CHAPTER 10

QUESTIONS

1.
When customers use credit cards, the selling company can avoid having to directly evaluate the credit standing of its customers.  They also avoid the risk of bad debts and often are paid cash from the credit card company more quickly than if customers were granted credit directly.  Moreover, they hope to increase sales from the added convenience to buyers.

 4.
Writing off a bad debt against the Allowance account does not reduce the estimated realizable value of a company’s accounts receivable because the write-off reduces the balances of both Accounts Receivable and the Allowance for Doubtful Accounts by equal amounts.  This means the difference between them (called estimated realizable value) remains the same.

 6.
Creditors (businesses) prefer notes receivable to accounts receivable because the notes can be more easily converted into cash before becoming due by discounting (or selling) them to a financial institution.  Also, a note represents a clear written acknowledgment by the debtor of both the debt and its amount and terms.

Quick Study 10-2

	1.
	
	
	

	Dec. 31
	Bad Debts Expense

	885
	

	
	      Allowance for Doubtful Accounts

	
	885

	
	   To record estimate of uncollectibles 
   [($99,000 x 1.5%) - $600].
	
	

	
	
	
	

	2.
	($99,000 x 1.5%) + $300 = $1,785
	
	

	
	
	
	

	3.
	$280,000 x 1% = $2,800
	
	


Quick Study 10-3

	1.
	Cash

	19,000
	

	
	Credit card expense

	1,000
	

	
	      Sales

	
	20,000

	
	   To record credit card sales less fees.
	
	

	
	
	
	

	2.
	Accounts Receivable—Credit Card Co.

	4,800
	

	
	Credit card expense

	200
	

	
	      Sales

	
	5,000

	
	   To record credit card sales less fees.
	
	

	
	
	
	

	
	10 days later:
	
	

	
	Cash

	4,800
	

	
	
Accounts Receivable—Credit Card Co.

	
	4,800

	
	
To record cash receipts.
	
	


Quick Study 10-4

   Aug.  2
Notes Receivable

6,000



Accounts Receivable—T. Cather


6,000


   To record receipt of note on account.

Maturity date:

   Oct. 31
Cash

6,180



Notes Receivable


6,000



Interest Revenue


180

             
   To record cash received on note plus

   interest ($6,000 x 12% x 90/360).

Quick Study 10-6

[Instructor note: This actively managed short-term investment in equity securities would be classified as Trading Securities.]

	Apr. 18
	Short-Term Investments—Trading

	13,000
	

	
	      Cash

	
	13,000

	
	
Purchased 300 shares at 42.5 plus $250 fee.

	
	
	
	

	June 30
	Cash

	300
	

	
	      Dividend Revenue

	
	300

	

	
Received dividend of $1 per share.
	
	


Exercise 10-3 

	a.
	
	
	
	

	Dec. 31
	Bad Debts Expense*

	685
	

	
	       Allowance for Doubtful Accounts

	
	685

	
	   To record estimated bad debts expense.
	
	

	*Estimated allowance ($55,000 x .02)
	
=  $1,100 
credit
	
	

	
Unadjusted allowance
	=       415 
credit
	
	

	
Adjustment to the allowance
	=  $   685 
credit
	
	

	b.
	
	
	
	

	Dec. 31
	Bad Debts Expense**

	1,391
	

	
	       Allowance for Doubtful Accounts

	
	1,391

	
	   To record estimated bad debts expense.
	
	

	**
Estimated allowance ($55,000 x .02)
	
= $1,100
credit
	
	

	
Unadjusted allowance
	=     291  
debit
	
	

	
Adjustment to the allowance
	= $1,391 
credit
	
	


Problem 10-3A 

	2002
	
	
	

	a.
	Accounts Receivable

	1,345,400
	

	
	      Sales

	
	1,345,400

	
	   To record sales on account.
	
	

	
	
	
	

	b.
	Allowance for Doubtful Accounts

	18,300
	

	
	      Accounts Receivable

	
	18,300

	
	   To write off accounts.
	
	

	
	
	
	

	c.
	Cash

	669,200
	

	
	      Accounts Receivable

	
	669,200

	
	   To record cash received on account.
	
	

	
	
	
	

	d.
	Bad Debts Expense

	28,168.50
	

	
	      Allowance for Doubtful Accounts 

	
	28,168.50

	
	   To record estimated bad debts.*
	
	


	*Beginning receivables

	$              0
	

	Credit sales

	1,345,400
	

	Collections

	(669,200)
	

	Write-offs

	      (18,300)
	

	Ending receivables

	$   657,900
	

	Percent uncollectible (est.)

	        x 1.5%
	

	Required ending allowance

	$       9,868.50  
	Cr.

	Unadjusted balance

	       18,300
	Dr.

	Adjustment to the allowance

	$     28,168.50
	Cr.


	2003
	
	
	

	e.
	Accounts Receivable

	1,525,600
	

	
	      Sales

	
	1,525,600

	
	   To record sales on account.
	
	

	
	
	
	

	f.
	Allowance for Doubtful Accounts

	27,800
	

	
	      Accounts Receivable

	
	27,800

	
	   To record write-off of accounts.
	
	

	
	
	
	

	g.
	Cash

	1,204,666
	

	
	      Accounts Receivable

	
	1,204,666

	
	   To record cash received on account.
	
	

	
	
	
	

	h.
	Bad Debts Expense

	32,197.01
	

	
	      Allowance for Doubtful Accounts

	
	32,197.01

	
	   To record estimated bad debts.*
	
	


	*Beginning receivables

	
	$   657,900
	

	Credit sales

	
	1,525,600
	

	Collections

	
	(1,204,666)
	

	Write-offs

	
	     (27,800)
	

	Ending receivables

	
	$   951,034
	

	Percent uncollectible (est.)

	
	      x 1.5%
	

	Required ending allowance

	
	$14,265.51
	Cr.

	Unadjusted balance
	
	
	

	  Beginning (Cr.)

	$ 9,868.50
	
	

	  Write-offs (Dr.)

	 27,800.00
	  17,931.50
	Dr.

	Adjustment to the allowance

	
	$32,197.01
	Cr.


