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EXERCISES
E6–1.
	Sales revenue ($850 + $700 + $450)		$2,000
	Less:  Sales discount ($850 collected from D. Franz x 2%)		       17
	Net sales		$1,983


E6–2.
	Sales revenue ($3,000 + $9,000 +$4,000)		$16,000
	Less:	Sales discounts ($9,000 collected from Schmidt x 3%)		     270
	Less:	Credit card discounts ($3,000 from Schwemmer x 2%)		       60
	Net sales		$15,670


E6–3.
	Sales revenue ($5,500 + $400 + $9,000)		$14,900
	Less: Sales returns and allowances (1/10 x $9,000 from D)		     900
	Less: Sales discounts (9/10 x $9,000 from D x 3%)		243
	Less: Credit card discounts ($400 from C x 2%)		            8
· Net sales		     $13,749


E6–4.

	
	
	Cost of 
	

	Transaction
	 Net Sales 
	Goods Sold
	Gross Profit

	July 12
	 + 297
	+ 175
	+ 122

	July 15
	 + 5,000
	+ 2,500
	+ 2,500

	July 20
	– 150
	NE
	– 150

	July 21
	– 1,000
	– 600
	– 400




E6–5.

Req. 1		(Amount saved ÷ Amount paid) = Interest rate for 40 days. 
		(3% ÷ 97%) = 3.09% for 40 days.
	
	Interest rate for 40 days x (365 days ÷ 40 days) = Annual interest rate 
		3.09% x (365 ÷ 40 days) = 28.22%

Req. 2		Yes, because the 15% rate charged by the bank is less than the 28.22% rate implicit in the discount.  The company will earn 13.22% by doing so (28.22% – 15%).

E6–6.

Req. 1
WOLVERINE WORLD WIDE INC.
Income Statement
For the Year Ended
(dollars in thousands) 


	
	
	
	

	Sales of merchandise
	
	$1,220,568 
	

	    Cost of products sold
	
	734,547 
	

	Gross profit
	
	
	486,021 
	

	    Selling and administrative expense
	345,183 
	

	Income from operations
	
	140,838 
	

	Other income (expense)
	
	
	

	    Interest expense
	
	(2,850)
	

	    Other income
	
	
	839 
	

	Pretax income
	
	
	138,827 
	

	    Income taxes
	
	
	44,763 
	

	Net Income
	
	
	$  94,064 
	



Earnings per share ($94,064 ÷ 48,888 shares)		          $1.92

Req. 2

Gross profit margin: $1,220,568 – $734,547 = $486,021.

Gross profit percentage ratio: $486,021 ÷ $1,220,568 = .398 (or 39.8%).

Gross margin or gross profit in dollars is the difference between the sales prices and the costs of purchasing or manufacturing all goods that were sold during the period (sometimes called the markup); that is, net revenue minus only one of the expenses--cost of goods sold. The gross profit ratio is the amount of each net sales dollar that was gross profit during the period. For this company, the rate was 39.8%, which means that $.398 of each net sales dollar was gross profit (alternatively, 39.8% of each sales dollar was gross profit for the period). 

Wolverine World Wide's gross profit percentage was below Deckers’s current (2008) percentage of 44.3%.  Deckers’s shoes have a reputation as a rugged product as well as a premium "high fashion" product.  This has allowed it to maintain higher prices and higher gross margins.  In marketing this is called the value of brand equity.


E6–7.

Req. 1
BAVARIA CORPORATION
Income Statement
For the Year Ended December 31, 2015


	Amount

Gross sales ($233,000 + $40,000)			$273,000
Less sales returns and allowances			      8,000
Net sales revenue			  265,000
Cost of goods sold			  146,000
Gross profit 			    119,000
Operating expenses:
  Administrative expense		$20,000
  Selling expense		  47,200
  Bad debt expense ($40,000 x 3%)		      1,200	    68,400
Income from operations			  50,600
  Income tax expense ($50,600 x 30%)			    15,180
Net income			$  35,420

Earnings per share ($35,420 ÷ 4,500 shares)		          $7.87

Req. 2

Gross profit margin: $265,000 – $146,000 = $119,000.

Gross profit percentage ratio: $119,000 ÷ $265,000 = .45 (or 45%).

Gross margin or gross profit in dollars is the difference between the sales prices and the costs of purchasing or manufacturing all goods that were sold during the period (sometimes called the markup); that is, net revenue minus only one of the expenses--cost of goods sold. The gross profit ratio is the amount of each net sales dollar that was gross profit during the period. For this company, the rate was 45%, which means that $.45 of each net sales dollar was gross profit (alternatively, 45% of each sales dollar was gross profit for the period).


E6–8.
(a)	Bad debt expense (+E, –SE) ($400,000 x 0.01)	4,000
		Allowance for doubtful accounts (+XA, –A)			4,000
	To record estimated bad debt expense.

(b)	Allowance for doubtful accounts (–XA, +A) 		1,250
		Accounts receivable (–A)			1,250
	To write off a specific bad debt.


E6–9.
(a)	Bad debt expense (+E, –SE) ($790,000 x 0.02)	15,800
		Allowance for doubtful accounts (+XA, –A)			15,800
	To record estimated bad debt expense.

(b)	Allowance for doubtful accounts (–XA, +A) 		360
		Accounts receivable (–A)			360
	To write off a specific bad debt.


E6–10.

	
	Assets
	Liabilities
	Stockholders’ Equity

	(a)
	Allowance for doubtful accounts	–15,800
	
	Bad debt expense	–15,800

	(b)
	Allowance for doubtful accounts	+360
Accounts receivable	–360
	
	




E6–11.
Req. 1
(a)	Bad debt expense (+E, –SE) ($340,000 x 0.035)	11,900
		Allowance for doubtful accounts (+XA, –A)			11,900
	To record estimated bad debt expense.

(b)	Allowance for doubtful accounts (–XA, +A) 		1,400
		Accounts receivable (–A)			1,400
	To write off a specific bad debt.

Req. 2
	
	
	
	Income from

	Transaction
	Net Sales 
	Gross Profit
	Operations

	a.
	NE
	NE
	– 23,800

	b.
	NE
	NE
	NE




E6–12.
	

Aged accounts receivable
	
	Estimated percentage uncollectible
	
	Estimated amount uncollectible

	Not yet due
	$32,000
	x
	2%
	=
	$   640

	Up to 120 days past due
	11,000
	x
	14%
	=
	1,540

	Over 120 days past due
	5,000
	x
	35%
	=
	1,750

	Estimated balance in Allowance for Doubtful Accounts
	3,930

	Current balance in Allowance for Doubtful Accounts
	1,800

	Bad Debt Expense for the year
	$2,130




E6–13.

Req. 1

December 31, 2014-Adjusting entry:
	Bad debt expense (+E, –SE)		4,180
		Allowance for doubtful accounts (+XA, –A)			4,180
	To adjust for estimated bad debt expense for 2014 computed as follows: 

	

Aged accounts receivable
	
	Estimated percentage uncollectible
	
	Estimated amount uncollectible

	Not yet due
	$50,000
	x
	3%
	=
	$   1,500

	Up to 180 days past due
	14,000
	x
	12%
	=
	1,680

	Over 180 days past due
	4,000
	x
	30%
	=
	1,200

	Estimated balance in Allowance for Doubtful Accounts
	4,380

	Current balance in Allowance for Doubtful Accounts
	200

	Bad Debt Expense for the year
	$4,180



Req. 2
Balance sheet:
	Accounts receivable ($50,000 + $14,000 + $4,000)	   	$68,000
	Less allowance for doubtful accounts		    4,380
		Accounts receivable, net of allowance for 
		doubtful accounts			  $63,620


E6–14.

Req. 1

December 31, 2015-Adjusting entry:
	Bad debt expense (+E, –SE)		20,225
		Allowance for doubtful accounts (+XA, –A)			20,225
	To adjust for estimated bad debt expense for 2015 computed as follows: 

	

Aged accounts receivable
	
	Estimated percentage uncollectible
	
	Estimated amount uncollectible

	Not yet due
	$275,000
	x
	3.5%
	=
	$9,625

	Up to 120 days past due
	50,000
	x
	10%
	=
	5,000

	Over 120 days past due
	20,000
	x
	30%
	=
	6,000

	Estimated balance in Allowance for Doubtful Accounts
	20,625

	Current balance in Allowance for Doubtful Accounts
	400

	Bad Debt Expense for the year
	$20,225





Req. 2
Balance sheet:
	Accounts receivable ($275,000 + $50,000 + $20,000)	  $345,000
	Less allowance for doubtful accounts		    20,625
		Accounts receivable, net of allowance for 
		doubtful accounts			  $324,375


E6–15.

1.	Bad debt expense (+E, –SE) 		271
		Allowance for doubtful accounts (+XA, –A)			271
	To record estimated bad debt expense.

	Allowance for doubtful accounts (–XA, +A)		153
		Accounts receivable (–A)			153
	To write off specific bad debts.

2.	It would have no effect because the asset “Accounts receivable” and contra-asset “Allowance for doubtful accounts” would both decline by Euro 10 million.  Neither “Receivables, net” nor “Net income” would be affected.


E6–16.

	Req. 1             Allowance for Doubtful Accounts

	
	
	117
	Beg. balance

	Write-offs
	52
	  88
	Bad debt exp.

	
	
	153
	End. balance



	Beg. Balance + Bad debt exp. – Write-offs = End. Balance
	Beg. Balance + Bad debt exp. – End. Balance = Write-offs
	117  + 88  – 153  =  52 

	Bad debt expense increases (is credited to) the allowance.  Since we are given the beginning and ending balances in the allowance, we can solve for write-offs, which decrease (are debited to) the allowance.

	Req. 2                          Accounts Receivable (Gross)

	Beg. balance*
	11,455
	       52
	Write-offs

	Net sales
	60,420
	58,081
	Cash collections

	End. balance **
	13,742
	
	



*  11,338 + 117 
** 13,589 + 153
	Beg. balance + Net sales – Write-offs – Cash collections = End. Balance
	Beg. balance + Net sales – Write-offs – End. Balance = Cash collections 
	11,455 + 60,420 – 52 – 13,742 = 58,081

Accounts receivable gross is increased by recording credit sales and decreased by recording cash collections and write-offs of bad debts.  Thus, we can solve for cash collections as the missing value.


E6–17.

Req. 1

The allowance for doubtful accounts is increased (credited) when bad debt expense is recorded and decreased (debited) when uncollectible accounts are written off. This case gives the beginning and ending balances of the allowance account and the amount of uncollectible accounts that were written off. Therefore, the amount of bad debt expense (in thousands) can be computed as follows:

	Allowance for Doubtful Accounts

	
	
	570,000
	Beg. balance

	Write-offs
	811,000
	1,251,000
	Bad debt exp.

	
	
	1,010,000
	End. balance



	Beg. Balance + Bad debt exp. – Write-offs = End. Balance
	End. Balance – Beg. Balance + Write-offs = Bad debt exp.
	1,010,000 – 570,000 + 811,000 = 1,251,000

Req. 2 

Working capital is unaffected by the write-off of an uncollectible account when the allowance method is used.  The asset account (accounts receivable) and the contra- asset account (allowance for doubtful accounts) are both reduced by the same amount; therefore, the book value of net accounts receivable is unchanged.

Working capital is decreased when bad debt expense is recorded because the contra- asset account (allowance for doubtful accounts) is increased.  From requirement (1), we know that net accounts receivable was reduced by $1,251,000 when bad debt expense was recorded in year 2, reducing working capital by $1,251,000.

Note that income before taxes was reduced by the amount of bad debt expense that was recorded, therefore tax expense and tax payable will decrease.  The decrease in tax payable caused working capital to increase; therefore, the net decrease was $1,251,000 – ($1,251,000 x 30%) = $875,700.

Req. 3

The entry to record the write-off of an uncollectible account did not affect any income statement accounts; therefore, net income is unaffected by the $811,000 write-off in year 2.

The recording of bad debt expense reduced income before taxes in year 2 by $1,251,000 and reduced tax expense by $375,300 (i.e., $1,251,000 x 30%). Therefore, year 2 net income was reduced by $875,700 (as computed in Req. 2).


E6–18.

Req. 1

Dec. 31, 2015
	Allowance for doubtful accounts (–XA, +A)		1,700
		Accounts receivable (Josef Bernhardt) (–A)			1,700
	To write off an account receivable determined to 
		be uncollectible.

Dec. 31, 2015
	Bad debt expense (+E, –SE) 		1,125
		Allowance for doubtful accounts (+XA, –A)			1,125
	Adjusting entry--estimated loss on uncollectible 
	accounts; based on credit sales ($75,000 x 1.5% 
	= $1,125).


Req. 2

Income statement:
	Operating expenses:
		Bad debt expense		$1,125

Balance sheet:
	Current assets
		Accounts receivable ($16,000 + $75,000 
		- $60,000 - $1,700) 		$29,300
		Less: Allowance for doubtful accounts 
		($900 - $1,700 + $1,125) 		      325 	$28,975


Req. 3

The 1.5% rate on credit sales may be too low because it resulted in bad debt expense only two-thirds the amount of receivables written off ($1,700) during the year. However, if the uncollectible account receivable written off during 2015 is not indicative of average uncollectibles written off over a period of time, the 1.5% rate may be appropriate. There is not sufficient historical data to make a definitive decision.


E6–19.

Req. 1

Dec. 31, 2014
	Allowance for doubtful accounts (–XA, +A)		1,400
		Accounts receivable (Toby’s Gift Shop) (–A)			1,400
	To write off an account receivable determined to 
		be uncollectible.

Dec. 31, 2014
	Bad debt expense (+E, –SE) 		1,250
		Allowance for doubtful accounts (+XA, –A)			1,250
	Adjusting entry--estimated loss on uncollectible 
	accounts; based on credit sales ($50,000 x 2.5% 
	= $1,250).


Req. 2

Income statement:
	Operating expenses:
		Bad debt expense		$1,250

Balance sheet:
	Current assets
		Accounts receivable ($8,000 + $50,000 
		- $38,000 - $1,400) 		$18,600
		Less: Allowance for doubtful accounts 
		($600 - $1,400 + $1,250) 		    450 	$18,150


Req. 3

The 2.5% rate on credit sales appears reasonable because it approximates the amount of receivables written off ($1,400) during the year. However, if the uncollectible account receivable written off during 2014 is not indicative of average uncollectibles written off over a period of time, the 2.5% rate may not be appropriate. There is not sufficient historical data to make a definitive decision.



E6–20.

Req. 1

	Receivables turnover
	=
	Net Sales
	=
	$35,497,000
	=
	9.16 times

	
	
	Average Net Trade
Accounts Receivable
	
	$3,875,000*
	
	



	Average days sales
	=
	365
	=
	365
	=
	39.8 days

	in receivables
	
	Receivables Turnover
	
	9.16
	
	



* ($4,359,000 + $3,391,000) ÷ 2


Req. 2

The receivables turnover ratio reflects how many times average trade receivables were recorded and collected during the period.  The average days sales in receivables indicates the average time it takes a customer to pay its account.


E6–21.

Req. 1

	Receivables turnover
	=
	Net Sales
	=
	$61,101,000
	=
	11.43 times

	
	
	Average Net Trade
Accounts Receivable
	
	$5,346,000*
	
	



	Average days sales
	=
	365
	=
	365
	=
	31.9 days

	in receivables
	
	Receivables Turnover
	
	11.43
	
	



* ($5,961,000 + $4,731,000) ÷ 2


Req. 2

The receivables turnover ratio reflects how many times average trade receivables were recorded and collected during the period.  The average days sales in receivables indicates the average time it takes a customer to pay its account.

E6–22.

Req. 1

The change in the accounts receivable balance ($48,066 – 63,403 = –$15,337) would increase cash flow from operations by $15,337 thousand.  This happens because the Company is collecting cash faster than it is recording credit sales revenue.

Req. 2

(a)	Declining sales revenue leads to lower accounts receivable because fewer new credit sales are available to replace the receivables that are being collected.

(b)	Cash collections from the prior period's higher credit sales are greater than the new credit sales revenue.  Note that in the next period, cash collections will also decline. 


E6–23.

Req. 1
VON BRAUN INDUSTRIES
Bank Reconciliation, June 30, 2014

	Company's Books
	
	
	Bank Statement
	

	Ending balance per Cash 
    account………………………
	
$6,000
	
	Ending balance per bank
    statement………………
	
$6,060

	Additions:
	
	
	Additions:
	

	    None
	
	
	Deposit in transit…………
	   1,900*

	
Deductions:
	
	
	
Deductions:
	7,960

	    Bank service charge……
	        40
	
	    Outstanding checks…
	    2,000

	Correct cash balance………
	$5,960
	
	Correct cash balance……
	$5,960



*$18,100 – $16,200 = $1,900.

Req. 2
	Bank service charge expense (+E, –SE)		40
		Cash (–A)			40
	To record deduction from bank account for service charges.

Req. 3
The correct cash balance per the bank reconciliation ($6,000 – $40), $5,960

Req. 4
	Balance sheet (June 30, 2014):
	Current assets:
		Cash		$5,960

E6–24.

Req. 1
DEUTSCHLAND CORPORATION
Bank Reconciliation, September 30, 2014
	
	Company's Books
	
	
	
	Bank Statement
	

	Ending balance per Cash account	
	
	
 $11,400
	
	Ending balance per bank statement	
	
 $11,540

	
	
	
	
	
	

	Additions:
	
	
	
	Additions:
	

	    None
	
	
	
	    Deposit in transit*	
	     2,400*

	
	
	
	
	
	   13,940

	Deductions:
	
	
	
	Deductions:
	

	    Bank service charges	
	$  120
	
	
	
	

	    NSF check –
        Betty Brown	
	
   340
	
      460
	
	    Outstanding checks
     ($57,800 – $54,800)	
	
   3,000

	Correct cash balance	
	
	 $10,940
	
	Correct cash balance	
	$10,940



*$56,200 - $53,800 = $2,400.


Req. 2


(1)	Bank service charge expense (+E, –SE)		120
		Cash (–A)			120
	To record bank service charges deducted from bank balance.

(2)	Accounts receivable (Betty Brown) (+A)		340
		Cash (–A)			340
	To record customer check returned due to insufficient funds.


Req. 3

Same as the correct balance on the reconciliation, $10,940.


Req. 4

Balance Sheet (September 30, 2014):
	Current Assets:
	Cash		$10,940

E6–25 (Based on Supplement A)

November 20, 2013
	Cash (+A)		441
	Credit card discount (+XR, –R, –SE)		9
		Sales revenue (+R, +SE)			450
	To record credit card sale.

November 25, 2013:
	Accounts receivable (Gwendolyn Rupp) (+A)		2,800
		Sales revenue (+R, +SE)			2,800
	To record a credit sale.

November 28, 2013:
	Accounts receivable (Anna Drutsch) (+A)		7,200
		Sales revenue (+R, +SE)			7,200
	To record a credit sale.

November 30, 2013:
	Sales returns and allowances (+XR, –R, –SE)		600
		Accounts receivable (Anna Drutsch) (–A)			600
	To record return of defective goods, $7,200 x 1/12 = $600.

December 6, 2013:
	Cash (+A)		6,468
	Sales discounts (+XR, –R, –SE)		132
		Accounts receivable (Anna Drutsch) (–A)			6,600
	To record collection within the discount period,  
  	       98% × ($7,200 – $600) = $6,468

December 30, 2013:
	Cash (+A)		2,800
		Accounts receivable (Gwendolyn Rupp) (–A)			2,800
	To record collection after the discount period.

	Sales revenue ($450 + $2,800 + $7,200)		$10,450
	Less: Sales returns and allowances ($7,200 x 1/12)		     600
	Less: Sales discounts (2% × ($7,200 – $600))		132
	Less: Credit card discounts ($450 x 2%)		            9
	Net sales		     $9,709
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' DEMONSTRATION PROBLEM

Clayco Company completes the following selected transactions during year 2011.

July 14
30

Aug. 15

Nov. 1

5
5

Pec. 13

Writes off a $750 account receivable arising from a sale to Briggs Company that dates to 10
months ago. (Clayco Company uses the allowance method.)

Clayco Company receives a $1,000, 90-day, 10% note in exchange for merchandise sold to
Sumrell Company (the merchandise cost $600).

Receives $2,000 cash plus a $10,000 note from JT Co. in exchange for merchandise that sells
for $12,000 (its cost is $8,000). The note is dated August 15, bears 12% interest, and matures
in 120 days.

Completed a $200 credit card sale with a 4% fee (the cost of sales is $150). The cash is received
immediately from the credit card company.

Sumrell Company refuses to pay the note that was due to Clayco Company on October 28.
Prepare the journal entry to charge the dishonored note plus accrued interest to Sumrell Com-
pany’s accounts receivable.

Completed a $500 credit card sale with a 5% fee (the cost of sales is $300). The payment from
the credit card company is received on Nov. 9.

Received the full amount of $750 from Briggs Company that was previously written off on
July 14. Record the bad debts recovery.

Received payment of principal plus interest from JT for the August 15 note.

Required
1 Prepare journal entries to record these transactions on Clayco Company’s books.
2. Prepare an adjusting journal entry as of December 31, 2011, assuming that bad debts are estimated to

be $20,400 by aging accounts receivable. The unadjusted balance of the Allowance for Doubtful Ac-
counts is $1,000 debit.

PLANNING THE SOLUTION

® Examine each transaction to determine the accounts affected, and then record the entries.
® For the year-end adjustment, record the bad debts expense for the two approaches.
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SOLUTION TO DEMONSTRATION PROBLEM

1

July 14

July 30

July 30

Aug. 15

Aug. 15

Nov. |

Nov. 3

Nov. 5

Nov. 5

Nov. 9

Nov. I5

Nov. I5

Dec. 13

Allowance for Doubtful Accounts .................

Accounts Receivable—Briggs Co. ..............
Whrote off an uncollectible account.

Notes Receivable—Sumrell Co. ...................

Sold merchandise for a 90-day, /0% note.
CostofiGoodsSald=s- =0 = o = e o s
Merchandise Inventory ........ ... oo
To record the cost of July 30 sale.

Sold merchandise to customer for $2,000
cash and $10,000 note.

CostotGoods Salde a0 = 0 0

Merchandise Inventory ......................
To record the cost of Aug. |5 sale.

To record credit card sale less a 4% credit
card expense.

CottofSoodsBald="=> === -
Merchandise Inventory ......................

To record the cost of Nov. | sale.
Accounts Receivable—Sumrell Co. ................
Interest Revenue

Notes Receivable—Sumrell Co.

To charge account of Sumrell Company for
a $1,000 dishonored note and interest of
$1,000 X 10% x 90/360.

Accounts Receivable—Credit Card Co..............

To record credit card sale less a 5% credit card expense.
GostofGoodsSolde i s e
Merchandiselnventory -.o..oiii i o e
To record the cost of Nov. 5 sale.

To record cash receipt from Nov. 5 sale.
Accounts Receivable—Briggs Co. .................
Allowance for Doubtful Accounts ..............

To reinstate the account of Briggs Company
previously written off.

Accounts Receivable—Briggs Co. .............
Cash received in full payment of account.

NoteRecaivable T Co: o o on v = e s

Collect note with interest of
$10,000 X 12% X 120/360.

750

600

2,000
10,000

8,000

192

150

1,025

475
25

300

475

750

750

10,400

750

1,000

600

12,000

8,000

200

150

s
1,000

500

300

475

750

750

400
10,000
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2. Aging of accounts receivable method.
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CHAPTER 6

Reporting and Interpreting Sales Revenue, Receivables, and Cash

E6-1
L02

E6-2
L02

E6-3
L02

E6-4
L02

Reporting Net Sales with Credit Sales and Sales Discounts

During the months of January and February, Helmut Company sold goods to three customers. The
sequence of events was as follows:

Jan. 6 Sold goods for $850 to D. Franz and billed that amount subject to terms 2/10, n/30.
6 Sold goods to E. Busche for $700 and billed that amount subject to terms 2/10, n/30.
14 Collected cash due from D. Franz.
Feb. 2 Collected cash due from E. Busche.
28 Sold goods for $450 to G. Reinhold 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.

Reporting Net Sales with Credit Sales, Sales Discounts, and Credit Card Sales

The following transactions were selected from the records of Kleinewasser Limited:

July 12 Sold merchandise to Jaegar Schwemmer who charged the $3,000 purchase on his Visa
credit card. Visa charges Kleinewasser Limited a 2 percent credit card fee.
15 Sold merchandise to Gerhardt Schmidt at an invoice price of $9,000; terms 3/10, n/30.
20 Sold merchandise to Helga Leicht at an invoice price of $4,000; terms 3/10, n/30.
23 Collected payment from Gerhardt Schmidt from July 15 sale.
Aug. 25 Collected payment from Helga Leicht from July 20 sale.

Regquired:
Assuming that Sales Discounts and Credit Card Discounts are treated as contra-revenues, compute net
sales for the two months ended August 31.

Reporting Net Sales with Credit Sales, Sales Discounts, Sales Returns, and Credit Card Sales

The following transactions were selected from among those completed by Nachtmusik Retailers in 2014:

Nov. 20 Sold 20 items of merchandise to Customer B at an invoice price of $5,500 (total); terms
3/10, n/30.
25 Sold two items of merchandise to Customer C, who charged the $400 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 D at an invoice price of $3,000 (total);
terms 3/10, n/30.
29 Customer D returned one of the items purchased on the 28th; the item was defective, and
credit was given to the customer.
Dec. 6 Customer D paid the account balance in full.
20 Customer B 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.

Determining the Effects of Credit Sales, Sales Discounts, Credit Card Sales, and Sales
Returns and Allowances on Income Statement Categories

Brazen Shoe Company records Sales Returns and Allowances, Sales Discounts, and Credit Card Dis-
counts as contra-revenues. Complete the following tabulation, indicating the effect (+ for increase, — for
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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 customer at factory store who charged the $300 purchase on her
American Express card. American Express charges a 1 percent credit card fee. Cost of
goods sold was $175.

July 15 Sold merchandise to Greta Von Schunden at an invoice price of $5,000; terms 3/10, n/30.
Cost of goods sold was $2,500.

July 20 Collected cash due from Greta Von Schunden.

July 21 Before paying for the order, a customer returned shoes with an invoice price of $1,000,
and cost of goods sold was $600.

Cost of
Transaction Net Sales Goods Sold | Gross Profit
July 12
July 15
July 20
July 21

Evaluating the Annual Interest Rate Implicit in a Sales Discount with Discussion of
Management Choice of Financing Strategy

Jurgen’s Clockworks bills customers subject to terms 3/10, n/50.

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.

Analyzing Gross Profit Percentage on the Basis of an Income Statement and
Within-Industry Comparison

Wolverine World Wide Inc. prides itself as being the “world’s leading marketer of U.S. branded non-
athletic footwear.” It competes in many markets with Deckers, often offering products at a lower price
point. Its brands include Wolverine, Bates, Sebago, and Hush Puppies. The following data were taken
from its recent annual report (dollars in thousands):

Sales of merchandise $1,220,568
Income taxes 44763
Cash dividends declared on common stock 21,500
Selling and administrative expense 345,183
Cost of products sold 734,547
Interest expense 2,850
Other income 839
Items not included in above amounts:
Number of shares of common stock outstanding, 48,888

Required:
1. Based on these data, prepare an income statement (showing both gross profit and income from
operations). There were no extraordinary items.
2. How much was the gross profit margin? What was the gross profit percentage ratio? Explain what
these two amounts mean. Compare the gross profit percentage with that of Deckers. What do you
believe accounts for the difference?

E6-5
L02

E6-6
LO3

Wolverine World Wide Inc.
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E6-7  Analyzing Gross Profit Percentage on the Basis of an Income Statement
L02, 3, 4

The following summarized data were provided by the records of Bavaria Corporation for the year ended
December 31, 2015:

- Sales of merchandise for cash $233,000

Sales of merchandise on credit 40,000
Cost of goods sold 146,000
Selling expense 47,200
Administrative expense 20,000
Sales returns and allowances 8,000

Items not included in above amounts:
Estimated bad debt loss, 3% of credit sales
Average income tax rate, 30%
Number of shares of common stock outstanding, 4,500

Required:
1 Based on these data, prepare an income statement (showing both gross profit and income from
operations).
2. What was the amount of gross profit margin? What was the gross profit percentage ratio? Explain
what these two amounts mean.

E6-8 Recording Bad Debt Expense Estimates and Write-0ffs Using the Percentage of Credit
L04  Sales Method

During 2014, Kruetzer Manufacturing recorded credit sales of $400,000. 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 $1,250 from March of the current year was deter-
mined to be uncollectible and was written off.

E6-9 Recording Bad Debt Expense Estimates and Write-Offs Using the Percentage of Credit
L04  Sales Method

During 2014, Siegfried Electronics recorded credit sales of $790,000. Based on prior experience, it esti-
mates 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 $360 from a prior year was determined to be uncol-
lectible and was written off.

E6-10  Determining Financial Statement Effects of Bad Debts Using the Percentage of Credit
L04  Sales Method

Using the following categories, indicate the effects of the transactions listed in E6-9. Use + for increase

and  for decrease and indicate the accounts affected and the amounts.

Assets Liabilities & Stockholders’ Equity

E6-11  Recording and Determining the Effects of Bad Debt Transactions on Income Statement
L04  Categories Using the Percentage of Credit Sales Method

During 2015, Lena’s Liebkuchen recorded credit sales of $340,000. Based on prior experience, it esti-
mates a 3.5 percent bad debt rate on credit sales.
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Required:
1. Prepare journal entries for each of the following transactions.
a. The appropriate bad debt expense adjustment was recorded for the year 2015.
b. On December 31, 2015, an account receivable for $1,400 from a prior year was determined to be
uncollectible and was written off.
2. Complete the following tabulation, indicating the amount and effect (+ for increase, ~ for decrease,
and NE for no effect) of each transaction.

Income from
Transaction Net Sales Gross Profit Operations

a.
b

Computing Bad Debt Expense Using Aging Analysis E6-12
LO4

Bremmen’s Milchhof 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, $32,000, (2) up to
120 days past due, $11,000, and (3) more than 120 days past due, $5,000. 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) 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 $1,800 (credit) before the end-of-period adjusting
entry is made.

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

Recording and Reporting a Bad Debt Estimate Using Aging Analysis E6-13
LO4

Johannes 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, $50,000, (2) up to
180 days past due, $14,000, and (3) more than 180 days past due, $4,000. 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) 30 percent, respectively. At December 31, 2014 (end of the current
year), the Allowance for Doubtful Accounts balance is $200 (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.

Recording and Reporting a Bad Debt Estimate Using Aging Analysis E6-14
LO4

Fredrich 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, $275,000, (2) up to
120 days past due, $50,000, and (3) more than 120 days past due, $20,000. Experience has shown that
for each age group, the average loss rate on the amount of the receivables at year-end due to uncollect-
ability is (1) 3.5 percent, (2) 10 percent, and (3) 30 percent, respectively. At December 31, 2015 (end of
the current year), the Allowance for Doubtful Accounts balance is $400 (credit) before the end-of-period
adjusting entry is made.

Required:
1 Prepare the appropriate bad debt expense adjusting entry for the year 2015.
2. Show how the various accounts related to accounts receivable should be shown on the December 31,
2015, balance sheet.

Interpreting Bad Debt Disclosures E6-15
LO4

Siemens is one of the world’s largest electrical engineering and electronics companies. Headquartered in
Germany, the company has been in business for over 160 years and operates in 190 countries. In a recent SI EM E N S
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E6-16
LO4

Microsoft

E6-17
LO4

Target

annual report, it disclosed the following information concerning its allowance for doubtful accounts
(euros in millions denoted as €):

Balance at Charged to Costs Amounts Balance at
Beginning of Period and Expenses Written Off End of Period
€895 €271 €(153) €1,013

Required:
1. Record summary journal entries related to the allowance for doubtful accounts for the current year.
2. If Siemens had written off an additional €10 million of accounts receivable during the period, how
would receivables, net, and net income have been affected? Explain why.

Inferring Bad Debt Write-0ffs and Cash Collections from Customers

Microsoft develops, produces, and markets a wide range of computer software, including the Windows
operating system. On its recent financial statements, Microsoft reported the following information about
net sales revenue and accounts receivable (amounts in millions).

Current Prior

Year Year
Accounts receivable, net of allowances of $153 and $117 $13,589 $11,338
Net revenues 60,420 &1.122.

According to its Form 10-K, Microsoft recorded bad debt expense of $88 and did not reinstate any
previously written-off accounts during the current year. (Hint: Refer to the summary of the effects of
accounting for bad debts on the Accounts Receivable (Gross) and the Allowance for Doubtful Accounts
T-accounts. Use the T-accounts to solve for the missing values.)

Required:
1. What amount of bad debts was written off during the current year?
2. Based on your answer to requirement (1), solve for cash collected from customers for the current
year, assuming that all of Microsoft’s sales during the period were on open account.

Inferring Bad Debt Expense and Determining the Impact of Uncollectible Accounts on
Income and Working Capital

A recent annual report for Target contained the following information (dollars in thousands) at the end
of its fiscal year:

Year 2 Year 1
Accounts receivable $9,094,000 $8,624,000
Allowance for doubtful accounts (1,010,000) (570,000)
$8,084,000 $8,054,000

A footnote to the financial statements disclosed that uncollectible accounts amounting to $811,000
and $428,000 were written off as bad debts during year 2 and year 1, respectively. Assume that the tax
rate for Target was 30 percent.

Required:

1 Determine the bad debt expense for year 2 based on the preceding facts. (Hint: Use the Allowance
for Doubtful Accounts T-account to solve for the missing value.)

2. Working capital is defined as current assets minus current liabilities. How was Target’s working
capital affected by the write-off of $811,000 in uncollectible accounts during year 2? What impact
did the recording of bad debt expense have on working capital in year 2?

3. How was net income affected by the $811,000 write-off during year 2? What impact did recording
bad debt expense have on net income for year 2?
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Recording, Reporting, and Evaluating a Bad Debt Estimate

During 2015, Ulrich’s Kamera Shop had sales revenue of $170,000, of which $75,000 was on credit. At
the start of 2015, Accounts Receivable showed a $16,000 debit balance, and the Allowance for Doubtful
Accounts showed a $900 credit balance. Collections of accounts receivable during 2015 amounted to
$60,000.

Data during 2015 follows:

a. On December 31, 2015, an Account Receivable (Josef Bernhardt) of $1,700 from a prior year was
determined to be uncollectible; therefore, it was written off immediately as a bad debt.

b. On December 31 2015, on the basis of experience, a decision was made to continue the accounting
policy of basing estimated bad debt losses on 1.5 percent of credit sales for the year.

Required:
1. Give the required journal entries for the two items on December 31, 2015 (end of the accounting
period).
2. Show how the amounts related to Accounts Receivable and Bad Debt Expense would be reported on
the income statement and balance sheet for 2015. Disregard income tax considerations.
3. On the basis of the data available, does the 1.5 percent rate appear to be reasonable? Explain.

Recording, Reporting, and Evaluating a Bad Debt Estimate

During 2014, Gretchen’s Keramik Shop had sales revenue of $140,000, of which $50,000 was on credit.
At the start of 2014, Accounts Receivable showed an $8,000 debit balance, and the Allowance for Doubt-
ful Accounts showed a $600 credit balance. Collections of accounts receivable during 2014 amounted to
$38,000.

Data during 2014 follows:

a. On December 31, 2014, an Account Receivable (Toby’s Gift Shop) of $1,400 from a prior year was
determined to be uncollectible; therefore, it was written off immediately as a bad debt.

b. On December 31, 2014, on the basis of experience, a decision was made to continue the accounting
policy of basing estimated bad debt losses on 2.5 percent of credit sales for the year.

Regquired:
1 Give the required journal entries for the two items on December 31, 2014 (end of the accounting
period).
2. Show how the amounts related to Accounts Receivable and Bad Debt Expense would be reported on
the income statement and balance sheet for 2014. Disregard income tax considerations.
3. On the basis of the data available, does the 2.5 percent rate appear to be reasonable? Explain.

Computing and Interpreting the Receivables Turnover Ratio

A recent annual report for FedEx contained the following data:

(dollars in thousands)

Current Year  Previous Year

Accounts receivable $ 3,587,000 $4,517,000
Less: Allowance for doubtful accounts 196,000 158,000
Net accounts receivable $ 3,391,000 $4,359,000
Net sales (assume all on credit) $35,497,000

Required:
1 Determine the receivables turnover ratio and average days sales in receivables for the current year.
2. Explain the meaning of each number.

E6-18
LO4

E6-19
LO4

E6-20
L05

FedEx
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E6-21
LO5

DELL
01

E6-22
LO5

Stride Rite

E6-23
LO6

Reporting and Interpreting Sales Revenue, Receivables, and Cash

Computing and Interpreting the Receivables Turnover Ratio

A recent annual report for Dell, Inc., contained the following data:

(dollars in thousands)
Current Year  Previous Year
Accounts receivable $ 4,843,000 $6,064,000
Less: Allowance for doubtful accounts 112,000 103,000
Net accounts receivable $ 4,731,000 $5,961,000
Net sales (assume all on credit) $61,101,000

Required:
1. Determine the receivables turnover ratio and average days sales in receivables for the current year.
2. Explain the meaning of each number.

Interpreting the Effects of Sales Declines and Changes in Receivables on Cash Flow from
Operations

Stride Rite Corporation manufactures and markets shoes under the brand names Stride Rite, Keds, and
Sperry Top-Sider. Three recent years produced a combination of declining sales revenue and net income
culminating in a net loss of $8,430,000. Each year, however, Stride Rite was able to report positive cash
flows from operations. Contributing to that positive cash flow was the change in accounts receivable. The
current and prior year balance sheets reported the following:

(dollars in thousands)

Previous Year

$63,403

Current Year

$48,066

Accounts and notes receivable, less allowances

Required:
1. On the current year’s cash flow statement (indirect method), how would the change in accounts
receivable affect cash flow from operations? Explain why it would have this effect.
2. Explain how declining sales revenue often leads to (a) declining accounts receivable and (b) cash
collections from customers being higher than sales revenue.

Preparing Bank Reconciliation, Entries, and Reporting Cash

Von Braun Industries’ June 30, 2014, bank statement and June ledger accounts for cash are summarized
below*

BANK STATEMENT
Checks Deposits Balance
Balance, June 1, 2014 $ 6,900
Deposits during June $16,200 23,100
Checks cleared during June $17,000 6,100
Bank service charges 40 6,060
Balance, June 30, 2014 6,060

6,900 | June Checkswriten 19,000

18,100

June 1 Balance
June  Deposits
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Required:
1. Reconcile the bank account. A comparison of the checks written with the checks that have cleared
the bank shows outstanding checks of $2,000. A deposit of $1,900 is in transit at the end of June.
2. Give any journal entries that should be made as a result of the bank reconciliation.
3. What is the balance in the Cash account after the reconciliation entries?
4. What is the total amount of cash that should be reported on the balance sheet at June 30?

Preparing Bank Reconciliation, Entries, and Reporting Cash E6-24

The September 30, 2014, bank statement for Deutschland Corporation and the September ledger accounts L06
for cash are summarized here:

BANK STATEMENT

Checks Deposits Balance
Balance, September 1, 2014 $13,000
Deposits recorded during September $53,800 66,800
Checks cleared during September $54,800 12,000
NSF checks—Betty Brown 340 11,660
Bank service charges 120 11,540
Balance, September 30, 2014 11,540

Sept. 1 Balance 13,000 | Sept. Checks written 57,800
Sept.  Deposits 56,200

No outstanding checks and no deposits in transit were carried over from August; 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 September 30 balance sheet?

(Supplement) Recording Credit Sales, Sales Discounts, Sales Returns, and Credit Card Sales E6-25

The following transactions were selected from among those completed by Handschen Retailers in 2013:

Nov. 20 Sold two items of merchandise to Fritz Glock, who charged the $450 sales price on his
Visa credit card. Visa charges Handschen a 2 percent credit card fee.
25 Sold 14 items of merchandise to Gwendolyn Rupp at an invoice price of $2,800 (total);
terms 2/10, n/30.
28 Sold 12 identical items of merchandise to Anna Drutsch at an invoice price of $7,200
(total); terms 2/10, n/30.
30 Anna Drutsch returned one of the items purchased on the 28th; the item was defective,
and credit was given to the customer.
Dec. 6 AnnaDrutsch paid the account balance in full.
30 Gwendolyn Rupp paid in full for the invoice of November 25, 2013.

Required:
Give the appropriate journal entry for each of these transactions, assuming the company records sales
revenue under the gross method. Do not record cost of goods sold. Compute Net Sales.

To practice with more exercises, go to the text website at www.mhhe.com/libby7e.
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IHlustrative Problem

Ditzler Company, a construction supply company, uses the allowance method of accounting
for uncollectible accounts receivable. Selected transactions completed by Ditzler Company
are as follows:

Feb. 1. Sold merchandise on account to Ames Co., $8,000. The cost of the merchan-
dise sold was $4,500.
Mar. 15. Accepted a 60-day, 12% note for $8,000 from Ames Co. on account.
Apr. 9. Wrote off a $2,500 account from Dorset Co. as uncollectible.
21. Loaned $7,500 cash to Jill Klein, receiving a 90-day, 14% note.

May 14. Received the interest due from Ames Co. and a new 90-day, 14% note as a
renewal of the loan. (Record both the debit and the credit to the notes receiv-
able account.)

June 13. Reinstated the account of Dorset Co., written off on April 9, and received
$2,500 in full payment.

July 20. Jill Klein dishonored her note.
Aug. 12. Received from Ames Co. the amount due on its note of May 14.

19. Received from Jill Klein the amount owed on the dishonored note, plus inter-
est for 30 days at 15%, computed on the maturity value of the note.

Dec. 16. Accepted a 60-day, 12% note for $12,000 from Global Company on account.

31. It is estimated that 3% of the credit sales of $1,375,000 for the year ended
December 31 will be uncollectible.

Instructions

1. Journalize the transactions.

2. Journalize the adjusting entry to record the accrued interest on December 31 on the
Global Company note.
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Solution
1
Feb. 1 | Accounts Receivable—Ames Co. 8,000.00 :
Sales 8,000.00
1 Cost of Merchandise Sold 4,500.00
Merchandise Inventory 4,500.00
Mar. | 15 | Notes Receivable—Ames Co. 8,000.00
Accounts Receivable—Ames Co. 8,000.00
Apr. 9 | Allowance for Doubtful Accounts 2,500.00
Accounts Receivable—Dorset Co. 2,500.00
21 Notes Receivable—lJill Klein 7,500.00
Cash 7,500.00
May | 14 | Notes Receivable—Ames Co. 8,000.00
Cash 160.00
Notes Receivable—Ames Co. 8,000.00
Interest Revenue 160.00
June | 13 | Accounts Receivable—Dorset Co. 2,500.00
Allowance for Doubtful Accounts 2,500.00
13 | Cash 2,500.00
Accounts Receivable—Dorset Co. 2,500.00
July 20 Accounts Receivable—lJill Klein 7,762.50
Notes Receivable—lJill Klein 7,500.00
Interest Revenue 262.50
Aug. | 12 | Cash 8,280.00
Notes Receivable—Ames Co. 8,000.00
Interest Revenue 280.00
19 | Cash 7,859.53
Accounts Receivable—lJill Klein 7.762.50
Interest Revenue 97.03
(57,762.50 X 15% X 30/360).
Dec. | 16 | Notes Receivable—Global Company 12,000.00
Accounts Receivable—Global Company 12,000.00
31 Bad Debt Expense 41,250.00
Allowance for Doubtful Accounts 41,250.00
Uncollectible accounts estimate
($1,375,000 x 3%).
2.
o
Dec. | 31 | Interest Receivable 60.00
Interest Revenue 60.00
Accrued interest
(512,000 x 12% x 15/360).





