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      CASES AND UNSTRUCTURED PROBLEMS                                                                                

CASE 4.1

Should This Be Adjusted?
LO 1-7
Property Management Professionals provides building management services to owners of office buildings and shopping centers. The company closes its accounts at the end of the calendar year. The manner in which the company has recorded several transactions occurring during 2002 is described as follows: 

a. On September 1, received advance payment from a shopping center for property management services to be performed over the three-month period beginning September 1. The entire amount received was credited directly to a revenue account.

b. On December 1, received advance payment from the same customer described in part a for services to be rendered over the three-month period beginning December 1. This time, the entire amount received was credited to an unearned revenue account. 

c. Rendered management services for many customers in December. Normal procedure is to record revenue on the date the customer is billed, which is early in the month after the services have been rendered. 

d. On December 15, made full payment of a one-year insurance policy that goes into effect on January 2, 2003. The cost of the policy was debited to Unexpired Insurance. 

e. Numerous purchases of equipment were debited to asset accounts, rather than to expense accounts. 

f. Payroll expense is recorded when employees are paid. Payday for the last two weeks of December falls on January 2, 2003. 

Instructions

For each item above, explain whether an adjusting entry is needed at December 31, 2002, and state the reasons for your answer. If you recommend an adjusting entry, explain the effects this entry would have on assets, liabilities, owners’ equity, and expense in the 2002 financial statements. 

CASE 4.2

The Concept of Materiality
LO 8
The concept of materiality is one of the most basic generally accepted accounting principles. 

a. Answer the following questions: 

1. Why is the materiality of a transaction or an event a matter of professional judgment?

2. What criteria should accountants consider in determining whether a transaction or an event is material?

3. Does the concept of materiality mean that financial statements are not precise, down to the last dollar? Does this concept make financial statements less useful to most users?

b. Avis Rent-a-Car purchases a large number of cars each year for its rental fleet. The cost of any individual automobile is immaterial to Avis, which is a very large corporation. Would it be acceptable for Avis to charge the purchase of automobiles for its rental fleet directly to expense, rather than to an asset account? Explain.

      BUSINESS WEEK ASSIGNMENT
CASE 4.3

LO 1, 2, 4
Most of the major airlines have expanded their frequent-flier programs to include “partnering” arrangements with other businesses. In a March 6, 2000, Business Week article entitled, “You’ve Got Miles!” author Wendy Zellner reports that companies, including America Online (AOL) and Safeway, Inc., now offer their customers travel miles with certain airlines. These companies pay the airlines in advance for travel miles redeemed by their customers in the future. Until recently, it was a common practice among several major carriers to record these advances as revenue at the time the cash was received. The Securities and Exchange Commission, however, now requires the airlines to record the advances as liabilities (i.e., unearned revenue) until travelers actually use the miles they’ve earned. In the article, Samuel Buttrick of Pain Webber, Inc., noted that this change in accounting procedure may lower airline earnings modestly in the short-term but should have no impact on the airlines’ cash flows whatsoever. 

Explain what Mr. Buttrick meant by his observation.

      INTERNET ASSIGNMENT
INTERNET 4.1

Identifying Accounts Requiring Adjusting Entries

LO 1-6
Visit Hershey’s home page at: 

www.hersheys.com
From Hershey’s home page, access the company’s most recent annual report. Examine its balance sheet, and identify the accounts most likely to have been involved in the company’s end-of-year adjusting entry process.

Internet sites are time and date sensitive.  It is the purpose of these exercises to have you explore the Internet.  You may need to use the Yahoo! search engine http://www.yahoo.com (or other favorite search engine) to find a company’s current web address.
