Case C10-8:  American Physical and Social Programs for Children, Inc case
The choice of a June 30 year end may not be the best for a seasonal business such as this one is.  Deposits taken prior to June 30 will have to be reported as taxable income even though they won’t be earned until the following fiscal year.  For financial reporting, they are a liability at year end but for tax reporting, they are income.   September 30 might have made more sense. 

There are numerous omissions in the balance sheet which the accountant will correct: 

1.   The agreement not to compete with Fun is not recorded or disclosed.  It is an asset with a corresponding liability.  Historical cost principle has been ignored. 

2. Organizational costs have not been capitalized and amortized.  Historical cost and matching principles have been ignored. 

3. Accounts receivable and a current liability for deposits received have not been recorded on the balance sheet.  Revenue recognition concepts need to be considered. 

4. Depreciation appears to be calculated over a 10 year life.  Most equipment is matched to revenue over either five or seven years.  Using 10 year lives effectively overstates net income and violates the matching principle. 

5. When adjusted, a tax liability should be computed and declared as a current liability on the balance sheet. 

6. Program supplies on hand are an asset as of June 30 under historical cost and matching principles. 

7. Accounts Payable are not recorded and the employer portions of the payroll taxes have been ignored.   

8. The categorization for the long term liability between current and long term is not correct.  The principle pay down will not be exactly 20% per year.  Full disclosure of the stream of payments will provide information to modify the balance sheet. 

9. The contingent liability for the lawsuit needs to be reported including full disclosure of the circumstances.  Because it is probable, it is a valid liability. 

I suspect that when all the adjustments have been made, the company will report a loss for its first year of operations.  Retained earnings of $277,810 are mostly wiped out with only one correction of $224,200 of deposits reported as income in the wrong accounting period.   



