Intermediate accounting (post Midterm stuff)
· Sales revenue is the present value of the resources we are going to get as a result of this sale.
Appendix 6a.
· Completed Contract method for ASPE: companies recognize revenue and gross profit only when company completes the contract.
· Percentage of Completion for IFRS: A revenue method that recognizes revenue, costs, and gross profits as a progress made towards completion of a long-term contract.
· 

Chapter 7: Cash and Receivables 
· Receivables are claims against goods and services. 
· It is a current asset because it is to be converted to cash within 12 months or within operating cycles less than 10 months.

Methods for accounting for uncollectible accounts: 
· Allowance methods: estimates are made of expected losses from uncollectible accounts. The estimate is dr. to bad debts expense and credited to the allowance for doubtful accounts. 
· Direct Write-off Method: when an account is determined to be uncollectable bad debts expense is dr. and the AR is credited (i.e. written off directly from the AR directly.)
Note: that this method is not desirable because it makes no attempt to match revenues and expenses. 
Does not result in receivables 
· AR aging approach, Mixed approach (% of sales)
Note that if we know we are going to 
 
Chapter 7
Long term
Example: If A sells equipment to B and B says they would pay for it in 2 years and they would pay $12,000.
Note: the FMV of equip (1st year) = $10,000. (FROM FINANCIAL MANAGEMENT)
Cost of equipment: $8,000.
Prepare: 
· The journal entry @ time zero
· Journal @ year 1
· Journal @ year 2
Solution:
At year 1: = $10,000 X (1+10%) = 10,000 + 1,000 = 11,000
At year 2:  $11000 x (1+10%) = 12,100.


At initial delivery:
DR. Notes receivable 10,000
   CR. Receivable             10,000
 
DR. COGS         8,000 
   CR. INVENTORY    8000

At end of year:
DR. 
The fair market value is the principle 


2nd example: (page 361).
Morgan -- Marie 
@ 10% for 3yrs.
Market Interest Rate 12%
When the market interest rate is > the cash interest then it is selling at a discount. 

2. Initial Future Market value of Financial instrument. 

2,402= FMV of Annuity (3, 1000, 12%)
     +
7118 = FMV of principal (3, 10000, 12%)
= 9,520.  is the PV of the notes receivable. Which is also called carrying value.
Dr. Notes Receivable 9520
           Cr.  Cash                9520

Dr. cash 1,000
      Cr. Interest Revenue 1,000

Dr. Notes Receivable 
   Cr. Interest Revenue


Effective Interest = 12% x 9520 = 1,142 
                                                               -
Cash Interest = 10% x 10000 =       1000
                                Difference  =      142 - Amortization for year 1
At year 2:
Dr. Cash            1000
   Cr. Interest Revenue 1000

Dr. Notes Receivable     
   Cr. Interest Revenue 
Difference = 1,000 – (effective interest)
Difference = 1000 – (effective Interest)

YR 3
Dr. Cash 1000
     Cr. Interest Revenue 1000

Dr. NR 
   CR. Interest Revenue 
    (effective Interest Rate) 
12% x (9520 + 142+ 159)
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