Chapter 06 - Reporting and Interpreting Sales Revenue, Receivables, and Cash

Chapter 6 – Set B Exercises- Libby 8e

E6-1B (Similar to E6-1) [LO 2] Reporting Net Sales with Credit Sales and Sales Discounts

During the months of January and February, Shadow Corporation sold goods to three customers. The

sequence of events was as follows:

	Jan.    6
	Sold goods for $950 to S. Barnes and billed that amount subject to terms 2/10, n/30.



	6
	Sold goods to M. Ramos for $710 and billed that amount subject to terms 2/10, n/30.

	14
	Collected cash due from S. Barnes.

	Feb.   2
	Collected cash due from M. Ramos.



	18
	Sold goods for $420 to R. Halprin and billed that amount subject to terms 2/10, n/45.


Required:

Assuming that Sales Discounts is treated as a contra-revenue, compute net sales for the two months

ended February 28.
E6-2B (Similar to E6-2) [LO 2] Reporting Net Sales with Credit Sales, Sales Discounts, and Credit Card Sales The following transactions were selected from the records of Harbor Company:

	July 12
	Sold merchandise to Customer X, who charged the $4,500 purchase on his Visa credit card. Visa charges Harbor a 2 percent credit card fee.

	15
	Sold merchandise to Customer Y at an invoice price of $12,000; terms 4/10, n/30.

	20
	Sold merchandise to Customer Z at an invoice price of $4,000; terms 3/10, n/30.

	23
	Collected payment from Customer Y from July 15 sale.

	Aug. 25
	Collected payment from Customer Z from July 20 sale.


Required:

Assuming that Sales Discounts and Credit Card Discounts are treated as contra-revenues, compute net

sales for the two months ended August 31.

E6-3B (Similar to E6-3) [LO 2] Reporting Net Sales with Credit Sales, Sales Discounts, Sales Returns, and Credit Card Sales
The following transactions were selected from among those completed by Forman Retailers in 2014:

	Nov. 20
	Sold 20 items of merchandise to Customer A at an invoice price of $6,500 (total); terms 3/10, n/30.

	25
	Sold two items of merchandise to Customer B, who charged the $600 sales price on her Visa credit card. Visa charges Cadence Retailers a 2 percent credit card fee.

	28
	Sold 10 identical items of merchandise to Customer C at an invoice price of $11,000 (total); terms 3/10, n/30.

	29
	Customer C returned one of the items purchased on the 28th; the item was defective, and credit was given to the customer.

	Dec. 6
	Customer C paid the account balance in full.

	20
	Customer A paid in full for the invoice of November 20, 2014.


Required:

Assume that Sales Returns and Allowances, Sales Discounts, and Credit Card Discounts are treated as

contra-revenues; compute net sales for the two months ended December 31, 2014.
E6-4B (Similar to E6-4) [LO 2] Determining the Effects of Credit Sales, Sales Discounts, Credit Card Sales, and Sales Returns and Allowances on Income Statement Categories
Barker Shoe Company records Sales Returns and Allowances, Sales Discounts, and Credit Card Discounts

as contra-revenues. 
Required:

Complete the following tabulation, indicating the effect ( + for increase, − for decrease, and NE for no effect) and amount of the effects of each transaction, including related cost of goods sold.

	July 12
	Sold merchandise to Jennie Smith at factory store who charged the $300 purchase on her American Express card. American Express charges a 2 percent credit card fee. Cost of goods sold was $165. 

	July 15
	Sold merchandise to Douglas Stone at an invoice price of $4,000; terms 3/10, n/30. Cost of goods sold was $2,200.

	July 20
	Collected cash due from Douglas Stone.

	July 21
	Before paying for the order, Rebecca Moran returned shoes with an invoice price of $1,500, and cost of goods sold was $600.


	
	
	Cost of 
	

	Transaction
	 Net Sales 
	Goods Sold
	Gross Profit

	July 12
	
	
	

	July 15
	
	
	

	July 20
	
	
	

	July 21
	
	
	


E 6-5B (Similar to E6-5) [LO 2] Evaluating the Annual Interest Rate Implicit in a Sales Discount with Discussion of Management Choice of Financing Strategy Compton Industries bills customers subject to terms 4/10, n/60.

Required:

1. Compute the annual interest rate implicit in the sales discount. (Round to two decimal places.)

2. If his bank charges 15 percent interest, should the customer borrow from the bank so that he can take

advantage of the discount? Explain your recommendation.

E6-6B (Similar to E6-8) [LO 3] Recording Bad Debt Expense Estimates and Write-Offs Using the Percentage of Credit Sales Method During 2011, Carson Productions, Inc., recorded credit sales of $875,000. Based on prior experience, it estimates a 1 percent bad debt rate on credit sales.

Required:

Prepare journal entries for each transaction:

a. The appropriate bad debt expense adjustment was recorded for the year 2014.

b. On December 31, 2014, an account receivable for $2,850 from March of the current year was determined to be uncollectible and was written off.

E6-7B (Similar to E6-9) [LO 3] Recording Bad Debt Expense Estimates and Write-Offs Using the Percentage of Credit Sales Method During 2014, Sing Electronics, Incorporated, recorded credit sales of $879,000. Based on prior experience, it estimates a 2 percent bad debt rate on credit sales.

Required:

Prepare journal entries for each transaction:

a. The appropriate bad debt expense adjustment was recorded for the year 2014.

b. On December 31, 2014, an account receivable for $436 from a prior year was determined to be uncollectible and was written off.
E6-8B (Similar to E6-12) [LO 3] Computing Bad Debt Expense Using Aging Analysis

Elsie’s Dairy uses the aging approach to estimate bad debt expense. The balance of each account receivable is aged on the basis of three time periods as follows: (1) not yet due, $18,000, (2) up to 120 days past due, $6,500, and (3) more than 120 days past due, $3,500. Experience has shown that for each

age group, the average loss rate on the amount of the receivables at year-end due to uncollectability is

(1) 2 percent, (2) 14 percent, and (3) 35 percent, respectively. At December 31, 2014 (end of the current

year), the Allowance for Doubtful Accounts balance is $700 (credit) before the end-of-period adjusting

entry is made.

Required:

What amount should be recorded as Bad Debt Expense for the current year?

E6-9B (Similar to E6-13) [LO 3] Recording and Reporting a Bad Debt Estimate Using Aging Analysis

Columbia Company uses the aging approach to estimate bad debt expense. The balance of each account

receivable is aged on the basis of three time periods as follows: (1) not yet due, $65,000, (2) up to

180 days past due, $17,000, and (3) more than 180 days past due, $6,000. Experience has shown that for

each age group, the average loss rate on the amount of the receivables at year-end due to uncollectability is (1) 3 percent, (2) 12 percent, and (3) 32 percent, respectively. At December 31, 2014 (end of the current year), the Allowance for Doubtful Accounts balance is $300 (credit) before the end-of-period adjusting entry is made.

Required:

1. Prepare the appropriate bad debt expense adjusting entry for the year 2014.

2. Show how the various accounts related to accounts receivable should be shown on the December 31,

2014, balance sheet.

E6-10B (Similar to E6-23) [LO 5] Preparing Bank Reconciliation, Entries, and Reporting Cash
The June 30, 2014, bank statement for Jenna Company and the June ledger accounts for

cash are summarized here:

	BANK STATEMENT



	
	Checks
	Deposits
	Balance



	Balance, June 1, 2014
	
	
	$ 7,500



	Deposits recorded during September
	
	$25,900
	33,400



	Checks cleared during September
	$25,400
	
	8,000



	NSF checks—Ramon Jones
	370
	
	7,630



	Bank service charges
	70
	
	7,560



	Balance, June 30, 2014
	
	
	7,560




	Cash (A)



	June 1 Balance
	7,500
	June Checks written
	28,900



	June Deposits
	28,100


	
	


No outstanding checks and no deposits in transit were carried over from May; however, there are

deposits in transit and checks outstanding at the end of September.

Required:

1. Reconcile the bank account.

2. Give any journal entries that should be made as the result of the bank reconciliation.

3. What should the balance in the Cash account be after the reconciliation entries?

4. What total amount of cash should the company report on the June 30 balance sheet?

PAGE  
1
© 2014 by McGraw-Hill Global Education Holdings, LLC. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution in any manner. This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

