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Kieso Intermediate Accounting 15th
Edition Chapter 16 Solutions

Kieso Intermediate Accounting 15th Edition Chapter 16 Solutions is an essential resource
for accounting students and professionals aiming to master the complex principles of accounting for
income taxes. This chapter delves into the intricacies of accounting for income taxes, covering
topics such as temporary and permanent differences, deferred tax assets and liabilities, and the
presentation of income tax expense in financial statements. Having access to comprehensive
solutions from this chapter can significantly enhance understanding and application of these
principles, ensuring accurate financial reporting and compliance with accounting standards.

Overview of Chapter 16: Income Taxes

Key Topics Covered

- Understanding the differences between permanent and temporary differences - Recognition and
measurement of deferred tax assets and liabilities - The accounting process for income tax expense
- Deferred tax valuation allowances - Income tax disclosures in financial statements

Importance of Chapter 16 Solutions

Solutions to chapter problems assist students in: - Applying theoretical concepts to practical
scenarios - Developing critical thinking and analytical skills - Preparing effectively for exams and
professional practice - Ensuring accuracy in financial reporting related to income taxes

Understanding Temporary and Permanent Differences

Temporary Differences

Temporary differences arise when the difference between the book basis and tax basis of an asset
or liability will reverse over time. Recognizing these differences is crucial for deferred tax
accounting.

Examples include: depreciation methods, amortization, and warranty costs.1.
Impact: They create deferred tax assets or liabilities that are reported on the balance sheet.2.

Permanent Differences

Permanent differences are items that affect either accounting income or taxable income but not
both, and they do not reverse over time.

Examples include: municipal bond interest, fines, and certain meal and entertainment1.



expenses.
Impact: They influence the effective tax rate but do not create deferred taxes.2.

Recognizing and Measuring Deferred Tax Assets and
Liabilities

Deferred Tax Assets (DTAs)

DTAs are recognized when it is probable that taxable income will be available to realize the benefit
of deductible temporary differences and carryforwards.

Examples of DTAs include: net operating loss carryforwards, deductible temporary1.
differences.
Measurement: Based on enacted tax rates expected to apply in the future.2.

Deferred Tax Liabilities (DTLs)

DTLs are recognized for taxable temporary differences that will result in taxable amounts in future
years.

Examples of DTLs include: accelerated depreciation, installment sales.1.
Measurement: Also based on enacted tax rates expected to apply when the temporary2.
differences reverse.

Calculating Income Tax Expense

Components of Income Tax Expense

Income tax expense reported in the financial statements comprises: 1. Current tax expense 2.
Deferred tax expense or benefit

Procedure for Calculation

- Determine taxable income - Calculate current tax expense using applicable tax rates - Identify
temporary differences to compute deferred tax assets and liabilities - Adjust for changes in
valuation allowances - Record total income tax expense in the income statement

Valuation Allowances and Their Significance

When to Recognize a Valuation Allowance

A valuation allowance is established when it is more likely than not that some portion or all of the
deferred tax assets will not be realized.
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Factors Influencing Valuation Allowances

- Historical earnings trends - Future profitability projections - Tax planning strategies - Reversal
patterns of temporary differences

Impact on Financial Statements

- Increases or decreases in valuation allowances directly affect income tax expense - Proper
disclosure of valuation allowances informs users about realizability risks

Financial Statement Disclosures for Income Taxes

Required Disclosures

- Components of income tax expense - Significant temporary and permanent differences - Deferred
tax assets and liabilities - Valuation allowances - Unrecognized tax benefits

Best Practices for Disclosures

- Clear presentation of the effective tax rate reconciliation - Disclosure of expiration dates of
carryforwards - Explanation of changes in valuation allowances - Disclosure of tax positions taken in
tax returns

Sample Problem and Solutions

Problem Statement

A company has the following information: - Book income before taxes: $500,000 - Taxable income:
$450,000 - Temporary differences: - Accelerated depreciation: $50,000 (tax basis > book basis) -
Warranty expense: $20,000 (book basis > tax basis) - Enacted tax rate: 30% - No valuation
allowance is needed. Calculate the current tax expense, deferred tax assets and liabilities, and total
income tax expense.

Step-by-Step Solution

Calculate current tax expense: Taxable income = $450,000 Current tax expense = $450,0001.
× 30% = $135,000
Determine temporary differences: - Accelerated depreciation: $50,000 (creates a deferred2.
tax liability) - Warranty expense: $20,000 (creates a deferred tax asset)
Calculate deferred taxes: - Deferred tax liability = $50,000 × 30% = $15,000 - Deferred tax3.
asset = $20,000 × 30% = $6,000
Compute total deferred tax: Net deferred tax = $15,000 (liability) – $6,000 (asset) = $9,0004.
(net liability)
Calculate total income tax expense: Total income tax expense = current tax expense +5.



deferred tax expense = $135,000 + $9,000 = $144,000

Final Financial Statement Presentation

- Income tax expense of $144,000 reported in the income statement - Deferred tax liability of
$15,000 and deferred tax asset of $6,000 reported in the balance sheet - Explanation of temporary
differences provided in the notes

Conclusion: Mastering Chapter 16 Solutions

Having access to detailed solutions from Kieso Intermediate Accounting 15th Edition Chapter 16
equips students and practitioners with the knowledge necessary for accurate income tax
accounting. By understanding the core principles—such as temporary and permanent differences,
deferred taxes, valuation allowances, and disclosures—you can confidently approach related
problems and ensure compliance with accounting standards like ASC 740. Regular practice with
solutions not only enhances technical skills but also prepares you for real-world financial reporting
challenges, making this chapter an invaluable part of your accounting education journey. Optimize
your understanding of income taxes with comprehensive solutions from Kieso’s authoritative text.
Whether you're preparing for exams or applying accounting principles professionally, mastering
Chapter 16 will significantly improve your financial reporting accuracy and confidence.

Kieso Intermediate Accounting 15th Edition Chapter 16 Solutions: An In-Depth Guide

When studying Kieso Intermediate Accounting 15th Edition Chapter 16 Solutions, students and
accounting professionals alike seek clarity on complex financial reporting topics. This chapter
typically focuses on investments—their recognition, measurement, and disclosure in financial
statements. Given the complexity and importance of these topics, a comprehensive understanding
of Chapter 16 is essential for accurate financial analysis and compliance with accounting standards.
This guide aims to break down the key concepts, solutions, and practical applications from Chapter
16, providing a detailed roadmap for mastering this critical chapter.

Understanding the Scope of Chapter 16

Chapter 16 primarily deals with investments in debt and equity securities, focusing on how
companies account for these investments under different circumstances. The chapter distinguishes
between investments classified as trading, available-for-sale, and held-to-maturity, each with
distinct recognition and measurement criteria.

Core Topics Covered:

Classification of investments1.
Initial measurement2.
Subsequent measurement and valuation3.
Recognizing unrealized gains and losses4.
Impairment of investments5.
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Disclosures related to investments6.

Classification of Investments

Correct classification of investments is fundamental because it determines how they are reported in
financial statements.

Trading Securities1.

Bought with the intent of selling in the short term.1.
Reported at fair value on the balance sheet.2.
Unrealized gains and losses are included in net income.3.

Available-for-Sale Securities1.

Not classified as trading or held-to-maturity.1.
Reported at fair value.2.
Unrealized gains and losses are recorded in Other Comprehensive Income (OCI), not net income.3.

Held-to-Maturity Securities1.

Intent and ability to hold until maturity.1.
Reported at amortized cost.2.
No unrealized gains or losses are recognized unless there's an impairment.3.

Recognition and Measurement

Correct application of measurement principles is essential for accurate financial reporting.

Initial Recognition

Investments are recorded at cost, including purchase price plus transaction costs.1.

Subsequent Measurement

Trading securities are adjusted to fair value, with unrealized gains/losses reported in net income.1.
Available-for-sale securities are adjusted to fair value, but unrealized gains/losses go to OCI.2.
Held-to-maturity securities are carried at amortized cost, with no fair value adjustments unless3.
impaired.

Handling Unrealized Gains and Losses

One of the complex aspects of Chapter 16 solutions involves how to account for unrealized gains
and losses depending on the classification:

For trading securities, unrealized gains/losses directly impact net income.1.
For available-for-sale securities, these are accumulated in OCI until realized.2.
For held-to-maturity securities, unrealized gains/losses are generally not recognized unless3.
impairment occurs.



Impairment of Investments

Investments can sometimes suffer impairment, requiring recognition of a loss.

Indicators of Impairment:

Significant decline in fair value.1.
The investor intends to sell.2.
It's more likely than not that the investor will be required to sell before recovery.3.

Accounting for Impairment:

For debt securities, recognize a loss in net income if the decline is other-than-temporary.1.
For equity securities, if the decline is other-than-temporary, write down the investment to fair2.
value, recognizing a loss in net income.

Practical Application and Solutions

The solutions provided in Kieso's Chapter 16 help students understand real-world scenarios, such as
calculating fair value adjustments, recording purchase and sale transactions, and evaluating
impairment.

Typical Problem-Solving Steps:

Identify the classification of the security based on the company's intent.1.
Record initial purchase at cost, including transaction fees.2.
Determine fair value at reporting date.3.
Adjust carrying amount according to classification rules.4.
Recognize gains or losses in the appropriate financial statement line (net income or OCI).5.
Assess for impairment, recognizing losses as necessary.6.

Key Solutions and Examples from Chapter 16

Below is an outline of common solutions addressed in the chapter, with emphasis on understanding
the logic behind each:

Example 1: Recording Purchase of Securities

Purchase 1,000 shares of stock at $50 per share, plus $500 transaction cost.1.
Solution: Debit Investment in Stock $50,500; Credit Cash $50,500.2.

Example 2: Fair Value Adjustment for Trading Securities

Market value increases to $55 per share.1.
Solution: Debit Investment in Stock $4,500 (for 1,000 shares $5 increase); Credit Unrealized2.
Gain—Income $4,500.

Example 3: Recording Available-for-Sale Securities

Market value decreases below cost.1.
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Solution: Debit Unrealized Loss—OCI, Credit Investment in Stock, for the difference.2.

Example 4: Recognizing Impairment Loss

Fair value drops significantly below cost, and decline is deemed other-than-temporary.1.
Solution: Debit Loss on Investment, Credit Investment in Stock, for the impairment amount.2.

Disclosures and Financial Statement Presentation

Proper disclosure is critical for transparency:

Investment classifications.1.
Gross unrealized gains and losses.2.
Amortized cost basis for held-to-maturity securities.3.
Impairment losses and their nature.4.
Reconciliation of fair value adjustments.5.

Challenges and Tips for Mastery

Distinguishing classification — knowing whether a security is trading, available-for-sale, or held-1.
to-maturity is crucial.
Understanding when and how to recognize unrealized gains/losses.2.
Properly assessing impairment and distinguishing between temporary and other-than-temporary3.
declines.
Keeping track of disclosure requirements to ensure transparency.4.

Tips:

Use flowcharts to determine classification based on intent.1.
Always verify the measurement basis and recognition rules.2.
Practice with varied problems to understand nuances.3.
Stay updated with current accounting standards, as standards can evolve.4.

Final Thoughts

Mastering the solutions in Kieso Intermediate Accounting 15th Edition Chapter 16 requires a solid
grasp of investment classification, measurement, and impairment recognition. By understanding
the principles outlined in this chapter, students and practitioners can ensure accurate financial
reporting and compliance with GAAP. Remember, the key is to carefully analyze each investment
situation, apply the correct classification, and follow the prescribed measurement and recognition
procedures. With diligent study and practice, the complexities of Chapter 16 can be effectively
managed, leading to greater confidence in financial accounting and reporting.

Note: For detailed step-by-step solutions to specific problems, consulting the end-of-chapter
exercises and solutions in Kieso's text is highly recommended, as they provide practical practice
aligned with the concepts discussed here.



Questions & Answers About kieso intermediate accounting
15th edition chapter 16 solutions

No Question Answer

1 What are the primary topics
covered in Chapter 16 of Kieso
Intermediate Accounting, 15th
edition?

Chapter 16 focuses on accounting for receivables,
including accounts receivable, notes receivable, and the
valuation and disclosure of receivables, as well as the
methods to estimate uncollectible accounts.

2 How does Kieso's 15th edition
suggest companies should
account for uncollectible
accounts?

The book discusses two main methods: the direct write-
off method and the allowance method. The allowance
method, which is preferred under GAAP, involves
estimating uncollectible accounts and recording an
allowance for doubtful accounts.

3 What are the key differences
between accounts receivable
and notes receivable as
explained in Chapter 16?

Accounts receivable are amounts owed by customers
from credit sales and are usually short-term, while notes
receivable are written promises to pay with interest,
often involving formal agreements and longer terms.

4 How does Kieso recommend
calculating the allowance for
doubtful accounts in Chapter
16?

Kieso suggests estimating uncollectible accounts using
historical data, aging the receivables, or applying a
percentage of sales method, then recording an adjusting
entry to establish the allowance for doubtful accounts.

5 What are the typical disclosures
related to receivables required
by Kieso in Chapter 16?

Disclosures include the accounting policies for
receivables, details of the allowance for doubtful
accounts, the amount of receivables pledged as
collateral, and the nature and amount of any receivables
transferred or factored.

6 Are there any specific solutions
or practice problems in Chapter
16 that help understand
receivables accounting better?

Yes, Chapter 16 includes numerous practice problems
and solutions that cover calculating net realizable value,
adjusting journal entries, aging receivables, and
analyzing receivables disclosures to reinforce
understanding.
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