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Quiz #3

1.
The internal control structure of a company is a system of policies and procedures established to:

a.
Safeguard assets

b.
Promote operational efficiency

c.
Ensure accurate accounting records

d.
All of the above
2.
Jackson Company sells foods wholesale. On January 15, Jackson sold 100 cases of beans to Campbell Company for $3 per case with terms of 2/10, n/30. On January 30, Campbell Company paid Jackson the full amount due. Given this information, the entry to record the collection of cash by Jackson Company on January 30 would include a debit to:

a.
Accounts Receivable of $300 
b.
Accounts Receivable of $294

c.
Cash of $300

d.
Cash of $294
This is after the discount period; so debit cash and credit A/R for the full $300
3.
If a company uses the direct write-off method of recognizing bad debt expense, which of the following accounts would not be used by this company?

a.
Accounts receivable

b.
Allowance for bad debts

c.
Bad debt expense
d.
All of the above accounts are used in the direct write-off method

4.
When the allowance method of recognizing bad debt expense is used, the entry to record the write-off of a specific uncollectible account would decrease:

a.
Allowance for Bad Debts

b.
Net income

c.
Net realizable value of accounts receivable

d.
Working capital
Debit allowance for bad debts; credit A/R
5.
When a specific customer's account is written off by a company using the allowance method, the effect on net income and the net realizable value of the accounts receivable is:


Net Realizable Value


Net Income
of Accounts Receivable

a.
Decrease
Decrease
b.
Decrease
None
c.
None
Decrease
d.
None
None


Allowance for bad debts





Accounts receivable

When this happens, net realizable value (accounts receivable – allowance) stays the same; no effect on income since bad debt expense is not recorded at this point.
6.
In preparing a monthly bank reconciliation, which of the following items would be added to the balance reported on the bank statement to arrive at the correct cash balance?

a.
A customer's note collected by the bank on behalf of the depositor 
b.
Bank service charge

c.
Deposits in transit

d.
Outstanding checks

7.
Aydin Company uses the allowance method to estimate losses from uncollectible receivables. Net sales for the year are $120,000, and the company estimates its bad debts as 1 percent of net sales. The balance in the Allowance for Bad Debts is $1,200 before the bad debt expense is recorded for the year. How much should be recorded as Bad Debt Expense for the year?

a.
$1,200

b.
$2,400

c.
$24,000

d.
No entry is required
When you use the % of sales method, you do not take into consideration any existing balance in the allowance account; the debit to bad debt expense and credit to allowance for bad debts is 1% of 120,000 = $1,200
8.
Erdem Carpets Corporation had sales of $1,000,000 during 2003, of which 80 percent were on credit. On December 31, 2003, Accounts Receivable totaled $80,000 and Allowance for Bad Debts had a debit balance (unadjusted) of $1,200 due to some unexpected writeoffs. Given the preceding information, if uncollectible receivables are estimated to be 3% of accounts receivable, the adjusting entry to account for uncollectible receivables as of December 31, 2003, would include a:

a.
Debit to Bad Debt Expense of $1,200
b.
Debit to Bad Debt Expense of $2,400
c.
Debit to Bad Debt Expense of $3,600
d.
Debit to Bad Debt Expense of $4,800
The allowance account has a debit of $1,200; we have to have an ending credit balance of 3% of receivable = 2,400. Debt bad debt expense and credit allowance for 3,600
9.
Based on the aging of its accounts receivable at December 31, Bengi Soccer Company determined that the net realizable value of the receivables at that date is $760,000. Additional information is as follows:

Accounts receivable at December 31 

$880,000

Allowance for bad debts at December 31 (unadjusted)

28,000 (cr.)

Bengi Soccer Company ’s Bad Debt Expense for the year ended December 31 is:
a.
$28,000

b.
$80,000

c.
$92,000

d.
$148,000
The allowance account must have a balance of 120,000 (880,000-760,000); we need a debit to bad debit expense and credit to allowance  of 92,000 given it has a balance of 28,000.
10.  Brandon Company wrote a check for $990, but recorded it in the accounting records as $909. This error would require an adjustment on the bank reconciliation of:
a.
Adding $81 to the balance per the bank statement

b.
Deducting $81 from the balance per the bank statement

c.
Adding $81 to the balance per the company accounting records
d.
Deducting $81 from the balance per the company accounting records
Error requires adjustment on the company records.
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