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1) Intraperiod Tax Allocation (Let the tax follow the item)
a) Income tax expense on “Income from continuing operations” (Illust 4-13, pg. 175)
b) OCI items (Illust 4-5, pg. 164 – all OCI items must be shown net of tax expense or saving as per pg. 181- line 7)
c) changes in accounting policy or correction of error (Illust. 4-20, pg. 183)
d) discontinued operations – all items involving (Illust. 4-18, pg. 181)

2) Discontinued Operations 
-gain/loss from operations of discontinued operations (Ex. 4-9)
-gain/loss from disposal of discontinued operations (P4-10)
-loss from impairment of net assets of discontinued operations (Ex. 4-3) 
-make sure you isolate revenues and expenses associated with discontinued operations from revenues and expenses associated with continuing operations (P4-10)
-depreciation expense should be disclosed separately as an expense 

Chapter 7 – Cash and Receivables 
-Cash: cash versus cash equivalents, restricted cash
  	-cash equivalents is cash plus marketable securities 
 	-restricted cash is cash that is set aside for some purpose and it must be 
 	disclosed in the notes 
-Receivables: current vs. non-current, trade vs. non-trade, measurement: gross vs. net method, valuation at NRV 
 	-a receivable is a claim to cash in the future
 	-a current receivable is collected within a short period (ex. within 1 year)
 	-non-current receivables are expected to be collected past one year
 	-receivables are listed as the third current asset 
 	-trade receivables result from normal business activities 
 	-non-trade receivables for example are dividends, insurance claims, 
 	employee loans etc.
 
Example – Gross Vs. Net Method 
-Assume a credit sale of $10,000 was made with terms 2/10 net 30 on May 1, 2015
-2/10 is a sales discount or cash discount 
-customers should always take advantage of a sales discount and if they don’t the interest of not taking it is very high
1) Gross Method 
a) Pays within discount period.  
May 1. 	Accounts Receivable  	10,000			
 			Sales Revenue  		10,000

May 6. 	Cash 				9,800
 		Sales Discounts                            200
 			Accounts Receivable		10,000 
-sales discounts is a contra account to sales 

b) Does not pay within discount period. 
May 1. 	Accounts Receivable  	10,000			
 			Sales Revenue  		10,000

May 29. 	Cash 				10,000
 			Accounts Receivable		10,000

2) Net Method
a) Pays within discount period.
May 1. 	Accounts Receivable 		9,800
 			Sales Revenue 		9,800

May 6. 	Cash 				9,800
 			Accounts Receivable		9,800

b) Does not pay within discount period. 
May 1. 	Accounts Receivable 		9,800
 			Sales Revenue 		9,800

May 6. 	Cash 				10,000
 			Accounts Receivable		9,800
 			Sales Discounts Missed	   200 

-The net method is the more superior method to use because it is more conservative. You do not want to overstate assets or sales. The Sales Discount Missed account provides valuable information to users of the financial statements (it is highlighted). 

Example 2
-Company A collects $138,000 in its accounts receivable and this amount includes $40,000 on which a 2% sales discount was offered 

Cash 				137,200
Sales Discounts		        800
 	Accounts Receivable 			138,000		

Or 

Cash 				98,000
 	Accounts Receivable  		98,000

Cash 				39,200
Sales Discounts		      800
 	Accounts Receivable  		40,000

Sales Returns and Allowances
-a sales return is when someone buys something and brings it back because they are not happy with it 
-a sales allowance is when someone buys something and if they are not happy with it, rather than bringing it back, the store will give them some kind of allowance (ex. some of their money back)
-both are contra accounts to sales

Liquidity Order of Assets and Valuation
-cash (cost, fair market value)
-temporary investments (fair value, cost – chapter 9)
-accounts receivable (net realizable value – amount expected to collect)
-inventory (lower of cost or net realizable value)
-prepaid expenses (cost)

Valuation of Receivables – Net Realizable Value 
-allowance for doubtful accounts is a contra account to A/R 
-statement of financial position presentation:
Accounts Receivable 			10,000
Allowance for Doubtful Accounts 	        50
Accounts Receivable (net) 	                9,050
-journal entry:
Bas Debt Expense
 	Allowance for Doubtful Accounts 

Example 3 – Bad Debt Expense - Allowance Method 
-write off of an account for $25

-before write off:
Accounts Receivable 			10,000
Allowance for Doubtful Accounts 	        50
Accounts Receivable (net) 	                9,050

-Allowance for Doubtful Accounts 	  25
 	Accounts Receivable 			25

-after write off:
Accounts Receivable 			  9,975
Allowance for Doubtful Accounts 	        25
Accounts Receivable (net) 	                9,050

-after you do a write off, the net amount of accounts receivable is still the same
-if you collect an amount that was previously written off:
Accounts Receivable 				25
 	Allowance for Doubtful Accounts 		25

Cash				25
 	Accounts Receivable 		25

-when you write off more than expected, the allowance for doubtful accounts account may have a debit balance 
-bad debts expense is an operating expense

Bad Deb Expense – Direct-Write Off Method Pg. 390 
-used when you cannot estimate bad debts or the effect of not applying the allowance method is highly immaterial 
-an allowance account is never used
Bad Debt Expense
 	Accounts Receivable 

Notes Receivables
-promissory note (written) signed by the “maker” (borrower) receivable by the “payee”
-can be short-term (under or equal to 1 year) or long-term (over 1 year)
-interest bearing or non-interest bearing 
-interest bearing – coupon rate – determines how much cash interest the payee will receive 

Interest Bearing Notes
-Sept 1, 2012 – Company A sells merchandise on credit and in return receives a $3,000 6-month note with a 10% coupon rate.  The merchandise cost $2,500. 
a) Prepare journal entry on date of sale
Sept 1.  Note Receivable 	3,000
 		Sales Revenue 	3,000

Sept 1.   Cost of Goods Sold 		2,500
 		Merchandise Inventory  	2,500

b) Prepare year-end adjusting entry on Dec 31. 
Interest Receivable	100
 	Interest Revenue 	100
(3,000*0.10*4/12=$100)

c) Prepare journal entry on date of maturity 
-note matures on February 28, 2013 
Cash				3,150
 	Interest Receivable  	           	100
 	Interest Revenue 		  50
 	Notes Receivable 		3,000 
(3,000*0.10*2/12=$50) 

Non-Interest Bearing Notes
-there is always interest earned, but there is no interest rate stipulated in the note 
-lend an employee $5,000 under a 9-month non-interest bearing note.  Assume an implicit interest rate for this type of transaction is 8% (discount rate = 8%).  How much did it sell for? 


Feb 23/14  Notes Receivable 	4,717
 		Cash 				4,717 

Nov 23/14  Notes Receivable  	283
 		Interest Revenue 		283
                        (4,717 * 8% * 9/12=283) 

Nov 23/14   Cash 			5,000
 		Notes Receivable  		5,000 

Derecognition of Notes Receivable 
-sell note to a finance company if you are short of cash (borrowing transaction or outright sale)
-pg. 339-406
-Pg. 404-405
-E17-19





 			 






