Receivables

A.  Classification

    1.  Short-term Receivables--short-term receivables are receivables that 

        will mature in less than one year or one operating cycle, whichever is 

        longer

    2.  Long-term Receivables--long-term receivables are receivables that will 

        mature in greater than one year or one operating cycle, whichever is 

        longer

B.  Accounts Receivable--an oral promise from others to pay for goods and 

    services sold on open account

    1.  Valuation--in practice, interest income related to the accounts 

        receivable is ignored because the amount of the discount is not usually 

        material in relation to the net income for the period

    2.  Cash Discounts--cash discounts are reductions in the invoice price 

        offered as an inducement for prompt payment (stated in the following 

        symbolism:  a/b,n/d where a is the % discount, b is the length of time 

        in which payment must be made to receive the discount and n/d is the 

        length of time in which full payment must be made) and may be recorded 

        using either the gross method or the net method

        a.  Gross Method--the gross method assumes that cash discounts will not 

            be taken and highlights the discounts taken
            1)  Accounting

                a)  Date of Sale--accounts receivable and sales are recorded at 

                    the gross invoice price

                b)  Date of Payment--any discounts taken are recorded as a 

                    reduction in sales

            2)  Illustrations

                a)  A corporation sold inventory to a customer on open account 

                    at an invoice price of $5,000; terms 2/10, n/30; the 

                    customer paid the invoice within the discount period

                        Date of Sale:

                            Accounts Receivable                 5,000
                                Sales                                    5,000

                        Date of Payment:

                            Cash                                4,900

                            (5,000 – 2% x 5,000)

                            Sales Discounts                       100

                                Accounts Receivable                      5,000

                b)  A corporation sold inventory to a customer on open account 

                    at an invoice price of $5,000; terms 2/10, n/30; the 

                    customer did not pay the invoice within the discount period

                        Date of Sale:

                            Accounts Receivable                 5,000

                                Sales                                    5,000

                        Date of Payment:

                            Cash                                5,000

                                Accounts Receivable                      5,000

        b.  Net Method--the net method assumes that cash discounts will be 

            taken and highlights the discounts not taken
            1)  Accounting

                a)  Date of Sale--accounts receivable and sales are recorded at 

                    the gross invoice price less any available discount

                b)  Date of Payment--any discounts not taken are recorded as an 

                    other revenue

            2)  Illustrations

                a)  A corporation sold inventory to a customer on open account 

                    at an invoice price of $5,000; terms 2/10, n/30; the 

                    customer paid the invoice within the discount period

                        Date of Sale:

                            Accounts Receivable                 4,900

                            (5,000 – 2% x 5,000)

                                Sales                                    4,900

                        Date of Payment:

                            Cash                                4,900

                                Accounts Receivable                      4,900

                b)  A corporation sold inventory to a customer on open account 

                    at an invoice price of $5,000; terms 2/10, n/30; the 

                    customer did not pay the invoice within the discount period

                        Date of Sale:

                            Accounts Receivable                 4,900

                            (5,000 – 2% x 5,000)

                                Sales                                    4,900

                        Date of Payment:

                            Cash                                5,000

                                Accounts Receivable                      4,900

                                Sales Discounts Forfeited                  100
    3.  Uncollectibility--the loss from uncollectible accounts receivable may 

        be recorded using either the direct write-off method or the allowance 

        method

        a.  Direct Write-off Method--the direct write-off method recognizes bad 

            debt expense in the period in which the account receivables prove 

            to be uncollectible
            1)  Accounting
                a)  Actual Loss--when a specific account receivable has been 

                    determined to be uncollectible, the loss is recorded by 

                    debiting bad debt expense and crediting accounts receivable

                b)  Recovery--when a previously written off account receivable 

                    is collected, the entry to write off the account is 

                    reversed and the collection is recorded as a normal 

                    collection

            2)  Illustration
                a)  During year 1 a corporation made credit sales of $200,000 
                    and made collections of $150,000; during year 2 the 

                    corporation made credit sales of $300,000, made collections 
                    of $46,800 from year 1 credit sales and $225,000 from 
                    year 2 credit sales, and wrote-off credit sales from year 1 
                    in the amount of $3,200
                        Year 1:

                            Accounts Receivable               200,000
                                Sales                                  200,000

                            Cash                              150,000

                                Accounts Receivable                    150,000

                        Year 2:

                            Accounts Receivable               300,000

                                Sales                                  300,000

                            Cash                              271,800

                            (46,800 + 225,000)

                                Accounts Receivable                    271,800

                            Bad Debts Expense                   3,200

                                Accounts Receivable                      3,200

                b)  During year 1 a corporation wrote off an account receivable 

                    in the amount of $4,000; during year 2 the corporation 

                    collected the account receivable

                        Year 1:

                            Bad Debt Expense                    4,000

                                Accounts Receivable                      4,000

                        Year 2:

                            Accounts Receivable                 4,000

                                Bad Debt Expense                         4,000

                            Cash                                4,000

                                Accounts Receivable                      4,000

        b.  Allowance Method--the allowance method recognizes bad debt expense 

            in the period in which the credit sale is made
            1)  Accounting

                a)  Estimated Loss--an estimate of the loss from uncollectible 

                    accounts receivable is recorded in the period in which the 

                    credit sales are made by debiting bad debt expense and 

                    reducing accounts receivable through an allowance account 

                    using either the percentage of sales method or percentage 
                    of receivables method

                    I)  Percentage-of-sales Method--the amount of the estimated 

                        loss is equal to the credit sales for the period 

                        multiplied by the estimated percentage of the credit 

                        sales that will prove to be uncollectible

                   II)  Percentage-of-receivables Method--the amount of the 

                        estimated loss is equal to the uncollected accounts 

                        receivable at the end of the period multiplied by the 

                        estimated percentage of the accounts receivable that 

                        will prove to be uncollectible increased/decreased by 

                        the debit/credit balance in the allowance account
                b)  Actual Loss--when a specific account receivable has been 
                    determined to be uncollectible, the actual loss is recorded 

                    by debiting the allowance account and crediting accounts 

                    receivable
                c)  Recovery--when a previously written off account receivable 

                    is collected; the entry to write off the account is 

                    reversed and the collection is recorded as a normal 

                    collection

            2)  Illustrations

                a)  During year 1 a corporation made credit sales of $200,000 

                    and made collections of $150,000; during year 2 the 

                    corporation made credit sales of $300,000, made collections 

                    of $46,800 from year 1 credit sales and $225,000 from 

                    year 2 credit sales, and wrote-off credit sales from year 1 

                    in the amount of $3,200; the percentage-of-sales method was 

                    used to estimate bad debt expense; bad debt expense was 

                    estimated to be 1 1/2% of credit sales each year

                        Year 1:

                            Accounts Receivable               200,000

                                Sales                                  200,000

                            Cash                              150,000

                                Accounts Receivable                    150,000

                            Bad Debt Expense                    3,000

                            (1 1/2% x 200,000)

                                Allowance for Uncollectible 
                                Accounts                                 3,000

                        Year 2:

                            Accounts Receivable               300,000

                                Sales                                  300,000

                            Cash                              271,800

                            (46,800 + 225,000)

                                Accounts Receivable                    271,800

                            Allowance for Uncollectible 

                            Accounts                            3,200

                                Accounts Receivable                      3,200

                            Bad Debt Expense                    4,500

                            (1 1/2% x 300,000)

                                Allowance for Uncollectible 

                                Accounts                                 4,500

                b)  During year 1 a corporation made credit sales of $200,000 

                    and made collections of $150,000; during year 2 the 

                    corporation made credit sales of $300,000, made collections 

                    of $46,800 from year 1 credit sales and $225,000 from 

                    year 2 credit sales, and wrote-off credit sales from year 1 

                    in the amount of $3,200; the percentage-of-receivables 

                    method was used to estimate the allowance for uncollectible 

                    accounts; the allowance for uncollectible accounts was 

                    estimated to be 6% of uncollected accounts receivable each 

                    year

                        Year 1:

                            Accounts Receivable               200,000

                                Sales                                  200,000

                            Cash                              150,000

                                Accounts Receivable                    150,000

                            Bad Debt Expense                    3,000

                                Allowance for Uncollectible 

                                Accounts                                 3,000

                                (6% x (200,000 – 150,000))

                        Year 2:

                            Accounts Receivable               300,000

                                Sales                                  300,000

                            Cash                              271,800

                            (46,800 + 225,000)

                                Accounts Receivable                    271,800

                            Allowance for Uncollectible 

                            Accounts                            3,200

                                Accounts Receivable                      3,200

                            Bad Debt Expense                    4,700

                                Allowance for Uncollectible 

                                Accounts                                 4,700

                                (6% x (50,000 + 300,000 – 271,800 

                                – 3,200) – (3,000 – 3,200))

                c)  During year 1 a corporation wrote off an account receivable 

                    in the amount of $4,000; during year 2 the corporation 

                    collected the account receivable

                        Year 1:

                            Allowance for Uncollectible 

                            Accounts                            4,000

                                Accounts Receivable                      4,000

                        Year 2:

                            Accounts Receivable                 4,000

                                Allowance for Uncollectible

                                Accounts                                 4,000

                            Cash                                4,000

                                Accounts Receivable                      4,000

C.  Notes Receivable--a written promise to pay a certain sum of money at a 

    specific future date

    1.  Short-term Notes

        a.  Interest-bearing Notes--the borrower is required to pay at the date 

            of maturity the face value of the note plus an explicitly stated 

            interest on the face value of the note

            1)  Accounting

                a)  Date of Receipt--the amount of cash or the value of goods 

                    or services given is equal to the face value of the note

                    I)  Notes Receivable--the notes receivable account is 

                        debited for the face value of the note

                b)  Date of Payment

                    I)  Notes Receivable--the notes receivable account is 

                        credited for the face value of the note

                   II)  Interest Income--interest income is recorded for an 

                        amount equal to the face rate of interest times the 

                        face amount of the note times the length of time from 

                        date of receipt of the note to the date of maturity of 

                        the note 
            2)  Illustration--a corporation sold inventory on March 1 and 
                received a $10,000, 8%, 6-month note; the note was paid on 

                September 1
                    March 1:
                        Notes Receivable                       10,000

                            Sales                                       10,000

                    September 1:

                        Cash                                   10,400

                        (10,000 + 8% x 10,000 x 6 / 12)

                            Notes Receivable                            10,000

                            Interest Income                                400

        b.  Noninterest-bearing Note--the borrower is required to pay at the 

            date of maturity the face value of the note

            1)  Accounting

                a)  Date of Receipt--the amount of cash or the value of the 

                    goods or services given is equal to the face value of the 

                    note less the implied rate of interest on the face value of 

                    the note

                    I)  Notes Receivable--the notes receivable account is 

                        debited for the face value of the note

                   II)  Discount on Notes Receivable--the discount on notes 
                        receivable account is credited for an amount equal to 

                        the face rate of interest times the face amount of the 

                        note times the length of time from date of receipt of 

                        the note to the date of maturity of the note 

                b)  Date of Payment

                    I)  Notes Receivable--the notes receivable account is 

                        credited for the face value of the note

                   II)  Discount on Notes Receivable--the discount on notes 

                        receivable is amortized as interest income over the 

                        life of the note

            2)  Illustration--a corporation sold inventory on March 1 and 

                received a $10,000, 6-month, noninterest-bearing note with an 

                implied interest rate of 8%; the note was paid on September 1

                    March 1:

                        Notes Receivable                       10,000

                            Discount on Notes Receivable                   400

                            (8% x 10,000 x 6 / 12)

                            Sales                                        9,600

                    September 1:

                        Cash                                   10,000

                            Notes Receivable                            10,000

                        Discount on Notes Receivable              400

                            Interest Income                                400

    2.  Long-term Notes

        a.  Accounting

            1)  Cost Method--a note receivable is valued at its cost at the 

                date the note receivable is acquired with the fair market value 

                of the note receivable disclosed in the notes to the financial 

                statements

                a)  Date of Receipt--the note receivable is recorded at the 

                    present value of the future cash payments using the market 

                    rate of interest

                    I)  Notes Receivable--the notes receivable account is 
                        debited for the face value of the note

                   II)  Discount/Premium on Notes Receivable--the 
                        discount/premium on notes receivable account is 
                        credited/debited for the difference between the face 
                        value and the present value of the note

                b)  Date of Payment--each payment is allocated between interest 
                    and principal 

                    I)  Face Rate of Interest--interest income is recognized 
                        for the face rate of interest times the beginning 
                        carrying value of the note receivable account

                        A)  Notes Receivable--the notes receivable account is 

                            credited for the excess of the amount of the 
                            payment over the amount of interest income

                   II)  Market Rate of Interest--interest income is recognized 
                        for the difference between the market rate of interest 
                        times the beginning carrying value of the note and the 
                        face rate of interest

                        A)  Discount/Premium on Notes Receivable--the 
                            discount/premium on notes receivable account is 
                            debited/credited for the difference between the 
                            face rate of interest and the market rate of 
                            interest

            2)  Illustrations

                a)  A $150,000, 3-year noninterest bearing note was received on 

                    January 1 of year 1 when the market rate of interest was 
                    8%; the note is to be repaid in 3 equal installments of 
                    $50,000 on December 31 of year 1, year 2, and year 3

                        50,000 x 2.57710 = 128,855

                        Amortization Schedules:

                            Face Rate:

                                Beginning     Interest      Cash       Ending 

                                 Balance       Income      Payment     Balance
                                 150,000   +    ---     -   50,000  =  100,000

                                 100,000   +    ---     -   50,000  =   50,000

                                  50,000   +    ---     -   50,000  =    ---

                            Market Rate:

                                Beginning     Interest      Cash       Ending 

                                 Balance       Income      Payment     Balance
                                 128,855   +   10,308   -   50,000  =   89,163

                                  89,163   +    7,133   -   50,000  =   46,296

                                  46,296   +    3,704   -   50,000  =    ---

                        Year 1:

                            Notes Receivable                  150,000 

                                Discount on Notes Receivable            21,145

                                Cash                                   128,855

                            Cash                               50,000

                                Notes Receivable                        50,000

                            Discount on Notes Receivable       10,308

                                Interest Income                         10,308

                                (10,308 – 0)
                        Year 2:

                            Cash                               50,000

                                Notes Receivable                        50,000

                            Discount on Notes Receivable        7,133

                                Interest Income                          7,133

                                (7,133 – 0)
                        Year 3:

                            Cash                               50,000

                                Notes Receivable                        50,000

                            Discount on Notes Receivable        3,704

                                Interest Income                          3,704

                                (3,704 – 0)
                b)  A $128,855, 3-year, 8% note was received on January 1 of 
                    year 1 when the market rate of interest was 8%; the note is 
                    to be repaid in 3 equal installments of $50,000 on 
                    December 31 of year 1, year 2, and year 3

                        50,000 x 2.57710 = 128,855

                        Amortization Schedule (Face Rate = Market Rate):

                            Beginning     Interest      Cash       Ending 

                             Balance       Income      Payment     Balance
                             128,855   +   10,308   -   50,000  =   89,163

                              89,163   +    7,133   -   50,000  =   46,296

                              46,296   +    3,704   -   50,000  =    ---

                        Year 1:

                            Notes Receivable                  128,855 

                                Cash                                   128,855

                            Cash                               50,000

                                Interest Income                         10,308

                                Notes Receivable                        39,692

                        Year 2:

                            Cash                               50,000

                                Interest Income                          7,133

                                Notes Receivable                        42,867

                        Year 3:

                            Cash                               50,000

                                Interest Income                          3,704

                                Notes Receivable                        46,296

                c)  A $150,000, 3-year noninterest bearing note was received on 

                    January 1 of year 1 when the market rate of interest was 
                    8%; the note is to be repaid in 3 installments of $60,000 
                    on December 31 of year 1, $50,000 on December 31 of year 2, 
                    and $40,000 on December 31 of year 3

                        60,000 x .92593 + 50,000 x .85734 + 40,000 x .79383 = 

                        130,176

                        Amortization Schedules:

                            Face Rate:

                                Beginning     Interest      Cash       Ending 

                                 Balance       Income      Payment     Balance
                                 150,000   +    ---     -   60,000  =   90,000

                                  90,000   +    ---     -   50,000  =   40,000

                                  40,000   +    ---     -   40,000  =    ---

                            Market Rate:
                                Beginning     Interest      Cash       Ending 

                                 Balance       Income      Payment     Balance
                                 130,176   +   10,414   -   60,000  =   80,590

                                  80,590   +    6,447   -   50,000  =   37,037

                                  37,037   +    2,963   -   40,000  =    ---

                            Year 1:

                                Notes Receivable              150,000 

                                    Discount on Notes Receivable        19,824

                                    Cash                               130,176

                                Cash                           60,000

                                    Notes Receivable                    60,000

                                Discount on Notes Receivable   10,414

                                    Interest Income                     10,414

                                    (10,414 – 0)
                            Year 2:

                                Cash                           50,000

                                    Notes Receivable                    50,000

                                Discount on Notes Receivable    6,447

                                    Interest Income                      6,447

                                    (6,447 – 0)
                            Year 3:

                                Cash                           40,000

                                    Notes Receivable                    40,000

                                Discount on Notes Receivable    2,963

                                    Interest Income                      2,963

                                    (2,963 – 0)

                d)  A $130,176, 3-year, 8% note was received on January 1 of 
                    year 1 when the market rate of interest was 8%; the note is 
                    to be repaid in 3 installments of $60,000 on December 31 of 
                    year 1, $50,000 on December 31 of year 2, and $40,000 on 
                    December 31 of year 3

                        60,000 x .92593 + 50,000 x .85734 + 40,000 x .79383 = 

                        130,176

                        Amortization Schedule (Face Rate = Market Rate):

                            Beginning     Interest      Cash       Ending 

                             Balance       Income      Payment     Balance
                             130,176   +   10,414   -   60,000  =   80,590

                              80,590   +    6,447   -   50,000  =   37,037

                              37,037   +    2,963   -   40,000  =    ---

                        Year 1:

                            Notes Receivable                  130,176 

                                Cash                                   130,176

                            Cash                               60,000

                                Interest Income                         10,414

                                Notes Receivable                        49,586

                        Year 2:

                            Cash                               50,000

                                Interest Income                          6,447

                                Notes Receivable                        43,553

                        Year 3:

                            Cash                               40,000

                                Interest Income                          2,963

                                Notes Receivable                        37,037

                e)  A $150,000, 3-year noninterest bearing note was received on 

                    January 1 of year 1 when the market rate of interest was 
                    8%; the note is to be repaid in a single installment of 
                    $150,000 on December 31 of year 3

                        150,000 x .79383 = 119,075

                        Amortization Schedules:

                            Face Rate:

                                Beginning     Interest      Cash       Ending 

                                 Balance       Income      Payment     Balance
                                 150,000   +    ---     -        0  =  150,000

                                 150,000   +    ---     -        0  =  150,000

                                 150,000   +    ---     -  150,000  =    ---

                            Market Rate:

                                Beginning     Interest      Cash       Ending 

                                 Balance       Income      Payment     Balance
                                 119,075   +    9,526   -        0  =  128,601

                                 128,601   +   10,288   -        0  =  138,889

                                 138,889   +   11,111   -  150,000  =    ---

                        Year 1:

                            Notes Receivable                  150,000 

                                Discount on Notes Receivable            30,925

                                Cash                                   119,075

                            Discount on Notes Receivable        9,526

                                Interest Income                          9,526

                                (9,526 – 0)
                        Year 2:

                            Discount on Notes Receivable       10,288

                                Interest Income                         10,288

                                (10,288 – 0)
                        Year 3:

                            Cash                              150,000

                                Notes Receivable                       150,000

                            Discount on Notes Receivable       11,111

                                Interest Income                         11,111

                                (11,111 – 0)
                f)  A $119,075, 3-year, 8% note was received on January 1 of 
                    year 1 when the market rate of interest was 8%; the note is 
                    to be repaid in a single installment of $150,000 on 
                    December 31 of year 3

                        150,000 x .79383 = 119,075

                        Amortization Schedule (Face Rate = Market Rate):

                            Beginning     Interest      Cash       Ending 

                             Balance       Income      Payment     Balance
                             119,075   +    9,526   -        0  =  128,601

                             128,601   +   10,288   -        0  =  138,889

                             138,889   +   11,111   -  150,000  =    ---

                        Year 1:

                            Notes Receivable                  119,075 

                                Cash                                   119,075

                            Interest Receivable                 9,526

                                Interest Income                          9,526

                        Year 2:

                            Interest Receivable               10,288

                                Interest Income                         10,288

                        Year 3:

                            Interest Receivable                11,111

                                Interest Income                         11,111

                            Cash                              150,000

                                Interest Receivable                     30,925

                                Notes Receivable                       119,075

                g)  A $128,855, 3-year, 8% note was received on January 1 of 
                    year 1 when the market rate of interest was 11%; the note 
                    is to be repaid in 3 equal installments of $50,000 on 
                    December 31 of year 1, year 2, and year 3

                        50,000 x 2.57710 = 128,855

                        50,000 x 2.44371 = 122,186

                        Amortization Schedules:

                            Face Rate:

                                Beginning     Interest      Cash       Ending 

                                 Balance       Income      Payment     Balance
                                 128,855   +   10,308   -   50,000  =   89,163

                                  89,163   +    7,133   -   50,000  =   46,296

                                  46,296   +    3,704   -   50,000  =    ---

                            Market Rate:

                                Beginning     Interest      Cash       Ending 

                                 Balance       Income      Payment     Balance
                                 122,186   +   13,440   -   50,000  =   85,626

                                  85,626   +    9,419   -   50,000  =   45,045

                                  45,045   +    4,955   -   50,000  =    ---

                        Year 1:

                            Notes Receivable                  128,855 

                                Discount on Notes Receivable             6,669

                                Cash                                   122,186

                            Cash                               50,000

                                Interest Income                         10,308

                                Notes Receivable                        39,692

                            Discount on Notes Receivable        3,132

                                Interest Income                          3,132

                                (13,440 - 10,308)

                        Year 2:

                            Cash                               50,000

                                Interest Income                          7,133

                                Notes Receivable                        42,867

                            Discount on Notes Receivable        2,286

                                Interest Income                          2,286

                                (9,419 - 7,133)

                        Year 3:

                            Cash                               50,000

                                Interest Income                          3,704

                                Notes Receivable                        46,296

                            Discount on Notes Receivable        1,251

                                Interest Income                          1,251

                                (4,955 - 3,704)

            2)  Fair Value Option--the fair value option is optional and must 

                be elected at the date the note receivable is acquired and used 

                until the note receivable is no longer owned

                a)  Date of Receipt--the note receivable is recorded at the 

                    present value of the future cash payments using the market 

                    rate of interest

                    I)  Notes Receivable--the notes receivable account is 

                        debited for the face value of the note

                   II)  Discount/Premium on Notes Receivable--the 

                        discount/premium on notes receivable account is 

                        credited/debited for the difference between the face 

                        value and the present value of the note

                b)  Date of Payment--each payment is allocated between interest 

                    and principal 

                    I)  Face Rate of Interest--interest income is recognized 

                        for the face rate of interest times the beginning 

                        carrying value of the note receivable account

                        A)  Notes Receivable--the notes receivable account is 

                            credited for the excess of the amount of the 

                            payment over the amount of interest income

                   II)  Market Rate of Interest--interest income is recognized 

                        for the difference between the market rate of interest 

                        times the beginning carrying value of the note and the 

                        face rate of interest

                        A)  Discount/Premium on Notes Receivable--the 

                            discount/premium on notes receivable account is 

                            debited/credited for the difference between the 

                            face rate of interest and the market rate of 

                            interest

           c)  Balance Sheet Date--the note receivable is valued at its fair 

               market value at the balance sheet date with the change in fair 

               market value from the previous balance sheet date included in 

               income as an unrealized holding gain or loss
D.  Receivable Financing

    1.  Secured Borrowing--the owner of the receivables borrows cash from a 

        lender by issuing a promissory note designating or pledging the 
        receivables as collateral

        a.  General Assignment--all receivables serve as collateral for the 
            note

            1)  Accounting--no special entries are made to receivables accounts

            2)  Disclosure--information concerning assigned receivables is 
                disclosed either in a parenthetical explanation or in a note to 
                the financial statements

        b.  Specific Assignment--the borrower and lender enter into an 

            agreement as to (1) who receives the collection, (2) the finance 
            charges, (3) the specific receivables that serve as collateral, and 
            (4) notification or non-notification of account debtors

            1)  Accounting

                a)  Date of Assignment
                    I)  Borrower
                        A)  Note--the issuance of the note is recorded the same 
                            as the issuance of any note

                        B)  Finance Expense--an expense from the assignment of 
                            the receivables is recognized equal to the finance 
                            charge

                        C)  Proceeds--the proceeds from the assignment of the 
                            receivables is equal to the recorded value of the 
                            note less the finance charges 

                   II)  Lender 

                        A)  Note--the receipt of the note is recorded the same 
                            as the receipt of any note

                        B)  Finance Revenue--a revenue from the assignment of 
                            the receivables is recognized equal to the finance 
                            charge

                        C)  Proceeds--the proceeds from the assignment of the 
                            receivables is equal to the recorded value of the 
                            note less the finance charges 

                b)  Date of Collection
                    I)  Borrower--the collection of the assigned receivables is  

                        recorded the same as the collection of unassigned 
                        receivables with the proceeds from the collection being 
                        used to repay the debt and interest

                   II)  Lender--the receipt of the proceeds from the collection 
                        is allocated to the debt and interest

            2)  Illustration-a corporation assigned $10,000 of accounts 

                receivable as security for a note; the lender advanced 80% of 
                the assigned accounts receivable less a finance charge of 2% of 
                the assigned accounts receivable; the lender charged interest 
                of 1% per month on the unpaid balance of the note; during the 
                first month $2,130 of assigned accounts receivable less a $50 
                discount and $100 return were collected; during the second 
                month the rest of the assigned accounts receivable less a $300 
                bad debt were collected

                    Borrower:

                        Cash                                     7,800

                        (10,000 – 2% x 10,000)

                        Finance Charge                             200   

                            Notes Payable                                8,000

                        Cash                                     1,980

                        Sales Discounts                             50

                        Sales Returns and Allowances               100

                            Accounts Receivable                          2,130

                        Interest Expense                            80

                        (1% x 8,000)

                        Notes Payable                            1,900

                            Cash                                         1,980

                        Cash                                     7,570

                        Allowance for Uncollectible Accounts       300

                            Accounts Receivable                          7,870

                        Interest Expense                            61

                        (1% x (8,000 – 1900))

                        Notes Payable                            6,100

                            Cash                                         6,161

                    Lender:

                        Notes Receivable                         8,000

                        Finance Revenue                                    200    
                            Cash                                         7,800

                        Cash                                     1,980

                            Interest Income                                 80

                            Notes Receivable                             1,900

                        Cash                                     6,161

                            Interest Income                                 61

                            Notes Receivable                             6,100

    2.  Sale of Receivables--the seller and the purchaser enter into an 
        agreement as to (1) the specific accounts that are being sold, (2) the 
        finance charges, (3) the party responsible for bad debts, and (4) the 
        amount of the proceeds from the sale to be retained to cover estimated 
        discounts, returns, allowances, and bad debts
        a.  Without Recourse--the purchaser of the accounts receivable assumes 
            the risk of any bad debts

            1)  Accounting

                a)  Date of Sale
                    I)  Seller 
                        A)  Loss--a loss on the sale of the receivables is 
                            recognized equal to the finance charge  

                        B)  Retainer--a receivable is recognized equal to the 

                            amount retained to cover estimated discounts, 

                            returns, and allowances 

                        C)  Proceeds--the proceeds from the sale of the 

                            receivables is equal to the recorded amount of the 

                            receivables less the finance charges and the 
                            retainer

                   II)  Purchaser 

                        A)  Finance Revenue--finance revenue from the purchase 
                            of the receivables is recognized equal to the 
                            finance charge  

                        B)  Retainer--a liability is recognized equal to the 
                            amount retained to cover estimated discounts, 
                            returns, and allowances 

                        C)  Proceeds--the proceeds from the purchase of the 

                            receivables is equal to the recorded amount of the 

                            receivables less the finance charges and the 
                            retainer

                b)  Date of Payment
                    I)  Seller--actual discounts, returns, and allowances are 
                        recorded offsetting the retainer
                   II)  Purchaser--the collection of the purchased receivables 

                        is recorded the same as the collection of unpurchased 
                        receivables with the actual discounts, returns, and 
                        allowances offsetting the retainer

                c)  Date of Settlement
                    I)  Seller--the difference between the retainer and the 
                        actual discounts, returns, and allowances is              
                        transferred between the parties

                   II)  Purchaser--the difference between the retainer and the 
                        actual discounts, returns, and allowances is 

                        transferred between the parties

            2)  Illustration--a corporation sold $10,000 of accounts receivable 

                to a factor; the factor assessed a finance charge of 2% of the 

                purchased accounts receivable and retained 4% of the purchased 

                accounts receivable to cover sales discounts, returns, and 

                allowances; during the first month the factor collected $6,000 

                of the purchased accounts receivable less a $100 discount and a 

                $250 return; during the second month the factor collected the 

                rest of the purchased accounts receivable less a $150 bad debt; 

                at the end of the second month the parties settled the balance 

                of the retainer

                    Seller:

                        Cash                                     9,400

                        (10,000 – 2% x 10,000 – 4% x 10,000)

                        Loss on Sale of Receivables                200

                        Due From Factor                            400  

                            Accounts Receivable                         10,000

                        Sales Discounts                            100

                        Sales Returns and Allowances               250

                            Due From Factor                                350

                        Cash                                        50

                        (400 – 350)

                            Due From Factor                                 50

                    Purchaser:

                        Accounts Receivable                     10,000

                            Finance Revenue                                200

                            Due to Seller                                  400

                            Cash                                         9,400

                        Cash                                     5,650

                        Due to Seller                              350

                            Accounts Receivable                          6,000

                        Cash                                     3,850

                        Allowance for Uncollectible Accounts       150

                            Accounts Receivable                          4,000

                        Due to Seller                               50

                            Cash                                            50

        b.  With Recourse--the seller of the receivables assumes the risk of 
            any bad debts

            1)  Accounting

                a)  Date of Sale
                    I)  Seller
                        A)  Recourse Liability--a recourse liability is 
                            recognized equal to the estimated loss from bad 

                            debts 

                        B)  Loss--a loss on the sale of the receivables is 
                            recognized equal to the finance charge plus the 
                            recourse liability 
                        C)  Retainer--a receivable is recognized equal the 

                            amount retained to cover estimated discounts, 
                            returns, allowances, and bad debts
                        D)  Proceeds--the proceeds from the sale of the 

                            receivables is equal to the recorded amount of the 

                            receivables less the finance charges and the 
                            retainer

                   II)  Purchaser

                        A)  Finance Revenue--finance revenue from the purchase 
                            the receivables is recognized equal to the finance 
                            charge  

                        B)  Retainer--a liability is recognized equal to the 
                            amount retained to cover estimated discounts, 
                            returns, allowances, and bad debts

                        C)  Proceeds--the proceeds from the purchase of the 

                            receivables is equal to the recorded amount of the 

                            receivables less the finance charges and the 
                            retainer

                b)  Date of Payment

                    I)  Seller--actual discounts, returns, allowances, and bad 
                        debts are recorded offsetting the retainer

                   II)  Purchaser--the collection of the purchased receivables 

                        is recorded the same as the collection of unpurchased 
                        receivables with the actual discounts, returns, 
                        allowances, and bad debts  offsetting the retainer

                c)  Date of Settlement

                    I)  Seller--the difference between the retainer and the 

                        actual discounts, returns, allowances, and bad debts is 
                        transferred between the parties

                   II)  Purchaser--the difference between the retainer and the 
                        actual discounts, returns, allowances, and bad debts is 
                        transferred between the parties

            2)  Illustration--a corporation sold $10,000 of accounts receivable 

                to a factor; the factor assessed a finance charge of 2% of the 

                purchased accounts receivable and retained 4% of the purchased 

                accounts receivable to cover sales discounts, returns, 

                allowances, and bad debts; the estimated recourse liability 

                from bad debts is $175; during the first month the factor 

                collected $6,000 of the purchased accounts receivable less a 

                $100 discount and a $250 return; during the second month the 

                factor collected the rest of the purchased accounts receivable 

                less a $150 bad debt; at the end of the second month the 

                parties settled the balance of the retainer

                    Seller:

                        Cash                                     9,400

                        (10,000 – 2% x 10,000 – 4% x 10,000)

                        Loss on Sale of Receivables                375

                        (200 + 175)

                        Due From Factor                            400  

                            Accounts Receivable                         10,000

                            Recourse Liability                             175

                        Sales Discounts                            100

                        Sales Returns and Allowances               250

                            Due From Factor                                350

                        Recourse Liability                         150

                            Due From Factor                                150

                        Due From Factor                            100

                        (400 – 350 – 150)

                            Cash                                           100

                        Recourse Liability                          25

                        (175 – 150)

                            Loss on Sale of Receivables                     25

                    Purchaser:

                        Accounts Receivable                     10,000

                            Finance Revenue                                200

                            Due to Seller                                  400

                            Cash                                         9,400

                        Cash                                     5,650

                        Due to Seller                              350

                            Accounts Receivable                          6,000

                        Cash                                     3,850

                        Due to Seller                              150

                            Accounts Receivable                          4,000

                        Cash                                       100

                            Due to Seller                                  100

E.  Disclosure

    1.  The different types of receivables should be segregated, if material.

    2.  Each type of receivable should be offset by the appropriate valuation 

        account.

    3.  The receivables should be classified as either current or long 

        term.

    4.  Any loss contingencies that exist on the receivables should be 

        disclosed.

    5.  Any receivables pledged as collateral should be disclosed.

    6.  All significant concentrations of credit risk arising from receivables 

        should be disclosed.
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