CHAPTER 6

CASH AND TEMPORARY INVESTMENT
1.

obligations and free contractual restrictions, they are classified

as "cash" on the balance sheet. Therefore, coins, currency,

checking account balances, checks, money orders, certified
checks, and bank checks are all considered cash. Saving
account balances are also considered cash, since banks rarely
exercise their right to demand prior notice for withdrawals.

Money market funds and certificates of deposit (CDs) are
classified as temporary investments, since they carry penalties.
for early withdrawals. However, money market funds that have

checking account privileges without penalty are considered to be
cash.
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Postdated checks and 10Us are considered receivables, while |
stamps are office supplies. Travel advances to employees that
must be repaid to the employer are receivables: others are a
prepaid expense.

4. Short-term, highly liquid investments that are both readily
convertible to cash and have original maturities of no more than.

3 months are considered cash and referred to as cash.
equivalents.
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'SEC recommends that checking account compensating

If funds are readily available for the payment of currel t

held against short ~term or long-term borrowings .be
eparately in the current or non-current asset section
vely. .
cash (such as cash set aside for plant expansion or
f debt) should be segregated from unrestricted cash
balance sheet.

’ in checking accounts are considered current
They may be offset against positive balances of other
in the same bank, but not against those in other banks,.
ansactions of petty cash funds are: establishment of thé
‘usage of the fund, replenishment of the fund, and

asing the level of the fund. The Petty Cash T-account is
0d only when the fund is established or increased.
‘os or overages in petty cash are debited or credited to

\sh Short or over account. This account has a dual nature.

 are several reasons why the bank statement balance may

o with the book balance. They include outstanding
deposits in transit, special charges and credits, and
. The process of making these balances agree with each

s called a bank recon collation.

result of the bank reconciliation, journal entries must be
vn.lpdate the books for items on the book side of the

lliation. No entries are made for items on the bank side of -




13.If marketable debt secur ’
a discount or premium situation arise 3
is not amortized.

14.1f a bond is purchased between
increased by the accrued interest. This
debited to interest revenue.
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. Receivables may be classified under two broad categories: trade

_ Cash discounts are reductions of the selling price for early

. Under the net method, the sale is recorded at the net selling

. Because of the matching principle, the accounting for bad debts

CHAPTERT7
|

RECEIVABLES

and non-trade. Trade receivables are due from customers for
goods and services and may be oral or written. Oral ones are
accounts receivable; written ones are notes receivable. Non-
trade receivables arise from other transactions, such as
advances to employees and officers, dividends, and interest.

payment. Under the gross method, the sale is recorded at the full
selling price. If the customer pays early, the discount is recorded
in the sales discount account, which is a contra to the sales

account.

price. If the customer pays after the discount period, the extra
amount goes to the revenue account, Sales Discounts Forfeited.
The accounting profession prefers this method.

uses the allowance method. Its method requires the recognition
of bad debts even before they take place, via an adjusting entry
using estimates, This entry debits bad debts expense and credits
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r may be done with or without recourse. I
n, the seller is responsible for any bad de'
situation, the seller is not. In both
ble for sales returns and discounts.
1the transfer is made without recourse, itis t
ccounting purposes. If the transfer is mad
ver, three conditions need to be met to cons
ire not met, the transfer, for accounting pul
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10. Notes are written promises to pay a certain sum in the future.
Interest —bearing notes have an explicitly stated rate of interest;
non-interest-bearing notes have" hidden" interest.

11.1f the rate stated in the note (the contract rate) is equal to the
market rate, the note will be issued at its face value. If it is below
the market rate, it will be issued at a discount; if it is above the
market rate, it will be issued at a premium.

12.To determine the amount the note will be issued for, use the
following formula:

Loan = present value of principal + present value of interest payments

For these present values, the interest tables should be looked up
at the market rate, not the contract rate.

13-Discounts represent an addition to interest revenue: premiums
represent a reduction. Both discounts and premium should be
amortized via the effective interest method, unless the straight-
line method produces results that are not materially different.

14-If a note is received for goods or services and it contains no
stated interest or unreasonably low interest, the note should be
recorded at the fair market value of the goods or services. Any
difference between this value and the face of the note is
considered "hidden" interest. If the fair market value is unknown,
we must use an imputed rate. This is the rate the buyer would
have to pay to obtain financing of a similar nature from other

sources.
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