Revenue from the sale of a good can be recognized only when…
· The significant risks and rewards of ownership of the goods have been transferred to the customer
· The amount of revenue can be measured reliably
· It is probable that the accounts receivable will be collected in the normal course of business; and 
· The costs incurred or to be incurred in respect of the transaction can be measured reliably
Service revenue is to be recognized on the PCB (Percentage of completion basis) if the conditions are present… 
· The amount of revenue can be measured reliably
· It is probable that the accounts receivable will be collected in the normal course of business
· The stage of completion of the transaction at the reporting date can be measured reliably; and
· The costs incurred for the transaction and the costs to complete the transaction can be measured reliably.
Revenues From Contracts with customers
Five step approach to revenue recognition:
1. Identify the contracts with a customer
2. Identify the separate performance obligations in the contract
3. Determine the transaction price
4. Allocate the transaction price to the separate performance obligations. What is that you must do to perform contract
5. Recognize revenue when the performance obligations are completed
a.  This occurs when the customer obtains control of that good or service -  this happens when the customer has the ability to direct the use of, and receive the benefits from the good or service.
Application of the percentage of completion method
· % completion= Costs incurred to date/ total estimated costs to complete
· Revenues reported in a given year= total contract revenues* (% of completion end of year- % of completion beginning of year)
· Profits recognized in a given year= revenues less costs incurred
Rendering of Services Example- A company sells 3-year extended warranties for $180
Assume that 100 of these extended warranties are sold on Jan 1, 20x1. In 20x1 the costs to service the extended warranties are $3,000 and the expected costs in 20x2 and 20x3 are $6,000.
In 20x2 the costs to service the extended warranties are $3,510 and the expected costs in 20x3 are $2,790.
The actual costs to service the extended warranties in 20x3 are $6,000.
How much revenue and profit can be recognized on these contracts in each of the three years?
Solution: =
First year Revenue: 
First year Revenue
First YearCosts: 
First year Profit: 
Second year % completion:  
Second year Revenues= 
Costs:
Profit: 
% of completion=100%
Revenues:18,000*(100%-70%)=$5,400
Costs: 6,000
Profit=Revenue-costs=(600)

	                                  
Contra account of sales is sales return:
Sales allowance: Customer keeps merchandise but is given a credit
Sales discounts: Early payment discounts
Discounts given to customers for early payment of their account
· n/30- payment due 30 days from invoice date
· 1/20 n30- deduct 1% of invoice amount if paid within 20 days, otherwise full amount is due in 30 days
· 2/10, n/30- Deduct 2% if you pay within 10 days otherwise pay within 30 days.
Record sale:
Dr. Accounts Receivable	1,000
	Cr Sales			1,000
When payment is received:
Dr. Cash (1000-10)
Dr. Sales discounts 10
	Cr. Accounts receivable 1,000

Accounts receivable:
Accounts receivable are reported on the balance sheet at their net realizable value- the net amount we expect to collect=
· A/R
· Less Allowance for Doubtful Accounts (contra account)
Methodology used to value the allowance for doubtful accounts= Allowance method
Allowance for doubtful accounts is a contra account to the accounts receivable account
Application of the Allowance Method
· When accounts are written off, they reduce both accounts and allowance for doubtful accounts: 
Dr. Allowance for Doubtful accounts
	Cr. Accounts receivable
When a previously written off account subsequently gets recovered, we first reverse the entry made to write the account off:
Dr. Accounts receivable
	Cr. Allowance for doubtful accounts
We then record the collection of the account:
Dr. cash
	Cr. Accounts receivable
When the allowance for doubtful accounts is adjusted (typically at year-end), the corresponding debit or credit is bad debt expense
Dr. Bad debt expense
	Cr. Allowance for doubtful accounts
Two approaches:
Balance sheet approach: we estimate the amount needed in allowance for doubtful accounts; any remainder goes to bad debt expense
· Methodology- aging, % of total receivables
Income statement approach: We estimate the amount of bad debt expense directly (usually as a % of credit sales); any remainder goes to the allowance for doubtful accounts
· Methodology. % of credit sales
A/R example
Credit sales						2,000,000
Allowance for doubtful accounts, beginning		27,000 cr.
Accounts written off during the year			37,000
Accounts recoveries during the year			4,500
Assume that the allowance for doubtful accounts at the end of year is estimated to be $35,000. Calculate the bad debt expense for the year.
						Allowance for doubtful accounts
				Debit					Credit
				Write offs				Recoveries
									Beg allowance
				37,000					27,000
									4,500
Dr. Bad debt expense	40,500
	Cr. Allowance for DA			40,500
Days sales in A/R 
Days sales in A/R
= Average accounts Receivable/ (credit sales/365)
Tells us how many days does it take on average to collect accounts receivable
A/r Beg			120,000
A/R End		150,000
Avg A/R			135,000
Cred Sales		1,600,000
Day sales in A/R

On March 1, 20x4 we convert a 10,000 A/R into a 2 year 8% note receivable. Interest payments are due on March 1, 20x5 and March 1, 20x6
Write all journal entries related to this note. Assume a December 31 year end
Mar 1, 20x4 Note rec	10,000	
	Accounts recievable10,000  
Dec 31 20x4 Interest receivable 667
		Interest revenue	667
10,000*8%*10/12
Mar 20x5 cash 800
		Interest rec 667
		Interest rev 133
Dec 31 20x5	Interest rec 667
			Interest rev 	667
[bookmark: _GoBack]Mar 1, 20x6	Cash 10,800
			Int rec 667
			Int rev 133
			Note receivable 10,000


