Chapter 8 Accounts Receivable

Types of Receivables
The term receivables refer to amounts due from individuals and other companies that are expected to be collected in cash.

Receivables are classified as:

· Accounts receivable are amounts owed by customers on account resulting from the sale of goods or services. These receivables are generally expected to be collected within 30 days or so, and are classified as current assets.

· Notes receivable are claims for which formal documents of credit are issued as proof of the debt. 

· A note has a time period that extends for 30 days or longer and normally requires the debtor to pay interest.

· Notes receivable may be current or long-term assets, depending on their due dates. 

· Notes and accounts receivable that result from sale transactions are often called trade receivables.

· Other receivables include nontrade receivables such as recoverable HST, interest receivable, loans to company officers, and advances to employees. They are classified as current or noncurrent, based on their due dates.
Recognizing Accounts Receivable
· Accounts receivable are recognized when goods are sold on account or services are provided on account.

To review, assume that Adorable Junior Garment sells merchandise on account to Zellers on July 1 for $1,000 with payment terms of 2/10, n/30. On July 4, Zellers returns merchandise worth $100 to Adorable Junior Garment. On July 10, Adorable Junior Garment receives payment from Zellers for the balance due. Assume Adorable Junior Garment uses a periodic inventory system. The journal entries to record these transactions on the books of Adorable Junior Garment are as follows: 

	

	[image: image1.png]July 1 | Accounts Receivable—Zellers
Sales
To record sale of merchandise on account.
4 | Sales Returns and Allowances
Accounts Receivable—Zellers
To record merchandise returned.
10 | Cash (51,000 - $100) x 98%]
Sales Discounts [($1,000 - $100) x 2]
Accounts Receivable—Zellers
To record collection of accounts receivable.

1,000

100

882
18

1,000

100

900

Ao L. o
B pm
o fows natiect
Ao, o
o ows natiect
Ao L . o
1 coshrons som






	[image: image2.png]





Subsidiary Accounts Receivable Ledger

· Most companies who sell on account use a subsidiary ledger to keep track of individual customer accounts. 
· Each entry affecting accounts receivable is essentially posted twice – once to the subsidiary ledger and once to the general ledger.

· Normally entries to the subsidiary ledger are posted daily, while entries to the general ledger are summarized and posted monthly.
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0. 11

Date Explanation Ref. | Debit | Credit | Balance

2007

July 4 00| (100)
3l 10,000 9,900
31 5,900 4,000

IVABLE SUBSIDIARY

Kids Online 112203

Date Explanation Ref. | Debit | Credit | Balance
2007

July 11 | Invoice 1310 6,000 6,000

19 | Payment 4000 | 2,000

Snazzy Kids Co. 112413

Date Explanation Ref. | Debit | Credit | Bal
2007
July 12 | Invoice 1318 3,000 3,000

21 | Payme 1,000 | 2,000

Zellers Inc. No. 112:581

Date Explanation Ref. | Debit | Credit | Balance
2007

July 1| Invoice 1215 1,000 1,000

4 | Credit memo 1222 100 900

10 | Payment 900 0
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Accounts receivable general ledger control account and subsidiary ledger




Interest Revenue

· If a customer does not pay in full by the due date, most companies add an interest (financing) charge to the balance due. When financing charges are added, the company recognizes interest revenue.

· Interest revenue is included in other revenues in the non-operating section of the income statement.

If Kids Online still owes $2,000 at the end of the next month, August 31, and Adorable Junior Garment charges 18 percent on the balance due, the entry that Adorable Junior Garment will make to record interest revenue of $30 ($2,000 × 18% × 1/12) is as follows: 
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Accounts Receivable—Kids Online
Interest Revenue
To record interest on amount due.

‘ 30

30
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Nonbank Credit Card Sales


Sales on credit cards that are not directly associated with a bank are reported as credit sales, not cash sales.


Nonbank credit card sales result in an account receivable until the credit card company pays the amount owing to the seller.

To illustrate, assume that Kerr Music accepts a nonbank credit card on October 24 for a $500 bill. The entry for the sale by Kerr Music (assuming a 4% service fee) is: 
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Accounts Receivable—Credit Card Company
Credit Card Expense (§500 X 4%)
Sales
"To record nonbank credit card sale.
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When cash is received from the credit card company, Kerr Music will record this entry: 
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Cash
Accounts Receivable—Credit Card Company
"To record redemption of credit card billing.

‘ 480

480
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· In determining whether to debit Cash or Accounts Receivable for a nonbank credit card transaction, consider how long it takes to collect the cash. If collection is longer than a few days, record the transaction as an accounts receivable.

