UNIVERSITY OF THE WEST INDIES

DEPARTMENT OF MANAGEMENT STUDIES

MS15D Tutorial 2
Suggested Solutions

Question 1

	Ex. 4–9
	a.
	Materiality refers to the relative importance of an item. An item is material if knowledge of it might reasonably influence the decisions of users of financial statements. If an item is immaterial, by definition it is not relevant to decision makers. 

	
	
	Accountants must account for material items in the manner required by generally accepted accounting principles. However, immaterial items may be accounted for in the most convenient and economical manner.

	
	b.
	Whether a specific dollar amount is “material” depends upon the (1) size of the amount and (2) nature of the item. In evaluating the size of a dollar amount, accoun​tants consider the amount in relation to the size of the organization.

	
	
	Based solely upon dollar amount, $2,500 is not material in relation to the financial statements of a large, publicly owned corporation. For a small business however, this amount could be material.

	
	
	In addition to considering the size of a dollar amount, accountants must also consider the nature of the item. The nature of an item may make the item “material” to users of the financial statements regardless of its dollar amount. Examples might include bribes paid to government officials, or theft of company assets or other illegal acts committed by management.

	
	
	In summary, one cannot say whether $2,500 is a material amount. The answer depends upon the related circumstances.

	
	c.
	Two ways in which the concept of materiality may save time and effort for accountants are:

	
	
	1.
	Adjusting entries may be based upon estimated amounts if there is little or no possibility that the use of an estimate will result in material error. For example, an adjust​ing entry to reflect the amount of supplies used may be based on an estimate of the cost of supplies remaining on hand.

	
	
	2.
	Adjusting entries need not be made to accrue immaterial amounts of unrecorded expenses or unrecorded revenue. For example, no adjusting entries normally are made to record utility expense payable at year-end.


	Question 2
25 Minutes, Strong
	Problem 4–3

SEA CAT


	a.
	(1)
	Age of the catamaran in months = accumulated depreciation  monthly depreciation. Useful life is given as 10 years, or 120 months.

	
	
	Cost $46,200 120 months = $385 monthly depreciation expense.

	
	
	Accumulated depreciation of $9,240 $385 monthly depreciation = 24 months.


	(2)
	Tickets used in June

	145

	
	Tickets outstanding on June 30 ($825 $15)

	  55

	
	Tickets sold to resort hotel on June 1

	200


	(3)
	Prepaid rent of $6,000 5 months remaining = $1,200 monthly rental expense.


	(4)
	$1,400 x 12/8 = $2,100 original cost.
Since 4 months of the 12-month life of the policy have expired, the $1,400 of unexpired insurance applies to the remaining 8 months. This indicates a monthly cost of $175, computed as $1,400 8. Therefore, the 12-month policy originally cost $2,100, or 12 x $175.



[image: image1.wmf]b.

General Journal

(Adjusting Entries)

 

20__

(1)

June

30

Depreciation Expense: Catamaran

3

8

5

Accumulated Depreciation: Catamaran

3

8

5

To record June depreciation on catamaran.

(2)

30

Unearned Passenger Revenue

2

1

7

5

Passenger Revenue

2

1

7

5

To record earning of revenue from 145 future ride tickets

used in June (145 x $15 = $2,175).

(3)

30

Rent Expense

1

2

0

0

Prepaid Rent

1

2

0

0

To recognize rent expense for June.

(4)

30

Insurance Expense

 

1

7

5

Unexpired Insurance

 

 

1

7

5

To record expiration of insurance in June.


	Question 3

40 Minutes, Medium
	Problem 4–2

ENCHANTED FOREST
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General Journal

(Adjusting Entries)

 

(1)

Dec

31

 Interest Receivable

 

4

0

0

Interest Revenue

4

0

0

To record accrued interest revenue in CD on December 31.

(2)

31

 Interest Expense

 

8

5

Interest Payable

 

8

5

 To record accrued interest expense in December

 ($12,000 x 8.5% x

 1/12).

(3)

31

 Depreciation Expense: Buildings

2

0

0

0

 

Accumulated Depreciation: Buildings

2

0

0

0

To record December depreciation expense

 ($600,000 

¸

 25 years x

 1/12).

(4)

No adjusting entry required. Revenue is recognized when

it is earned. Entering into a contract does not constitute

the earning of revenue.

(5)

31

Salary Expense

1

2

5

0

Salaries Payable

1

2

5

0

To record accrued salary expense in December.

(6)

31

Camper Revenue Receivable

2

4

0

0

Camper Revenue

2

4

0

0

To record accrued camper revenue earned in December.

(7)

31

Unearned Camper Revenue

 

9

0

0

Camper Revenue

 

9

0

0

To record revenue earned by campers paying in advance

 ($5,400 

¸

 6 months

).

(8)

31

Bus Rental Expense

1

0

0

0

Accounts Payable

 

 

 

 

 

1

0

0

0

To record accrued bus rental expense in December

($40 per day x 25 days).

(9)

31

Income Taxes Expense

 

 

8

4

0

0

Income Taxes Payable

8

4

0

0

To record income taxes accrued in December.

 

 

 

 

 

 



	
	Problem 4–2

ENCHANTED FOREST (concluded)


	b.
	

	
	1.
	Accruing uncollected revenue.

	
	2.
	Accruing unpaid expenses.

	
	3.
	Prepaid expenses.

	
	4.
	No adjusting entry required.

	
	5.
	Accruing unpaid expenses.

	
	6.
	Accruing uncollected revenue.

	
	7.
	Unearned revenues.

	
	8.
	Accruing unpaid expenses.

	
	9.
	Accruing unpaid expenses.


	c.
	
	
	Income Statement
	
	Balance Sheet

	
Adjustment
	
	
Revenue
	
(
	
Expenses
	
=
	Net Income
	
	
Assets
	
=
	
Liabilities
	
+
	Owners’
Equity

	1.
	
	I
	
	NE
	
	I
	
	I
	
	NE
	
	I

	2.
	
	NE
	
	I
	
	D
	
	NE
	
	I
	
	D

	3.
	
	NE
	
	I
	
	D
	
	D
	
	NE
	
	D

	4.
	
	NE
	
	NE
	
	NE
	
	NE
	
	NE
	
	NE

	5.
	
	NE
	
	I
	
	D
	
	NE
	
	I
	
	D

	6.
	
	I
	
	NE
	
	I
	
	I
	
	NE
	
	I

	7.
	
	I
	
	NE
	
	I
	
	NE
	
	D
	
	I

	8.
	
	NE
	
	I
	
	D
	
	NE
	
	I
	
	D

	9.
	
	NE
	
	I
	
	D
	
	NE
	
	I
	
	D


	d.
	$340 ($12,000 x 0.085% x 4/12)


	e.
	Original cost of buildings

	
	$600,000

	
	Accumulated depreciation: buildings (prior to adjusting entry 3 in part a)

	$310,000
	

	
	December depreciation expense from part a

	      2,000
	

	
	Accumulated depreciation, buildings, 12/31

	
	(312,000)

	
	Net book value at December 31

	
	$288,000


Question 4

	Ex 5–1
	a.
	Adequate disclosure

	
	b.
	Nominal accounts

	
	c.
	Real accounts

	
	d.
	After-closing trial balance

	
	e.
	Closing entries

	
	f
	None (This is an example of a “correcting entry.”)


Question 5

	Ex. 5–6
	a.
	Close Counseling Revenue to the Income Summary account.
	
	

	
	
	
	Counseling Revenue

	225,000
	

	
	
	
	
	Income Summary

	
	225,000

	
	
	
	
	
	
	

	
	
	
	Close all expenses to the Income Summary account:
	
	

	
	
	
	Income Summary

	170,400
	

	
	
	
	
	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

	
	
	
	
	
	

	
	
	  
	Close the Income Summary to the Retained Earnings account:
	
	

	
	
	
	Income Summary

	54,600
	

	
	
	
	
	Retained Earnings

	
	54,600

	
	
	
	
	
	

	
	
	
	Close the Dividends account to the Retained Earnings account:
	
	

	
	
	
	Retained Earnings

	6,000
	

	
	
	
	
	Dividends

	
	6,000

	
	
	
	
	
	

	
	
	b.
	Retained Earnings, January 1, 2002
	
	$  92,000

	
	
	
	Plus:  Net Income
	
	     54,600

	
	
	
	
	
	$146,600

	
	
	
	Less:  Dividends Declared in 2002
	
	(      6,000)

	
	
	
	Retained Earnings, December 31, 2002
	
	$140,600


Question 6

	Ex. 5–7
	a.
	Insurance Expense


	600
	

	
	
	
	Unexpired Insurance

	
	600

	
	
	To record insurance expense for December.
	
	

	
	b.
	Income Summary

	3,000
	

	
	
	
	Insurance Expense

	
	3,000

	
	
	To close Insurance Expense (5 months) to Income Summary.
	
	

	
	c.
	No, the dollar amounts are not the same in the adjusting and closing entries. The accounts are adjusted monthly; therefore the adjusting entry reflects insurance expense for one month ($600). The books are closed annually. By December 31, five months’ insurance expense ($3,000) has been recognized for the period August through December.


	50 Minutes, Strong
	Problem 5–5

BRUSHSTROKE ART STUDIO
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General Journal

 

 

(1)

 

 

 

 

 

 

Dec

31

Supply Expense

 

5

0

0

0

Supplies

5

0

0

0

To record supplies used in December.

(2)

Studio Rent Expense

1

2

5

0

Prepaid Studio Rent

1

2

5

0

To record portion of prepaid rent expired in December.

 

 

(3)

Depreciation Expense: Equipment

8

0

0

 

 

Accumulated Depreciation: Equipment

8

0

0

 

To record depreciation of equipment in December.

 

(4)

Interest Expense

2

4

0

 

Interest Payable

2

4

0

To record interest expense accrued in December.

(5)

Unearned Client Fees

3

0

0

0

Client Fees Earned

3

0

0

0

To convert unearned revenue to earned revenue in December.

(6)

Client Fees Receivable

6

9

0

Client Fees Earned

6

9

0

To record additional revenue accrued in December

 

(7)

Salary Expense

7

5

0

Salaries Payable

7

5

0

To record salary expense accrued at the end of December.

(8)

Income Taxes Expense

 

2

0

0

0

 

Income Taxes Payable

2

0

0

0

To record income taxes expense accrued in December.


	
	Problem 5–5

BRUSHSTROKE ART STUDIO (continued)


a. (continued) Computations for each of the journal entries performed above:

Computations

1.  $6,000 (supplies per trial balance) - $1,000 (at 12/31) = $5,000 used in December.

2.  $2,500 (prepaid rent per trial balance) ( 2 months remaining at 11/30/02 = $1,250 per month.


3.  $96,000 (studio equipment per trial balance) ( 120 months = $800 per month.

4.  $24,000 (note payable per trial balance) x 12% x 1/12 = $240 interest expense per month.

5.  Unearned client fees need to be reduced by the $3,000 amount earned in December.

6.  Accounts receivable needs to be increased by the $690 of accrued revenue in December.

7.  Salaries payable of $750 needs to be reported for salaries accrued at the end of December.

8.  $7,000 total income taxes expense -$5,000 (per trial balance) = $2,000 accrued in December. 

Based upon the adjusting entries made above, the company’s adjusted trial balance at December 31, 2002, appears at the top of the following page:

	
	Problem 5–5

BRUSHSTROKE ART STUDIO (continued)


a. (continued) Adjusted trial balance at December 31, 2002.


[image: image4.wmf]                                        BRUSHSTROKE ART STUDIO

                                          Adjusted Trial Balance

                                    December 31, 2002

 

 

Cash

$

2

2

3

8

0

Client fees receivable

7

1

9

4

0

Supplies

1

0

0

0

Prepaid studio rent

1

2

5

0

Studio equipment

9

6

0

0

0

Accumulated depreciation: studio equipment

$

5

2

8

0

0

Accounts payable

6

4

2

0

Salaries payable

7

5

0

Notes payable

2

4

0

0

0

Interest payable

7

2

0

Unearned client fees

5

0

0

0

Income taxes payable

7

0

0

0

Capital stock

5

0

0

0

0

Retained earnings

2

0

0

0

0

Client fees earned

8

6

0

0

0

Supply expense

9

0

0

0

Salary expense

1

8

0

0

0

Interest expense

7

2

0

Studio rent expense

1

2

5

0

0

Utilities expense

3

3

0

0

Depreciation expense: studio equipment

9

6

0

0

Income tax expense

7

0

0

0

Totals

$

2

5

2

6

9

0

$

2

5

2

6

9

0

 

 



	
	Problem 5–5

BRUSHSTROKE ART STUDIO (continued)
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                                        BRUSHSTROKE ART STUDIO

                                        Income Statement

                                        For the Year Ended December 31, 2002

 

 

Revenue:

 

 

 

 

 

 

 

Client fees earned

$

8

6

0

0

0

 

 

 

 

 

 

 

Expenses:

 

 

 

 

 

Supply expense

$

9

0

0

0

Salary expense

1

8

0

0

0

Studio rent expense

1

2

5

0

0

Utilities expense

3

3

0

0

Depreciation expense: studio equipment

9

6

0

0

Interest expense

7

2

0

5

3

1

2

0

Income before taxes

$

 

3

2

8

8

0

Income tax expense

 

7

0

0

0

     Net income

Net income

$

2

5

8

8

0
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                                 BRUSHSTROKE ART STUDIO

                              Statement of Retained Earnings

                       For the Year Ended December 31, 2002

 

 

Retained earnings (1/1/02)

$

 

2

0

0

0

0

Add: Net income

 

2

5

8

8

0

Retained earnings (12/31/02)

$

 

4

5

8

8

0

 

 


	
	Problem 5–5

BRUSHSTROKE ART STUDIO (continued)
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                             Balance Sheet

                              December 31, 2002

 

 

Assets

Cash

$

2

2

3

8

0

Client fees receivable

7

1

9

4

0

Supplies

1

0

0

0

Prepaid studio rent

1

2

5

0

Studio equipment

$

9

6

0

0

0

Less: Accumulated Depreciation: Studio equipment

5

2

8

0

0

 

4

3

2

0

0

TOTAL ASSETS

$

1

3

9

7

7

0

Liabilities

Accounts payable

$

6

4

2

0

Salaries payable

 

7

5

0

Notes payable

2

4

0

0

0

Interest payable

7

2

0

Unearned client fees

5

0

0

0

Income taxes payable

7

0

0

0

TOTAL LIABILITIES

$

4

3

8

9

0

Stockholders' Equity

Capital stock

$

5

0

0

0

0

Retained deficit

4

5

8

8

0

TOTAL STOCKHOLDERS' EQUITY 

$

9

5

8

8

0

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$

1

3

9

7

7

0

 


	
	Problem 5–5

BRUSHSTROKE ART STUDIO (continued)
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General Journal

 

 

(1)

Dec

31

Client Fees Earned

8

6

0

0

0

Income Summary

8

6

0

0

0

To close Client Fees Earned.

(2)

31

Income Summary

6

0

1

2

0

Supply Expense

9

0

0

0

 

Salary Expense

1

8

0

0

0

 

Interest Expense

7

2

0

Studio Rent Expense

1

2

5

0

0

 

Utilities Expense

3

3

0

0

 

 

Depreciation Expense: Studio Equip.

9

6

0

0

 

Income Taxes Expense

7

0

0

0

To close all expense accounts.

(3)

31

Income Summary

2

5

8

8

0

Retained Earnings

2

5

8

8

0

To transfer net income earned in 2002 to the Retained 

Earnings account ($86,000 - $60,120 = $25,880).

(4)

31

No dividends were declared in 2002.

  

 

 

 

 


	
	Problem 5–5

BRUSHSTROKE ART STUDIO (continued)
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                                        BRUSHSTROKE ART STUDIO

       

                                       After-Closing Trial Balance

                                    December 31, 2002

 

 

Cash

$

2

2

3

8

0

Client fees receivable

7

1

9

4

0

Supplies

1

0

0

0

Prepaid studio rent

1

2

5

0

Studio equipment

9

6

0

0

0

Accumulated depreciation: studio equipment

$

5

2

8

0

0

Accounts payable

6

4

2

0

Salaries payable

7

5

0

Notes payable

2

4

0

0

0

Interest payable

7

2

0

Unearned client fees

5

0

0

0

Income taxes payable

7

0

0

0

Capital stock

5

0

0

0

0

Retained earnings

4

5

8

8

0

Totals

$

1

9

2

5

7

0

$

1

9

2

5

7

0

 

 


	e.
	The studio’s rent expense has increased by $250 per month as shown below:


	

	
	Total rent expense through November 30, 2002 (per unadjusted trial balance)

	$11,250

	
	Less:  Rent expense in November (see computation 2., part a.)

	1,250

	
	Total rent expense through October 31, 2002

	
$10,000

	
	
	

	
	Rent expense per month through October 31, 2002 ($10,000 ( 10 months)

	$1,000/mo.

	
	
	

	
	Increase in monthly rent expense ($1,250 - $1,000)

	$  250/mo.
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