Chapter 5

Receivables

(5-10 min.)  S 5-8
	(a)
	Accounts Receivable

	400,000
	

	
	
Service Revenue

	
	400,000

	
	
	
	

	(b)
	Cash

	410,000
	

	
	
Accounts Receivable

	
	410,000

	
	
	
	

	(c)
	Allowance for Uncollectible Accounts

	7,000
	

	
	
Accounts Receivable

	
	7,000

	
	
	
	

	(d)
	Uncollectible-Account Expense

	12,000
	

	
	
Allowance for Uncollectible     Accounts…………………………………...
	
	12,000


	Allowance for Uncollectible Accounts

	
	
	Beg. bal.
	5,000

	Write-offs
	7,000
	Uncollectible –
	

	
	
	
account expense
	X
	= 12,000

	
	
	End. bal.
	10,000


(10 min.)  S 5-11
1.
Interest for:

	2009
	($100,000 × 0.08 × 6/12)

	$4,000

	2010
	($100,000 × 0.08)

	8,000

	2011
	($100,000 × 0.08 × 6/12)

	4,000


2.
Scotiabank has a note receivable and interest revenue; 
a and c.

Heather Hutchison has a note payable and interest expense; b and d.

3.
Payoff at October 30, 2009:

	Principal

	$100,000

	Interest ($100,000 × 0.08 × 4/12)

	      2,667

	Total

	$102,667


(10 min.)  S 5-14
Req. 1

	
	
	
	
	2011

	
	
	
	
	

	
	
	Cash + Short-term investments
	
	$9,000 + $12,000

	Acid-test ratio
	=
	+ Net current receivables
	=
	+ $55,000

	
	
	Total current liabilities
	
	$80,000

	
	
	
	
	

	
	
	
	=
	0.95


The company’s acid-test ratio compares favourably to the industry average of 0.95.

Req. 2

	One day’s sales
	=
	$803,000
	=
	$2,200

	
	
	365
	
	

	
	
	
	
	

	Days’ sales in average

accounts receivable
	
	Average net
	
	

	
	=
	accounts receivable
	=
	($55,000 + $49,000) / 2

	
	
	One day’s sales
	
	$2,200

	
	
	
	
	

	
	
	
	=
	24 days


The company’s days’-sales-in-receivables ratio (24) is good relative to the 30-day period of the credit terms. It actually shows that Botany is collecting its receivables faster than its normal credit terms allow.

(15-20 min.)  E 5-24
	March
	Accounts Receivable

	7,500
	

	
	
Service Revenue

	
	7,500

	
	Recorded revenue on account.
	
	

	
	
	
	

	March
	Uncollectible Expense ($7,500 × 0.02)

	150
	

	
	
Allowance for Uncollectible accounts
	
	150

	
	Recorded expense for the year.
	
	

	
	
	
	

	March
	Allowance for uncollectible accounts ($33 + $115)

	
148
	

	
	
Accounts Receivable

	
	148

	
	Wrote off uncollectible receivables.
	
	


2% of revenues is a reasonable estimate of uncollectible accounts based on January’s and February’s actual uncollected accounts.

	January
	$139
	= 2.0 %

	
	$6,800
	

	
February
	
$138
	
= 2.0 %

	
	$7,000
	


(10-15 min.)  E 5-28
	
	
	
	(Amounts in millions of dollars)

	
	
	
	

	
	
	
	                 Short-term          Accounts

	(a)
	Acid-test
	=
	Cash + investments + receivable, net

	
	ratio
	
	Total current liabilities

	
	
	
	

	
	
	=
	$1,184.4 + $420.7+ $1,174.7
	

	
	
	
	$271.1 + $1,203.3
	

	
	
	
	

	
	
	=
	$2,779.8
	

	
	
	
	$1,474.4
	

	
	
	
	

	
	
	=
	  1.89


An acid-test ratio of 1.89 is very strong. It should be noted that RIM’s annual report recorded a 98% increase in revenue and net income of two times the 2007 net income. This maintained a strong balance sheet as the company had negligible debt.

	(b)
	One day's
	=
	Revenue
	=
	$6,009.4
	=
	$16.46

	
	sales
	
	365
	
	  365
	
	

	
	
	
	
	
	
	
	

	
	Days’ sales

in average

receivables
	=
	Average net accounts receivable
	=
	($1,174.7+ $572.6) / 2

	
	
	
	
	
	

	
	
	
	One day’s sales
	
	$16.46

	
	
	
	
	
	
	
	

	
	
	=
	53 days
	
	
	
	


53 days’ sales in average receivables is high relative to credit terms of net 30 days. It may be that larger orders due to increased sales at the end of 2008 have affected this ratio.

(20-30 min.)  P 5-53A
	Journal

	DATE
	ACCOUNT TITLES AND EXPLANATION
	DEBIT
	CREDIT

	2011
	
	
	

	Nov.
	 30
	Note Receivable — Sobeys

	50,000
	

	
	
	
Sales Revenue

	
	50,000

	
	
	
	
	

	Dec.
	 31
	Interest Receivable 
	
	

	
	
	($50,000 × 0.05 × 1/12)

	208
	

	
	
	
Interest Revenue

	
	208

	
	
	
	
	

	2012
	
	
	

	Feb. 
	 28
	Cash

	50,625
	

	
	
	
Note Receivable — Sobeys

	
	50,000

	
	
	
Interest Receivable

	
	208

	
	
	
Interest Revenue
	
	

	
	
	

($50,000 × 0.05 × 2/12)

	
	417

	
	
	
	
	

	Mar.
	   1
	Note Receivable — Louis’ Joli Goût

	6,000
	

	
	
	
Accounts Receivable — 
	
	

	
	
	
   Louis’ Joli Goût

	
	6,000

	
	
	
	
	

	
	   1
	Cash

	5,900
	

	
	
	Financing Expense

	100
	

	
	
	
Note Receivable — Louis’ Joli Goût

	
	6,000


(continued)  P 5-53A
	Journal

	DATE
	ACCOUNT TITLES AND EXPLANATION
	DEBIT
	CREDIT

	2012
	
	
	

	Dec.
	16
	Note Receivable — Betty Crocker Brands

	25,000
	

	
	
	
Cash

	
	25,000

	
	
	
	
	

	
	31
	Interest Receivable

	82
	

	
	
	
Interest Revenue ($25,000 × 0.08 × 15/365)
	82


Req. 2

	
	      December 31,

	BALANCE SHEET
	      2011
	      2010

	
Current assets:
	
	

	

Note receivable

	$25,000
	$50,000

	

Interest receivable

	82
	208
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