Wednesday February 28, 2007: Ch 6-3 Soln.

1. B. False. Feedback: The term FOB as used in FOB destination and FOB shipping point means "free on board." Learning Objective 1, Page 285.

2.  B) False. Feedback: A credit card discount is the fee charged by a credit card company for allowing the business to accept credit-card sales and treat them as cash receipts. A sales discount is a deduction from the invoice price for prompt payment by customers of their open accounts receivable. Learning Objective 2, Page 286.

3.  B) False. Feedback: The credit terms of 2/10, n/60 provided a credit period of 60 days, the maximum number of days that credit is extended to the credit customer. Learning Objective 2, Page 287.

4. A) True. Feedback: The credit terms of 1/15, n/60 provide a discount period of 15 days, the number of days from the date of invoice that customers can take a 1% cash (or sales) discount from the balance of their account receivable. Learning Objective 2, Page 287 

5. A) True. Feedback: The adjusting entry for bad debts requires a debit to Bad Debt Expense and a credit to the Allowance for Doubtful Accounts. Learning Objective 4, Page 292.

6. C) $780.00. Feedback: The credit card discount was $20 ($800 x 0.025). The amount recorded as a cash deposit was $780.000 ($800.00 - $20.00). Learning Objective 2, Page 286. 

7.  A) $25,000. Feedback: The sale is recorded at the invoice (sales) price of $25,000. The discount is recorded if the customer pays the account within the discount period of 10 days. Learning Objective 2, Page 286.

8. B) $898,400. Feedback: Sales discounts were $17,600 [(500,000-60,000)*.04]. Credit card discounts were $24,000 [400,000*.06], Sales returns were $60,000 (stated). Use the net sales formula from the class notes to compute the answer. 

