



reacquired. It is typically accounted for using the cost method, where the
treasury stock account is debited for the cost of reacquisition. This reduces
total stockholders' equity and is presented as a contra-equity account. When
treasury stock is reissued, the difference between the reissue price and the
cost is recorded as an increase or decrease in additional paid-in capital.

Stock dividends, whether common or preferred, are also handled within the
equity section. Small stock dividends (typically less than 20-25% of
outstanding shares) are recorded at market value, transferring an amount from
retained earnings to common stock and additional paid-in capital. Large stock
dividends are recorded at par value, transferring an amount from retained
earnings to common stock only. These transactions do not affect total
stockholders' equity but reallocate amounts among different equity
components.

Navigating Lease Accounting Standards

Lessee Accounting for Leases
Under current lease accounting standards, lessees are required to recognize
most leases on their balance sheets. A right-of-use (ROU) asset and a
corresponding lease liability are recorded at the commencement date of the
lease. The ROU asset represents the lessee's right to use the underlying
asset for the lease term, and the lease liability represents the obligation
to make lease payments. The initial measurement of the lease liability is the
present value of the future lease payments, discounted at the rate implicit
in the lease or the lessee’s incremental borrowing rate.

Subsequent to initial recognition, the ROU asset is typically amortized on a
straight-line basis over the lease term, unless the lease transfers ownership
of the asset to the lessee by the end of the term, in which case it is
depreciated. The lease liability is reduced by lease payments and increased
by interest expense recognized each period. This treatment significantly
impacts a lessee's financial statements, increasing assets and liabilities
and affecting both operating and financing cash flows.

Lessor Accounting for Leases
Lessors classify leases as either operating leases or finance leases
(formerly capital leases for lessees). For operating leases, the lessor
continues to recognize the leased asset on its balance sheet and depreciates
it. Lease payments received are recognized as rental income over the lease
term. This classification is appropriate when the lease does not transfer
substantially all the risks and rewards of ownership to the lessee.

Finance leases, on the other hand, are treated as a sale by the lessor,
effectively transferring the risks and rewards of ownership. The lessor
derecognizes the leased asset and recognizes a lease receivable equal to the



present value of the lease payments. Interest income is recognized over the
lease term based on the effective-interest method. This classification has a
more substantial impact on the lessor's income statement and balance sheet,
reflecting a transfer of economic benefits and risks similar to a sale
transaction.

The Nuances of Revenue Recognition

The Five-Step Model for Revenue Recognition
The core principle of revenue recognition is to recognize revenue when
control of goods or services is transferred to the customer in an amount that
reflects the consideration expected to be received. This is guided by a five-
step model: identify the contract with a customer, identify the performance
obligations in the contract, determine the transaction price, allocate the
transaction price to the performance obligations, and recognize revenue when
(or as) the entity satisfies a performance obligation.

Each step requires careful analysis. Identifying performance obligations
involves distinguishing distinct goods or services from bundled offerings.
Determining the transaction price necessitates considering variable
consideration, such as rebates or performance bonuses, and significant
financing components if payment terms extend beyond a reasonable period.
Allocating the transaction price is done based on standalone selling prices.
Finally, revenue is recognized either at a point in time or over time,
depending on when control transfers, which can be through physical
possession, legal title, or the ability to direct the use of an asset.

Variable Consideration and Contract Modifications
Variable consideration is a common aspect of revenue recognition that can
significantly complicate the process. This includes discounts, rebates,
refunds, incentives, and bonuses that are contingent on future events. When
variable consideration is present, an entity must estimate the amount of
consideration it expects to be entitled to, using either the expected value
method or the most likely amount method. The estimated amount is included in
the transaction price only to the extent that a significant reversal of
cumulative revenue recognized is not probable.

Contract modifications, such as changes in scope or price, also require
careful accounting. If a modification creates new distinct performance
obligations, it is accounted for as a separate contract. If it does not
create new distinct performance obligations but changes the consideration for
existing ones, the contract is modified, and the transaction price is
adjusted prospectively or retrospectively, depending on whether the
modification effectively cancels the original contract and creates a new one.



Common Challenges and How to Overcome Them

Complex Financial Instruments
One of the most significant challenges in intermediate accounting volume 2 is
understanding and accounting for complex financial instruments like
derivatives. These instruments derive their value from an underlying asset,
index, or rate and can be used for hedging or speculation. Their valuation
often involves sophisticated models and requires a clear understanding of
embedded derivatives, fair value accounting, and hedge accounting principles.
Students often struggle with the interplay of these instruments with
underlying transactions and the impact on financial statements.

To overcome these challenges, it is essential to break down each component of
a derivative contract. Focus on the underlying, the notional amount, the
payment provision, and the manner of settlement. For hedge accounting,
understanding the criteria for designation, effectiveness testing, and the
accounting treatment for gains and losses in both OCI and net income is
crucial. Practicing with numerous examples and case studies is vital for
building proficiency.

Application of Accounting Standards
The application of accounting standards, particularly those that have
undergone recent revisions like ASC 606 (Revenue from Contracts with
Customers) and ASC 842 (Leases), can be daunting. These standards are
principle-based, requiring judgment and interpretation. Students often face
difficulties in applying the general principles to specific, fact-pattern-
driven scenarios presented in problems and exercises.

The key to overcoming this is thorough comprehension of the underlying
principles of each standard. Instead of memorizing rules, focus on
understanding the "why" behind each provision. Engage with the official
pronouncements (or summaries thereof) and understand the objectives of the
standards. Working through a variety of practical examples that illustrate
different interpretations and applications will solidify understanding and
build confidence in applying these complex standards.

Leveraging Resources for Intermediate
Accounting Volume 2 Solutions

Textbooks and Study Guides
The primary resource for intermediate accounting volume 2 solutions is the
textbook itself. Instructors often assign problems and exercises directly



from the text. Many textbooks also include detailed solutions or answer keys
for selected problems, allowing students to check their work and understand
the steps involved. Supplementing the main textbook with a dedicated study
guide can also be immensely beneficial. These guides often provide simplified
explanations, additional practice problems, and concise summaries of key
concepts, making complex topics more accessible.

Online Platforms and Tutoring Services
Numerous online platforms offer a wealth of resources for intermediate
accounting, including video tutorials, interactive exercises, and forums
where students can ask questions. Many universities also provide access to
online learning management systems that contain supplementary materials,
practice quizzes, and sometimes even recorded lectures. For more personalized
assistance, consider professional tutoring services, either online or in-
person. A qualified tutor can offer tailored explanations, help identify
individual weaknesses, and provide targeted practice to improve understanding
and problem-solving skills for intermediate accounting volume 2.

---

Q: What are the main topics covered in a typical
Intermediate Accounting Volume 2 textbook?
A: Intermediate Accounting Volume 2 typically covers advanced topics in
financial accounting, including investments in debt and equity securities,
current and non-current liabilities, leases, revenue recognition under ASC
606, and stockholders' equity transactions such as stock issuance, dividends,
and treasury stock. It also often delves into earnings per share and
accounting changes and error corrections.

Q: How important is understanding lease accounting
under ASC 842 for students of Intermediate
Accounting Volume 2?
A: Understanding lease accounting under ASC 842 is extremely important. This
standard significantly changed how lessees account for leases by requiring
most leases to be recognized on the balance sheet with a right-of-use asset
and a lease liability. Mastering this topic is crucial for comprehending a
company's financial position and for passing exams.

Q: What is the primary difference between the equity
method and consolidation accounting for investments?
A: The equity method is used when an investor has significant influence but



not control (typically 20-50% ownership), where the investment account is
adjusted for the investor's share of the investee's net income/loss and
dividends. Consolidation accounting is used when an investor controls a
subsidiary (more than 50% ownership), requiring the parent and subsidiary
financial statements to be combined into a single set of financial
statements.

Q: How does the five-step model of revenue
recognition (ASC 606) simplify or complicate revenue
accounting?
A: The five-step model aims to provide a more consistent framework for
revenue recognition. It simplifies by offering a clear, principle-based
approach, but can complicate by requiring significant judgment in applying
steps like identifying performance obligations, determining transaction
prices (especially with variable consideration), and allocating prices.

Q: What are the key challenges students face when
learning about derivatives in Intermediate
Accounting Volume 2?
A: Students often struggle with the abstract nature of derivatives, their
valuation using complex models, and the accounting treatment for hedging.
Understanding how derivatives impact financial statements, especially in
relation to hedging activities and fair value changes, is a common area of
difficulty.

Q: Where can I find reliable solutions for
Intermediate Accounting Volume 2 practice problems?
A: Reliable solutions can typically be found in the instructor's manual
provided with the textbook, in student solutions manuals that accompany the
textbook (often available for purchase or through university libraries), or
sometimes within the textbook itself if specific problems are designated for
detailed answers. Reputable online accounting education platforms may also
offer verified solutions.

Q: How does the effective-interest method work for
amortizing bond discounts and premiums?
A: The effective-interest method amortizes bond discounts and premiums by
calculating interest expense at a constant rate on the carrying value of the
bond. This results in a varying interest expense amount each period, which,
when added to or subtracted from the coupon payment, brings the bond's
carrying value to its face value at maturity.



Q: What is treasury stock and how is it reported on
the balance sheet?
A: Treasury stock refers to a company's own shares that it has repurchased
from the open market. It is reported on the balance sheet as a contra-equity
account, meaning it reduces the total amount of stockholders' equity. It is
typically recorded at its cost.
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