Chapter 8


Reporting and Analyzing Receivables

· Receivables are commonly classified as:
· Accounts Receivables, Notes Receivables, & Other Receivables
· Refer to page 373, top 3 paragraphs
· Merchandisers record receivables at the point of sale
· There are two methods used to account for uncollectible accounts:
· Direct Write-Off Method
· Allowance Method
· Under Direct Write-Off Method, accounts are written off when determined uncollectible
· Usually recorded in a period different from when revenue was recorded
· Under the Allowance Method, uncollectible accounts must be estimated
· This provides better matching on the I/S and ensures that receivables are stated at their cash (net) realizable value
· Allowance Method required for financial reporting when bad debts are material in amount
· Uncollectible accounts are estimated and matched against sales in the same accounting period in which the sales occurred using:
· Percentage of Sales
· Percentage of Accounts Receivable
· Formula for computing interest on a note, Illustration 8-10, page 381
· Notes are recorded at face value with no interest received when issued
· A note is honored when paid in full at maturity and dishonored when not
· Interest Revenue is recorded when note is paid or earned (accruals)
· Receivables should be identified in the balance sheet or in notes to F/S
· Notes receivables are listed before accounts receivables
· Principles of Accounts Receivable Management, Illust. 8-16, page 393
· Receivables Turnover and Average Collection Period, Illust. 8-14, page 389
· Selling to a factor, page 391-392
· Advantages of credit cards, Illust. 8-15, page 391
· HOMEWORK:
Brief Exercise: 8
Exercises: 4, 6, 7, & 8

Problem Set A: 6
8-2

