E8-1
a. Accounts receivable 100,000
Sales revenue 100,000
(To recognize revenue and to anticipate collection of receivables)
Cash 60,000
Accounts receivable 60,000

(To recognize collection of cash from companies owing Alerin Corp. from 2003
sales)

Allowance for doubtful accounts 4,000
Accounts receivable 4,000
(To write off accounts that will not be collected)
Bad debt expense 12,000
Allowance for doubtful accounts 12,000

(To record bad debt expense based on an estimate that $8,000 of accounts
receivable will not be collectible. Before the adjustment, the allowance account
has a debit balance of $4,000.)

b. Net accounts receivable:
Accounts receivable balance ($100,000 — 60,000 — 4,000) $36,000
Allowance for doubtful accounts balance ($12,000 — 4,000) 8,000
Net accounts receivable $28,000
Bad debt expense: $12,000
E8-2
a. Accounts receivable 100,000

Sales revenue 100,000
(To recognize revenue and to anticipate collection of receivables)

Cash 60,000
Accounts receivable 60,000

(To recognize collection of cash from companies owing Alerin Corp. from 2003
sales)

Allowance for doubtful accounts 4,000
Accounts receivable 4,000
(To write off accounts that will not be collected)

Bad debt expense 8,000
Allowance for doubtful accounts 8,000

(To record bad debt expense based on an estimate that 8 percent of credit sales
will not be collectible)

Net accounts receivable:

Accounts receivable balance ($100,000 — 60,000 — 4,000) $36,000
Allowance for doubtful accounts balance ($8,000 — 4,000) 4,000
Net accounts receivable $32,000
Bad debt expense: $8,000
b. Under the direct write-off method, the entry to write off the
uncollectible accounts would be:
Bad debt expense 4,000
Accounts receivable 4,000

There would be no entry debiting bad debt expense and crediting allowance for
doubtful accounts to estimate potential uncollectible accounts.

E8-3
Estimated uncollectible accounts, per aging schedule:
Estimated Percentage

Days Outstanding ~ Amount Uncollectible Amount
0-60 $120,000 1% $ 1,200
61-120 90,000 2% 1,800
Over 120 120,000 6% 7,200

$330,000 $10,200

Bad debt expense is $5,200. ($12,000 Beginning balance — $7,000 written off +
$5,200 bad debt expense equals desired ending balance of $10,200.)

Net accounts receivable would be $330,000 — $10,200 = $319,800

E8-4
a. Receivables turnover:
2001 2002
Net sales $22,419.3 $30,382.3
Average net receivables ($1,612.2 + $1,960) ($2,583.7+ $1,960)
2 2
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Days receivables outstanding:

365 365 365
Receivables turnover 12.55 13.37
= 29.08 =27.03
Percentage of receivables not expected to be collected:
1998 1999
Allowances $83.7 $181.5
Ending accounts receivable $2,048.7 $2,765.2
=.041 =.066
b. McKesson’s ratios indicate an improved performance in the

collection of accounts receivable. The company collected receivables almost 2
days faster on average in 2002 compared to 2001.

E8-5
a. Allowance for doubtful accounts 4,250

Accounts receivable—Alissa Corp. 4,250
(To write off Alissa Corporation’s accounts receivable)
b. The net accounts receivable will not change as the result of the write-
off:
Accounts receivable $295,750
Allowance for doubtful accounts (11,032)
Net accounts receivable $284,718
C. The write-off has no effect on Erin’s 2004 net income.
E8-6
a. Bad debt expense 90,000

Allowance for doubtful accounts 90,000
(To record bad debt expense estimated at 1.5% of net credit sales)
b. Bad debt expense 82,000

Allowance for doubtful accounts 82,000

(To record bad debt expense with bad debts estimated to be 9% of accounts

receivable. .09 x $950,000 = $85,500; $85,500 — $3,500 = $82,000)

C. Net value of accounts receivable:
Bad debts estimated at 1.5% of net credit sales:

Accounts receivable $950,000
Allowance for doubtful accounts ($3,500 + $90,000) (93,500)
Net value $856,500
Bad debts estimated at 9% of accounts receivable
Accounts receivable $950,000
Allowance for doubtful accounts ($3,500 + 82,000) (85,500)
Net value $864,500
E8-7
a. Bad debt expense 90,000
Allowance for doubtful accounts 90,000
(To record bad debt expense estimated at 1.5% of net credit sales)
b. Bad debt expense 90,500
Allowance for doubtful accounts 90,500

(To record bad debt expense with bad debts estimated to be 9% of accounts
receivable. $85,500 + $5,000 = $90,500)

C. Net value of accounts receivable:
Bad debts estimated at 1.5% of net credit sales:

Accounts receivable $950,000
Allowance for doubtful accounts ($-5,000 + $90,000) (85,000)
Net value $865,000
Bad debts estimated at 9% of accounts receivable

Accounts receivable $950,000
Allowance for doubtful accounts ($-5,000 + 90,500) _ (85,500)
Net value $864,500
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