[bookmark: _Toc352246390]CHAPTER SEVEN
Cash and
Receivables
This chapter focuses on two types of current assets – cash and receivables. Internal control over cash involves processes and procedures that include the use of a petty cash fund and the preparation of a bank reconciliation. Receivables may be uncollectible. To match the cost of uncollectible accounts and the related revenue, bad debts must be estimated using either the income statement method or statement of financial position method. Actual account receivables are written off when judged to be uncollectible. Write-offs can be subsequently recovered. The journalizing of short-term notes receivable and related interest revenue is also discussed in this chapter.
[bookmark: _Toc352246391]Chapter 7 Learning Objectives
LO1 – Define internal control and explain how it is applied to cash.
LO2 – Explain and journalize petty cash transactions.
LO3 – Explain the purpose of and prepare a bank reconciliation, and record related adjustments.
LO4 – Explain, calculate, and record estimated uncollectible accounts receivable, and subsequent write-offs and recoveries.
LO5 – Explain and record short-term notes receivable and calculate related interest.


[bookmark: _Toc352246382]A.	Internal Control
Assets are the lifeblood of a company. As such, they must be protected. This duty falls to managers of a company. The policies and procedures implemented by management to protect assets are collectively referred to as internal controls. An effective internal control program not only protects assets, but also aids in accurate recordkeeping, produces financial statement information in a timely manner, ensures compliance with laws and regulations, and promotes efficient operations. Effective internal control procedures ensure that adequate records are maintained, transactions are authorized, duties among employees are divided between recordkeeping functions and control of assets, and employees’ work is checked by others. The use of electronic recordkeeping systems does not decrease the need for good internal controls.LO1 – Define internal control and explain how it is applied to cash.


The effectiveness of internal controls is limited by human error and fraud. Human error can occur because of negligence or mistakes. Fraud is the intentional decision to circumvent internal control systems for personal gain. Sometimes, employees cooperate in order to avoid internal controls. This collusion is often difficult to detect, but fortunately, it is not a common occurrence when adequate controls are in place.
Internal controls take many forms. Some are broadly based, like mandatory employee drug testing, video surveillance, and scrutiny of company email systems. Others are specific to a particular type of asset or process. For instance, internal controls need to be applied to a company’s accounting system to ensure that transactions are processed efficiently and correctly to produce reliable records in a timely manner. Procedures should be documented to promote good recordkeeping, and employees need to be trained in the application of internal control procedures.
Financial statements prepared according to generally accepted accounting principles are useful not only to external users in evaluating the financial performance and financial position of the company, but also for internal decision making. There are various internal control mechanisms that aid in the production of timely and useful financial information. For instance, using a chart of accounts is necessary to ensure transactions are consistently recorded in the appropriate account. 
The design of accounting records and documents is another important means to provide financial information. Financial data is entered and summarized in records and transmitted by documents. A good system of internal control requires that these records and documents be prepared at the time a transaction takes place or as soon as possible afterward, since they become less credible and the possibility of error increases as time passes. Documents supporting financial transactions – for example, sales invoices – should also be consecutively pre-numbered, to indicate whether any are missing.
Internal control also promotes the protection of assets. Cash is particularly vulnerable to misuse. A good system of internal control for cash should provide adequate procedures for protecting cash receipts and cash disbursements. Procedures to exercize control over cash vary from company to company and depend upon such variables as company size, number of employees, and cash sources. However, effective cash control generally requires the following:
· Separation of duties: People responsible for handling cash should not be responsible for maintaining cash records. By separating the custodial and record-keeping duties, theft of cash and its concealment is less likely.
· Same-day deposits: All cash receipts should be deposited daily in the company’s bank account. This prevents theft and personal use of the money before deposit.
· Payments made using non-cash means: Cheques or electronic funds transfer (EFT) provide separate external records to verify cash disbursements. For example, many businesses pay their employees using electronic funds transfer because it is more secure and efficient than using cash or even cheques.
Two forms of internal control over cash will be discussed in this chapter: the use of a petty cash account and the preparation of bank reconciliations.
B.	Petty Cash
The payment of small amounts by cheque may be inconvenient and costly. For example, using cash to pay for postage on an incoming package might be less than the total cost of processing a cheque. A small amount of cash kept on hand to pay for small, infrequent expenses is referred to as a petty cash fund. LO2 – Explain and journalize petty cash transactions.

Establishing and Reimbursing the Petty Cash Fund
To set up the petty cash fund, a cheque is prepared for the amount of the fund. The custodian of the fund cashes the cheque and places the coins and currency in a locked box. Responsibility for the petty cash fund should be delegated to only one person, who should be held accountable for its contents. Cash payments, supported by receipts, are made by this petty cash custodian out of the fund as required. When the amount of cash has been reduced to a pre-determined level, the receipts are compiled and submitted for entry into the accounting system. A cheque is then issued to reimburse the petty cash fund for the total amount of the receipts. At any given time, the petty cash amount should consist of cash and supporting receipts, all totalling the petty cash fund amount. To demonstrate the management of a petty cash fund, assume that a $200 cheque is issued for the purpose of establishing a petty cash fund. 
The journal entry is:
Petty Cash	100	200
	Cash	101		200
To establish the $200 petty cash fund.
Petty Cash is a current asset account. When reporting Cash on the financial statements, the balances in Petty Cash and Cash are usually added together and reported as one amount. 
Assume the petty cash custodian has receipts totalling $190 and $10 in coin and currency remaining in the petty cash box. The receipts consist of the following: delivery charges, $100; postage, $35; and office supplies, $55. The petty cash custodian submits the receipts to the accountant who records the following entry and issues a cheque for $190. 
Delivery Expense	620	100
Postage Expense	652	  35
Office Supplies Expense[footnoteRef:1]  	650	  55 [1:  An expense is debited instead of an asset like Unused Office Supplies. The need to purchase supplies through petty cash assumes the immediate use of the items.] 

	Cash	101	  	190 
To reimburse the petty cash fund.

As an added internal control, petty cash receipts should be cancelled at the time of reimbursement in order to prevent their reuse for duplicate reimbursements. The petty cash custodian cashes the $190 cheque. The $190 plus the $10 of coin and currency in the locked box immediately prior to reimbursement equals the $200 total maintained in the petty cash fund.
Sometimes, the receipts plus the coin and currency in the petty cash locked box do not equal the required petty cash balance. To demonstrate, assume the same information above except that the coin and currency remaining in the petty cash locked box was $8. This amount plus the receipts for $190 equals $198 and not $200, indicating a shortage in the petty cash box. The entry at the time of reimbursement reflects the shortage and is recorded as:
Delivery Expense	620	100
Postage Expense	652	  35
Office Supplies Expense	650	  55
Cash Over/Short Expense	614	    2
	Cash	101  		192 
To reimburse the petty cash fund and account for the $2 shortage.
	Notice that the $192 credit to Cash plus the $8 of coin and currency remaining in the petty cash box immediately prior to reimbursement equals the $200 required total in the petty cash fund.
Assume, instead, that the coin and currency in the petty cash locked box was $14. This amount plus the receipts for $190 equals $204 and not $200, indicating an overage in the petty cash box. The entry at the time of reimbursement reflects the overage and is recorded as:	
Delivery Expense	650	100
Postage Expense	652	  35
Office Supplies Expense	650	  55
	Cash Over/Short Exp.	614	  	    4 
	Cash	101	  	186 
To reimburse the petty cash fund and account for the $4 overage.
	Again, notice that the $186 credit to Cash plus the $14 of coin and currency remaining in the petty cash box immediately prior to reimbursement equals the $200 required total in the petty cash fund.
The size of the petty cash fund should not be large enough to become a potential theft issue. If a petty cash fund is too large, it may be an indicator that transactions that should be paid by cheque are not being processed in accordance with company policy. 
[bookmark: _Toc352246392]C.	Cash Collections and Payments
The widespread use of banks facilitates cash transactions between entities and provides a safeguard for the cash assets being exchanged. This involvement of banks as intermediaries between entities has accounting implications. At any point in time, the cash balance in the accounting records of a particular company usually differs from the bank cash balance of that company. Differences occur because some cash transactions recorded in the accounting records have not yet been recorded by the bank and, conversely, some cash transactions recorded by the bank have not yet been recorded in the company’s accounting records.LO3 – Explain the purpose of and prepare a bank reconciliation, and record related adjustments.

The use of a bank reconciliation is one method of internal control over cash. A bank reconciliation proves the accuracy of both the company’s and the bank’s records, and reveals any errors made by either party. The bank reconciliation is a tool that can help detect attempts at theft and manipulation of records. An example of a bank reconciliation for Big Dog Carworks Corp. is shown in Figure 7-1: 
	Big Dog Carworks Corp.
Bank Reconciliation
At March 31, 2019This balance is taken from the company’s bank statement at March 31.

This balance is taken from the company’s general ledger Cash account.




	

	

	Unreconciled general ledger Cash balance at March 31
	
	
	
	
$20,673
	
	
Unreconciled bank statement balance Mar. 31
	
	
$24,927

	AdjustmentsThese cheques have been issued by the company, but have not yet cleared the bank. They are called “reconciling items”.


	
	
	
	        -0-
	
	Less: Outstanding cheques
Cheque No.	Amount
        580	  $4,051
        599	   196
        600	         7

	
	




  (4,254)

	Adjusted general ledger Cash balance at Mar. 31
	
	
	
	
$20,673
	
	
Adjusted bank balance at Mar. 31
	
	
$20,673

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	These balances must agree.
	
	


Figure 7-1	Big Dog’s Bank Reconciliation at March 31, 2019
The bank reconciliation provides a simple method to show why the bank statement issued by the company’s bank and the Cash balance in a company’s general ledger differ on a given date like a month-end, and whether these differences are acceptable. In the example above, the difference ($20,673 versus $24,927) occurs because there are three cheques that have been recorded in BDCC’s general ledger Cash account totalling $4,254 that have not yet been presented and accepted for payment (or been cleared) by the bank. Cheques that are recorded in the company’s general ledger but are not paid out of its bank account when the bank statement is prepared are referred to as outstanding cheques.  Outstanding cheques cause the bank statement balance to be overstated compared to the company’s records. These cheques must be subtracted from the bank balance on the bank reconciliation so that the Cash general ledger account and bank statement balances agree.
These outstanding cheques will likely be cashed by the bank a few days after the month end and will appear on the next month’s bank statement. As a result, these differences are reasonable, occurring only because of slight timing differences between transactions being recorded in the general ledger and on the bank statement. 
The steps needed to prepare a bank reconciliation are discussed below.
The Bank Reconciliation
Discrepancies between the cash balance reported on the bank statement and the cash balance reported in a business’s Cash account in the general ledger at a particular date are known as reconciling items and are added or subtracted to either the general ledger Cash balance or the amount of cash shown at the end of the period on the bank statement. The cash balance prior to reconciliation is called the unreconciled cash balance. The balance after adding and subtracting the reconciling items is called the reconciled, or adjusted, cash balance. The following is a list of potential reconciling items and their impact on the bank reconciliation.
	General ledger reconciling items
	Bank reconciling items

	· Collection of notes receivable (added)
	· Outstanding deposits (added)

	· NSF cheques (subtracted)
	· Outstanding cheques (subtracted)

	· Bank charges (subtracted)
· Book errors (added or subtracted, depending on the nature of the error)
	· Bank errors (added or subtracted, depending on the nature of the error)


General Ledger Reconciling Items
The collection of notes receivable[footnoteRef:2] may be made by a bank on behalf of the company. These collections are often unknown to the company until they appear as an addition on the bank statement. They cause the general ledger Cash account to be understated. As a result, the collection of a notes receivable is added to the unreconciled general ledger Cash balance on the bank reconciliation.  [2:  A note receivable is a formalized document arising from an account receivable transaction. It specifies the terms of repayment of the amount owing to the company by a customer, as well as any interest that will be paid.] 

Cheques returned to the bank because there were not sufficient funds (NSF) in a customer’s bank account to cover them appear on the bank statement as a reduction of cash. The company must then request that the customer pay the amount again. As a result, the general ledger Cash account is overstated by the amount of the NSF cheque. NSF cheques must be subtracted from the unreconciled general ledger Cash balance of cash on the bank reconciliation.
Cheques received by a company and deposited into its bank account may be returned by the customer’s bank for a number of other reasons (for example, the cheque was “stale-dated” – issued too long ago; was unsigned or illegible; or shows the wrong account number). Returned cheques cause the general ledger Cash account to be overstated compared to the bank statement. These returned cheques must be deducted from the unreconciled general ledger Cash balance on the bank reconciliation.
Bank service charges are also deducted from the customer’s bank account. Since the service charges have not yet been recorded by the company, the general ledger Cash account is overstated. Therefore, service charges are subtracted from the unreconciled general ledger Cash balance on the bank reconciliation.
A business may incorrectly record journal entries involving cash. For instance, a deposit or cheque may be recorded for the wrong amount in the company records. These errors are often detected when amounts recorded by the company are compared to the bank statement. Depending on the nature of the error, it will be either added to or subtracted from the unreconciled general ledger Cash balance on the bank reconciliation. For example, if the company issued a cheque for $250 but recorded it in the records as $520, the $270 difference would be added to the unreconciled general ledger Cash balance of Cash on the bank reconciliation to correct the error, because the general ledger Cash balance is too low. As another example, if the company recorded a deposit as $520 when the correct amount of the deposit was $250, the $270 difference would be subtracted from the unreconciled general ledger Cash balance on the bank reconciliation to correct the error because the general ledger Cash balance is too high. Each error must be analyzed to determine whether it will be added to or subtracted from the unreconciled general ledger Cash balance on the bank reconciliation.
Bank Reconciling Items
Cash receipts are recorded as an increase of cash in the company’s accounting records when they are received. These cash receipts are deposited by the company into its bank. The bank records an increase in cash only when these amounts are actually deposited with the bank. Not all cash receipts recorded by the company may have been recorded by the bank when the bank statement is prepared. There may be outstanding deposits (also called deposits in transit). Outstanding deposits cause the bank statement cash balance to be understated. Therefore, outstanding deposits are a reconciling item that must be added to the unreconciled bank balance on the bank reconciliation.
On the date that a cheque is prepared by a company, it is recorded as a reduction of cash in a company’s general ledger. A bank statement will not record a cash reduction until a cheque clears the bank. Outstanding cheques mean that the bank statement balance is overstated. Therefore, outstanding cheques are a reconciling item that must be subtracted from the unreconciled bank balance on the bank reconciliation as shown in Figure 7-1 above.
Bank errors sometimes occur and are not revealed until the transactions on the bank statement are compared to the company’s accounting records. When an error is identified, the company notifies the bank to have it corrected. Depending on the nature of the error, it is either added to or subtracted from the unreconciled bank balance on the bank reconciliation. For example, if the bank cleared a cheque as $520 that was correctly written for $250, the $270 difference would be added to the unreconciled bank balance on the bank reconciliation. The cash balance reported on the bank statement is understated by $270 as a result of this error. As another example, if the bank recorded a deposit as $520 when the correct amount was actually $250, the $270 difference would be subtracted from the unreconciled bank balance on the bank reconciliation. The cash balance reported on the bank statement is overstated by $270 as a result of this specific error. Each error must be carefully analyzed to determine how it will be treated on the bank reconciliation.
Illustrative Problem—Bank Reconciliation
Now, a bank reconciliation will be prepared for BDCC for the next month-end, April 30. The general ledger Cash account shows an opening balance of $20,673 at April 1 (note that this is the amount that is shown in Figure 7-1 as the March 31 ending Cash balance. Assume cash receipts (debits) amount to $9,482 in April and that cash disbursements (credits) amount to $8,226. The ending balance general ledger Cash balance at April 30 is $21,929. The general ledger for April is shown in Figure 7-2.The opening balance agrees to the March 31 general ledger balance shown on the bank reconciliation in Fig. 7-1





	GENERAL LEDGER
	Cash	Acct. No. 101

	Date
2019
	
	
Description
	
PR
	
Debit
	
Credit
	
	
Balance

	Mar.
	31
	Balance
	
	
	
	DR
	20,673

	Apr.
	30
	April cash receipts
	CRJ6
	9,482
	
	DR
	30,155

	
	30
	April cash payments
	CDJ18
	
	8,226
	DR
	21,929

	
	
	
	
	
	
	
	



The ending balance is used as the unreconciled general ledger balance on the April 30 bank reconciliation. 
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Figure 7-2	Big Dog’s General Ledger ‘Cash’ Account for April 30, 2019


Assume further that April deposits made and cheques issued are as follows:
	Deposits
	
	Cheques

	Date
	
	Amount
	
	No.
	Amount

	April 5
	
	$1,570
	
	601
	$    24

	10
	
	390
	
	602
	1,720

	23
	
	5,000
	
	603
	230

	28
	
	1,522
	
	604
	200

	30
	
	1,000
	
	605
	2,220

	
	
	
	
	606
	287

	
	
	
	
	607
	1,364

	
	
	
	
	608
	100

	
	
	
	
	609
	40

	
	
	
	
	610
	1,520

	
	
	
	
	611
	124

	
	
	
	
	612
	397

	Total
	
	$9,482
	
	Total
	$8,226



These totals agree to the Cash general ledger account debits and credits in Figure 7-2.

The bank statement issued by BDCC’s bank is as follows:
	Second Chartered Bank
Big Dog Carworks Corp.
Bank StatementThe opening balance agrees to the March 31 bank statement balance shown in Fig. 7-1


Month Ended April 30, 2019

	Date
	Type
	Out
	
	In
	
	Balance

	Apr. 1
	
	
	
	
	
	$24,927

	2
	Deposit
	
	
	1,570
	
	26,497

	3
	Ck. 580
	(4,051)
	
	
	
	22,446

	4
	Deposit
	
	
	390
	
	22,836

	6
	Ck. 599
	(196)
	
	
	
	22,640

	7
	Ck. 601
	(24)
	
	
	
	22,616

	9
	Ck. 603
	(230)
	
	
	
	22,386

	11
	Ck. 604
	(200)
	
	
	
	22,186

	16
	Ck. 611
	(124)
	
	
	
	22,062

	17
	Ck. 612
	(397)
	
	
	
	21,665

	18
	Ck. 600
	(7)
	
	
	
	21,658

	19
	Deposit
	
	
	5,000
	
	26,658

	21
	Ck. 605
	(2,220)
	
	
	
	24,438

	22
	NSF
	(180)
	
	
	
	24,258

	24
	Deposit
	
	
	1,522
	
	25,780The ending balance is used as the unreconciled bank statement balance on the April 30 bank reconciliation. 


	26
	Ck. 602
	(1,720)
	
	
	
	24,060

	28
	Ck. 115
	(31)
	
	
	
	24,029

	30
	SC
	(6)
	
	
	
	24,023

	Ck. = cheque  SC = service charge  
NSF = not sufficient funds


Figure 7-3	Big Dog’s Bank Statement for the month of April, 2019
There are nine steps to follow in preparing a bank reconciliation: 
Step 1
a. List the unreconciled April 30 general ledger cash balance ($21,929 from Figure 7-2) on the left side of the bank reconciliation, similar to that shown in Figure 7-1.
b. List the ending cash balance on the bank statement ($24,023 from Figure 7-3) on the right side of the bank reconciliation, similar to that shown in Figure 7-1. 


The bank reconciliation should show:
	Big Dog Carworks Corp.
Bank Reconciliation
At April 30, 2019


	Unreconciled general ledger Cash balance at Apr. 30

	
	
$21,929

	
	Unreconciled bank statement balance at Apr. 30

	
	
$24,023



Step 2
Compare clearing cheques shown on the bank statement with cheques recorded as cash disbursements in the company’s records.
a. Review the prior month’s bank reconciliation and ensure that outstanding cheques have cleared the bank in the subsequent month.
	In the company records:	
These cheques were recorded in March; therefore, the cash balance per the general ledger is correctly stated.
In the bank statement:	
These outstanding March cheques may not have cleared the bank in April. If some of the cheques have not yet been paid, the bank’s balance is overstated at April 30 by the amount of these cheques.


The outstanding cheques on the March 31 bank reconciliation are shown in Figure 7-1 and reproduced below. 


Cheques clearing the bank are marked with an ‘x’ on the prior month’s outstanding cheque list and on the April bank statement, as follows:
Cheque No.	Amount
        580	  $4,051	x
        599	   196	x
        600	         7	x
	Date
	Type
	Out
	
	In
	
	Balance

	Apr. 1
	
	
	
	
	
	$24,927

	2
	Deposit
	
	
	1,570
	
	26,497

	3
	Ck. 580
	(4,051)
	x
	
	
	22,446

	4
	Deposit
	
	
	390
	
	22,836

	6
	Ck. 599
	(196)
	x
	
	
	22,640

	7
	Ck. 601
	(24)
	
	
	
	22,616

	9
	Ck. 603
	(230)
	
	
	
	22,386

	11
	Ck. 604
	(200)
	
	
	
	22,186

	16
	Ck. 611
	(124)
	
	
	
	22,062

	17
	Ck. 612
	(397)
	
	
	
	21,665

	18
	Ck. 600
	(7)
	x
	
	
	21,658

	19
	Deposit
	
	
	5,000
	
	26,658

	21
	Ck. 605
	(2,220)
	
	
	
	24,438

	22
	NSF
	(180)
	
	
	
	24,258

	24
	Deposit
	
	
	1,522
	
	25,780

	26
	Ck. 602
	(1,720)
	
	
	
	24,060

	28
	115
	(31)
	
	
	
	24,029

	30
	SC
	(6)
	
	
	
	24,023


All the March outstanding cheques (# 580, 599, and 600) were paid by the bank in April; no adjustment is required in the April 30 bank reconciliation—the cash balance per the company’s general ledger and the bank statement at April 30 are correctly stated in relation to these March outstanding cheques.


b. Compare the cheques clearing the bank in April with the cheques recorded as April cash disbursements. Cleared items are marked with an ‘x’ on the April cheque list and the April bank statement:
	Cheque
No.
	
	
Amount
	

	601
	
	$     24
	x

	602
	
	1,720
	x

	603
	
	230
	x

	604
	
	200
	x

	605
	
	2,220
	x

	606
	
	287
	These April cheques are still outstanding.


	607
	
	1,364
	

	608
	
	100
	

	609
	
	40
	

	610
	
	1,520
	

	611
	
	124
	x

	612
	
	397
	x

	Total
	
	$8,226
	



	Date
	Type
	Out
	
	In
	
	Balance

	Apr. 1
	
	
	
	
	
	$24,927

	2
	Deposit
	
	
	1,570
	
	26,497

	3
	Ck. 580
	(4,051)
	x
	
	
	22,446

	4
	Deposit
	
	
	390
	
	22,836

	6
	Ck. 599
	(196)
	x
	
	
	22,640

	7
	Ck. 601
	(24)
	x
	
	
	22,616

	9
	Ck. 603
	(230)
	x
	
	
	22,386

	11
	Ck. 604
	(200)
	x
	
	
	22,186

	16
	Ck. 611
	(124)
	x
	
	
	22,062

	17
	Ck. 612
	(397)
	x
	
	
	21,665

	18
	Ck. 600
	(7)
	x
	
	
	21,658

	19
	Deposit
	
	
	5,000
	
	26,658

	21
	Ck. 605
	(2,220)
	x
	
	
	24,438

	22
	NSF
	(180)
	
	
	
	24,258

	24
	Deposit
	
	
	1,522
	
	25,780

	26
	Ck. 602
	(1,720)
	x
	
	
	24,060

	28
	Ck. 115
	(31)
	
	
	
	24,029

	30
	SC
	(6)
	
	
	
	24,023






	In the company records:
These cheques were recorded in April; therefore, the general ledger Cash balance is correctly stated.
In the bank statement:
These outstanding cheques were not paid by the bank in April. Therefore, the unreconciled bank balance on April 30 of $24,023 is overstated.


The outstanding cheques must be deducted from the unreconciled bank statement balance on the bank reconciliation, as follows:
	Big Dog Carworks Corp.
Bank Reconciliation
At April 30, 2019


	Unreconciled general ledger Cash balance at Apr. 30

	
	
$21,929

	
	Unreconciled bank statement balance at Apr. 30

	
	
$24,023


	    
	
	
	
	




       
	
	Less: Outstanding cheques
Cheque No.	Amount
        606	  $  287
        607	   1,364
        608	    100
        609	     40
        610	   1,520
	
	





 (3,311)





Step 3
Other disbursements made by the bank but not recorded in the company records are identified and marked with an ‘x’.
	Date
	Type
	Out
	
	In
	
	Balance

	Apr. 1
	
	
	
	
	
	$24,927

	2
	Deposit
	
	
	1,570
	
	26,497

	3
	Ck. 580
	(4,051)
	x
	
	
	22,446

	4
	Deposit
	
	
	390
	
	22,836

	6
	Ck. 599
	(196)
	x
	
	
	22,640

	7
	Ck. 601
	(24)
	x
	
	
	22,616

	9
	Ck. 603
	(230)
	x
	
	
	22,386

	11
	Ck. 604
	(200)
	x
	
	
	22,186

	16
	Ck. 611
	(124)
	x
	
	
	22,062

	17
	Ck. 612
	(397)
	x
	
	
	21,665

	18
	Ck. 600
	(7)
	x
	
	
	21,658

	19
	Deposit
	
	
	5,000
	
	26,658

	21
	Ck. 605
	(2,220)
	x
	
	
	24,438

	22
	NSF
	(180)
	x
	
	
	24,258

	24
	Deposit
	
	
	1,522
	
	25,780

	26
	Ck. 602
	(1,720)
	x
	
	
	24,060

	28
	Ck. 115
	(31)
	x
	
	
	24,029

	30
	SC
	(6)
	x
	
	
	24,023


a. An examination of the April bank statement shows that the bank had deducted the NSF cheque of John Donne for $180. 
	In the company records:
The cheque of John Donne had originally been recorded as a cash receipt (a payment on account). During April, no entry was made regarding this returned cheque; therefore, the cash balance in the general ledger is overstated at April 30.
In the bank statement:
The bank has already made a deduction from the cash balance shown on the bank statement for this NSF cheque.


In reconciling the cash balances shown in the general ledger and on the bank statement, this returned cheque must be deducted from the unreconciled general ledger Cash balance of $21,929 shown on the bank reconciliation. It also should be set up as an account receivable and a notice should be sent to Donne requesting payment again. The journal entry to do this will be discussed below.
b. An examination of the April 30 bank statement also shows that the bank has deducted a service charge of $6 during April.
	In the company records:
This service charge was not deducted from the cash balance in the general ledger during April. Therefore, the cash balance is overstated at April 30.
In the bank statement:
The service charges have already been deducted from the cash balance shown on the bank statement.


To reconcile the cash balance in the company records with the bank statement, this service charge must be deducted from the unreconciled general ledger Cash balance shown on the bank reconciliation.
c. An examination of the April bank statement shows that the bank deducted a cheque issued by another company for $31 from the BDCC bank account in error. (Assume that when notified, the bank indicated it would make a correction in May’s bank statement.)
	In the company records:
This cheque does not belong to Big Dog and does not require any change in its accounting records.
In the bank statement:
The cheque should not have been deducted from Big Dog’s bank account. Therefore, the cash balance shown on the bank statement balance on the April 30 bank reconciliation is understated. 


To reconcile the cash balance in the company records with the bank statement, the cheques deducted in error must be added to the unreconciled bank statement balance of $24,023 shown on the bank reconciliation.


These three reconciling items are included on the bank reconciliation as follows:
	Big Dog Carworks Corp.
Bank Reconciliation
At April 30, 2019


	Unreconciled general ledger Cash balance at Apr. 30

	
	
$21,929


	
	Unreconciled bank statement balance at Apr. 30
Add: Cheque deducted in error
	
	
$24,023
31

	Less: 	Bank charges
    	NSF Cheque – J. Donne
	
	$  6
 180
	
	
   (186)




       
	
	Less: Outstanding cheques
Cheque No.	Amount
        606	  $  287
        607	   1,364
        608	    100
        609	     40
        610	   1,520
	
	





 (3,311)


Step 4
Compare clearing deposits shown on the bank statement with deposits recorded as cash receipts in the company’s records.
a. Review the prior month’s bank reconciliation and ensure that outstanding deposits have cleared the bank in the subsequent month.
	In the company records:
The March cash receipts have been recorded correctly.
In the bank statement:
All of the March cash receipts have been deposited and recorded on the bank statement. There are no outstanding deposits at March 31.





b. Compare the deposits clearing the bank in April with the deposits recorded as April cash receipts. Cleared items are marked with an ‘x’ on the April deposits list and the April bank statement:
	Date
	
	Amount
	

	April 5
	
	$1,570
	x

	10
	
	390
	x

	23
	
	5,000
	xThis April deposit is still outstanding.


	28
	
	1,522
	x

	30
	
	1,000
	

	Total
	
	$9,482
	



	Date
	Type
	Out
	
	In
	
	Balance

	Apr. 1
	
	
	
	
	
	$24,927

	2
	Deposit
	
	
	1,570
	x
	26,497

	3
	Ck. 580
	(4,051)
	x
	
	
	22,446

	4
	Deposit
	
	
	390
	x
	22,836

	6
	Ck. 599
	(196)
	x
	
	
	22,640

	7
	Ck. 601
	(24)
	x
	
	
	22,616

	9
	Ck. 603
	(230)
	x
	
	
	22,386

	11
	Ck. 604
	(200)
	x
	
	
	22,186

	16
	Ck. 611
	(124)
	x
	
	
	22,062

	17
	Ck. 612
	(397)
	x
	
	
	21,665

	18
	Ck. 600
	(7)
	x
	
	
	21,658

	19
	Deposit
	
	
	5,000
	x
	26,658

	21
	Ck. 605
	(2,220)
	x
	
	
	24,438

	22
	NSF
	(180)
	x
	
	
	24,258

	24
	Deposit
	
	
	1,522
	x
	25,780

	26
	Ck. 602
	(1,720)
	x
	
	
	24,060

	28
	Ck. 115
	(31)
	
	
	
	24,029

	30
	SC
	(6)
	x
	
	
	24,023



This comparison indicates that the April 30 cash receipt amounting to $1,000 has not yet been included as a deposit in the bank statement. 



	In the company records:
The April cash receipts have been recorded correctly.
In the bank statement:
The April cash receipts have been deposited and recorded on the bank statement, except for the April 30 deposit. 


To reconcile the cash balance in the company records with the bank statement, the outstanding deposit must be added to the bank statement ending cash balance of $24,023 on the bank reconciliation, as follows:
	Big Dog Carworks Corp.
Bank Reconciliation
At April 30, 2019


	Unreconciled general ledger Cash balance at Apr. 30

	
	
$21,929

	
	Unreconciled bank statement balance at Apr. 30
Add:  Cheque deducted in error
	
	
$24,023
31

	
	
	
	
	Outstanding deposit
	
	1,000

	
	
	
	
	
	
	
	
	25,054

	Less: 	Bank charges
    	NSF Cheque – J. Donne
	
	$  6
 180
	
	
   (186)




       
	
	Less: Outstanding cheques
Cheque No.	Amount
        606	  $  287
        607	   1,364
        608	    100
        609	     40
        610	   1,520
	
	





 (3,311)





Step 5
Total both sides of the bank reconciliation. The result should be that the reconciled general ledger Cash balance and the bank statement balances are equal. 
The completed bank reconciliation is shown in Figure 7-4. 
	Big Dog Carworks Corp.
Bank Reconciliation
At April 30, 2019


	Unreconciled general ledger Cash balance at Apr. 30

	
	
$21,929


	
	Unreconciled bank statement balance at Apr. 30
Add: Cheque deducted in error 
         Outstanding deposit
	
	
$24,023
31
1,000

	
	
	
	
	
	
	
	
	25,054

	Less: 	Bank charges
    	NSF Cheque – J. Donne
	
	$  6
 180
	
	
   (186)




       
	
	Less: Outstanding cheques
Cheque No.	Amount
        606	  $  287
        607	   1,364
        608	    100
        609	     40
        610	   1,520
	
	





 (3,311)

	Adjusted general ledger Cash balance at Apr. 30
	
	
$21,743
	
	
Adjusted bank balance at Apr. 30
	
	
$21,743

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	These balances must agree.
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Reconciling items in this section require journal entries to be made in the general journal to adjust the unreconciled Cash balance of $21,929 in the general ledger to the reconciled balance of $21,743.
	
	Reconciling items in this section do not require journal entries. The outstanding deposits and cheques should clear the bank in May. The $31 cheque deducted in error must be reported to the bank so it can make the necessary corrections to Big Dog’s account in the next month.



Figure 7-4	BDCC’s April 30 Bank Reconciliation


Step 6
The adjusted balance of $21,743 calculated in the bank reconciliation must be reflected in the company’s general ledger Cash account. Adjusting entries must be prepared. The adjusting entries are based on the reconciling item on the left-hand side of the bank reconciliation and are as follows:
Bank Charges Expense	632	6
	Cash	101		6
Accounts Receivable – Donne	110	180
	Cash	101		180
To record reconciling items from April 30 bank reconciliation. 
Once the adjustment is posted, the Cash general ledger account balance is correct, as illustrated in Figure 7-5.
	GENERAL LEDGER
	Cash	Acct. No. 101

	Date
2019
	
	
Description
	
PR
	
Debit
	
Credit
	
	
Balance

	Mar.
	31
	Balance
	
	
	
	DR
	20,673

	Apr.
	30
	April cash receipts
	CRJ6
	9,482
	
	DR
	30,155

	
	30
	April cash payments
	CDJ18
	
	8,226
	DR
	21,929

	
	30
	Bank charge expense
	Adj.
	
	6
	DR
	21,923

	
	30
	NSF cheque
	Adj.
	
	180
	DR
	21,743

	
	
	
	
	
	
	
	


This adjusted Cash balance in the general ledger now agrees with the bank reconciliation.






Figure 7-5	Updated Cash Account in the General Ledger
Big Dog does not make any adjusting entries for the reconciling items on the right (bank) side of the bank reconciliation since these items should eventually clear the bank or be corrected by the bank on a later month’s bank statement.
Debit and Credit Card Transactions
Debit and credit cards are commonly accepted by companies when customers make purchases. Because the cash is efficiently and safely transferred directly into a company’s bank account by the debit or credit card company, such transactions enhance internal control over cash. However, the seller is typically charged a fee for accepting debit and credit cards. For example, assume BDCC makes a $1,000 sale to a customer who uses a credit card that charges BDCC a fee of 2%; the cost of the sale is $750. 
BDCC would record the following entries: 
Cash		101	980
Bank Charges Expense	632	20
	Sales	500		1,000
To record sale and related credit card fee. 
Cost of Goods Sold	570	750
	Merchandise Inventory	150		750
To record cost of sales. 
The credit card fee is calculated as the $1,000 sale x 2% = $20. This means that BDCC collects net cash proceeds of $980 ($1,000 - $20). The use of debit cards also involves fees. These entries are journalized in the same manner.
D.	Accounts ReceivableLO4 – Explain, calculate, and record estimated uncollectible accounts receivable and subsequent write-offs and recoveries.


Recall that the revenue portion of the operating cycle, as shown in Figure 7-6, begins with a sale on credit and is completed with the collection of cash. Unfortunately, not all receivables are collected. This section discusses issues related to accounts receivable and their collection. 
[image: ]Cash payment to supplier is made.
A liability is incurred.
Inventory is purchased.

[bookmark: _Toc351057175][bookmark: _Toc351057834][bookmark: _Toc351058138][bookmark: _Toc351058311][bookmark: _Toc351379145]Figure 7-6	Revenue Portion of Operating Cycle
Uncollectible Accounts Receivable
Extending credit to customers results in increased sales and therefore profits. However, there is a risk that some accounts receivable will not be collected. A good internal control system is designed to minimize bad debt losses. One such control is to permit sales on account only to credit-worthy customers; this can be difficult to determine in advance. Companies with credit sales realize that some of these amounts may never be collected. These uncollectible accounts, commonly known as bad debts, are an expense associated with selling on credit.
Bad debt expenses should be matched to the credit sales of the same period. For example, assume BDCC recorded a $1,000 credit sale to XYA Company in April, 2018. Assume further that in 2019 it was determined that the $1,000 receivable from XYA Company would never be collected. The bad debt arising from the credit sale to XYA Company should be matched to the period in which the sale occurred, namely, April, 2018. But how can that be done if it is not known which receivables will become uncollectible until a future date? A means of estimating and recording the amount of sales that will not be collected in cash is needed. This is done by establishing a contra current asset account called Allowance for Doubtful Accounts in the general ledger to record estimated uncollectible receivables. This account is a contra account to accounts receivable and is disclosed on the statement of financial position as shown below using assumed values.
	
	
	
	
	

	Accounts receivable
	
	$25,000
	
	

	  Less: Allowance for doubtful accounts
	
	
1,400
	
	
$23,600


OR
	Accounts receivable (net of $1,400 allowance for doubtful accounts)
	
	
	
$ 23,600


The Allowance for Doubtful Accounts contra account reduces accounts receivable to the amount that is expected to be collected—in this case, $23,600.


Estimating Uncollectible Accounts Receivable
The allowance for doubtful accounts is used to reflect how much of the total Accounts Receivable is estimated to be uncollectible. To record estimated uncollectible accounts, the following adjusting entry is made. 
Bad Debts Expense	613	xxx
	Allow. For Doubt. Acct.	111		xxx
To record estimated uncollectible accounts receivable.
The bad debt expense is shown on the income statement. Allowance for doubtful accounts appears on the statement of financial position and is subtracted from accounts receivable resulting in the estimated net realizable accounts receivable.
Two different methods can be used to estimate uncollectible accounts. One method focuses on estimating Bad Debt Expense on the income statement, while the other focuses on estimating the desired balance in allowance for doubtful accounts on the statement of financial position.
The Income Statement Method
[bookmark: _GoBack]The objective of the income statement method is to estimate bad debt expense based on credit sales. Bad debt expense is calculated by applying an estimated loss percentage to credit sales for the period. The percentage is typically based on actual losses experienced in prior years. For instance, a company may have the following history of uncollected sales on account:
	
Year
	
	Credit
sales
	
	Amounts
not
collected

	2017
	
	$150,000
	
	$1,000

	2018
	
	200,000
	
	1,200

	2019
	
	250,000
	
	800

	
	
	$600,000
	
	$3,000


The average loss over these years is $3,000/$600,000, or ½ of 1%. If management anticipates that similar losses can be expected in 2020 and credit sales for 2020 amount to $300,000, bad debts expense would be estimated as $1,500 ($300,000 x 0.005). 


Under the income statement method, the $1,500 represents estimated bad debt expense and is recorded as:
Bad Debts Expense	613	1,500
	Allow. For Doubt. Acct.	111		1,500
To record estimated bad debts expense.
This estimated bad debt expense is calculated without considering any existing balance in the allowance for doubtful accounts. 
	Allowance for doubtful account before posting adjustment 
Assume the balance remaining in Allowance for doubtful accounts from the previous period is $250.

	
	Allowance for doubtful account after posting adjustment  
The adjustment estimating bad debt expense of $1,500 is posted to allowance for doubtful accounts to get an adjusted balance of $1,750. 

	Allowance for Doubtful Accounts
	
	Allowance for Doubtful Accounts

	
	
	
	Bal.	250
	
	
	
	Bal.	    250

	
	
	
	
	
	
	
	Adjust.	 1,500

	
	
	
	
	
	
	
	Adj. bal.	1,750


The Statement of Financial Position Method
Estimated uncollectible accounts can also be calculated by using the statement of financial position method where a process called aging of accounts receivable is used. At the end of the period, the total of estimated uncollectible accounts is calculated by analyzing accounts receivable according to how long each account has been outstanding. This aging analysis approach assumes that the longer a receivable is outstanding, the less chance there is of collecting it. The process is illustrated in the following schedule. 
	
	
	
	
	Number Of Days Outstanding at Dec. 31, 2019

	Customer
	Total
	
	1–30
	
	31–60
	
	61–90
	
	91–120
	
	Over 120

	Bendix Inc.
	$1,000
	
	
	
	
	
	
	
	
	
	$1,000

	Devco Marketing Inc.
	6,000
	
	$1,000
	
	$3,000
	
	$2,000
	
	
	
	

	Horngren Corp.
	4,000
	
	2,000
	
	1,000
	
	
	
	$1,000
	
	

	Perry Co. Ltd.
	5,000
	
	3,000
	
	1,000
	
	
	
	1,000
	
	

	Others
	9,000
	
	4,000
	
	
	
	
	
	5,000
	
	

	  Totals
	$25,000
	
	$10,000
	
	$5,000
	
	$2,000
	
	$7,000
	
	$1,000


In this example, accounts receivable total $25,000 at December 31. These are classified into five time periods: those receivables that 1–30 days past due; 31–60 days past due; 61–90 days past due; 91–120 days past due; and over 120 days past due. 
Based on past experience, assume management estimates a bad debt percentage for each time period as follows:
	
	Number Of Days Outstanding at Dec. 31, 2019

	
	1–30
	
	31–60
	
	61–90
	
	91–120
	
	Over 120

	
	1%
	
	3%
	
	5%
	
	10%
	
	40%


The calculation of expected uncollectible accounts receivable at December 31, 2019 would be as follows:
	Calculation of Uncollectible Amounts
December 31, 2019

	
Age
(days)
	
	
Accounts receivable
	
	Estimated bad debt percentage
	
	Estimated
uncollectible amount

	1–30
	
	$10,000
	
	1%
	
	$    100

	31–60
	
	5,000
	
	3%
	
	150

	61–90
	
	2,000
	
	5%
	
	100

	91–120
	
	7,000
	
	10%
	
	700

	Over 120
	
	1,000
	
	40%
	
	400

	Totals
	
	$25,000
	
	
	
	$1,450


A total of $1,450 of accounts receivable is estimated to be uncollectible at December 31, 2019.
Under the statement of financial position method, the estimated bad debt expense consists of the difference between the opening allowance for doubtful accounts balance ($250, as in the prior example) and the estimated uncollectible receivables  ($1,450) required at year-end.


	The balance remaining in the account is $250 from the previous period. 
	
	The total estimated uncollectible receivables is $1,450.
	
	$1,200 must be recorded to bring the account to $1,450.

	Allowance for Doubtful Accounts
	
	
Allowance for Doubtful Accounts
	

	
Allowance for Doubtful Accounts

	
	
	
	Bal.	250
	
	 
	
	
	Bal.	250
	
	
	
	
	Bal.	250

	
	
	
	
	
	
	
	
	
	
	
	
	
	1,200

	
	
	
	
	
	
	
	
	Bal. 	1,450
	
	
	
	
	Bal. 	1,450


The adjustment is recorded by the following journal entry:
Bad Debts Expense	613	1,200
	Allow. For Doubt. Acct.	111		1,200
To record estimated bad debts expense.
As an alternative to using an aging analysis to estimate uncollectible accounts, a simplified statement of financial position method can be used. The simplified statement of financial position method calculates the total estimated uncollectible accounts as a percentage of the outstanding accounts receivables balance. For example, assume an unadjusted balance in the allowance for doubtful accounts of $250 as in the preceding example. Also assume the accounts receivable balance at the end of the period was $25,000 as in the previous illustration. If it was estimated that 6% of these would be uncollectible based on historical data, the adjustment would be:
Bad Debts Expense	613	1,250
	Allow. For Doubt. Acct.	111		1,250
To record estimated bad debts expense.
	The total estimated uncollectible accounts is $1,500 ($25,000 × 6%). Given an unadjusted balance in allowance for doubtful accounts of $250, the adjustment to allowance for doubtful accounts must be a credit of $1,250 ($1,500 - $250).
Regardless of whether the income statement method or statement of financial position method is used, the amount estimated as an allowance for doubtful accounts seldom agrees with the amounts that actually prove uncollectible. A credit balance remains in the allowance account if fewer bad debts occur during the year than are estimated. There is a debit balance in the allowance account if more bad debts occur during the year than are estimated. By monitoring the balance in the Allowance for Doubtful Accounts general ledger account at each year-end, though, management can determine whether the estimates of uncollectible amounts are accurate. If not, they can adjust estimates going forward.
Writing Off Accounts Receivable
When recording the adjusting entry to estimate uncollectible accounts receivable at the end of the period, it is not known which specific receivables will become uncollectible. When a specific account is determined to be uncollectible, it must be removed from the accounts receivable account. This process is known as a write-off. To demonstrate the write-off of an account receivable, assume that on January 15, 2020 the $1,000 credit account for customer Bendix Inc. is identified as uncollectible because of the company’s bankruptcy. The receivable is removed by this entry:
Allow. For Doubt. Acct.	111	1,000
	Acct. Rec. – Bendix Inc.	110		1,000
To write-off Bendix Inc.’s account receivable 
The $1,000 write-off reduces both the accounts receivable and allowance for doubtful accounts. The write-off does not affect net realizable accounts receivable, as demonstrated below.
	
	Before
write-off
	
	

Write-off
	
	After
write-off

	Accounts receivable
Less: Allowance for doubtful accounts
	$25,000
  1,450
	
	Cr 1,000  Dr 1,000
	
	$24,000
    450

	Net accounts receivable
	$23,550
	
	
	
	$23,550





A write-off does not affect bad debt expense. Recall that the adjusting entry to estimate uncollectible accounts was:
Bad Debts Expense	613	xxx
	Allow. For Doubt. Acct.	111		xxx
To record estimated uncollectible accounts receivable.
This adjustment was recorded because GAAP requires that the bad debt expense be matched to the period in which the sales occurred even though it is not known which receivables will become uncollectible. Later, when an uncollectible receivable is identified, it is written off as:
Allow. For Doubt. Acct.	111	xxx
	Accounts Receivable	110		xxx
To record estimated uncollectible accounts receivable.
The allowance for doubtful accounts entries cancel each other out so that the net effect is a debit to bad debt expense and a credit to accounts receivable. The use of the allowance for doubtful accounts contra account allows us to estimate uncollectible accounts in one period and record the write-off of bad receivables as they become known in a later period.
Recovery of a Write-Off
When Bendix Inc. went bankrupt, its debt to Big Dog Carworks Corp. was written off in anticipation that there would be no recovery of the amount owed. Assume that on July 31, 2020 an announcement was made that 25% of amounts owed by Bendix would be paid. This new information indicates that BDCC will be able to recover a portion of the receivable previously written off. This recovery requires two journal entries at July 31, 2020. The first entry reinstates the amount expected to be collected by BDCC — $250 ($1,000 x 25%) in this case — and is recorded as:


Accounts Rec. – Bendix Inc.	110	250
	Allow. For Doubt. Acct.	111		250
To reverse write-off and reinstate collectible portion of account.
This entry reverses the collectible part of the receivable previously written off. The effect of the reversal is shown below.
	Accounts Receivable
	
	Allowance for Doubtful Accounts

	Bal. 	$25,000
	
	
	
	
	Bal.	   1,450

	
	Write-off	1,000
	 
	Write-off	1,000
	
	

	Recovery 	250
	
	
	
	
	Recovery	 250



The second entry records the collection of the reinstated amount as:
Cash.		101	250
	Acct. Rec. – Bendix Inc.	110	  	250 
To record recovery of collectible portion of account previously written off.
	The various journal entries related to accounts receivable are summarized below.
		Accounts Receivable		XXXSale on account

		     Sales		  			XXX 
		COGS		XXX
		     Merchandise Inventory		  			XXX 
		Adjusting entry estimating uncollectible accounts

		Bad Debts Expense		XXX
		     Allow. For Doubt. Acct.		  			XXX 
		
		Allow. For Doubt. Acct.		XXXWrite-off of uncollectible account

		     Accounts Receivable		  			XXX 

		Accounts Receivable		XXXPartial recovery of account previously written off

		     Allow. For Doubt. Acct.		  			XXX 
		Cash		XXX
		     Accounts Receivable		  			XXX 


E.	Notes Receivable
Notes receivable are formalized accounts receivable. They are recorded as current assets if they are due within twelve months of the date of issue. A note receivable is a signed, legally-enforceable document. The customer who owes the money promises to pay the company the principal plus interest on the due date. The principal is the amount of the account receivable. Interest is calculated as: (principal × annual Interest rate × length of time outstanding).LO5 – Explain and record short-term notes receivable and calculate related interest.

Notes receivable can arise at the time of sale or when a customer’s account receivable becomes overdue. For example, assume that BDCC provided $4,000 of services to customer Woodlow on August 1, 2019, but this amount is still unpaid at November 30. Because of the length of time that has elapsed, BDCC and the customer agree to sign a 4%, 3-month note receivable on December 1. The journal entry on August 1 would be:
Account Rec. - Woodlow	110	4,000
	Service Revenue	470		4,000
To record service revenue from Woodlow.
Then entry on December 1 to record the conversion of the account receivable to a note receivable would be:
Note Receivable - Woodlow	120	4,000
	Account Rec. - Woodlow	110		4,000
To record conversion of the account receivable from Woodlow to a 4%, 3-month note receivable due February 28, 2020.
If a year-end occurred on December 31, 2019, an adjusting entry would be made to record accrued interest from December 1 to December 31:
Interest Receivable	116	13
	Interest Earned	430		13
To record interest accrued on the Woodlow note receivable at year-end ($4,000 x 4% x 1/12 mos. = $13).


The maturity date is three months from the date of issue, or February 28, 2020. On that date, BDCC would record the collection of the note receivable and related interest as:
Cash		101	4,040
	Note Rec. -Woodlow	120		4,000
	Interest Receivable	116		13
	Interest Earned	430		27
To record the collection of the note receivable and interest from January 1 to February 28, 2020 ($4,000 x 4% x 2/12 mos. = $27).
Summary of Chapter 7 Learning Objectives
LO1 – Define internal control and explain how it is applied to cash.
The purpose of internal controls is to safeguard the assets of a business. Since cash is a particularly vulnerable asset, policies and procedures specific to cash need to be implemented, such as the use of cheques and electronic funds transfer for payments, daily cash deposits into a financial institution, and the preparation of bank reconciliations. 
LO2 – Explain and journalize petty cash transactions.
A petty cash fund is used to pay small, irregular amounts for which issuing a cheque would be inefficient. A petty cash custodian administers the fund by obtaining a cheque from the cash payments clerk. The cheque is cashed and the coin and currency placed in a locked box. The petty cash custodian collects receipts and reimburses individuals for the related amounts. When the petty cash fund is replenished, the receipts are compiled and submitted for entry in the accounting records so that a replacement cheque can be issued and cashed.
LO3 – Explain the purpose of and prepare a bank reconciliation, and record related adjustments.
A bank reconciliation is a form of internal control that reconciles the bank statement balance to the general ledger Cash account, also known as the general ledger balance. Reconciling items that affect the bank statement balance are outstanding deposits, outstanding cheques, and bank errors. Reconciling items that affect the general ledger Cash balance are collections made by the bank on behalf of the company, NSF cheques, bank service charges, and errors. Once the book and bank statement balances are reconciled, an adjusting entry is prepared based on the reconciling items affecting the general ledger balance. 
LO4 – Explain, calculate, and record estimated uncollectible accounts receivable and subsequent write-offs and recoveries.
Not all accounts receivable are collected, resulting in uncollectible accounts. Because it is not known which receivables will become uncollectible, the allowance approach is used to match the cost of estimated uncollectible accounts to the period in which the related revenue was generated. The adjusting entry to record estimated uncollectible amounts is a debit to the Bad Debt Expense general ledger account and a credit to the Allowance for Doubtful Accounts account. The income statement method and the statement of financial position method are two ways to estimate and apply the allowance approach. The income statement method calculates bad debt expense based on a percentage of credit sales while the statement of financial position method calculates total estimated uncollectible accounts in the Allowance for Doubtful Accounts using an aging analysis. When receivables are identified as being uncollectible, they are written off. If write-offs subsequently become collectible, a recovery is recorded using two entries: by reversing the write-off (or the portion that is recoverable), then recording the cash receipt. 
LO5 – Explain and record short-term notes receivable and calculate related interest.
A short-term note receivable is a promissory note that bears an interest rate calculated over the term of the note. Short-term notes receivable are considered current assets if they mature within twelve months from the date of issue. Notes can be issued to a customer at the time of sale, or a note receivable can replace an overdue account receivable. Journal entries are required to record the creation and discharge of the note, and for any interest revenue that accrues.





A   S   S   I   G   N   M   E   N   T         M   A   T   E   R   I   A   L   S
Concept Self-check

1. What is internal control?
2. What is an imprest petty cash system?
3. What is the difference between establishing and replenishing the petty cash fund?
4. How does the preparation of a bank reconciliation strengthen the internal control of cash?
5. What are some reconciling items that appear in a bank reconciliation?
6. What are the steps in preparing a bank reconciliation?
7. What is an NSF cheque?
8. How does use of allowance for doubtful accounts match expenses with revenue?
9. How does the income statement method calculate the estimated amount of uncollectible accounts?
10. What is an ageing schedule for bad debts, and how is it used in calculating the estimated amount of uncollectible accounts?
11. How are credit balances in accounts receivable reported on the financial statements? 
12. What is an example of a journal entry to create a note receivable?



[bookmark: _Toc352246395]Comprehension Problems

CP 7–1
The following transactions were made by Landers Corp. in March 2019.
	Mar.  1
	
	Established a petty cash fund of $200

	12
	
	Reimbursed the fund for the following:

	
	
	Postage	$10
Office supplies	50
Maintenance	35
Meals (selling expenses)	  25
	$120

	18
	
	Increased the fund by an additional $200

	25
	
	Reimbursed the fund for the following:

	
	
	Office supplies	$75
Delivery charges	  30
	$105

	28
	
	Reduced the amount of the fund to $350.


Required: Prepare journal entries to record these transactions. 

CP 7–2
The following information pertains to Ferguson Corp. at December 31, 2019, its year-end:
	Cash per company records
Cash per bank statement
Bank service charges not yet recorded in company records
Note collected by bank not yet recorded in company records, including $25 of interest
Fluet Inc. cheque deducted in error by bank
December deposit recorded by the bank January 3, 2020
December cheques not yet paid by bank in December
	$5,005

	
	7,000

	
	30

	
	
1,325

	
	200

	
	700

	
	

	#631
	
	
	$354
	

	#642
	
	
	746
	

	#660
	
	
	200
	

	#661
	
	
	300
	

	
	
	
	$1,600
	


Required: Prepare a bank reconciliation and all necessary adjusting journal entries at December 31, 2019.

CP 7–3
The Cash general ledger account balance of Gladstone Ltd. was $2,531 at March 31, 2019. On this same date, the bank statement had a balance of $1,500. The following discrepancies were noted:
a.	A deposit of $1,000 made on March 30, 2019 was not yet recorded by the bank on the March statement.
b.	A customer’s cheque amounting to $700 and deposited on March 15 was returned NSF with the bank statement.
c.	Cheque #4302 for office supplies expense, correctly made out for $125 and clearing the bank for this amount, was recorded in the company records as $152.
d.	$20 for March service charges were recorded on the bank statement but not in the company records.
e.	A cancelled cheque for $250 belonging to Global Corp. but charged by the bank to Gladstone Ltd. was included with the cancelled cheques returned by the bank.
f.	There were $622 of outstanding cheques at March 31.
g.	The bank collected a note receivable for $300 on March 31 including interest of $50. The bank charged Gladstone Ltd. a $10 service charge that also is not included in the company records.
Required: Prepare a bank reconciliation and record all necessary adjusting entries at March 31, 2019.

CP 7–4
Koss Co. Ltd. began operations on January 1, 2018. It had the following transactions during 2018, 2020, and 2021.
	2018
	
	Dec.
	31
	
	Estimated uncollectible accounts as $5,000 (calculated as 2% of sales)

	2020
	
	Apr.
	15
	
	Wrote off the balance of N. Lang, $700

	
	
	Aug.
	 8
	
	Wrote off $3,000  of miscellaneous customer accounts as uncollectible

	
	
	Dec.
	31
	
	Estimated uncollectible accounts as $4,000 (1½% of sales)

	2021
	
	Mar.
	 6
	
	Recovered $200 from N. Lang, whose account was written off in 2020; no further recoveries are expected

	
	
	Sept.
	 4
	
	Wrote off as uncollectible $4,000  of miscellaneous customer accounts

	
	
	Dec.
	31
	
	Estimated uncollectible accounts as $4,500 (1½% of sales).


Required:
1. 	Prepare journal entries to record the above transactions.
2. 	Assume that management is considering a switch to the statement of financial position method of calculating the allowance for doubtful accounts. Under this method, the allowance at the end of 2021 is estimated to be $2,000. Comment on the discrepancy between the two methods of estimating allowance for doubtful accounts.

CP 7–5
Impulse Inc. had the following unadjusted account balances at December 31, 2019, its year-end.
	
	
	Account Balances

	
	
	Debit
	
	Credit

	Accounts Receivable
Allowance for Doubtful Accounts
Sales
	
	$125,000


	
	
$    3,000
750,000


Impulse estimates its uncollectible accounts as five per cent of its December 31 accounts receivable balance.
Required:
1. 	Calculate the amount of estimated uncollectible accounts that will appear on Impulse’s statement of financial position at December 31, 2019.
2. 	Calculate the amount of bad debt expense that will appear on Impulse’s income statement at December 31, 2019.
3. 	Prepare a partial statement of financial position at December 31, 2019 showing accounts receivable, allowance for doubtful accounts, and the net accounts receivable.



CP 7–6
The following information is taken from the records of Salzl Corp. at its December 31 year-end:
	
	
	2019
	
	2020

	Accounts written off
During 2019
During 2020
	
	
$2,400

	
	

$1,000

	Recovery of accounts written off
Recovered in 2020
	
	

	
	
300

	Allowance for doubtful accounts
(adjusted balance)
At December 31, 2018
At December 31, 2019
	
	

8,000
9,000
	
	





Salzl had always estimated its uncollectible accounts at two per cent of sales. However, because of large discrepancies between the estimated and actual amounts, Hilroy decided to estimate its December 31, 2019 uncollectible accounts by preparing an ageing of its accounts receivable. An amount of $10,000 was considered uncollectible at December 31, 2020.
Required:
1. 	Calculate the amount of bad debt expense for 2019.
2. 	Calculate the amount of bad debt expense for 2020.

CP 7–7
Sather Ltd. had the following unadjusted account balances at December 31, 2019:
	Accounts Receivable
Allowance for Doubtful Accounts
Sales
	
	$150,000
3,000
750,000


Required:
1. 	Assume that Sather Ltd. estimated its uncollectible accounts at December 31, 2019 to be two per cent of sales.
a. 	Prepare the appropriate adjusting entry to record the estimated uncollectible accounts at December 31, 2019.
b. 	Calculate the balance in the Allowance for Doubtful Accounts account after posting the adjusting entry.


2. 	Assume that Sather Ltd. estimated its uncollectible accounts at December 31, 2019 to be ten per cent of the net accounts receivable balance.
a. 	Prepare the appropriate adjusting entry to record the estimated uncollectible accounts at December 31, 2019.
b. 	Calculate the balance in the Allowance for Doubtful Accounts account after posting the adjusting entry.
3. 	Why is there a difference in the calculated estimates of doubtful accounts in questions 1 and 2?

CP 7–8
Elliot Inc. has the following unadjusted account balances at December 31, 2019:
	
	
	Account Balances

	
	
	Debit
	
	Credit

	Accounts Receivable
Allowance for Doubtful Accounts
Sales
	
	$50,000
1,000

	
	

$200,000


Required:
1. 	Assume Elliot estimates that two per cent of its sales will not be collected.
a. 	What amount of bad debt expense will be reported on Elliot’s income statement at December 31, 2019?
b. 	What amount of allowance for doubtful accounts will be reported on Elliot’s statement of financial position at December 31, 2019?
2. 	Assume Elliot estimates that five per cent of accounts receivable will not be collected.
a. 	What amount of bad debt expense will be reported on Elliot’s income statement at December 31, 2019?
b. 	What amount of allowance for doubtful accounts will be reported on Elliot’s statement of financial position at December 31, 2019?
3. 	Which calculation provides better matching: that made in question 1 or in question 2? Why? 

[bookmark: _Toc352246396]

CP 7–9
A $12,000 account receivable owing from Smith Co. to Jones Inc. was converted into a 6%, 3-month note receivable on November 1, 2019.
Required:
1. Prepare the entry needed to record the note receivable in Jones’ accounting records.
2. Prepare the entry needed to record accrued interest on the note receivable in Jones’ accounting records at December 31, 2019.
3. Record the cash received from the note in Jones’ accounting records on February 1, 2020.

Problems

P 7–1
The following transactions were made by Simpson Corp. in December 2019.
	Dec.  1
	
	Established a petty cash fund of $100.

	14
	
	Reimbursed the fund for receipts as follows:

	
	
	Office supplies	$50
Maintenance	35

	
	
	Petty cash on hand prior to reimbursement was $46.

	29
	
	Reimbursed the fund for the following:

	
	
	Office supplies	$10
Delivery charges	  20
Petty cash on hand prior to reimbursement was $72.

	31
	
	Reduced the amount of the fund to $50.


Required:
1. Prepare journal entries to record these transactions.
2. Suggest improvements to the internal controls of Simpson’s petty cash fund.



P 7–2
The reconciliation of the cash balance per bank statement with the balance in the Cash account in the general ledger usually results in one of five types of adjustments. These are
a.	Additions to the reported general ledger cash balance
b.	Deductions from the reported general ledger cash balance
c.	Additions to the reported cash balance per the bank statement
d.	Deductions from the reported cash balance per the bank statement
e.	Information that has no effect on the current reconciliation.
Required:
1. 	Using the above letters a to e from the list, indicate the appropriate adjustment for each of the following items that apply to Goertzen Ltd. for December, 2019:
     	The company has received a $3,000 loan from the bank that was deposited into its bank account but was not recorded in the company records.
     	A $250 cheque was not returned with the bank statement though it was paid by the bank.
     	Cheques amounting to $4,290 shown as outstanding on the November reconciliation still have not been returned by the bank.
     	A collection of a note receivable for $1,000 made by the bank has not been previously reported to Goertzen. This includes interest earned of $50.
     	The bank has erroneously charged Goertzen with a $1,100 cheque, which should have been charged to Gagetown Ltd.
     	A $350 cheque made out by Fynn Company and deposited by Goertzen has been returned by the bank marked NSF; this is the first knowledge Goertzen has of this action.
     	A cheque for $840 was erroneously recorded as $730 in the company records.
     	A $600 bank deposit of December 31 does not appear on the bank statement.
     	Bank service charges amounting to $75 were deducted from the bank statement but not yet from the company records.


2. 	Prepare a bank reconciliation using the data given above. On December 31, the Cash account in the general ledger of Goertzen Ltd. showed a balance of $84,293. The bank statement showed a balance of $90,568.
3. 	Prepare journal entries required to adjust the general ledger Cash account of Goertzen Ltd. to the reconciled balance.

P 7–3
Gibson Energy Ltd. controls its cash by depositing receipts on a daily basis and making all disbursements by cheque. After all the posting for the month of November 2019 was completed, the Cash balance in the general ledger account at November 30 was $4,213. The bank statement for the month ended November 30 received from the First National Bank showed the balance to be $4,440. The following data are available for the purpose of reconciling these balances:
a.	Cash receipts for November 30 amounting to $611 have been placed in the night depository and do not appear on the bank statement.
b.	Bank memos previously not available to Gibson Energy are included with the bank statement. A memo for an NSF cheque, originally received as payment for an account receivable of $130, is included. A memo for bank charges of $10 is also included. Another memo advises Gibson Energy Ltd. that $494 has been deposited to the account, ($500 less a bank charge of $6). This represents the net proceeds of a collection the bank had made on behalf of Gibson Energy Ltd. on a $500 note receivable.
c.	Cheques written during November but not included with the bank statement are no. 1154, $32; no. 1192, $54; no. 1193, $83; no. 1194, $109.
d.	Cheque no. 1042 is returned with the bank statement. The cheque was made for $494, the correct amount owing for office expense. The cheque was recorded in the company records as $548.
e.	Cheques outstanding at the end of October included cheques no. 1014 for $152 and no. 1016 for $179. Cheque no. 1016 was paid in the bank statement; cheque no. 1014 was not.
Required:
1. 	Prepare a bank reconciliation at November 30.
2. 	Prepare the adjusting journal entries required to make the Cash in Bank account in the general ledger agree with the adjusted cash balance on the November bank reconciliation.

P 7–4
The balance of the accounts receivable account of Griffin Ltd. at December 31, 2019 was $74,460. Included in this balance are the credit balances of two customers, amounting to $3,200 and $1,800.
Required:
1. 	What amount for accounts receivable would be shown as assets on the statement of financial position?
2. 	How would the credit balances in the customers’ accounts be disclosed?

P 7–5
The following balances appear in the unadjusted trial balance of Lapointe Inc. at its year-end, December 31, 2019.
	
	
	Account Balances

	
	
	Debit
	
	Credit

	Accounts Receivable
Allowance for Uncollectible Accounts
Sales (all on credit)
	
	$100,000


	
	
 $    5,000
600,000


Lapointe uses the statement of financial position method of calculating its allowance for doubtful accounts account. At December 31, 2019, it estimates that three per cent of accounts receivable would not be collected. Lapointe had the following transactions during 2020:
a.	Accounts receivable worth $9,000 were written off.
b.	Credit sales amounted to $800,000.
c.	Collections of accounts receivable amounted to $700,000.
d.	Lapointe collected $2,000 in 2020 that was previously written off in 2019. This amount is not included in the collection of accounts receivable described in c.
e.	At year-end, Lapointe estimated that the amount of doubtful accounts at December 31, 2020 was $10,000.
Required:
1. 	Prepare all journal entries required for 2019 and 2020.
2. 	If Lapointe had used the income statement method of estimating uncollectible accounts, calculate the balance in the Allowance for Doubtful Accounts general ledger account at December 31, 2019 and 2020. Assume that Lapointe estimated doubtful accounts to be one per cent of sales for both years.

P 7–6
The following balances are taken from the unadjusted trial balance of Penner Inc. at its year-end, December 31, 2019.
	
	
	Account Balances

	
	
	Debit
	
	Credit

	Accounts Receivable
Allowance for Doubtful Accounts
Sales
Sales Returns and Allowances
	
	$150,000

500,000

	
	
$ 1,500

50,000


An ageing of accounts receivable at December 31, 2019 reveals the following information:
	

Age (days) 
	
	
Accounts receivable
	
	Estimated loss percentage

	1-30 
31-60 
61-90 
91-120
Over 120
	
	$ 50,000
  27,000
  40,000
  30,000
   3,000
	
	2%
4%
5%
10%
50%

	Total
	
	$150,000
	
	


The balance for R. Laws of $1,000 is over 90 days past due. It is included in the ageing of accounts receivable balance and has not yet been written off.
Part A: 2019
Required: Prepare journal entries to record:
1. 	The write-off of R. Laws’ account of $1,000 on December 31, 2019. (Hint: Recalculate the accounts receivable balance after the write-off.)
2. 	The appropriate adjusting entry to set up the required balance in the Allowance for Doubtful Accounts general ledger account at December 31, 2019. (Hint: Remember that R. Laws’ account has been written off.)


Part B: 2020
The following transactions were made in 2020.
a.	Sales on account were $700,000.
b.	Collections of accounts receivable amounted to $599,000.
c.	Penner wrote off $10,000 of accounts receivable.
d.	An ageing of accounts receivable at December 31, 2020 revealed the following information:
	

Age (days) 
	
	
Accounts receivable
	
	Estimated loss percentage

	1-30 
31-60 
61-90 
91-120
Over 120
	
	$170,000
  35,000
-0-
  27,000
   8,000
	
	2%
3%
4%
25%
50%

	Total
	
	$240,000
	
	


Required: Prepare the appropriate adjusting entry to set up the required Allowance for Doubtful Accounts general ledger account balance at December 31, 2020.

P 7–7
Tarpon Inc. made $1,000,000 in sales during 2020. Thirty per cent of these were cash sales. During the year, $25,000 of accounts receivable were written off as being uncollectible. In addition, $15,000 of the accounts that were written off in 2019 were unexpectedly collected. At its year-end, December 31, 2020, Tarpon had $250,000 of accounts receivable. The balance in the Allowance for Doubtful Accounts general ledger account was $15,000 credit at December 31, 2019.
	
Age (days) 
	
	Accounts receivable
	

	1-30 
31-60 
61-90 
91-120
Over 120
	
	$100,000
  50,000
25,000
  60,000
  15,000
	

	Total
	
	$250,000
	





Required:
1. 	Prepare journal entries to record the following 2020 transactions:
a. 	The write-off of $25,000
b. 	The recovery of $15,000.
2. 	Recalculate the balance in the Allowance for Doubtful Accounts general ledger account at December 31, 2020.
3. 	Prepare the adjusting entry required at December 31, 2020 for each of the following scenarios:
a. 	The estimated uncollectible accounts at December 31, 2020 is three per cent of credit sales.
b. 	The estimated uncollectible accounts at December 31, 2020 is estimated at five per cent of accounts receivable.
c. 	The estimated uncollectible accounts at December 31, 2020 are calculated as follows:
	

Age (days) 
	
	
	Estimated loss percentage

	1-30 
31-60 
61-90 
91-120
Over 120
	
	
	2%
4%
5%
10%
50%



P 7–8
The Arcand Co. Ltd. has estimated its bad debts at 1 per cent of net credit sales. During 2020, Arcand decided to calculate the required balance for the allowance for doubtful accounts at year-end, December 31, by ageing its accounts receivable. The review suggested a required balance of $7,200. The following data, which already have been recorded in the company’s general ledger, are also available:
	
	
	2019
	
	2020

	Accounts written off
On March 14, 2019 (Boven)
On March 30, 2020 (Seaton)
	
	
$600

	
	

$300

	Recoveries of accounts written off
On June 5, 2020 (Boven)
	
	

	
	
 400


The Allowance for Doubtful Accounts general ledger account reported the following balances: January 1, 2019—$1,500 credit; January 1, 2020—$3,900 credit.
Required: Prepare journal entries to record
1. 	The amount of bad debt expense for the year 2019
2. 	The bad debt expense on December 31, 2020
3. 	The collection from Boven on June 5, 2020.

P 7–9
At December 31, 2018, the Elias Paper Company Ltd. statement of financial position had a balance of $1,268,800 in accounts receivable. In addition, a contra account showed an allowance for doubtful accounts balance of $32,400. Credit sales for 2019 were $8,540,000, with collections of the receivables amounting to $8,262,560, including $15,600 that Elias had written off as uncollectible in December 2018 from Huron Supplies Ltd. During 2019, Elias wrote off $33,660 as uncollectible.
On November 1, 2019, a customer with a $720,000 balance in accounts receivable sent $200,000 in cash (included in the cash collections) and a note receivable for the balance. The account was considered to be collectible.
At December 31, 2019, Elias’ year-end, the balance in accounts receivable included $200,580 of past due accounts, which management estimated would result in a 10 per cent loss, based on past experience. In addition, it was management’s policy to set up an allowance on remaining accounts receivable equal to 2 per cent of the balance outstanding.
Required:
1. 	Prepare general journal entries for all 2019 transactions relating to notes and accounts receivable.
2. 	Prepare all adjusting entries at December 31, 2019.
3. 	Show the amount that should appear in the 2019 income statement as bad debt expense.
4. 	What is the total for the allowance for doubtful accounts at December 31, 2019?



P 7–10
The accounts receivable listing of Grant Corporation shows the following on December 31, 2019. The general ledger showed a $200 credit balance in Allowance for Doubtful Accounts before adjustment.
	Name of customer
	
	Invoice date
	
	Amount

	Greenwood Fruit Packers Ltd.
Granville Ltd.
Kutcher Inc.
Kutcher Inc.
Lamb Fruit Inc.
Grimm Fruit Company
Fehr Produce Corp.
Fehr Produce Corp.
Fehr Produce Corp.
Golden Fruit Ltd.
	
	May 2
August 15
October 2
December 8
March 3
November 11
November 20
September 4
July 10
December 5

	
	$  600
335
720
275
445
822
250
465
922
500


Required:
1. Prepare an aging of accounts receivable at December 31, 2019, divided into five time periods as follows:
	Age 
(days)
	

	1-30
31-60
61-90
91-120
121-150
Over 150
	


2. 	Compute the estimated loss (rounded to two decimal places) based on the following:
	
Age (days)
	
	Estimated loss percentage

	1-30
31-60
61-90
91-120
121-150
Over 150
	
	0.5%
1%
3%
10%
25%
50%


3. 	Prepare the journal entry to record the bad debt expense for the year.

P 7–11
Zajic Corp. had a credit balance of $1,735 in its Allowance for Doubtful Accounts general ledger account at December 31, 2018. The company had the following transactions relating to uncollectible accounts during 2019:
	Feb.
	15
	
	Wrote off F. Young’s account of $200 as uncollectible

	Apr.
	30
	
	Collected from G. Yopek Inc. $100 that had been written off in 2018

	June
	26
	
	Received $300 from Wong Machine Ltd. (Wong’s previous balance was $700); no further payments are expected and the balance was written off

	Sept.
	7
	
	Wrote off H. Wolfe’s account of $350

	Dec.
	31
	
	An analysis of accounts receivable revealed the following accounts to be written off:


	S. Wuff	$300
	P. Levesque	400
	T. White	100
An ageing of accounts receivable at December 31, 2019 showed the following:
	

Age (days) 
	
	
Accounts receivable
	
	Estimated loss percentage

	1-30 
31-60 
61-90
91-120
Over 120
	
	$ 20,000
12,000
5,000
3,000
10,000
	
	2%
4%
5%
10%
50%

	Total
	
	$ 50,000
	
	


Required:
1. 	Prepare the journal entries to record the 2019 transactions.
2. 	Prepare the appropriate adjusting entry to set up the required balance in the Allowance for Doubtful Accounts general ledger account at December 31, 2019.


P 7–12
A $120,000 account receivable owing from Baron Cabinets Ltd. to Glimmer Enterprises was converted into a 12%, 12-month note receivable on August 1, 2019. Principal of $10,000 per month plus accrued interest on the outstanding balance has been paid on the last day of each month.
Required:
1. Prepare the entry needed to record the note receivable in Glimmer’s accounting records on August 1.
2. Prepare the entry needed to record accrued interest on the note receivable in Glimmer’s accounting records at December 31, 2019.
3. Record the cash received from the note in Glimmer’s accounting records on February 28, 2020.
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