
exercises

Exercise 7-1

Trade and cash discounts; the gross method and the net method compared

( LO3

CCM Corporation, a manufacturer of furnaces, sold 200 units to a customer on April 6, 2009.  The units have a list price of $800 each, but the customer was given a 20% trade discount.  The terms of the sale were 1/10, n30.

Required:

1.
Prepare the journal entries to record the sale on April 6 (ignore cost of goods) and payment on April 16, 2009, assuming that the gross method of accounting for cash discounts is used.

2.
Prepare the journal entries to record the sale on April 6 (ignore cost of goods) and payment on May 6, 2009, assuming that the gross method of accounting for cash discounts is used.

3.
Repeat requirements 1. and 2. assuming that the net method of accounting for cash discounts is used.

Exercise 7-2

Uncollectible accounts; allowance method; balance sheet approach


( LO5 LO6
The Gadzooks Chip Company offers credit terms to its customers.  At the end of 2009, accounts receivable totaled $2,223,000.  The allowance method is used to account for uncollectible accounts.  The allowance for uncollectible accounts had a credit balance of $68,000 at the beginning of 2009 and $46,200 in receivables was written off during the year as uncollectible.  No previously written off receivables were collected.  The company estimates bad debts by applying a percentage of 3% to accounts receivable at the end of the year.

Required:

1.
Prepare journal entries to record the write-off of receivables and the year-end adjusting entry for bad debt expense.

2.
How would accounts receivable be shown in the 2009 year-end balance sheet?

Exercise 7-3

Noninterest-bearing note receivable


( LO7
On March 31, 2009, the Applix Corporation sold some merchandise to a customer for $80,000 and agreed to accept as payment a noninterest-bearing note with a 6% discount rate requiring the payment of $80,000 on March 31, 2010.

Required:
1.
Prepare journal entries to record the sale of merchandise (omit any entry that might be required for the cost of the goods sold), the December 31, 2009 interest accrual, and the March 31 collection.

2.
What is the effective interest rate on the note?

Exercise 7-4

Factoring of accounts receivable without recourse


( LO8
The Fullbright Book Company transferred $100,000 of accounts receivable to the American Trust Bank.  The transfer was made without recourse.  American Trust remits 90% of the factored amount and retains 10%.  When the bank collects the receivables, it will remit to Fullbright the retained amount less a 1% fee (1% of the total factored amount).

Required:

Prepare the journal entry to record the transfer on the books of Fullbright assuming that the sale criteria are met.

Exercise 7-5

Factoring of accounts receivable with recourse


( LO8
[This is a variation of the previous exercise modified to focus on factoring with recourse.]

The Fullbright Book Company transferred $100,000 of accounts receivable to the American Trust Bank.  The transfer was made with recourse.  American Trust remits 90% of the factored amount and retains 10%.  When the bank collects the receivables, it will remit to Fullbright the retained amount less a 1% fee (1% of the total factored amount).  Fullbright anticipates a $4,000 recourse obligation.

Required:

Prepare the journal entry to record the transfer on the books of Fullbright assuming that the "sale" criteria are met.

Exercise 7-6

Discounting a note receivable


( LO8
The Falletti Pasta Company obtained a $50,000 note receivable from a customer on June 1, 2009.  The note, along with interest at 8%, is due on June 1, 2010.  On September 1, 2009, Falletti discounted the note at the Bank of Los Alimos.  The bank’s discount rate is 10%.

Required:
Prepare the journal entries required on September 1, 2009, to accrue interest and to record the discounting (round all calculations to the nearest dollar) for Falletti.  Assume that the discounting is accounted for as a sale.

Exercise 7-7

Bank reconciliation and adjusting entries


( Appendix
The Harrison Company maintains a checking account at the Bank of Milwaukee.  The bank provides a bank statement along with canceled checks on the last day of each month.  The August, 2009 bank statement included the following information:



Balance, August 1, 2009
$  68,326



   Deposits
245,300



   Checks processed
(236,222)



   Service charges
(50)



   NSF checks
(680)



   Monthly deposit into savings account 



      deducted directly by bank from account
(2,000)



Balance, August 31, 2009
$  74,674

The company’s general ledger account had a balance of $78,984 at the end of August.  Deposits outstanding totaled $8,200 and all checks written by the company were processed by the bank except for those totaling $8,420.  In addition, a $2,000 check to a supplier correctly recorded by the bank was incorrectly recorded by the company as a $200 credit to cash.

Required:

1.
Prepare a bank reconciliation for the month of August.

2.
Prepare the necessary journal entries at the end of August to adjust the general ledger cash account.

PROBLEMS

Problem 7-1

Uncollectible accounts; allowance method; income statement and balance sheet approach


( LO5 LO6
SDLI, Inc. grants its customers 30 days credit.  The company uses the allowance method for its uncollectible accounts receivable.  During the year, a monthly bad debt accrual is made by multiplying 2% times the amount of credit sales for the month.  At the fiscal year-end of December 31, an aging of accounts receivable schedule is prepared and the allowance for uncollectible accounts is adjusted accordingly.

At the end of 2008, accounts receivable were $1,250,000 and the allowance account had a credit balance of $106,000.  Accounts receivable activity for 2009 was as follows:


Beginning balance
$1,250,000


    Credit sales
 3,800,000


    Collections
(3,745,000)


    Write-offs
    (82,000)

Ending balance
$1,223,000
The company’s controller prepared the following aging summary of year-end accounts receivable: 








Summary





Percent

Age Group
Amount

Uncollectible

0-60 days
$  825,000

 2%

61-90 days
220,000

10%

91-120 days
50,000

30%

Over 120 days
    128,000

40%

Total
$1,223,000



Required:

1.
Prepare a summary journal entry to record the monthly bad debt accrual and the write-offs during the year.

2.
Prepare the necessary year-end adjusting entry for bad debt expense.

3.
What is total bad debt expense for 2009?  How would accounts receivable appear in the 2009 balance sheet?

Problem 7-2

Miscellaneous receivable transactions


( LO3 LO4 LO7

   LO8
The Appomatix Company sells fertilizer and pesticides to wholesalers.  The company’s fiscal year-end is December 31.  During 2009, the following transactions related to receivables occurred:

March 31
Sold merchandise to the Misthos Co. and accepted a noninterest-bearing note with a discount rate of 10%.  The $12,000 payment is due on March 31, 2010.

April 12
Sold merchandise to Able Co. for $10,000 with terms 2/10, n30.  Appomatix uses the gross method to account for cash discounts.

April 21
Collected the entire amount due from Able Co.

April 27
A customer returned merchandise costing Appomatix $6,000.  Appomatix reduced the customer’s receivable balance by $8,000, the sales price of the merchandise.  The company records sales returns as they occur.

May 30
Transferred receivables of $100,000 to a factor without recourse.  The factor charged Appomatix a 2% finance charge on the receivables transferred.  The sale criteria are met.

July 31
Sold merchandise to Favre Corporation for $15,000 and accepted an 8%, 6-month note.  8% is an appropriate rate for this type of note.

Sept. 30
Discounted the Favre Corporation note at the bank.  The bank’s discount rate is 12%.  The note was discounted without recourse.

Required:
1.
Prepare the necessary journal entries for Appomatix for each of the above dates.  For transactions involving the sale of merchandise, ignore the entry for the cost of goods sold (Round all calculations to the nearest dollar).

2.
Prepare any necessary adjusting entries at December 31, 2009.  Adjusting entries are only recorded at year-end (Round all calculations to the nearest dollar).
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