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The first several chapters of this text present the accounting and reporting for in vestment activities of businesses.
The focus is on investments when one firm possesses either significant influence or control over another through
ownership of voting shares. When one firm owns enough voting shares to be able to affect the decisions of another,
accounting for the investment becomes challenging and often complex. The source of such complexities typically
stems from the fact that transactions among the firms affiliated through ownership cannot be considered
independent, arm’'s-length transactions. As in all matters relating to financial reporting, we look to transactions with
outside parties to provide a basis for accounting valuation. When firms are affiliated through a common set of
owners, objectivity in accounting calls for measurements that recognize the relationships among the firms.Why do
corporations invest in other corporations?One corporation buys equity shares of another company. What methods
are available to account for this investment and the income it generates? When is each method appropriate?In
recognizing income from investments on the accrual basis, how is the cost of the investment matched against the
revenue from the investment?At what point should profits be recognized on inventory that is transferred between
related parties?What financial reporting incentives could exist for managers to maintain a firm's equity investments
at 50 percent of an investee's voting stock or less?What is the FASB's fair-value option in accounting for equity
investments?What incentives will firms have to use the fair-value option instead of the equity method?In a recent
annual report,JB Hunt Transport Services describes the creation of Transplace, Inc. (TPI), an Internet-based global
transportation logistics company. JB Hunt contributed all of its logistics segment business and all related intangible
assets plus $5 million of cash in exchange for an approximate 27 percent initial interest in TPI, which subsequently
has been increased to 37 percent. The company accounts for its interest in TPI utilizing the equity method of
accounting and stated, "The financial results of TPI are included on a one-line, nonoperating item included on the
Consolidated Statements of Earnings entitled ‘equity in earnings ofassociated companies.™
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