
Instructions for Accounting

Please read these instructions after playing Monopoly® but before doing the accounting.  Students

that don't read these instructions make mistakes and take longer to complete assignments.

* Overview of the accounting cycle

* Chart of accounts

* Accounting for frequent situations

initial $1,500, buying deeds, paying or receiving rent, passing Go, Chance and

Community Chest cards, key squares of the board

* Accounting for less frequent yet important situations

get-out-of-jail card, mortgages, acquiring property from opponent via purchase or trade,

buying or selling hotels, bankruptcy

* Accounting adjustments at the end of each year 

Cash over or short, salary accrual, interest accrual, depreciation, property excess value

has dissipated, income tax expense

* Example of the accounting cycle
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Overview of the Accounting Cycle

Completing all steps of the accounting cycle is a necessary part of the Real Money simulation game.

The parts of the accounting cycle (with a brief description) are:

(1)  Analyze transactions and record journal entries.  These procedures go hand in hand.  For

example, if your company receives $10 cash for rent on St. Charles Avenue, then Cash should be

debited and Rent Revenue from Properties should be credited.  A journal entry is then recorded,

increase Cash with a debit for $10 and increase Rent Revenue from Properties with a credit $10.

(2)  Posting the amount from each part of the journal entry to the proper ledger account.  Use a

T-account for each account.  A Chart of Accounts is available for you to use.  Remember that as the

years go by, the ending amount in each account is carried over as the starting balance for next year.

(3)  Compute all account balances and prepare a trial balance.  A trial balance is a listing of all

accounts with each account's current balance.

(4)  Prepare and record journal entries for end of year adjustments (called adjusting entries). 

Adjusting entries are required for transactions that impact two accounting periods.  A few of the

adjusting entries to be made are for income tax, depreciation and interest.

(5)  Post the amount from each part of the adjusting entry to the proper account.  These get added to

the same T-accounts to which you posted the regular journal entries.

(6)  Update all account balances and prepare another trial balance (the adjusted trial balance).

(7)  Prepare and record journal entries for all accounts that should be closed at the end of the period

(called closing entries).  These get added to the same T-accounts to which you posted the regular and

adjusting entries.

(8)  Post the amount from each part of the closing entry to the proper account.

(9) Update all account balances and prepare a final trial balance (the post-closing trial balance). 
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Chart of Accounts

A chart of accounts is an official listing of all account titles.  You must use this chart of accounts for

your accounting in Real Money.  The official title for each account should be used for all journal

entries and for T-accounts.  All accounts might not be useful to you in your unique experience.

Balance Sheet
Cash
Receivables
Interest Receivable
Prepaid Income Taxes

Notes Receivable
Railroads & Utilities
Land
Houses
Hotels
Accumulated Depreciation
Other Assets

Interest Payable
Taxes Payable
Mortgage Payable
Notes Payable
Other Liabilities

Contributed Capital
Retained Earnings
Income Summary

Income Statement
Rent Revenue from Properties
Rent Revenue from Railroads & Utilities
Salary Revenue
Miscellaneous Revenue
Interest Revenue

Rent Expense
Repairs and Maintenance Expense
Depreciation Expense
Miscellaneous Expenses
Interest Expense
Income Tax Expense

Gains on Disposal of Long-term Assets
Losses on Disposal of Long-term Assets
Gains
Losses 

Note:  You may create any other accounts that you feel are necessary. 
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Accounting for Frequent Situations

1. Receiving $1,500 in cash from the bank before the game starts.  This transaction should be

recorded by each company as:

  Date Accounts Debit Credit
1/1 Cash 1,500

Contributed Capital 1,500
 

2. Buying property or railroad/utility deeds from the bank. The purchase of a deed from a

color group goes to the Land account.  The purchase of a railroad or utility goes to the

Railroads & Utilities account.  Example:  CAR lands on and buys Connecticut Avenue for

$120 during turn 2/7.  CAR prepares the following entry:

  Date Accounts Debit Credit
2/7 Land 120

Cash 120

3. Paying and receiving rent.  If you move to land owned by an opponent (with or without a

house or hotel) or to a utility or a railroad, then the payment should be recorded as Rent

Expense.

If you own land from a color group and an opponent lands on it, then you should record the

amount of value received as Rent Revenue from Properties.  If you own a railroad or utility

and an opponent lands on it, then you should record the amount of value received as Rent

Revenue from Railroads & Utilities.

Example:  During turn 2/11, BOAT lands on Connecticut Avenue which is owned by CAR. 

BOAT pays $8 to CAR.  CAR and BOAT prepare the following entries:

CAR's entry:

  Date Accounts Debit Credit
2/11 Cash 8

Rent Revenue from Properties 8
 

BOAT's entry:

  Date Accounts Debit Credit
2/11 Rent Expense 8

Cash 8
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 4. Passing GO and collecting salary from the bank.  Example: On turn

1/8 CAR passes the GO space and collects $200.

  Date Accounts Debit Credit
1/8 Cash 200

Salary Revenue 200

Note: Some instructors may want to instruct students to use

Contributed Capital instead of Salary Revenue.

5. Chance and Community Chest cards.  Chance and Community Chest are of

three types. First, pay to or collect from the bank (e.g., inheritance).  For these

cards you should record a Miscellaneous Revenue or Miscellaneous Expense. 

Second, collect from or pay to other players $50.  Again, this should be recorded

as a Miscellaneous Revenue or Miscellaneous Expense.  Third, move to

another square and pay rent, buy the property or collect $200 salary. For these,

you should record Rent Expense, Land or Railroads & Utilities, or Salary

Revenue.  The card for income tax refund is a Miscellaneous Revenue and is

not related to income taxes for the game.

 

6. Accounting for Luxury Tax, Income Tax and other locations on the board.  The $75 

luxury tax ($100 in some game versions) should be accounted for as a Miscellaneous

Expense.  When landing on the income tax square (10% of your total assets or $200), your

payment should be recorded as Prepaid Income Tax.  Paying $50 to get out of jail is treated as

a Miscellaneous Expense.  Winning the lottery and collecting the money from Free Parking is

accounted for as a Miscellaneous Revenue.

Accounting for Less Frequent yet Important Situations

Sometimes the correct accounting for certain situations is not obvious.  Here are some hints and

examples to help you out.

1. Receipt of a "Get-out-of-jail" card.  No

Miscellaneous Revenue should be recognized

(recorded) until such time as the card is

eventually used or sold.  At that time, both

Miscellaneous Revenue and Miscellaneous

Expense should also be recognized.  If, for

example, HORSE received a "Get-out-of-jail" for
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free card on 2/6 and exercised it on 2/12, the following entries would be made:

  Date Accounts Debit Credit
2/6 No entry

2/12 Miscellaneous Expense 50
Miscellaneous Revenue 50

Because a "Get-out-of-jail" card is a contingent receivable, its possession and use should be

included in the Notes to the Financial Statements. For example, if DOG Company receives a

"Get-out-of-jail" card on 2/10, and still holds it at the end of year two, then the note for

contingencies and commitments could read:

The Dog Company received a "Get-out-of-jail" card on 2/10.  If the Dog
Company goes to jail in the future, and if it chooses to use the card, then a $50
value will be received.

The "Get-out-of-jail" card should be reported in the Notes to the Financial Statements from

year of acquisition until one year after its use.  For further guidance, refer to the textbook

discussions of executory contracts, contingencies and notes to the financial statements.

 

2. Mortgages.  This section includes paragraphs on taking out mortgages, calculating interest and

paying off mortgages.

Mortgaging properties.  A common method

for borrowing money (from the bank) is to

take out a mortgage on your property (land,

railroad or utility.  Mortgages are not

permitted until any existing hotel or houses

on the property have been sold back to the

bank.  The maximum amount that can be

borrowed is 50% of the stated property value. 

Rent cannot be collected on a property while

it is mortgaged.  The mortgage may be paid

off at any time by paying back the borrowed amount plus interest.

The accounting for a mortgaged property is fairly straight-forward.  The asset is still owned, so

it should to continue to be reported as an asset on the balance sheet.  In addition, a liability has

now been incurred, which goes in the liability section of the balance sheet.  For example, if

Illinois Avenue (list price of $240) is mortgaged on 3/4, the entry is written as:
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  Date Accounts Debit Credit
3/4 Cash 120

Mortgage Payable 120

Interest.  According to the original rules, the bank charges 10% interest for a mortgage

regardless of how long it is outstanding.  In this simulation game the bank charges interest at

the rate of 13% per year (1.0% per turn) rounded to the nearest dollar.  At the end of each year,

an adjusting entry needs to be made for accrued interest.   For example, if CAR borrows $120

for a mortgaged property on turn 3/4, at the end of the year CAR would accrue interest of $9

($120 * 0.01 * 9 = $11).

Paying off mortgages.  The mortgage can be paid off at any time by paying back the borrowed

amount plus accrued interest.  For example, if the preceding mortgage was instead paid back

on 4/2, eleven months of interest would have to be paid back (120 * 0.01 * 11= 13).  This $11

would be divided into the $11 accrued on the 3/13 adjusting entry, and $2 (120 * .01 * 2) being

recorded now for the first time.

  Date Accounts Debit Credit
3/4 Cash 120

Mortgage Payable 120

3/11 Interest Expense 11
Interest Payable 11

4/2 Mortgage Payable 120
Interest Payable 11
Interest Expense 2

Cash 133

Selling or trading away a mortgaged property.  When mortgaged property is transferred to

another company (i.e., bankruptcy or sale), then the mortgage with all accrued interest is

assumed by the acquirer.

 

3. Selling or trading properties from one company to another.  A company may decide to

buy, sell, or trade properties with another.

Cash Sale.  The accounting for a sale by one company and the purchase by anther company is

very straight-forward.  The selling company adds cash, takes the recorded value of the land,

railroad or utility off the books and records a gain or loss on the transaction (the difference

between the amount of cash received and the recorded book value of the asset given up.
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For example, DOG owns New York Avenue (recorded at a cost of $200).  THIMBLE owns the

other two properties and wants to buy it.  The actual transaction on 2/11 is DOG selling New

York to THIMBLE for $500.

Dog’s entry:

  Date Accounts Debit Credit
2/11 Cash 500

Land 200
Gain on Disposal of Long-term Assets 300

Thimble’s entry:

  Date Accounts Debit Credit
2/11 Land 500

Cash 500

Excess recorded property value.  THIMBLE has $300 of excess recorded property value on

New York Avenue.  Excess recorded property value is the difference between the fair value of

the property ($500 in this example) and the board listed value of the property ($200 for New

York Avenue).  Under current GAAP and IFRS, the proper accounting for excess recorded

property value (also called Goodwill) is to write it down if the property ever loses value.

For example, assume that THIMBLE experiences

some bad luck, and by the end of the third year (3/31)

it becomes apparent that no houses or hotels are going

to be built on the orange property group in the near

future.  Hence, in hindsight, THIMBLE paid too much

for New York Avenue.  Since the value of New York

has declined, it is now appropriate to remove the

excess recorded property from the books:

  Date Accounts Debit Credit
2/11 Loss 300

Land 300

Trading properties between companies.  Trading properties is an excellent way to acquire

monopolies.  Both companies should take off the books the recorded book value of land

(and/or railroad/utility) traded away, and add to the books the fair value of land (and/or

railroad/utility) received.  The difference between the fair value received and the book value

given up is recorded as a gain or loss on disposal.  For example, note the entry in CAR's
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managerial diary:

Trade with SHOE a possibility.  I have two Greens (Pacific & NC) & two Reds (KY & IN), SHOE
has one of each (PA & IL).  These groups represent my best chance for achieving a monopoly. 
Because there is little price difference in the houses, I think I prefer the Greens because they get
more rent with houses.  Actual trade with SHOE:  two Reds traded away for one Green (PA), one
Orange (TN, I will now have two Oranges), and one Purple (Baltic, my first).

The total value received is $1,300 [PA, worth $900 (cash I would pay if I had it; or the present
value of future house & hotel rents), TN, worth $300 (it should have appreciated a little), Baltic,
worth $100]

Book value given up is $440 (KY & IN's historical cost).  Accounting gain = 1,300 - 440 = 860.  I
think that the two Reds are probably worth about $1,300, based on potential future earnings. 

CAR's journal entry is:

  Date Accounts Debit Credit
3/4 Land 1,300

Land 440
Gain on Disposal of Long-term Assets 860

(Book values of new land are PA=900, TN = 300, Baltic = 100)

CAR has $740 of excess recorded property value on the three properties ($900 - $320 = $580

for Pennsylvania, $300 - $180 = $120 for Tennessee, and $100-60=$40 for Baltic)  Excess

recorded property value, you may recall, is the difference between the fair value of the property

and the board listed value of the property.  As discussed in the above section for a cash sale of

property, this excess recorded property value must be written down if its value becomes

impaired.

SHOE must take three properties off the books:  Pennsylvania Avenue ($320), Tennessee

Avenue ($180) and Baltic Avenue ($60), $560 in total.  If SHOE values the two acquired Red

properties to be $800 (different companies may estimate different fair values), then SHOE's

journal entry is:

  Date Accounts Debit Credit
3/4 Land 800

Land 560
Gain on Disposal of Long-term Assets 240

(Book values of new land are KY = 400, IN = 400)

SHOE has $360 excess value on the two properties received (800 ! 220 ! 220).

Appraised value of real estate.  The Monopoly game contains no mechanism for determining

the fair market value of property as anything other than the nominal value listed on the game
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board, but knowing the fair market value is necessary for recording the transaction when

property is traded.  Valuation is done separately by each company.  The following rule is

intended only as a guide.  Assume that the market value of land, railroads and utilities

increases by 3% every month (compounded monthly) as long as it is owned.  Rental and

mortgage values are not affected by this change. For example, assume that New York Avenue

was acquired for $200 on 1/9 and was traded on 3/1.  It's market value after 18 months (four

months in year one + thirteen months in year two + one month in year three) to the acquiring

company can be computed as $340 (200 * 1.03^18 = 200 * 1.70243 = 340).

Giving or receiving future considerations when acquiring property.  It is permissible to

give an opponent a future "free ride" or discount if it will facilitate making a trade.  This is

called a contingency (gain for the company receiving it, and loss for the company giving it). 

For further guidance, refer to the textbook chapter on contingencies.

Assume that CAR trades New York Avenue (historical cost = $200) to HORSE for

Connecticut Avenue, Kentucky Avenue, $100, and two free rides on the oranges.  CAR does

not create a monopoly as a result of the trade, but HORSE now has a monopoly on the orange

group.

CAR cannot record a contingent receivable (potential receipt of free rent on Oranges) as an

asset.  Therefore, its accounting gain is understated.  CAR calculates an accounting gain on the

trade of $340:

Fair Market Value received:
    Connecticut Avenue 180 
    Kentucky Avenue 260 
    Cash 100 
Book Value given up:
    New York Avenue (200)
         Gain 340 

CAR's journal entry is:

  Date Accounts Debit Credit
3/4 Land 440

Cash 100
Land 200
Gain on Disposal of Long-term Assets 340

CAR will make no entries the next two times that it lands on HORSE's orange properties. 

Until the contingent receivable is completely realized, all details related to the contingency

(including value received during the year) are disclosed in the notes to the financial statements.
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Under GAAP, HORSE can record a contingent liability as a balance sheet liability with a

description of the arrangement and remaining unused liability in the notes to the financial

statements.  It should not recognize an accounting loss on the acquisition of new property. 

Assume that HORSE estimates that the value of the contingent liability is expected to be $500

for each free ride (resulting from an estimation or guess of what it will receive in the future).  

The total amount, then, that HORSE is paying for the acquired properties is 340 (land) + 100

(cash) + 1,000 (free rent) HORSE's journal entry is:

  Date Accounts Debit Credit
3/4 Land 1,440

Land 340
Cash 100
Other Liability 1000

Horse records the acquisition of New York Avenue as a debit to Land for 1,440.  This includes

excess recorded value of 1,240 (1,440 ! 200).  Remember, all values for recorded land that are

in excess of the list value should be written down if there is an impairment of value.  An

impairment of value in this case would be if Horse fails to build houses/hotels on the oranges

and high rents are never collected.

Later on now, CAR lands on HORSE's orange properties.  On the first occasion (turn 3/9),

HORSE's rent due is $500.  On the second visit (turn 4/2), CAR's rent due is $450.  HORSE

makes these entries:

  Date Accounts Debit Credit
3/9 Other Liability 500

Rent Revenue from Properties 500

4/2 Other Liability 500
Rent Revenue from Properties 450
Land 50

(Land is decreased because it was overstated in the original entry.)

If the rent excused is less than the estimated amount in Other Liability, then the Other Liability

is written down to zero and the recorded value of the land is also written down.

If, on the other hand, the rent excused on 4/2 is $1,000, then rent revenue is limited to the

remaining amount of Other Liability and the following entry is made.

  Date Accounts Debit Credit
4/2 Other Liability 500

Rent Revenue from Properties 500
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4. Accounting for Hotels.

Building hotels.  When a hotel is erected, the four houses already sitting on the property must

be turned back in. Any depreciation recorded for the houses will transfer over to the hotels. 

[Houses and hotels are depreciated over 50 months, including the months of acquisition and

disposition.]  For example, assume that a player erected 12 houses on the Orange property

group on 2/13 (4 houses on each property).  On 2/13, depreciation expense is recorded:

  Date Accounts Debit Credit
2/13 Houses 1,200

Cash 1,200

2/13 Depreciation Expense 12
Accum. Deprec 12

(for one month depreciation (100-50)÷50 = $1/mo* 1 mo * 12 houses = $12)

Assume that on 3/1, hotels are erected on all three properties.  The two part journal entry first

transfers the historical cost of the houses and the accumulated depreciation over to the hotels

account and its accumulated depreciation, and then records the $300 cash purchase as an

addition to the hotels account.

  Date Accounts Debit Credit
3/1 Hotels 1,500

Houses 1,200
Cash 300

Depreciation will henceforth be calculated as if there were 15 houses (a hotel is equivalent to a

fifth house).

Selling houses or hotels to bank.  Existing houses or hotels can be sold back to the bank as

needed.  They cannot be sold to other companies under any circumstances.  The bank only pays

50% of the original board cost.  As a result, you must recognize an accounting loss.  The

amount of accounting loss to be recognized is computed as follows:

Proceeds from sale (50% of stated board value)

Less: Book value (Historical cost less up-to-date accumulated depreciation) 

For example, let us assume that a house on New York Avenue (originally purchased on 2/10

for $100) is sold back to the bank on 3/4.  Monthly depreciation is (100-50)÷50 = $1. 

Assuming that the proper adjusting entry was recorded on 2/13 (debit depreciation expense for
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$4, credit accumulated depreciation for $4), then depreciation expense is brought up-to-date by

recognizing four months of depreciation ($4), and a loss of $42 is recognized (proceeds of $50

less book value of $92 (100-8)).  The two entries to record the sale of the house would be:

  Date Accounts Debit Credit
3/4 Depreciation expense 4

Accum. Deprec. 4
(Four months depreciation $1*4 = $4)

3/4 Cash 50
Accum. Deprec 8
Losses on Disposal of Long-term Assets 42

Houses 100

For further guidance, refer to the textbook discussions of disposal of long-term tangible assets.

5. Bankruptcy.  When a company runs out of cash and property and still owes money to a

company or the bank, that company is considered bankrupt and would be out of the game. 

Financial statements could be prepared as of the date of bankruptcy but would show little of

interest.  For this simulation game, no company is allowed to quit the game.  If a company runs

out of cash and is ready to forfeit remaining property (and, thus, would normally be out of the

game), then (1) the bankrupt company must transfer all properties but one (choice to the

bankrupt company), and (2) the bank will advance to the company as much money (in

multiples of $100), at 26% interest, as he or she needs to keep in the game.

For example, if a poor company (CAR) lands on property with a large rent due ($950), CAR

must first mortgage all properties in an attempt to raise sufficient cash to pay the rent.  Assume

CAR only has $75 on hand and two unmortgaged properties (Park Place and Boardwalk). 

CAR must first mortgage its properties:

  Date Accounts Debit Credit
3/7 Cash 375

Mortgage Payable 375

CAR is still deficient, and has no recourse but to declare bankruptcy.  When an insufficient

amount of cash is raised, the bankrupt company must transfer all property but one (choice to

the bankrupt company) to the landlord demanding rent.  If CAR decides to keep Park Place and

transfer Boardwalk, the property should be written off the books in the following manner, and

rent paid.

© 2003, 2008, 2014 by David Albrecht,  All rights reserved. 26



  Date Accounts Debit Credit
3/7 Loss on Disposal of Long-term Asset 200

Mortgage Payable 200
Land 400

Rent Expense 450
Cash 450

The landlord also assumes any accrued interest on the loan.  The landlord makes the following

entries:

  Date Accounts Debit Credit
3/7 Cash 450

Rent Revenue from Properties 450

Land 200
Mortgage Payable 200

The bankrupt company, CAR, then continues to play the game.  It may borrow sufficient funds

from the bank (in $100 increments at 26% interest) at any time to continue in the game (for

example, to pay rent).  The bankrupt company may use the borrowed funds to unmortgage

his/her sole piece of property, but is not allowed to build a house on it or to buy or trade for

any additional piece of property.  All Chance and Community Chest cards apply except that no

additional property may be purchased. 

If the mortgage is paid off with borrowed money, rent revenue can be collected.

Accounting Adjustments at the End of Each Year

Prepare and post the following year-end adjusting entries [Please disclose all computations when

handing in the material]:

1. Cash over or short.  Sometimes, the amount of cash actually on hand

(on cash memo) is different from the amount of cash in the balance

sheet account for cash.  The correct number is the amount of cash

actually on hand, as that has been counted and verified by an

opponent.  If the source of the discrepancy cannot be found, the cash

account on the balance sheet needs to be adjusted.  If your cash

account balance is less than it should be, make an adjustment in which

you debit cash and increase miscellaneous revenue.  Conversely, if

your cash account balance is more than it should be, make an
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adjustment in which you decrease cash and increase miscellaneous expense.

2. Salary:  Accrue unpaid salary for every full side of the board that you are past "Go."  For

example, if you are on the side of the board just past "Go," accrue no salary but if you are on

the side with Boardwalk, accrue 75% ($150).

  Date Accounts Debit Credit
1/13 Receivables 150

Salary Revenue 150

Now, if you pass Go on turn 2/1, the entry to record receipt of $200 is:

  Date Accounts Debit Credit
2/1 Cash 250

Salary Revenue (for year 2) 50
Receivables 150

If you end on this side of board, you should accrue:
1st side $0
2nd side $50
3rd side $100
4th side $150

3. Interest:  If any properties are mortgaged, accrue interest at 13% / year for the number of turns

that the money has been borrowed.  For example, if $200 was borrowed on turn 1/10, accrue

$200 x 13% x 3/13 for the first year.

If bank loans are outstanding, accrue interest at 26% / year.

 

4. Depreciation:  Assume that all houses and hotels have an expected useful life of nearly four

years (50 months).  Depreciation should be recorded for the total number of months that a

house or hotel is owned, including the month of construction and the month of disposition. 

Don't forget the estimated salvage value (potential proceeds from 50% sell-back).  For

example, the monthly depreciation on Baltic Avenue is ($50 - $25) / 50 = $0.50.  If a house is

erected on turn 3/8, then six months of depreciation (8, 9, 10, 11, 12, 13) is to be recognized

for the year, a total of $3.

5. Write down of excess recorded property value:  Excess recorded property value is the

difference between the fair value of the property and the board listed value of the property.  If

the owner of the property does not build houses/hotels on the properties of the group, then

anticipated high rents probably will never be realized and the property must be written down. 
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For example, if excess recorded property value is initially $300 and must be written down to

zero at the end of year three, then entry is:

  Date Accounts Debit Credit
3/13 Losses 300

Land 300

6. Adjustment for Income Tax.  Each year, all companies are levied a tax on the income for that

year.  During the accounting cycle when adjustments are made, income tax expense is

computed and recorded, but not paid.  The payment (made to the bank, not Free Parking) takes

place on turn four (April) of the next year.

In Real Money, the fourth square past GO has a special meaning.  The

square's instruction is for the company to pay either (1) $200 or (2) 10% of

its total assets (both cash on hand and the value of all property).  These tax

payments (usually $200) are added to the lottery jackpot and should be

considered as prepaid income tax, a current asset.

The first step in preparing the income tax adjustment is to compute the amount of tax owed. 

The Real Money procedure is for taxes to be paid on the amount of pre-tax income from the

income statement.  Pre-tax income is all revenues less all expenses.  All the other adjustments

(salary, depreciation, etc.)  should already be included.

The amount of tax owed is computed by taking the amount of pre-tax income times the tax

rate, according to the following schedule:

If a company reports $500 of accounting pre-tax income, the amount of taxes due would be

$500 * .1 = $50.  If a company reports $1,400 of accounting pre-tax income, the amount of

taxes due would be ($1,000 * .1 = $100) + ($400 * .2) = $100 + $80 = $180.  If a company

reports accounting pre-tax income of $2,600, the amount of taxes due would be ($1,000 * .1 =

$100) + ($1,000 * .2 = $200) + ($600 * .3) = $480.

Accounting pre-tax income Tax rate
$0 to $1,000 10%
$1,001 to $2,000 20% on income above $1,000 plus $100
$2,001 to $3,000 30% on income above $2,000 plus $300
above $3,000 40% on income above $3,000 plus $600
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The second step is to make the adjustment to the accounts.  Assume that a company has pre-tax

income in year two of $2,600 and the amount of taxes due is $480.  The 2/13 adjustment is to

debit Income Tax Expense and credit Income Tax Payable, both for $480.

The third step is to actually pay the amount of tax.  Taxes are not paid until 3/4.  The entry in

the year three accounts is to debit Income Tax Payable and credit Cash.  Tax payments are

paid directly to the bank, not to Free Parking.

When there is prepaid income tax:  The preceding section explains the accounting for when

there is no prepaid tax from landing on the income tax square.  If you did, then steps two and

three change.

When the balance in prepaid income tax exceeds the amount of income tax expense, a refund

is due the company. This refund is received directly from the bank and not Free Parking.  Tax

refunds are during April (turn four) of the next year.

For example, assume that a company landed on the income tax square and prepaid income tax

of $200 (the entry was to debit prepaid income tax, a current asset) on 3/6.  On 3/13, income

tax expense is computed as $120.  Because $200 has been prepaid, no additional payment is

required now. This overpayment of $80 means a refund is due from the bank at turn 4/4.  The

entry to record the income tax adjustment is to debit Income Tax Expense for $120, debit

(increase) Receivables for $80, and credit Prepaid Income tax for $200.  On turn 4/4 when the

$80 refund is received from the bank, debit cash and credit receivables.

When the balance in prepaid income tax is less than the amount of income tax expense,

additional taxes must be paid to the bank on turn four of the next year.  For example, assume

that a company landed on the income tax square and prepaid income tax of $200 on 3/6.  On

3/13, income tax expense is computed as $330.  Because $200 has been paid already, only

$130 remains to be paid, due on turn 4/4.  The year three adjustment on turn 3/13 is to debit

Income Tax Expense for $330, credit Income Tax Payable for $130, and credit (decrease)

Prepaid Income Tax for $200.  On turn 4/4, the company pays only $130 to the bank.

Net Operating Loss.  If a company has income in early years and a loss in later years, taxes

paid in early years are refunded in the later years, with the taxes from the earliest year taken

first.  This is called a net operating loss carry-back/carry-forward.  The tax refund may not be

larger than total taxes paid in earlier years.  For example, assume that a company reported

pre-tax earnings of $960 in year one and $1,100 in year two.  Accordingly, taxes of $96 and

$120 were paid on 2/4 and 3/4, respectively.  Now, if this company reported a pre-tax loss of
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$2,500 in year three, it may apply $960 of the loss against year one earnings and receive a

refund of $96.  The remaining operating loss of $1,540 ($2,500 - 960) can then be applied

against year two earnings to receive an additional refund of $120.  The adjustment for this

would be to debit Receivable for 216 and credit (decrease) Income Tax Expense.  On turn 4/4,

$216 is received from the bank and the entry is to debit cash and credit Receivables.

The residual net operating loss of $440 ($1,540 - $1,100) is reserved for later use.  Operating

losses cease to exist in case of bankruptcy.
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Example of the Accounting Cycle

Recently, a game of Monopoly® was played by four contestants.  The companies in the game were
CAR, THIMBLE, SHOE and HAT.  Here is the accounting work for SHOE as it walked to a nice
profit by the end of year one.

Manager's Diary
1/1 Roll 5.  Moved to Reading Railroad.  Bought it for $200 [Decision rule:  buy all unowned

property].  [Cash:  $1,500 - $200 = $1,300]
 
½ Roll 8.  Moved to States Avenue.  Bought it for $140 [Decision rule:  buy all unowned

property].  [Cash:  $1,300 - $140 = $1,160]
 
1/3 Roll 7.  Moved to Free Parking.  Collected $565.  [Cash:  $1,160 + $565 = $1,725]
 
1/4 Roll 8.  Moved to Water Works.  Bought it for $150 [Decision rule:  buy all unowned

property].  [Cash:  $1,725 - $150 = $1,575]
 
1/5 Roll 9.  Moved to Chance (fourth side of board).  Advanced to Illinois Avenue.  Passed Go,

collected $200. Bought it for $240 [Decision rule:  buy all unowned property].  [Cash:  $1,575
+ $200 - $240 = $1,535]

 
1/6 Roll 8.  Moved to Chance (fourth side of board).  Received "Get-out-of-jail-free" card.  [Cash: 

$1,535 + 0 = $1,535]
 
1/7 Roll 7.  Moved to Baltic.  Pay $4 rent to THIMBLE.  Collected $200 for passing Go.  [Cash: 

$1,535 - $4 + 200 = $1,731]
 
1/8 Roll 6.  Moved to Connecticut.  Bought it for $120 [Decision rule:  buy all unowned property]. 

Collected $20 rent from HAT on Illinois.  [Cash:  $1,731 - $120 + $20 = $1,631]
 
1/9 Roll 6 (doubles).  Moved to Pennsylvania Railroad.  Bought it for $200 [Decision rule:  buy all

unowned property].  Roll 3.  Moved to Tennessee Avenue.  Paid rent of $14 to HAT.  [Cash: 
$1,631 - $200 - $14 = $1,417]

 
1/10 Roll 12.  Went to jail.  [Cash:  $1,417 + 0 = $1,417]
 
1/11 Used "Get-out-of-jail-free" card to get out of jail.  Roll 6.  Moved to St. James. Paid $14 rent

to CAR.  [Cash:  $1,417 - $14 = $1,403]
 
1/12 Roll 9.  Moved to B&O Railroad.  Paid $25 rent to THIMBLE.  Collected $50 rent revenue

from RR & utilities from HAT on Pennsylvania Railroad.  [Cash:  $1,403 - $25 + $50 =
$1,428]
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1/13 Roll 6 (doubles).  Moved to Pacific.  Bought it for $300 [Decision rule:  buy all unowned
property].  Roll 6.  Moved to Park Place, ooh la la!  Bought it for $350 [Decision rule:  buy all
unowned property].  [Cash:  $1,428 - $300 - $350 = $778]

Journal Entries

Transaction entries
1/1 Cash 1,500  

              Contributed Capital 1,500

  1/1 Railroads & Utilities 200  
              Cash   200

  1/2 Land 140  
              Cash   140

  1/3 Cash 565  
              Miscellaneous Revenue   565

  1/4 Railroads & Utilities 150  
              Cash   150

  1/5 Cash 200  
              Salary Revenue   200

  1/5 Land 240  
              Cash   240

  1/7 Cash 200  
              Salary Revenue   200

  1/7 Rent Expense 4  
              Cash   4

  1/8 Land 120  
              Cash   120

  1/8 Cash 20  
              Rent Revenue from Properties   20

  1/9 Railroads & Utilities 200  
              Cash   200

  1/9 Rent Expense 14  
              Cash   14
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  1/11 Miscellaneous Expense 50  
              Miscellaneous Revenue   50

  1/11 Rent Expense 14  
              Cash   14

  1/12 Rent Expense 25  
              Cash   25

  1/12 Cash 50  
              Rent Revenue from Railroads & Utilities   50

  1/13 Land 300  
              Cash   300

  1/13 Land 350  
              Cash   350

 Adjusting entries 
1/13 Receivables 150  

              Salary Revenue   150

  1/13 Income Tax Expense 126  
              Income Tax Payable   126

Closing entries
  1/13 Rent Revenue from Properties 20  
    Rent Revenue from RR & Util 50  
    Salary Revenue 550  
    Miscellaneous Revenue 615  
              Retained Earnings   1,235

  1/13 Retained Earnings 233  
              Rent Expense   57
              Miscellaneous Expense   50
              Income Tax Expense   126
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Posting to T-accounts

                                                   
         Cash                Receivables           RR & Utilities             Land
     -------------          -------------          -------------          -------------
 1/0   1500| 200  1/1    1/13  150|             1/1   200|             ½   140|
 1/3    565| 140  1/5        -----|-----        1/4   150|             1/5   240|
           | 150  1/4          150|             1/9   200|             1/8   120|
 1/5    200| 240  1/5             |                 -----|-----        1/13  300|
 1/7    200|   4  1/7             |                   550|             1/13  350|
 1/8     20| 120  1/8             |                      |                 -----|-----
           | 200  1/9             |                      |                  1150|
           |  14  1/9             |                      |                      |
           |  14  1/11
 1/12    50|  25  1/12
           | 300  1/13
           | 350  1/13
      -----|-----
        778|
           |

       Income Tax            Contributed             Retained
        Payable                Capital               Earnings
     -------------          -------------          -------------
           | 113  1/13            |1500  1/0   1/13   233| 1235 1/13
      -----|-----            -----|-----            -----|-----
           | 113                  |1500                  | 1002
           |                      |                      |
           |                      |                      |

      Rent Revenue           Rent Revenue                                  Miscellaneous
    From Properties         From RR & Util         Salary Revenue            Revenue
     -------------          -------------          -------------          -------------
           |  20  1/8             |  50  1/12            |  200 1/5             |  565 1/3
      -----|-----            -----|-----                 |  200 1/7             |   50 1/11
           |  20                  |  50             -----|-----            -----|-----
 1/13    20|            1/13    50|                      |  400                 |  615
      -----|-----            -----|-----                 |  150 1/13   1/13  615|
           |   0                  |   0             -----|-----            -----|-----
           |                      |                      |  550                 |    0
           |                      |             1/13  550|                      |
           |                      |                 -----|-----                 |
           |                      |                      |    0                 |

                            Miscellaneous           Income Tax
     Rent Expense              Expense                Expense
     -------------          -------------          -------------
 1/7      4|            1/11    50|            1/13   126|
 1/9     14|                 -----|-----            -----|-----
 1/11    14|                    50|                   126|
 1/12    25|                      |  50 1/13             | 126  1/13
      -----|-----            -----|-----            -----|-----
         57|                     0|                     0|
           |  57 1/13             |                      |
      -----|-----                 |                      |
          0|                      |                      |

T
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Trial Balances

                                     Unadjusted       Adjusted     Post-Closing
                                      Dr   Cr         Dr   Cr         Dr   Cr
    ---------------------------------------------------------------------------
    Cash                              778|            778|            778|
    Receivables                         0|            150|            150|
    Railroads & Utilities             550|            550|            550|
    Land                             1150|           1150|           1150|
    Income Tax Payable                   |    0          |  126          |  126
    Contributed Capital                  | 1500          | 1500          | 1500
    Retained Earnings                    |    0          |    0          | 1002
    Rent Revenue from Properties                         |   20          |   20          |    0
    Rent Revenue from RR & Util          |   50          |   50          |    0
    Salary Revenue                       |  400          |  550          |    0
    Miscellaneous Revenue                |  615          |  615          |    0
    Rent Expense                       57|             57|              0|
    Miscellaneous Expense              50|             50|              0|
    Income Tax Expense                  0|            126|              0|
    ---------------------------------------------------------------------------
      Totals                         2585| 2585      2861| 2861      2628| 2628

Financial Statements

These sample statements include accounts with zero balances, just so you can see proper
placement.  When you prepare your financial statements, you can omit items with a zero balance.

Shoe
Income Statement for Year One

Rent Revenue from Properties $20 
Rent Revenue from Railroads & Utilities      50 
     Total Rental Revenue 70 
Rent Expense 57 
Repair and Maintenance Expense        0 

     Net Rental Income (Loss)  13 
Salary Revenue 550 
Miscellaneous Revenue    615 

Total Revenues & Net Rental Income 1,178 
Depreciation Expense 0 
Miscellaneous Expenses      50 

     Operating Income 1,128 
Interest Revenue 0 
Interest Expense 0 
Gains on Disposal of Property/Buildings 0 
Losses on Disposal of Property/Buildings        0 
                0 

     Pre-tax Income 1,128 
Income Tax Expense (Refund)         126 

     Net Income  1,002 
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Shoe
Balance Sheet at end of Year One

Current Assets   
     Cash $778 
     Receivables      150 
     Total Current Assets 928 

Noncurrent Assets    
    Notes Receivable 0 
    Railroads & Utilities 550 

     Land   1,150 
     Houses (Net) 0 
     Hotels (Net)          0 

    Total Noncurrent Assets   1,700 
     Total Assets  2,628 
     

Liabilities 
    Interest Payable   0 
    Taxes Payable   126 
    Mortgage Payable  0 

     Notes Payable                  0 
     Total Liabilities  126 

Owner's Equity 
    Contributed Capital    1,500 

     Retained Earnings     1,002 
    Total Owner's Equity    2,502 
    Total Liabilities and Owner's Equity  2,628 
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Shoe
Statement of Cash Flows for Year One

Cash Flows from Operating Activities  
     Received from passing Go   + $400 

    Received from rentals + 70 
    Received from miscellaneous + 565 

     Paid for rentals      ! 57 
    Total Cash Flows from Operating Activities  + 978 
Cash Flows from Investing Activities
     Paid for purchase of land  - 1,150 
     Paid for purchase of railroads and utilities       - 550 
     Total Cash Flows from Investing Activities  - 1,700 
Cash Flows from Financing Activities  
     Initial capital  + 1,500 

     Total Cash Flows from Financing Activities  + 1,500 
Net Change in Cash       + 778 
Beginning Cash        + 0 
Ending Cash $778 

Shoe
Statement of Changes in Stockholders Equity

Beginning contributed capital $0 
 + New capital received    + 1,500 

Ending contributed capital $1,500 

Beginning retained earnings $0 
+ Net income   +1,002 
Ending retained earnings  + $1,002 

A more complete set of financial statements appears in the section of instructions for the annual
report.
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