UNIVERSITY OF THE WEST INDIES

DEPARTMENT OF MANAGEMENT STUDIES

MS15D - Tutorial 2

Accounting Cycle (Steps 4-8)
1. Exercise 4.9

The concept of materiality is a generally accepted accounting principle.
a. Briefly explain the concept of materiality.

b. Is $2,500 a “material” dollar amount?  Explain.

c. Describe two ways in which the concept of materiality may save accountants’ time and effort in making adjusting entries.

2. Problem 4.3
Sea Cat Inc., operates a large catamaran that takes tourists at several island resorts on diving and sailing excursions.  The company adjusts its accounts at the end of each month.  Selected account balances appearing on the June 30 adjusted trial balance are as follows:

	Prepaid Rent ……………………………                        $   6,000

Unexpired Insurance……………………………………     1,400

Catamaran ……………………………………………...   46,200 

Accumulated Depreciation: Catamaran ………………..                        $9,240

Unearned Passenger Revenue ………………………….                             825                                                     


Other Data

a. The catamaran is being depreciated over a 10-year estimated useful life, with no residual value.

b. The unearned passenger revenue represents tickets good for future rides sold to a resort hotel for $15 per ticket on June 1.  During June, 145 of the tickets were used. 

c. Six months’ rent had been prepaid on June 1.

d. The unexpired insurance is a 12-month fire insurance policy bought on March 1.

Instructions
a.  Determine the following:
     1.  The age of the catamaran in months.

     2.  How many $15 tickets for future rides were sold to the resort hotel on June 1.

     3.  The monthly rent expense.

     4.   The original cost of the 12-month fire insurance policy.

b.  Prepare the adjusting entries that were made on June 30.

3. Problem 4.2 (Modified)
Enchanted Forest, a large campground in South Carolina, adjusts its accounts monthly and closes its accounts annually on December 31.  Most guests of the campground pay at the time they check out, and the amounts collected are credited to Camper Revenue.  The following information is available as a source for preparing the adjusting entries at December 31.

1.   Enchanted Forest invests some of its excess cash in certificates of deposit (CDs) with
      its local bank.  Accrued interest revenue on its CDs at December 31 is $400.  None 

      of the interest has yet been received.  (Debit Interest Receivable.)

2.  A six-month bank loan in the amount of $12,000 had been obtained on September 1.  

     Interest is to be computed at an annual rate of 8.5% and is payable when the loan 

     becomes due.

3.  Depreciation on buildings owned by the campground is based on a 25-year life.  The 

     original cost of the buildings was $600,000.  The Accumulated Depreciation: Build-

     ings account has a credit balance of $310,000 at December 31, prior to the adjusting

     entry process.  The straight line method of depreciation is used.

4.  Management signed an agreement to let Boy Scout Troop 538 of Lewisburg, Penn-

     sylvania, use the campground in June of next year.  The agreement specifies that the 

     Boy Scouts will pay a daily rate of $15 per campsite, with a clause providing a mini-

     mum total charge of $1,475.

5.  Salaries earned by campground employees that have not yet been paid amount to 

     $1,250.

6.  As of December 31, Enchanted Forest has earned $2,400 of revenue from current 
     campers who will not be billed until they check out.  (Debit Camper Revenue 

     Receivable.)

7.  Several lakefront campsites are currently being leased on a long-term basis by a group

     of senior citizens.  Six months’ rent of $5,400 was collected in advance and credited to 

     Unearned Camper Revenue on October 1 of the current year.

8.  A bus to carry campers to and from town and the airport had been rented the first 

     week of December at a daily rate of $40.  At December 31, no rental payment has 

      been made, although the campground has had use of the bus for 25 days.

9.  Unrecorded Income Taxes Expense accrued in December amounts to $8,400.  This

      amount will not be paid until January 15.

Instructions
a.  For each of the above numbered paragraphs, prepare the necessary adjusting entry
     (including an explanation).  If no adjusting entry is required, explain why.

b.  There are four types of adjusting entries. Using these categorizations, identify the type   of each adjusting entry prepared in part a above.
c.  Indicate the effects that each of the adjustments in part a. will have on the following six total amounts in the campground’s financial statements for the month of December. Organize your answer in tabular form using the column headings shown below. Use the letters, I for increase, D for decrease and NE for no effect.

	
	Income Statement
	
	Balance Sheet

	Adjustment
	Revenue   -
	Expenses   =
	Net Income
	
	Assets  =
	Liabilities   +
	Owner’s Equity

	1
	I
	NE
	I
	
	I
	NE
	I


d.  What is the amount of interest expense recognized for the entire current year on the 
      $12,000 bank loan obtained September 1?

e.  Compute the book value of the campground’s buildings to be reported in the current 
     year’s December 31 balance sheet.  (Refer to paragraph 3.)
4. Exercise 5.1 (Modified) 
Listed below are nine technical terms used in this chapter:

Adequate disclosure                       Nominal accounts                      Real accounts

Income summary                           After-closing trial balance          Closing Entries

Interim financial statements          

Each of the following statements may (or may not) describe one of these technical terms.  For each statement, indicate the accounting term describe, or answer “None” if the statement does not describe any of the items.

a.  The accounting principle intended to assist users in interpreting financial statements.

b.  A term used in reference to accounts that are closed at year-end.

c.  A term used in reference to accounts that are not closed at year-end.

d.  A document prepared to assist management in detecting whether any errors occurred 

     posting the closing entries.

e.  The process by which Retained Earnings account is updated at year-end.

f.   Entries made during the accounting period to correct errors in the original recording 

     of complex transactions.

5. Exercise 5.6


[image: image1.emf]Gerdes 

Psychological 

Services, Inc. 

IncomeStatement 

For the Year Ended 

December 31, 2002                              

Revenue:

  Counselling revenue 225,000 $      

Expenses:

  Advertising expense  1,800 $                

  Salaries expense  94,000                 

  Office supplies expense  1,200                   

  Utilities expense  850                      

  Malpractice insurance expense  6,000                   

  Office rent expense  24,000                 

  Continuing education expense  2,650                   

  Depreciation expense: fixtures  4,500                   

  Miscellaneous expense  6,000                   

  Income taxes expense  29,400                 

170,400           

Net Income

54,600 $          


The firm’s statement of retained earnings indicates that a $6,000 cash dividend was declared and paid during 2002.

a.  Prepare the necessary closing entries on December 31, 2002.

b. If the firm’s Retained Earnings account had a $92,000 balance on January 1, 2002, at 

     what amount should Retained Earnings be reported in the firm’s balance sheet dated 

     December 31, 2002?

6. Exercise 5.7

When Torretti Company began business on August 1, it purchased a one-year fire insurance policy and debited the entire cost of $7,200 to Unexpired Insurance.  Torretti adjusts its accounts at the end of each month and closes its books at the end of the year.

a.  Give the adjusting entry required at December 31 with respect to this insurance policy.

b.  Give the closing entry required at December 31 with respect to insurance expense. 

     Assume that this policy is the only insurance policy Torretti had during the year.

c.  Compare the dollar amount appearing in the December 31 adjusting entry (part a) with 

     that in the closing entry (part b).  Are the dollar amounts the same?  Why or why not? 

     Explain.

7.  Problem 5.5

Brushstroke Art Studio, Inc., provides quality instruction to aspiring artists.  The business adjusts its accounts monthly, but performs closing entries annually on December 31.  This is the studio’s unadjusted trial balance dated December 31, 2002.


[image: image2.emf]Debits Credits

Cash  22,380 $      

Client fees receivable 71,250         

Supplies 6,000          

Prepaid studio rent 2,500          

Studio equipment 96,000         

Accumulated depreciation: studio equipment 52,000         

Accounts payable 6,420          

Note payable 24,000         

Interest payable 480             

Unearned client fees 8,000          

Income taxes payable 5,000          

Capital stock 50,000         

Retained earnings 20,000         

Client fees earned 82,310         

Supply expense 4,000          

Salary expense 17,250         

Interest expense 480             

Studio rent expense 11,250         

Utilities expense 3,300          

Depreciation expense: studio equipment 8,800          

Income taxes expense 5,000          

248,210 $     248,210       

BRUSHSTROKE ART STUDIO Unadjusted Trial Balance December 31, 2002


Other Data

1.  Supplies on hand at December 31, 2002, total $1,000.

2.  The studio pays rent quarterly (every 3 months).  The last payment was made 

     November 1, 2002.  The next payment will be made early in February 2003.

3.  Studio equipment is being depreciated over 120 months (10 years).

4.  On October 1, 2002, the studio borrowed $24,000 by signing a 12-month, 12%, note 

     payable.  The entire amount, plus interest, is due on September 30, 2003.

5.  At December 31, 2002, $3,000 of previously unearned client fees had been earned.
6.  Accrued, but unrecorded and uncollected client fees earned total $690 at December 

     31, 2002.

7.  Accrued, but unrecorded and unpaid salary expense totals $750 at December 31, 2002.

8.  Accrued income taxes payable for the entire year ending December 31, 2002, total 

     $7,000.  The full amount is due early in 2003.

Instructions
a.  Prepare the necessary adjusting journal entries on December 31, 2002.  Prepare also an 

     adjusted trial balance dated December 31, 2002.

b.  From the adjusted trial balance prepared in part a, prepare an income statement and 

     statement of retained earnings for the year ended December 31, 2002.  Also prepare 

     the company’s balance sheet dated December 31, 2002.

c.  Prepare the necessary year-end closing entries.

d.  Prepare an after-closing trial balance.

e.  Has the studio’s monthly office rent remained the same throughout the year?  If not, 

     has it gone up or down?  Explain.
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				Gerdes Psychological Services, Inc. IncomeStatement For the Year Ended December 31, 2002

		Revenue:

		Counselling revenue				$   225,000

		Expenses:

		Advertising expense		$   1,800

		Salaries expense		94,000

		Office supplies expense		1,200

		Utilities expense		850

		Malpractice insurance expense		6,000

		Office rent expense		24,000

		Continuing education expense		2,650

		Depreciation expense: fixtures		4,500

		Miscellaneous expense		6,000

		Income taxes expense		29,400		170,400

		Net Income				$   54,600
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		BRUSHSTROKE ART STUDIO Unadjusted Trial Balance December 31, 2002

				Debits		Credits

		Cash		$   22,380

		Client fees receivable		71,250

		Supplies		6,000

		Prepaid studio rent		2,500

		Studio equipment		96,000

		Accumulated depreciation: studio equipment				52,000

		Accounts payable				6,420

		Note payable				24,000

		Interest payable				480

		Unearned client fees				8,000

		Income taxes payable				5,000

		Capital stock				50,000

		Retained earnings				20,000

		Client fees earned				82,310

		Supply expense		4,000

		Salary expense		17,250

		Interest expense		480

		Studio rent expense		11,250

		Utilities expense		3,300

		Depreciation expense: studio equipment		8,800

		Income taxes expense		5,000

				$   248,210		248,210






