Accounting 351/351COM, Spring Semester 2010
Case 1: (Prepared by Dr. Heidemarie Lundblad)

Windsor Grey Star Farms 

Karen Kong exhaled deeply.  She loved her job as Windsor Grey Star Farm’s (Windsor) Chief Accountant, it enabled her to use the significant experience she had gained in several years as an audit senior at one of the “Final Four” accounting firms in a job that catered to her life-long love of horses.  Windsor is a major racing and breeding stable, located in the beautiful Kentucky blue grass country. Jamie Nesmith, the founder and managing director of Windsor had hired Karen to convert Windsor from the cash to the accrual basis of accounting. In recent weeks she had been working hard and had managed to convert most of Windsor’s accounting records so they are in conformity with GAAP. 
 However, several issues, unique to the horse racing and breeding industry, still needed to be addressed.  They relate to stud fees, issues related to Windsor’s ownership share in the stallion Atoka; and to a very special foal.  
Stud Fees: 
Windsor currently has two stallions at stud.  Stud fees vary significantly, depending on a stallion’s bloodlines, racing history and the racing history of his progeny. Karen carefully reviewed a draft Stallion Breeding Contract (Appendix A).  The contract language was pretty clear she thought, specifying who was expected to do what and when money would be received.  Just to be sure of her facts, she checked some horse reference works and made a note of the following definitions and facts:

· “Live foal”:  This means that the newborn foal is standing and nursing. 
· The average gestation period for horses (time from conception to birth) is 336 days, however, it may range from 310 to 370 days (Ensminger, p. 161) 

· Under optimum conditions 66% of mares bred will produce a live foal.  

Windsor’s Share in the Stallion Atoka:
Windsor had recently purchased five shares in a racing syndicate
 for a total of Nine Hundred Seventy Seven Thousand, Five hundred Dollars, ($977,500.00). The syndicate had been formed by Mr. Leslie Calloway of Thriftmore Farm for the purpose of acquiring and racing the famous stallion Atoka.  The thoroughbred stallion was acquired for Six Million, Two Hundred and Fifty-Six Thousand, Dollars, ($6,256,000.00) from the estate of its original owners.  It has shown extreme promise as a yearling and is expected to perform exceptionally well in future races. Since his bloodlines include the legendary Man O’ War as well as Seattle Slough, it is also expected to prove extremely profitable for the syndicate owners once it has been retired from racing when it will provide stud services.  

Although Karen had made sure that the investment was recorded properly, she decided to carefully review the syndication agreement (Appendix A) one more time just to be on the safe side. Her attention was drawn to item 6: 
“Furthermore, owners of shares shall pay all charges, costs and expenses incurred in connection with either the pensioning
 from the stud and/or the eventual disposal of said stallion in the proportion that their respective shares bear to the whole number of shares.”
Karen reflected that if Atoka should live as long and become as popular as the beloved Man O’ War, pensioning costs could become quite significant.  

The Filly “COMES HITHER”:

Windsor has had a long relationship with and has sold horses to the stables of Her Majesty, Queen Elizabeth II.  Mr. Nesmith is so proud of the fact that he has been able to provide several horses over the years that met the requirements for becoming part of the famous “Windsor Greys”, that he named the farm after them.   Among the current crop of foals is at least one filly (“COMES HITHER”) that appears to meet all the requirements for joining the Windsor Greys.
  Mr. Nesmith is certain that he can sell the filly to the Royal stable at Windsor for $100,000.  

Mr. Nesmith has read someplace that in certain situations it is possible to recognize revenue before the actual sale has occurred and he believes that the sale of COME HITHER falls into this category.  

The sun was setting and Karen took a last longing look at the horses in the paddock, wishing she could spend some time riding a horse, rather than having to research and explain accounting rules to Mr. Nesmith.  However, “duty before pleasure”, she sighed. It looked like she needed to spend another weekend digging through accounting rules, because she knew from experience that she could not simply tell Mr. Nesmith what GAAP required, but that her statements had to be supported with carefully researched evidence from the authoritative literature.   

Appendix A
STALLION BREEDING CONTRACT

(To be executed in duplicate for each mare; one copy to be retained by each party)

This Contract for the breeding season of ______ made and entered into by and between

(year)
_______________________________________
_______________________________________


(owner of stallion)
(address)
hereinafter designated Stallion Owner, and
_______________________________________
_______________________________________


(owner of mare)
(address)
hereinafter designated Mare Owner.
This contract covers ____________________
The stallion, _________________________________, whose service fee is $
_________________________

(name of stallion)
$ _____________ of which is paid with this contract, and the balance of

$ _____________ will be paid before the mare leaves ________________________________


(name of farm or ranch)
and
The mare, _______________________________, Reg. No. __________________ by 
_________________________

(sire)
out of ________________________ age ________.color __________________

(dam)
I. The Mare Owner agrees that—
Upon arrival, the mare will (a) be halter-broken, (b) have the hind shoes removed, and (c) be accompanied by a health certificate signed by a veterinarian, certifying that she is healthy and in sound breeding condition.

Stallion Owner will not be responsible for accident, disease, or death to the mare or to her foal (if she has a foal).

Stallion Owner may, at his/her discretion, have his/her veterinarian (a) check and treat the mare for breeding condition or diseases, and (b) treat her for parasites if needed; with the expenses of such services charged to Mare Owner's account and paid when the mare leaves the farm or ranch.

Mare Owner will pay the following board on his/her mare at the time the mare leaves the farm or ranch: Feed and facilities $ ___________/day.

Should the mare prove barren, or should the foal die at birth, s/he will send notice of same, signed by a licensed veterinarian, within five days of such barren determination or death.

Should Mare Owner fail to deliver the above mare to Stallion Owner's premises on or before ________________.


(date)

Stallion Owner shall be under no further obligation with respect to any matter herein set forth.

This contract shall not be assigned or transferred. In the event the mare is sold, any remaining unpaid fee shall immediately become due and payable and no refund shall be due anyone under any circumstances.

II. The Stallion Owner agrees that—
S/he will provide suitable facilities for the mare and feed and care for her in a good and husband like manner.

Mare owner will not be responsible for any disease, accident, or injury to Stallion Owner's horses.

A live foal is guaranteed—meaning a foal that can stand up alone and nurse.

III. The Stallion Owner and Mare Owner mutually agree that—
This contract is not valid unless completed in full.

Should the above-named stallion die or become unfit for service, or should the above-named mare die or become unfit to breed, this contract shall become null and void and money paid as part of this contract shall be refunded to Mare Owner.

Should the mare prove barren, or should the foal die at birth, with certification of same provided to Stallion Owner within the time specified, Stallion Owner has the option either to (a) rebreed the mare the following year, or (b) refund the $ _____________ portion of the breeding fee, thereby canceling this entire contract.

The mare will not receive more than ____________ covers during the breeding season; and she will not be

(no.)
bred before ___________ 
19______
(date)
or after ___________ 
19_____
(date)
____________________ 
______________________________________ 
___________________________


(date)
(signature; Mare Owner or Rep.)
(address)
____________________ 
______________________________________ 
___________________________


(date)
(signature; Stallion Owner or Rep.)
(address)
Source:  M.E. Ensminger, B.S., M.A., Ph.D. Horses and Horsemanship (Animal Agriculture Series), Fifth Edition, The Interstate Printer & Publishers, Inc., Danville, Illinois, 1977.  p. 446.

Appendix B
SYNDICATION AGREEMENT for Thoroughbred stallion, Atoka 

THIS AGREEMENT, made as of December 15, 2009, between the several persons whose names and addresses are set out in the Schedule hereto attached as the original Subscribers, and being referred to collectively as "the Shareholders."

WITNESSETH:

WHEREAS, Leslie Calloway II, Thriftmore Farm, Ironworks Pike, Lexington, Kentucky, has purchased the Thoroughbred horse ATOKA (born 2008), by KANTOKA-MAJOR, by JAMESTOWN from the Estate of William Woodwind, Jr. and has formed a Syndicate to acquire the ownership thereof upon the following terms and conditions:

1. The ownership of ATOKA shall be divided into thirty-two (32) shares, and the purchasers of said thirty-two (32) shares have paid the total purchase price of Six Million, Two Hundred and Fifty-Six Thousand, Dollars, ($6,256,000.00), or the sum of One Hundred Ninety-Five Thousand, Five Hundred Dollars, ($195,500.00) per share.

2. Each of the thirty-two (32) shares shall be on an equal basis with the others and shall be indivisible, and only a full share shall have any of the rights hereunder; provided, however, that there is expressly reserved, and the within sale is made subject to one (1) free nomination to ATOKA each year during his life for each of the following named persons, their heirs and assigns: James W. Hanes, 460 Park Avenue, New York City, Ludmilla X. Radzivill, 48 Wall Street, New York City, and Leslie Calloway II, Thriftmore Farm, Lexington, Kentucky.

3. ATOKA shall be returned to training as soon as practicable and shall race under the personal management and supervision of a Committee consisting of James W. Hanes, Ludmilla X. Radzivill, and Leslie Calloway II, as agents for the shareholders. The Committee shall have full charge of and complete control over the future racing career of ATOKA, including but not limited to (a) the employment of a trainer, (b) the selection of tracks at which he will be trained and raced, (c) the races to which he will be nominated and in which he will be actually started, (d) the selection and employment of a jockey or jockeys, (e) the name and colors under which he will be raced, and (f) how long ATOKA shall race and when he shall be retired from racing, and the actions, decisions and judgments of the Committee with respect to any and all of the foregoing matters shall be final, conclusive and binding upon all of the Shareholders and shall not give rise to any liability upon the Committee or the individual members thereof so long as they act in good faith.  

4. All expenses incurred by the Committee in training and racing ATOKA shall be paid by the Shareholders in proportion to the number of shares owned by each of them, and the earnings of ATOKA shall likewise be divided amongst the Shareholders proportionately. The Committee shall furnish each Shareholder periodically with a statement showing the expenses and earnings.

The Committee is authorized to execute such leases or other instruments as may be required under the rules of The Jockey Club and/or the various Racing Commissions and other governmental bodies having jurisdiction of the premises to qualify ATOKA to race.

If a member of the Committee should die, resign or be unable to serve for any reason, then the remaining members of the Committee shall select his successor from amongst the Shareholders.

5. Upon retirement to the stud, ATOKA shall stand and shall be kept and maintained at Thriftmore Farm, Ironworks Pike, in Fayette County, Kentucky, under the sole personal management and supervision of Leslie Calloway II, and he shall be entitled to charge and receive the prevailing rates for stallion keep. Leslie Calloway II shall have complete charge of advertising the stallion and shall have the authority to select a veterinarian. Owners of shares shall pay all charges, costs and expenses incurred in connection with said stallion in the proportion that their respective shares bear to the whole number of shares. 

6. Furthermore, owners of shares shall pay all charges, costs and expenses incurred in connection with either the pensioning from the stud and/or the eventual disposal of said stallion in the proportion that their respective shares bear to the whole number of shares.

7. Each Shareholder in each breeding season shall be entitled to one (1) free nomination to said stallion for each share owned by him, subject to the payment of his share of the Syndicate expenses and the provisions of Paragraph 6; provided, however, that in ATOKA'S first full season in the stud he shall be limited to a book of twenty-five (25) mares, and the owners of the thirty-two (32) nomination shall be determined by lot at a drawing to be held at such time and place as the aforesaid Committee may determine, and notice of which shall be sent by registered mail or by telegram to each Shareholder at least five (5) days prior thereto. Each share and each free nomination shall be regarded as if it were the subject of separate ownership and shall be on an equal basis, the one with the other.

Thereafter, if the veterinarian attending said stallion and the Syndicate Manager, Leslie Calloway II, shall certify that in their opinion ATOKA'S book may be increased without injury to him, then additional yearly nominations may be sold by the Syndicate Manager at the regular stud fee and the yearly proceeds thereof shall be divided among the Shareholders in proportion to the number of shares owned by each.

Each mare bred to ATOKA must be in sound breeding condition and free from infection or disease, and no mare shall be covered more than six (6) times in any breeding season.

8. If Leslie Calloway II, with the advice and approval of the veterinarian, shall determine that ATOKA shall be bred to less than thirty-five (35) mares in any stud season, then the Shareholders and those persons holding the three (3) free nominations in each year (as provided in Paragraph 2 herein) who collectively shall be entitled to such reduced number of nominations shall be determined by lot, and any Shareholder or holder of said free nominations who has suffered by reason of the drawing of lots in any season shall not be submitted to the risk of drawing in any subsequent season unless and until all cither Shareholders and holders of said free nominations, have suffered as the result thereof; and for the purpose of this clause each share and free nomination shall be .regarded as if it were the subject of separate ownership and shall be on an equal basis, the one with the other. Notice of the decision to reduce ATOKA'S book to less than thirty-five (35) nominations and of the time and place of the drawing shall be sent by the Syndicate Manager to each Shareholder and holder of a free nomination by registered mail or by telegram at least five (5) days prior to said drawing.

9. Leslie Calloway II shall employ the usual care customarily employed in Fayette County, Kentucky, in the management of ATOKA, but shall not be responsible for any injury, disease or death of said stallion, nor for any injury, disease or death of any mare resulting from breeding or attempted breeding to said stallion.

10. Leslie Calloway II shall have and is hereby granted the right and option to purchase any share or shares which any owner desires to sell, and such owner shall first offer the same to Leslie Calloway II with the price requested for the same. If Leslie Calloway II is unwilling to pay the price requested by the owner, then such owner may secure a written offer elsewhere for such share or shares, and if the owner is willing to accept such written offer he shall present the same to Leslie Calloway II, who shall have the right to purchase, within forty-eight hours thereafter, such share or shares for the price so offered in writing and which the owner was willing to accept. In the event Leslie Calloway II fails to purchase such share or shares within the time specified, then such owner may accept such written offer. This option shall apply in the same manner and under the same conditions to such share or shares in the new ownership. This option shall apply to and have priority over any hypothecation, distraint or other alienation of said share or shares or any interest therein, and any and all transfers of any share or shares are expressly subject to said option.

11. All notices required hereunder shall be effective and binding if sent by prepaid registered mail, telegram, cable, or delivered in person to the address of the respective Shareholders set out in the Schedule attached or such address as shall hereafter be designated in writing to the Syndicate Manager.

12. The Shareholders accept delivery of ATOKA without examination as to his fertility and breeding soundness, as no veterinary examination with reference thereto has been made or will be made prior to his retirement from racing.

13. The undersigned hereby subscribes for one share in the Syndicate for the total sum of $ One Hundred Ninety-Five Thousand, Five Hundred Dollars, ($195,500.00), payable in cash upon the execution of this Agreement, and in consideration thereof Leslie Calloway II has sold and conveyed one Share to undersigned, subject to all of the terms and conditions herein.

This Agreement may be executed in several counterparts, and when executed by the Shareholders the several counterparts shall constitute the agreement between the parties as if all signatures were appended to one original installment.

WITNESS the hand of the undersigned as of the day and date first above written.

                                                                                       Jamie Nesmith

Name

                                                                                             Windsor Grey Star Farms

1200 Pike Lane, Lexington Kentucky

Address

Approved:

_______________________________________________________

Syndicate Manager

�  Syndication refers to the sale of shares in a horse, usually a stallion, to a number of owners.  It is similar to the sale of stock in a corporation.  


� “Pensioning” - retirement


� The famous Windsor Greys are not any specific breed but are selected for their appearance and temperament. Eight Windsor Greys harnessed in pairs drew the magnificent Gold State Coach at the Queen's Coronation and other ceremonial events, such as the Royal Wedding. They also draw the Royal carriage at Ascot Races each year. 








� This syndication agreement is adapted from the syndication agreement for the stallion Nashua: source: M.E. Ensminger, B.S., M.A., Ph.D. Horses and Horsemanship (Animal Agriculture Series), Fifth Edition. The Interstate Printer & Publishers, Inc., Danville, Illinois, 1977.  pp. 444-445.








