    "Double-Entry" Journal: Receivables (Chapter 7)

Instructions:
 Follow the instructions given for double entry journal “Conceptual Framework”
Read the sections on cash and bank reconciliation
Textbook: Work E 1, P 13
Issues

 
                    I.      Revenue - Required Adjustments 
a.        Unearned Revenue 
b.       Sales returns/discounts 

Textbook: Work E 7-6
c.        Warranties 
d.       Cash vs Sales on account
Textbook: Work Multiple choice pp 364-366
                 II.      Accounts versus Notes Receivable – what is the difference? Be specific
Adjustments to receivables:

a.        What does the term “net accounts (notes) receivables” refer to?

b.       Briefly describe the types of adjustments (what causes them) that must be made to accounts receivables 

c.        Notes receivable may require additional adjustments if they do not carry explicit market interest.  If they don’t, how are they valued? Assume an “interest free” note, with a face value of $ 5,000 is expected to be paid in three years.  If the recipient wants to earn 10% on all investments, how should the note be valued on the balance sheet?

d.       Repeat this exercise if the note carries a 2% interest rate.

Textbook: Work P 7-6
I. II.       Uncollectible accounts: What does the term “uncollectible accounts” refer to? What is another term for this?
a.        According to GAAP receivables must be valued at “net realizable value” What does that mean?  Why is it required? (Hint: think of principles, concepts)

                                                               i.      There is one acceptable and one unacceptable method for addressing the problem of potentially uncollectible accounts.  Which method is acceptable, which is not?  Explain your answer.  

b.       What is a “contra-asset account” and how does it relate to this issue? What is the name of the contra-asset account?

c.        Two acceptable methods exist to estimate uncollectible accounts.  Carefully describe each method. 

 
Textbook: work P 1, 3, Case 7
 

d.       Review the treatment of accounts that 

                                                               i.      Have been determined to be uncollectible

                                                              ii.      Were previously written off, but are now expected to be collectible.

 

II. III.             Notes Receivable and interest income

III. IV.     On Notes with explicit interest, show how interest income would be recognized.  Does it matter if the interest will not be collected until the note has matured (will be paid?) Why or why not?  A $5,000, 3-year note was issued on 7/1/2000.  The note carries 10% interest.  Both principal and interest are due on 6/30/2003.  Record issuance of the note on 7/1/2000 and prepare any required adjusting entry on 12/31/2000.  
 

a. If the note is interest free, would the entries differ?  Assume the recipient wants to earn 10%.
Textbook: Work P 7-6, 10

V.                 Getting quick cash from receivables
IV. Briefly describe the different methods for getting cash from receivables, before the customer pays. 
V. a.        Describe each of the following terms:
                                                               i.      Pledging

                                                              ii.      Assigning

                                                            iii.      Factoring

                                                            iv.      Discounting 

                                                             v.      Recourse

 
Textbook: work E 16; P 8, 9
