Unit 1 Test: Part 3 Quiz
[bookmark: _GoBack]
SHORT ANSWER – 57 marks total

1. Sweet Dreams Co. uses the balance sheet method to estimate uncollectible accounts.  The current balance in the Allowance for Doubtful Accounts is $2,250 debit.

	Not Yet Due
	1 – 30 Days Past Due
	31 – 60 Days Past Due
	61 – 90 Days Past Due
	Over 90 Days Past Due
	Total

	$348,000
	$180,000
	$78,000
	$18,000
	$30,000
	$654,000

	1%
	3%
	10%
	30%
	50%
	



a) Calculate the estimated amount of uncollectible accounts.  Show all your calculations. 
(Application – 6 marks total – 1 mark for each calculation and the total)

b) Prepare the December 31, 2001 journal entry to bring the Allowance for Bad Debts account to the correct balance. 
(Application – 5 marks total – 1 mark each for the accounts, amount and explanation)

c) Calculate the net Accounts Receivable that would appear on the Balance Sheet.  Show your calculation. 
(Thinking – 1 mark)

d) On March 15, of the following year (2002), an account receivable or $15,000 was deemed worthless because the customer, Nightmare Company, has declared bankruptcy.  Write off the account. (Application – 4 marks total – 1 mark each for the accounts, amount and explanation)

e) On June 22, 2002, the bankruptcy specialist who was liquidating Nightmare Company sends your company a cheque for $15,000.  Record this bad debt recovery.  
(Application – 4 marks total – 1 mark each for the accounts, amount and explanation)

2. Using the information from question #1 above, Sweet Dreams Co. is considering using the income statement method rather than the balance sheet method.  Using a percentage of 5.5% to estimate bad debts, prepare the journal entry to record the estimated bad debts. 
(Application – 5 marks total – 1 mark each for the accounts, amount and explanation)

3. Sleep-time Company received from their customer, Nodding Company, a 6-month, 10% note for $100,000 in settlement of an account receivable due today, September 1, 2001.

a) Record the journal entry to record the Note Receivable. 
(Application – 4 marks total – 1 each for the accounts, amount and explanation)

b) Record the journal entry to adjust for the interest owed by Nodding Co. on December 31, 2001. 
(Application – 5 marks total – 1 each for the accounts, amounts and explanation)

c) Record the journal entry to record the collection of principal and interest on the due date.  
(Application – 10 marks total – 1 each for the date, accounts, amounts, and explanation) 

4. On May 1, we sold merchandise to XYZ Company on account (charge sale) for $2,300 with terms 1/10, n/30.  On May 9, they returned $300 of that sale.  XYZ Company sends us a cheque, dated on the last possible day, to pay off the full amount owing minus the allowed discount.  

a) Prepare the journal entry to record the initial sale.
(Application - 3 marks total – 1 mark each for the accounts and amount)

b) Prepare the journal entry to record the return.
(Application - 3 marks total – 1 mark each for the accounts and amount)

c) Prepare the journal entry to record the payment.  
(Application - 7 marks total – 1 mark each for the date, accounts, amounts and explanation)


CASES – 8 marks total

5. Recreation Fun Company sells snowmobiles, personal watercrafts, and recreational vehicles.  Recently the credit manager retired.  The sales staff had always complained that his credit policies restricted their selling ability and convinced management there was no need to replace the credit manager since they could handle this responsibility in addition to their sales positions.  Management was thrilled at year end when sales doubled; however, they also noticed that accounts receivable quadrupled and cash flow was reduced by half.

a) Explain the financial impact of allowing the sales staff to manage the credit function and make a recommendation to management.  
(Communication – 5 marks total – sound accounting-based argument)

6. Explain why the allowance method of estimating bad debts is better than the Direct Write-off method. 
(Communication – 3 marks total – sound accounting-based argument)

