CHAPTER 4 ALTERNATE PROBLEMS

Problem 4.1A

Preparing Adjusting Entries
Florida Orange Country Club adjusts its accounts monthly and closes its accounts annually.  Club members pay their annual dues in advance by January 4. The entire amount is initially credited to Unearned Membership Dues.  At the end of each month, an appropriate portion of this amount is credited to Membership Dues Earned.  Guests of the Club normally pay green fees before being allowed on the course.  The amounts collected are credited to Green Fee Revenue at the time of receipt.  Certain guests, however, are billed for green fees at the end of the month.  The following information is available as a source for preparing adjusting entries at December 31:

1. Salaries earned by golf course employees that have not yet been recorded or paid amount to $14,200.

2. The Orlando University golf team used Florida Orange for a tournament played on December 30 of the current year.  At December 31, the $2,000 owed by the team for green fees had not yet been recorded or billed.

3. Membership dues earned in December, for collections received in January, amount to $120, 000.

4. Depreciation of the country club’s golf carts is based on an estimated life of 10 years.  The carts had originally been purchased for $160,000.  The straight-line method is used.

(Note: The clubhouse building was constructed in 1866 and is fully depreciated.)

5. A 12-month bank loan in the amount of $50,000 had been obtained by the country club on October 4.  Interest is computed at an annual rate of 12%.  The entire $50,000, plus all of the interest accrued over the 12-month life of the loan, is due in full on September 30 of the upcoming year.  The necessary adjusting entry was made on November 30 to record the first two months of accrued interest expense.  However, no adjustment has been made to record interest expense accrued in December.

6. A one-year property insurance policy had been purchased on March 31.  The entire premium of $9,600 was initially recorded as Unexpired Insurance.

7. In December, Florida Orange Country Club entered into an agreement to host the annual tournament of the Florida Juniors Golf Association.  The country club expects to generate green fees of $6,000 from this event.

8. Unrecorded Income Taxes Expense accrued in December amounts to $14,000.  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. Four types of adjusting entries are described in Chapter 4 of the text.  Using these descriptions, identify the type of each adjusting entry prepared in part a above.
c. Although Florida Orange’s clubhouse building is fully depreciated, it is in excellent physical condition.  Explain how this can be.

Problem 4.2A

Preparing and Analyzing the Effects of Adjusting Entries

Wild Woods, a large campground in Oregon, 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. Wild Woods 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 $350.  None of the interest has yet been received.  (Debit Interest Receivable.)

2. A nine-month bank loan in the amount of $10,000 had been obtained on October 1.  Interest is to be computed at an annual rate of 12% and is payable when the loan becomes due.

3. Depreciation on buildings owned by the campground is based on a 30-year life.  The original cost of the buildings was $900,000.  The Accumulated Depreciation: Buildings account has a credit balance of $260,000 at December 31, prior to the adjusting entry process.  The straight-line method of depreciation is used.

4. Management signed an agreement to let Girl Scout Troop 007 of Weston, Connecticut, use the campground in June of next year.  The agreement specifies that the Girl Scouts will pay a daily rate of $20 per campsite, with a clause providing a minimum total charge of $1,600.

5. Salaries earned by campground employees that have not yet been paid amount to $1,425.

6. As of December 31, Wild Woods has earned $3,400 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.  Four months’ rent of $6,000 was collected in advance and credited to Unearned Camper Revenue on November 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 $30.  At December 31, no rental payment has been made, although the campground has had a use of the bus for 20 days.

9. Unrecorded Income Taxes and Expense accrued in December amounts to $7,200.  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. Four types of adjusting entries are described in Chapter 4 of the text.  Using these descriptions, 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. Adjusting entry 1 is provided as an example.
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d. What is the amount of interest expense recognized for the entire current year on the $10,000 bank loan obtained October 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).

Problem 4.3A

Analysis of Adjusted Data; Preparing Adjusting Entries

Ocean Dog, Inc., operates a small fishing boat that takes tourists at several island resorts on fishing excursions.  The company adjusts its accounts at the end of each month.  Selected account balances appearing on the March 31 adjusted trial balance are as follows:


Prepaid Rent

$ 9,000


Unexpired Insurance

1,200


Boat 

60,000


Accumulated Depreciation: Boat


$8,000


Unearned Passenger Revenue


940

Other Data

1. The boat is being depreciated over a 5-year estimated useful life, with no residual value.

2. The unearned passenger revenue represents tickets good for future rides sold to a resort hotel for $20 per ticket on March 1.  During March, 40 of the tickets were used.

3. Five months’ rent had been prepaid on March 1.

4. The unexpired insurance is a 12-month fire insurance policy purchased on February 1.

Insurance

a. Determine the following:

1. The age of the boat in months.

2. How many $20 tickets for future rides were sold to the resort hotel on March 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 March 31.

Problem 4.4A

Preparing Adjusting Entries from a Trial Balance

The Off-Campus Theater adjusts its accounts every month.  Below is the company’s unadjusted trial balance dated July 31, 2002.  Additional information is provided for use in preparing the company’s adjusting entries for the month of July.  (Bear in mind that adjusting entries have already been made for the first seven months of 2002, but not for July.)

OFF-CAMPUS THEATER

Unadjusted Trial Balance

July 31, 2002


Cash

$  16,200


Prepaid film rental

28,000


Land

100,000


Building

240,000


Accumulated depreciation: building


$   16,000


Fixtures and equipment

12,000


Accumulated depreciation: fixtures and equipment


3,000


Notes payable


190,000


Accounts payable


3,200


Unearned admissions revenue (YMCA)


1,200


Income taxes payable


6,100


Capital Stock


50,000


Retained earnings


29,440


Dividends

11,000


Admissions revenue


290,200


Concessions revenue


17,460


Salaries expense

62,900


Film rental expense

87,000


Utilities expense

6,300


Depreciation expense: building

3,000


Depreciation expense: fixtures and equipment

1,500


Interest expense

8,500


Income taxes expense

    30,000
________



$606,400
$606,400
Other Data

1. Film rental expense for the month is $14,200.  However, the film rental expense for several months has been paid in advance.

2. The building is being depreciated over a period of 40 years (480 months).

3. The fixtures and equipment are being depreciated over a period of 4 years (48 months).

4. On the first of each month, the theater pays the interest which accrued in the prior month on its note payable.  At July 31, accrued interest payable on this note amounts to $1,583.

5. The theater allows local nursing homes to bring seniors to the movies on any weekday afternoon for a fixed price of $400 per month.  On June 30, the nursing home made a $1,200 advance payment covering the months of July, August, and September.

6. The theater receives a percentage of the revenue earned by Sugar Corporation, the concessionaire operating the snack bar.  For snack bar sales in July, Sugar owes Off-Campus Theater $3,700, payable on September 10.  No entry has yet been made to record this revenue.  (Credit Concessions Revenue.)

7. Salaries earned by employees, but not recorded or paid as of July 31, amount to $1,900.  No entry has yet been made to record this liability and expense.

8. Income taxes expense for July is estimated at $3,000.  This amount will be paid in the September 15 installment payment.

9. Utilities expense is recorded as monthly bills are received.  No adjusting entries for utilities expense are made at month-end.

Instructions

a. For each of the numbered paragraphs, prepare the necessary adjusting entry (including and explanation).

b. Refer to the balances shown in the unadjusted trial balance at July 31.  How many months of expense are included in each of the following balances?  (Remember, Off-Campus Theater adjusts its accounts monthly.  Thus, the accounts shown were last adjusted on 6/30/02.)

1. Utilities Expense

2. Depreciation Expense

3. Accumulated Depreciation: Building

c. Assume the theater has been operating profitability all year.  Although the July 31 trial balance shows substantial income taxes expense, income taxes payable is a much smaller amount.  This relationship is quite normal throughout much of the year.  Explain.

Problem 4.5A

Preparing Adjusting Entries

Allison Collins, Inc. is a small photography studio in Hartford.  Photographers use the studio to make high quality photos.  New clients are required to pay in advance for studio services.  Photographers with established credit are billed for studio services at the end of each month.  Adjusting entries are performed on a monthly basis.  An unadjusted trial balance dated December 31, 2002, follows.  (Bear in mind that adjusting entries already have been made for the first eleven months of 2002, but not for December.)

ALLISON COLLINS, INC.

Unadjusted Trial Balance

December 31, 2002


Cash

$  27,000


Accounts receivable

62,000


Studio supplies

3,400


Unexpired insurance

700


Prepaid studio rent

5,000


Filming equipment

120,000


Accumulated depreciation: filming equipment


$  40,000


Notes payable


20,000


Interest payable


400


Income taxes payable


2,000


Unearned studio revenue


10,400


Capital stock


60,000


Retained earnings


45,200


Studio revenue earned


115,000


Salaries expense

16,000


Supplies expense

800


Insurance expense

1,100


Depreciation expense: filming equipment

22,000


Studio rent expense

20,000


Interest expense

400


Utilities expense

2,600


Income taxes expense

    12,000
________



$293,000
$293,000
Other Data

1. Records show that $7,200 in studio revenue had not yet been billed or recorded as of December 31. 

2. Studio supplies on hand at December 31 amount to $3,000.

3. On June 1, 2002, the studio purchased a one-year insurance policy for $1,200.  The entire premium was initially debited to Unexpired Insurance.

4. The studio is located in a rented building.  On November 1, 2002, the studio paid $6,000 rent in advance for six months.  The entire amount was debited to Prepaid Studio Rent.

5. The useful life of the studio’s recording equipment is estimated to be five years (or 60 months).  The straight-line method of depreciation is used.

6. On September 1, 2002, the studio borrowed $20,000 by signing a 12-month, 12% note payable to First Federal Bank of Hartford.  The entire $20,000 plus 12 months’ interest is due in full on August 31, 2003.

7. Records show that $4,200 of cash receipts originally recorded as Unearned Studio Revenue had been earned as of December 31.

8. Salaries earned by recording technicians that remain unpaid at December 31 amount to $600.

9. The studio’s accountant estimates that income taxes expense for the entire year ended December 31, 2002, is $15,000.  (Note that $12,000 of this amount has already been recorded.)

Instructions

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

b. Using figures from the company’s unadjusted trial balance in conjunction with the adjusting entries made in part a, compute net income for the year ended December 31, 2002.

c. Was the studio’s monthly rent for the last 2 months of 2002 more or less than during the first 10 months of the year?  Explain your answer.

Problem 4.6A

Understanding the Effects of Various Errors

Fawcet Corporation recently hired Mel Oach as its new bookkeeper.  Oach was very experienced and made six recording errors during the last accounting period.  The nature of each error is described in the following table.

Instructions

Indicate the effect of the following errors on each of the financial statement elements described in the column headings in the table.  Use the following symbols: O = overstated, U = understated, and NE = no effect.

	Error
	Total Revenue
	Total Expenses
	Net Income
	Total Assets 
	Total Liabilities 
	Owners’ Equity

	a. Recorded a dividend as an expense reported in the income statement.
	
	
	
	
	
	

	b. Recorded a receipt of an account receivable as debit to cash and a credit to fees earned.
	
	
	
	
	
	

	c. Recorded depreciation expense twice.
	
	
	
	
	
	

	d. Recorded the sale of capital stock as a debit to cash and a credit to sales.
	
	
	
	
	
	

	e. Purchased equipment and debited supplies expense and credited cash.
	
	
	
	
	
	

	f. Failed to record expired portion of prepaid rent expense.
	
	
	
	
	
	

	g. Failed to record accrued interest paid on an outstanding note payable.
	
	
	
	
	
	


4-10
Alternate Problems for use with Financial and Managerial Accounting, 12e


© The McGraw-Hill Companies, 2002

Alternate Problems for use with Financial and Managerial Accounting, 12e
4-9
© The McGraw-Hill Companies, 2002


