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4.~ (35%) Central Co. gathered the following information from its accounting
records for the year ended December 31, 2005, prior to adjustment:

Net credit sales for the year $930,000
Accounts receivable balance, Dec. 31, 2005 842,000
Allowance for uncollectible accounts balance, Dec. 31,2005 1,850dr.

On March 1, 2006, Central, Co. factored $500,000 of accounts receivable with Quick
Finance. The receivables records are transferred to Quick Fiance, which will receive the
collections. Quick Finance assessed a finance charge of 5% of the total accounts receivable
factored and retained an amount equal to 2% of the total receivables to cover sales
discounts, returns, and allowance.

Required:

I (6%) Assume Central Co. estimates uncollectible-account expense at 1% of net credit
sales. Prepare the adjusting entry to record uncollectible-account expense on December
31, 2005.

2. (6%) Assume Central Co. estimates uncollectible-account expense at 4% of account
receivable. Prepare the adjusting entry to record uncollectible-account expense on
December 31, 2005.

3. (11%) Prepare the journal entry on March 1, 2006 for Central, Co. to record the sale of
receivables without recourse. Discuss how factoring of receivable affects the receivables
turnover ratio.

4. (6%) Assume Central, Co. factors the $500,000 of accounts receivable with Quick
Fi..ance on a with recourse basis instead. What conditions must be met for a transfer of
receivables with recourse to be accounted for as a sale?

5. (6%) Assume the conditions from part (4) are met. The recourse provision has a fair
value of $5,000. Prepare the journal entry required on Central’s books on March 1,
2006.




