NAME_____________________________

ACCT 260 ‑ Intermediate Accounting I

Exam 5: Current Notes and Accounts Receivable
Fall 2005
Test Composition: 
Points
Problem 1:
Journal entries to account for short-term 
notes receivable
  15 

Problem 2:
Journal entries to record accounts receivable 
transactions using the gross and net methods
  25 

Problem 3:
Journal entries to account for the assignment 
of accounts receivable
  15 

Problem 4:
Journal entries to account for bad debts using 
the direct and allowance methods
  20 

Problem 5:
Journal entries to account for the factoring 
of receivable
  20



____ 

Total
100

DIRECTIONS:
1. 
FOLLOW THE INSTRUCTIONS CAREFULLY.

2. 
SHOW ALL COMPUTATIONS AND LABEL ALL YOUR WORK.

3. 
USE THE SPACE PROVIDED FOR YOUR ANSWERS,

4. 
BE NEAT.
Problem 1: Accounting for short-term notes receivable (20 points) 

	Instructions: Write the journal entries to record each of the following events.

	

	1. Parry Designs sold kitchen appliances to a customer for $7,200 on November 1, 2005, accepting a $7,200, 4-month, 9% note.

	    a. Prepare the November 2 entry for the sales transaction.

	Date
	Account Titles
	Debit
	Credit

	Nov. 2
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	    b. Prepare the year-end adjusting entry to accrue interest revenue.

	Date
	Account Titles
	Debit
	Credit

	Dec. 31
	
	
	

	
	
	
	

	
	
	
	

	

	    c. Prepare the March 1 entry for the collection of the note and interest.

	Date
	Account Titles
	Debit
	Credit

	March 2
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	2. City View Appliance sold carpeting and draperies to a customer for $7,200 on April 1, March, accepting a $7,200, 14-month, 12% note.

	    a. Prepare the April 1 entry to record the sale.

	Date
	Account Titles
	Debit
	Credit

	April 1
	
	
	

	
	
	
	

	
	
	
	

	

	    b. Prepare the June 1 entry for the collection of the note and interest.

	Date
	Account Titles
	Debit
	Credit

	June 1
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Problem 2: Recording accounts receivable transactions using the gross and net methods (25 points) 

	Instructions:  Prepare the journal entries required to record the following transactions from the sales cycle.

	1. Oakbur Junction Company make all of its sales on credit with terms 3/10, n/30. Oakbur Junction uses the gross method of recording sales.

	    a. Sales for the month of April totaled $29,000.

	Date
	Account Titles
	Debit
	Credit

	
	
	
	

	
	
	
	

	

	    b. Oakbur Junction Company received payment from customers owing $9,000 within the discount period.

	Date
	Account Titles
	Debit
	Credit

	
	
	
	

	
	
	
	

	
	
	
	

	

	    c. Oakbur Junction Company received payment from customers owing $20,000 after the discount period. 

	Date
	Account Titles
	Debit
	Credit

	
	
	
	

	
	
	
	

	
	
	
	

	2. Hinson Run Company make all of its sales on credit with terms 3/10, n/30. Hinson Run uses the net method of recording sales.

	    a. Sales for the month of June totaled $25,000.

	Date
	Account Titles
	Debit
	Credit

	
	
	
	

	
	
	
	

	

	    b. Hinson Run Company received payment from customers owing $12,000 within the discount period.

	Date
	Account Titles
	Debit
	Credit

	
	
	
	

	
	
	
	

	

	    c. Hinson Run Company received payment from customers owing $13,000 after the discount period. 

	Date
	Account Titles
	Debit
	Credit

	
	
	
	

	
	
	
	

	
	
	
	


Problem 3: Accounting for the assignment of accounts receivable (15 points)
	At the end of September 2005, Kaywin Company had outstanding accounts receivable of $770,000. 

	Instructions: Prepare the journal entries to record each of the following events related to the assignment of these receivables.

	a. On November 1, 2005, Kaywin Company borrowed $620,000 from Route 6 Finance Services and signed a promissory note. Route 6 charges a finance fee equal to 2% of the accounts receivable assigned.

	Date
	Account Titles
	Debit
	Credit

	Nov. 1
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	b. Kaywin Company pledged specific receivables totaling $694,000 as collateral for the loan.  The company collected these receivables and remitted the cash to the lender, at the end of the month.

	Date
	Account Titles
	Debit
	Credit

	Nov. 1
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	c. During November 2005, $496,000 of the receivables assigned was collected and cash was remitted on November 30.

	Date
	Account Titles
	Debit
	Credit

	Nov. 30
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	d. On November 30, Kaywin remitted the $496,000 cash collected on the assigned accounts receivable plus interest on the loan.  The loan has an annual interest rate of 6% which is payable monthly.

	Date
	Account Titles
	Debit
	Credit

	Nov. 30
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Problem 4: Journal entries to account for bad debts using the direct and allowance methods (20 points)  

	Dolly Run, Incorporated, had net sales for the month of February 2005 were $41,000.

	

	Instructions:

	1. On February 28, before month-end adjusting entries, the balances in selected accounts were: Accounts Receivable, $10,200 debit, and Allowance for Doubtful Accounts, $41,000 credit.  Record the bad debt expense for February under each of the following assumptions using the allowance method of accounting for bad debts.

	    a. 3% of its net sales will prove to be uncollectible

	Date
	Account Titles
	Debit
	Credit

	Feb. 28
	
	
	

	
	
	
	

	
	
	
	

	

	    b. An aging schedule shows the estimated uncollectible accounts at $16,400.

	Date
	Account Titles
	Debit
	Credit

	Feb. 28
	
	
	

	
	
	
	

	
	
	
	

	

	2. On March 4, an account receivable belonging to Butler Company for $5,490 was written off after notification of Butler's insolvency. Record the following transactions using the allowance method of accounting for bad debts.

	

	    a. Write off the account receivable belonging to Butler.

	Date
	Account Titles
	Debit
	Credit

	March 4
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	b. On March 28, a bankruptcy court sent final settlement of $824 for the account receivable belonging to Butler. Record the collection of this settlement.

	Date
	Account Titles
	Debit
	Credit

	March 28
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	3. On April 2, an account receivable belonging to Toll Gate Run Company for $3,830 was written off after notification of Toll Gate Run's insolvency. Record the following transactions using the direct method of accounting for bad debts.

	

	    a.Write off the account receivable belonging to Toll Gate Run.

	Date
	Account Titles
	Debit
	Credit

	April 2
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	    b. On April 28, a bankruptcy court sent final settlement of $575 for the account receivable belonging to Toll Gate Run. Record the collection of this settlement.

	Date
	Account Titles
	Debit
	Credit

	April 28
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Problem 5: Accounting for the factoring of receivable (20 points)
	On November 5, Lows Island Enterprises sold $550,000 of accounts receivable to City Factors Inc. City Factors assesses a finance charge of 7% of the amount of accounts receivable and retains an amount equal to 6% of accounts receivable.  Prepare journal entries for both Lows Island and City.

	Instructions:

	1. Prepare journal entries for both Lows Island and City assuming that the receivables were factored on a with recourse basis. The recourse obligation has a fair value of $15,000. 

	Date
	Lows Island Enterprises [with recourse]
	Debits
	Credits

	 Nov. 5
	  Cash {$550,000 - [$550,000 x (7% + 6%)]}
	478,500 
	

	
	  Due from Factor [$550,000 x 6%]
	33,000 
	

	
	  Loss on Sale of A/R [plug]
	53,500 
	

	
	           Recourse Liability
	
	15,000 

	
	           Accounts Receivable
	
	550,000 

	

	Date
	City Factors [with recourse]
	Debits
	Credits

	 Nov. 5
	Accounts Receivable
	550,000 
	

	
	           Due to Lows Island
	
	33,000 

	
	          Financing Revenue
	
	38,500 

	
	           Cash
	
	478,500 

	
	
	
	

	

	2. Assume instead that the receivables are sold without recourse. Prepare the journal entry for Lows Island to record the sale of the receivables.

	Date
	Lows Island Enterprises [without recourse]
	Debits
	Credits

	 Nov. 5
	  Cash {$550,000 - [$550,000 x (7% + 6%)]}
	478,500 
	

	
	  Due from Factor [$550,000 x 6%]
	33,000 
	

	
	  Loss on Sale of A/R [plug]
	38,500 
	

	
	           Accounts Receivable
	
	550,000 

	
	
	
	

	

	3. On May31, City Factors reported collections of $220,000 from factored receivable, sales returns and allowances of $27,500, sales discounts taken of $16,500. Prepare the journal entry to record the collection for both companies.

	Date
	Lows Island Enterprises
	Debit
	Credit

	May 31
	  Sales Ret. and Allow.
	27,500 
	

	
	  Sales Discounts
	16,500 
	

	
	     Due from Factor
	
	44,000 

	

	Date
	City Factors
	Debit
	Credit

	May 31
	  Cash [$220,000 - $27,500 - $16,500]
	176,000 
	

	
	  Due to Lows Island
	44,000 
	

	
	     Accounts Receivable
	
	220,000 
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Problem 1: Accounting for short-term notes receivable (20 points) 

	Instructions: Write the journal entries to record each of the following events.

	
	
	
	

	1. Parry Designs sold kitchen appliances to a customer for $7,200 on November 1, 2005, accepting a $7,200, 4-month, 9% note.

	    a. Prepare the November 2 entry for the sales transaction.

	Date
	Account Titles
	Debit
	Credit

	Nov. 2
	  Notes Receivable
	7,200 
	

	
	        Sales [plug]
	
	6,984 

	
	        Discount on Notes Receivable
	
	   216

	
	[$7,200 x 4 months x 9%/12]
	
	

	

	    b. Prepare the year-end adjusting entry to accrue interest revenue.

	Date
	Account Titles
	Debit
	Credit

	Dec. 31
	 Discount on Notes Receivable
	   108
	

	
	        Interest Revenue [$7,200 x 9% x 2/12]
	
	   108

	
	
	
	

	

	    c. Prepare the March 1 entry for the collection of the note and interest.

	Date
	Account Titles
	Debit
	Credit

	March 2
	  Cash
	7,200 
	

	
	 Discount on Notes Receivable
	   108
	

	
	        Interest Revenue [$7,200 x 9% x 2/12]
	
	   108

	
	        Notes Receivable
	
	7,200 

	

	2. City View Appliance sold carpeting and draperies to a customer for $7,200 on April 1, March, accepting a $7,200, 14-month, 12% note.

	    a. Prepare the April 1 entry to record the sale.

	Date
	Account Titles
	Debit
	Credit

	April 1
	  Notes Receivable
	7,200 
	

	
	        Sales
	
	7,200 

	
	
	
	

	

	    b. Prepare the June 1 entry for the collection of the note and interest.

	Date
	Account Titles
	Debit
	Credit

	June 1
	  Cash
	8,208 
	

	
	        Notes Receivable
	
	7,200 

	
	        Interest Revenue [$7,200 x 12% x 2/12]
	
	   144

	
	
	
	


Problem 2: Recording accounts receivable transactions using the gross and net methods (25 points) 

	Instructions:  Prepare the journal entries required to record the following transactions from the sales cycle.

	1. Oakbur Junction Company make all of its sales on credit with terms 3/10, n/30. Oakbur Junction uses the gross method of recording sales.

	    a.Sales for the month of April totaled $29,000.

	Date
	Account Titles
	Debit
	Credit

	
	   Accounts receivable
	29,000 
	

	
	        Sales
	
	29,000

	

	    b. Oakbur Junction Company received payment from customers owing $9,000 within the discount period.

	Date
	Account Titles
	Debit
	Credit

	
	   Cash [$9,000 - $270]
	8,730
	

	
	   Sales discounts [$9,000 x 3%]
	     270
	

	
	        Accounts receivable
	
	9,000

	

	    c. Oakbur Junction Company received payment from customers owing $20,000 after the discount period. 

	Date
	Account Titles
	Debit
	Credit

	
	   Cash
	20,000
	

	
	        Accounts receivable
	
	20,000

	
	
	
	

	2. Hinson Run Company make all of its sales on credit with terms 3/10, n/30. Hinson Run uses the net method of recording sales.

	    a.Sales for the month of June totaled $25,000.

	Date
	Account Titles
	Debit
	Credit

	
	   Accounts receivable [$25,000 - $750]
	24,250
	

	
	        Sales
	
	24,250

	

	    b. Hinson Run Company received payment from customers owing $12,000 within the discount period.

	Date
	Account Titles
	Debit
	Credit

	
	   Cash [$12,000 - $360]
	11,640
	

	
	        Accounts receivable
	
	11,640

	

	    c. Hinson Run Company received payment from customers owing $13,000 after the discount period. 

	Date
	Account Titles
	Debit
	Credit

	
	   Cash
	13,000
	

	
	        Accounts receivable [plug]
	
	12,610

	
	        Sales discounts forfeited [$13,000 x 3%]
	
	     390


Problem 3: Accounting for the assignment of accounts receivable (15 points)
	At the end of September 2005, Kaywin Company had outstanding accounts receivable of $770,000. 

	Instructions: Prepare the journal entries to record each of the following events related to the assignment of these receivables.

	a. On November 1, 2005, Kaywin Company borrowed $620,000 from Route 6 Finance Services and signed a promissory note. Route 6 charges a finance fee equal to 2% of the accounts receivable assigned.

	Date
	Account Titles
	Debit
	Credit

	Nov. 1
	  Cash [plug]
	606,120 
	

	
	  Finance charge [$694,000 x 2%]
	  13,880
	 

	
	        Notes payable
	
	620,000 

	
	
	
	

	

	b. Kaywin Company pledged specific receivables totaling $694,000 as collateral for the loan.  The company collected these receivables and remitted the cash to the lender, at the end of the month.

	Date
	Account Titles
	Debit
	Credit

	Nov. 1
	  Accounts receivable assigned
	694,000 
	

	
	        Accounts receivable
	
	694,000 

	
	
	
	

	
	
	
	

	

	c. During November 2005, $496,000 of the receivables assigned was collected and cash was remitted on November 30.

	Date
	Account Titles
	Debit
	Credit

	Nov. 30
	  Cash
	496,000 
	

	
	        Accounts receivable assigned
	
	496,000 

	
	
	
	

	
	
	
	

	

	d. On November 30, Kaywin remitted the $496,000 cash collected on the assigned accounts receivable plus interest on the loan.  The loan has an annual interest rate of 6% which is payable monthly.

	Date
	Account Titles
	Debit
	Credit

	Nov. 30
	  Interest payable [$620,000 x 6% x 1/12]
	    3,100
	

	
	  Notes payable
	496,000 
	

	
	        Cash
	
	499,100 

	
	
	
	


Problem 4: Journal entries to account for bad debts using the direct and allowance methods (20 points)  

	Dolly Run, Incorporated, had net sales for the month of February 2005 were $41,000.

	

	Instructions:

	1. On February 28, before month-end adjusting entries, the balances in selected accounts were: Accounts Receivable, $10,200 debit, and Allowance for Doubtful Accounts, $41,000 credit.  Record the bad debt expense for February under each of the following assumptions using the allowance method of accounting for bad debts.

	    a. 3% of its net sales will prove to be uncollectible

	Date
	Account Titles
	Debit
	Credit

	Feb. 28
	  Bad Debt Expense [$41,000 x 3%]
	1,230 
	

	
	           Allowance for Doubt. Accounts
	
	1,230 

	
	
	
	

	

	    b. An aging schedule shows the estimated uncollectible accounts at $16,400.

	Date
	Account Titles
	Debit
	Credit

	Feb. 28
	  Allowance for Bad Debts
	24,600 
	

	
	        Bad Debt Expense [$41,000 - $16,400]
	
	24,600 

	
	
	
	

	

	2. On March 4, an account receivable belonging to Butler Company for $5,490 was written off after notification of Butler's insolvency. Record the following transactions using the allowance method of accounting for bad debts.

	

	    a. Write off the account receivable belonging to Butler.

	Date
	Account Titles
	Debit
	Credit

	March 4
	  Allowance for Bad Debts
	5,490 
	

	
	        Accounts Receivable
	
	5,490 

	
	
	
	

	
	
	
	

	

	b)On March 28, a bankruptcy court sent final settlement of $824 for the account receivable belonging to Butler. Record the collection of this settlement.

	Date
	Account Titles
	Debit
	Credit

	March 28
	  Accounts Receivable
	824 
	

	
	        Allowance for Bad Debts
	
	824 

	
	
	
	

	
	  Cash
	824 
	

	
	        Accounts Receivable
	
	824 

	
	
	
	

	

	3. On April 2, an account receivable belonging to Toll Gate Run Company for $3,830 was written off after notification of Toll Gate Run's insolvency. Record the following transactions using the direct method of accounting for bad debts.

	

	    a. Write off the account receivable belonging to Toll Gate Run.

	Date
	Account Titles
	Debit
	Credit

	April 2
	  Bad Debt Expense
	3,830 
	

	
	        Accounts Receivable
	
	3,830 

	
	
	
	

	
	
	
	

	

	    b. On April 28, a bankruptcy court sent final settlement of $575 for the account receivable belonging to Toll Gate Run. Record the collection of this settlement.

	Date
	Account Titles
	Debit
	Credit

	April 28
	  Accounts Receivable
	575 
	

	
	        Bad Debt Expense
	
	575 

	
	
	
	

	
	  Cash
	575 
	

	
	        Accounts Receivable
	
	575 


Problem 5: Accounting for the factoring of receivable (20 points)
	On November 5, Lows Island Enterprises sold $550,000 of accounts receivable to City Factors Inc. City Factors assesses a finance charge of 7% of the amount of accounts receivable and retains an amount equal to 6% of accounts receivable.  Prepare journal entries for both Lows Island and City.

	Instructions:

	1. Prepare journal entries for both Lows Island and City assuming that the receivables were factored on a with recourse basis. The recourse obligation has a fair value of $15,000. 

	Date
	Lows Island Enterprises [with recourse]
	Debits
	Credits

	 Nov. 5
	  Cash {$550,000 - [$550,000 x (7% + 6%)]}
	478,500 
	

	
	  Due from Factor [$550,000 x 6%]
	33,000 
	

	
	  Loss on Sale of A/R [plug]
	53,500 
	

	
	           Recourse Liability
	
	15,000 

	
	           Accounts Receivable
	
	550,000 

	

	Date
	City Factors [with recourse]
	Debits
	Credits

	 Nov. 5
	Accounts Receivable
	550,000 
	

	
	           Due to Lows Island
	
	33,000 

	
	          Financing Revenue
	
	38,500 

	
	           Cash
	
	478,500 

	
	
	
	

	

	2. Assume instead that the receivables are sold without recourse. Prepare the journal entry for Lows Island to record the sale of the receivables.

	Date
	Lows Island Enterprises [without recourse]
	Debits
	Credits

	 Nov. 5
	  Cash {$550,000 - [$550,000 x (7% + 6%)]}
	478,500 
	

	
	  Due from Factor [$550,000 x 6%]
	33,000 
	

	
	  Loss on Sale of A/R [plug]
	38,500 
	

	
	           Accounts Receivable
	
	550,000 

	
	
	
	

	

	3. On May31, City Factors reported collections of $220,000 from factored receivable, sales returns and allowances of $27,500, sales discounts taken of $16,500. Prepare the journal entry to record the collection for both companies.

	Date
	Lows Island Enterprises
	Debit
	Credit

	May 31
	  Sales Ret. and Allow.
	27,500 
	

	
	  Sales Discounts
	16,500 
	

	
	     Due from Factor
	
	44,000 

	

	Date
	City Factors
	Debit
	Credit

	May 31
	  Cash [$220,000 - $27,500 - $16,500]
	176,000 
	

	
	  Due to Lows Island
	44,000 
	

	
	     Accounts Receivable
	
	220,000 
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