Ch 6-2

1. Credit card sales are treated as:

a. Accounts receivable

b. Accounts payable

c. Cash sales

d. Trade sales

2. A store has a credit card sale for $1,000. Visa charges the store a 3% fee for credit card transactions. The transaction analysis would include a:

a. increase to cash for $970

b. increase to sales for $1,000

c. decrease to credit card discount for $30

d. both a & b

What is the complete and correct transaction analysis for the above transaction?

3. ‘Shoes by Rachna’ has credit sales on 1/1/06 of $500,000 with terms 2/10, n/30. They also have credit card sales of $200,000 (visa charges a 3% fee). From the first $500,000 of credit sales, $100,000 of merchandise was returned. Assume that ‘Shoes by Rachna’ was paid within the discount period.

Calculate net sales

4. A customer, who is given credit terms of 2/10, n/60, purchased goods with a retail price of $600. The amount charged to the customer's account receivable was 

  A) $612.00. 

  B) $600.00. 

  C) $588.00. 

  D) $601.20.

5. Gross sales total $500,000, one-half of which were credit sales. Sales returns and allowances of $30,000 apply to the credit sales, sales discounts of 2% were taken on all of the net credit sales, and credit card sales of $200,000 were subject to a credit card discount of 3%. What is the dollar amount of net sales? 

  A) $454,000 

  B) $459,600 

  C) $500,000 

  D) $480,000

What is the dollar amount of sales returns, credit card and sales discounts?

6. Writing off a bad debt under the allowance method of accounting for bad debts will result in transaction analysis that:

  A) increases Bad Debt Expense and decreases Accounts Receivable. 

  B) decreases Allowance for Doubtful Accounts and decreases Accounts Receivable. 

  C) increases Allowance for Doubtful Accounts and decreases Bad Debts Expense. 

  D) increases Bad Debt Expense and increases Allowance for Doubtful Accounts.

7. A company had the following partial list of account balances at year-end:

Sales Returns and Allowances
$    1,000

Accounts Receivable


    38,000

Sales Discounts 


      2,100

Sales Revenue
                                        95,000

Allowance for Doubtful Accounts
      1,200

The amount of Net Sales shown on the income statement would be 

a. $91,900. 

b. $90,700. 

c. $89,900. 

d. $88,600.

8. When goods are sold to a customer with credit terms of 2/10, n/30, the customer will 

a. Receive a 10% discount if they pay within 2 days. 

b. Receive a 2% discount if they pay 10% of the amount due within 30 days. 

c. Receive a 10% discount if they pay within 30 days. 

d. Receive a 2% discount if they pay within 10 days.

9. Accrual accounting requires that the loss resulting from the failure of credit customers to pay their bills should 

a. Not be recorded until cash is collected from the customer in settlement of the account because that is the only sure event. 

b. Be estimated in the period in which sales are made but should not be recorded until the customer defaults because of the matching principle. 

c. Be estimated and recorded in the period in which sales are made so that periodic expenses are matched with periodic revenues. 

d. Be recognized in the period in which the account receivable proves to be uncollectible because that is the only date when the loss will really be known.

