UNIVERSITY OF THE WEST INDIES

DEPARTMENT OF MANAGEMENT STUDIES

MS15D Tutorial 1
Suggested Solutions

Sole Trader or Proprietorship
· A business with a single owner called a proprietor.

· Not required by law to make any of its financial information available to the public.

· No formal document required for formation.

· Low start-up cost.

· The owner is personally responsible for all the decisions made for the business i.e. the owner assumes all risk and makes all decision (owner manages business).

· Owner is responsible for all the debts of the business i.e. the owner’s liability is unlimited and therefore extends to his/her personal assets. Although the financial records of a business should be kept separately from the owner’s personal financial records, there is no separation of the sole proprietors books and its owner’s books for legal purposes.

· Any amount earned from the business is included on the personal tax return of the owner.

Partnerships

· Owned by two or more persons

· Like the proprietorship, the owners i.e. each of the partners, is responsible for the debts of the business i.e. the liability of a partner is unlimited and therefore extends to his/her personal belongings

· No formal document is required for formation.

· Details like how much work each will do and how they will share any earnings from the business are specified in a document called a partnership agreement.

· Like the sole proprietor, earnings by a partner from the partnership are included when filing their own personal tax returns.

Corporation

· Legally and financially separate from its owners. As legal entities, corporations may enter into contracts just like individuals.

· Ownership in a corporation is divided into amounts called shares of capital stock, each representing ownership in a fraction of the corporation.

· An owner of shares in a corporation is called a stockholder or a shareholder. Stockholders are free to sell some or all of their shares to other investors at anytime (Transferable ownership rights).

· Owner’s risk is limited to their initial investment and they have very little influence on business decisions.

· Managed by a Board of Directors

· Unlike proprietorships and partnerships, corporation pays taxes on its earnings i.e. a owner in a corporation does not include the income of the corporation in his/her personal tax returns.

· Formal documents are required for formation

2.


Service

A business that provides a service e.g. travel agency, computer consultant, physician, law firm, accounting firms.

Merchandising

 Buys products from another business and sells to customers e.g. department stores, pharmacies, jewellery stores, supermarkets.

Manufacturing
Makes product to sell e.g. automobile manufacturer, furniture maker, toy factory, and garment manufacturing company.

3.
The following steps of the accounting process with their definitions

	Analyzing
(b)
Recording
(f)
Classifying
(e)
Summarizing
(d)
Reporting
(a)
Interpreting
(c)
	a) Telling the results.

b) Looking at events that have taken place and thinking about how they affect the business.

c) Deciding the importance of the various reports

d) Bringing information together to explain a result

e) Sorting and grouping like items together.

f) Entering financial information into the accounting system.


	4. The Board is committed to developing, in the public interest, a single set of high quality, understandable and enforceable global accounting standards that require transparent and comparable information in general purpose financial statements. In addition, the Board cooperates with national accounting standard setters to achieve convergence in accounting standards around the world.
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5. 31 IAS & 5 IFRS

6. The purpose of FA - To provide information about the financial position, performance and changes in financial position of an enterprise that is useful to a wide range of users in making economic decisions.

7. d – Management

(a) Investors. The providers of risk capital and their advisers are concerned with the risk inherent in, and return provided by, their investments. They need information to help them determine whether they should buy, hold or sell. Shareholders are also interested in information which enables them to assess the ability of the enterprise to pay dividends. 
(b) Employees. Employees and their representative groups are interested in information about the stability and profitability of their employers. They are also interested in information which enables them to assess the ability of the enterprise to provide remuneration, retirement benefits and employment opportunities. 
(c) Lenders. Lenders are interested in information that enables them to determine whether their loans, and the interest attaching to them, will be paid when due. 
(d) Suppliers and other trade creditors. Suppliers and other creditors are interested in information that enables them to determine whether amounts owing to them will be paid when due. Trade creditors are likely to be interested in an enterprise over a shorter period than lenders unless they are dependent upon the continuation of the enterprise as a major customer. 
(e) Customers. Customers have an interest in information about the continuance of an enterprise, especially when they have a long-term involvement with, or are dependent on, the enterprise. 
(f) Governments and their agencies. Governments and their agencies are interested in the allocation of resources and, therefore, the activities of enterprises. They also require information in order to regulate the activities of enterprises, determine taxation policies and as the basis for national income and similar statistics. 
(g) Public. Enterprises affect members of the public in a variety of ways. For example, enterprises may make a substantial contribution to the local economy in many ways including the number of people they employ and their patronage of local suppliers. Financial statements may assist the public by providing information about the trends and recent developments in the prosperity of the enterprise and the range of its activities.

8. C – Balance Sheet
9. B

10. Comparability means that the reports generated can be compared to a benchmark such as a previous accounting period or other firms within the industry. On that basis, similar events should be accounted for in the same manner on the financials of different companies, as well as for different accounting periods within the same business. Speak to the consistency concept.

i. Not an asset. No probable future economic benefits are associated with the mine.

ii. Not an asset. The oil field has future economic benefit, but it is not yet controlled by Devon as a result of a past transaction.

iii. Not an asset. There certainly are future economic benefits associated with the geologists, but they are not controlled by Devon, because they always have the option of quitting.

iv. Not an asset. The real estate is not currently controlled by Devon.

v. Not an asset. The probability of future economic benefit from the crater is low.

.
a.
Not a liability. There was a liability, but since the payment was made, no further future sacrifice of assets will be required.

b.
Liability. Pauli is obligated to deliver services in the future as a result of events (receipt of the advertising) that have already occurred.

c.
Liability. It is probable that Pauli will have to sacrifice assets in the future (new carpets) as a result of events that have already occurred (past sales of guaranteed carpets).

d.
Not a liability. Although it is probable that Pauli will have to make payments in the future, the events necessitating those payments have not yet occurred.

e. Not a liability. Same reasons as for (d).

11. Income is increases in economic benefits during the accounting period in the form of inflows or enhancements of assets or decreases of liabilities that result in increases in equity, other than those relating to contributions from equity participants.  Revenue is income which arises in the course of the ordinary activities of an enterprise and is referred to by a variety of different names including sales, fees, interest, dividends, royalties and rent. 
Expenses are decreases in economic benefits during the accounting period in the form of outflows or depletions of assets or incurrences of liabilities that result in decreases in equity, other than those relating to distributions to equity participants. Expenses include cost of sales, wages and depreciation. They usually take the form of an outflow or depletion of assets such as cash and cash equivalents, inventory, property, plant and equipment. 
Revenue less expenses = net income. 
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1

Cash

4

0

0

0

0

0
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4

0

0

0

0

0

Issued 5,000 shares of capital stock.

4
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7

0

0

0

0
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1

8

0

0

0

0
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1

0

0

0

0

0
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0

0

0

0
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1

3
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0

0

Cash

1

3

0

0

0

0

Purchased medical instruments.
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0
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2
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4

0

0
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0

0
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1
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Collected cash for May 24 services.
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Paid May salary expense.
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DR. SCHEKTER, DVM

Trial Balance

May 31, 2002
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0
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0
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0
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0
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 Total assets:
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0
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0
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0
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0
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-
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 As shown below, the business was not profitable in its first month

 of operations:
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 Note to Instructor:

It is not uncommon for new small businesses

 to initially report a net loss from operations. In this particular

 situation, there were so few revenue and expense transactions in

 May that it is difficult, if not impossible, to draw any conclusions

 about the expected performance of the veterinary clinic in the future.
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d.

DR. SCHEKTER, DVM

Trial Balance

May 31, 2002
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