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GUIDE IN YOUR LEARNING PROGRESS

Bloom's taxonomy is a set of three hierarchical models used to classify educational learning objectives into levels of complexity and specificity. The three lists cover the learning objectives in cognitive, affective and sensory domains. 
https://en.wikipedia.org/wiki/Bloom%27s_taxonomy
In COGNITIVE DOMAIN, The six levels are: (1) knowledge, (2) comprehension, (3) application, (4) analysis, (5) synthesis, and (6) evaluation (see Figure below). Bloom's taxonomy provides a systematic way of describing how a learner's performance grows in complexity when mastering academic tasks.
https://www.researchgate.net/figure/Six-levels-in-Blooms-taxonomy_fig1_230877207

Bloom's Revised Taxonomy by Andreson and Krathwol. There are six levels of cognitive learning according to the revised version of Bloom's Taxonomy. Each level is conceptually different. The six levels are remembering, understanding, applying, analyzing, evaluating, and creating.
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TOPIC - CASH
MULTIPLE CHOICE QUESTIONS/STRAIGHT PROBLEMS


Problem 1 (Adapted):
The following pertains to Kerry Corporation on December 31, 2018:

	Postage stamps
	P
	1,000

	Employees postdated check
	
	4,000

	IOUs from controller’s sister
	
	10,000

	Credit memo from a vendor for a purchase return
	
	20,000

	Traveler’s check
	
	50,000

	Postal Money Order
	
	30,000

	Petty Cash Fund (P 4,000 in currency and expense receipts for P 6,000)
	
	10,000

	Treasury bills, due 3/31/2019 (purchased 12/31/2018)
	
	200,000

	Treasury bills, due 1/31/2019 (purchased 1/31/2018)
	
	300,000

	Listed stock held as temporary investments
	
	15,000

	Current account at Metrobank
	
	2,000,000

	Current account at BPI
	
	(100,000)

	Payroll account
	
	500,000

	Foreign Bank account – restricted (in equivalent pesos)
	
	1,000,000

	Treasury Warrants
	
	300,000



How much cash and cash equivalents should Kerry Corp. report on the December 31, 2018 statement of financial position?
A. P 3,084,000
B. P 2,790,000
C. P 2,784,000
D. P 2,704,000

SOLUTION:
	Items
	Amount
	Remarks

	Postage stamps
	-
	Supplies

	Employees postdated check
	-
	Advances to Employees

	IOUs from controller’s sister
	-
	Advances to Officers

	Credit memo from a vendor for a purchase return
	-
	Accounts Payable/PRA

	Traveler’s check
	50,000
	

	Postal Money Order
	30,000
	

	Petty Cash Fund 
	4,000
	P 6,000 – Expenses 

	Treasury bills, due 3/31/2019 (purchased 12/31/2018)
	200,000
	Cash Equivalents - 3 months

	Treasury bills, due 1/31/2019 (purchased 1/31/2018)
	-
	Short-term investment

	Listed stock held as temporary investments
	-
	Trading Securities

	Current account at Metrobank
	2,000,000
	

	Current account at BPI
	-
	Bank overdraft – current liability

	Payroll account
	500,000
	

	Foreign Bank account – restricted (in equivalent pesos)
	-
	Noncurrent asset

	Treasury Warrants
	300,000
	

	Cash and Cash Equivalents, 12/31/2018
	3,084,000
	




Problem 2 (Adapted)
Total cash and cash equivalent of P 6,325,000 reported by Kristine Co. on December 31, 2018 include the following information:

a) Two certificates of deposits, each totaling P 500,000 have a maturity of 120 days.
b) A check that is dated January 12, 2019 in the amount of P 125,000.
c) A commercial paper of P 2,100,000 which is due in 90 days.
d) Currency and coins on hand amounted to P 7,700.

Kristine Company has agreed to maintain a cash balance of P 500,000 in one of its banks at all times to ensure future credit availability (this amount is legally restricted as to withdrawal and was included in the above balance).

How much is the correct amount of cash and cash equivalents that Kristine should report in its December 31, 2018 statement of financial position?
A. P 5,700,000
B. P 3,100,000
C. P 5,200,000
D. P 6,200,000


SOLUTION:
	Items
	Amount
	Remarks

	Cash and cash equivalents, 12/31/2018, unadjusted
	6,325,000
	

	Two certificates of deposits, totaling P 500,000 
    have a maturity of 120 days
	
(500,000)
	Beyond three months to classify as cash equivalents

	A check that is dated January 12, 2019
	(125,000)
	Deducted during issuance

	Compensating balance that is legally restricted
	(500,000)
	

	Cash and Cash Equivalents, 12/31/2018
	5,200,000
	




Problem 3 (Adapted)
The cash account of Ria on December 31, 2018 had a balance of P 151,000 and it consists of the following:

	Bills and coins on hand
	P
	52,780

	Traveler’s check
	
	22,400

	Credit memo from suppliers for purchase returns
	
	6,500

	Postage stamps
	
	120

	Petty cash including paid cash vouchers of P 1,650
	
	2,000

	Balance in savings account with a bank closed by the BSP
	
	36,000

	Customer’s check dated January 15, 2019
	
	8,000

	Money order
	
	800

	IOU of an employee
	
	400

	Checking account in BPI
	
	22,000

	Total
	P
	151,000



The correct cash and cash equivalents balance on December 31, 2018 is
A. P 98,900
B. P 98,730
C. P 97,530
D. P 98,330

SOLUTION:
	Items
	Amount
	Remarks

	Bills and coins on hand
	52,780
	

	Traveler’s check
	22,400
	

	Credit memo from suppliers for purchase returns
	-
	Accounts Payable/PRA

	Postage stamps
	-
	Supplies 

	Petty cash including paid cash vouchers (P 2,000 – P 1,650)
	350
	P 1,650 - Expenses

	Balance in savings account with a bank closed by the BSP
	-
	Noncurrent assets

	Customer’s check dated January 15, 2019
	-
	Accounts Receivable

	Money order
	800
	

	IOU of an employee
	-
	Advances to Employees

	Checking account in BPI
	22,000
	

	Cash and Cash Equivalents, 12/31/2018
	98,330
	





Problem 4 (Adapted)
Assume the following data of Dianne Corporation of its cash and short-term, highly liquid investments for December 31, 2018:

	Cash on Hand
	80,000

	Checking Account No, 143 - BPI
	200,000

	Checking Account No. 155 - BPI
	(30,000)



	Securities
	
	Date Acquired
	
	Maturity Date
	
	Amount

	120-day Certificate of Deposit
	
	12/10/2018
	
	01/31/2019
	
	P
	600,000

	BSP Treasury Bills (No. 1)
	
	11/30/2018
	
	04/30/2019
	
	
	5,000,000

	BSP Treasury Bills (No. 2)
	
	10/31/2018
	
	01/20/2019
	
	
	1,000,000

	180 days Commercial Paper
	
	12/01/2018
	
	06/20/2019
	
	
	1,400,000

	Money Market Funds
	
	11/21/2018
	
	02/10/2019
	
	
	2,000,000



The correct cash and cash equivalents balance on December 31, 2018 is
A. P 3,850,000
B. P 3,880,000
C. P 5,250,000
D. P 5,280,000





SOLUTION:
	Cash on Hand
	80,000

	Checking Account No, 143 - BPI
	200,000

	Checking Account No. 155 - BPI
	(30,000)

	Cash Equivalents
	3,600,000

	Total Cash and Cash Equivalents, 12/31/2018
	3,850,000



Supporting computation for cash equivalents at 12/31/2018:
	Securities
	
	Date Acquired
	
	Maturity Date
	
	Amount

	120-day Certificate of Deposit
	
	12/10/2018
	
	01/31/2019
	
	P
	600,000

	BSP Treasury Bills (No. 2)
	
	10/31/2018
	
	01/20/2019
	
	
	1,000,000

	Money Market Funds
	
	11/21/2018
	
	02/10/2019
	
	
	2,000,000

	CCE, 12/31/2018
	
	
	
	
	
	P
	3,600,000





Problem 5 (Adapted)
The December 31, 2018 trial balance of Agee Company includes the following accounts:

	Petty Cash Fund
	P
	70,000

	Current account – Metrobank
	
	4,000,000

	Current account – BPI (overdraft)
	
	(250,000)

	120-day money market placement – RCBC
	
	1,000,000

	Time Deposit - PNB
	
	2,000,000



Additional information:
· The petty cash fund includes unreplenished December 2018 petty cash expense vouchers for P 15,000 and an employee check for P 5,000 dated January 31, 2019.
· A check of P 100,000 was drawn against Metrobank current account dated and recorded December 27, 2018 but delivered to payee on January 10, 2019.
· The PNB time deposit is set aside for land acquisition in early January, 2019.

What should be reported as “cash and cash equivalents” on December 31, 2018?
a) P 5,130,000
b) P 5,150,000
c) P 4,150,000
d) P 4,880,000

SOLUTION:
	Items
	Amount
	Remarks

	Petty Cash Fund 
(P 70,000 – P 15,000 – P 5,000)
	50,000
	Advances to Employees – P 5,000
Expenses – P 5,000

	
	
	

	Current account – Metrobank 
(P 400,000 + P 100,000)
	4,100,000
	Undelivered Check – P 100,000. The entry made is debit – A/P and credit - Cash

	
	
	

	Current account – BPI (overdraft)
	
	Bank overdraft – Current Liability – P 250,000

	
	
	

	120-day money market placement – RCBC
	-
	Short-term investment – P 1,000,000 (more than three months term)

	
	
	

	Time Deposit - PNB
	-
	Fund Investment – P 2,000,000

	Cash and Cash Equivalents, 12/31/2018
	4,150,000
	




Problem 6 (Financial Accounting IFRS edition by Stice, Stice, et. al)
Presented below are the accounting information for Bend Company at January 31, 2017:

1. Cash per accounting records at January 31 amounted to P 228,909; the bank statement on the same date showed a balance of P 204,008.
2. The cancelled checks returned by the bank included a check written by DeVoe Company for P 6,987 that had been deducted from bend’s account in error.
3. Deposits in transit as of January 31, 2017 amounted to P 33,442.
4. The following amounts were adjustments to Bend Company’s account on the bank statements:
a. Service Charge of P 64
b. An NSF check of P 4,100.
c. Interest earned on the account, P 110.
5. Checks written by Bend Company that have not yet been cleared by the bank, include four checks totaling P 19,582.

What is the adjusted cash balance to be reported at January 31, 2017?
ANSWER: P 224,855

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, 1/31/2017
	228,909
	
	204,008

	Bank error – Erroneous debit
	
	
	6,987

	Deposit in transit – January 31
	
	
	33,442

	Service Charges
	(64)
	
	

	NSF Check
	(4,100)
	
	

	Interest earned on the account
	110
	
	

	Outstanding checks – January 31
	
	
	(19,582)

	Adjusted balances, 1/31/2017
	224,855
	
	224,855




Problem 7 (Financial Accounting IFRS edition by Stice, Stice, et. al)
The records of derma Corporation show the following bank statement information for December:

a. Bank balance, December 31, 2017, P 87,450.
b. Service charges for December, P 50.
c. Rent collected by bank, P 1,000.
d. Notes receivable collected by bank (including P 300 interest), P 2,300.
e. December check returned marked NSF (check was a payment of an account receivable), P 200.
f. Bank erroneously reduced Derma’s account for a check written by Dunna Company, P 1,000.
g. Cash account balance, December 31, 2017, P 81,200.
h. Outstanding checks, P 9,200.
i. Deposit in transit, P 5,000.

Questions;
1. What is the adjusted balance of cash at December 31, 2017?
ANSWER: P 84,250

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, 12/31/2017
	81,200
	
	87,450

	Service charges - December
	(50)
	
	

	Rent collected by bank
	1,000
	
	

	Notes receivable collected by bank - Principal
	2,000
	
	

	Interest on notes receivable collected
	300
	
	

	NSF Check
	(200)
	
	

	Bank error – Erroneous debit
	
	
	1,000

	Outstanding checks – December 31
	
	
	(9,200)

	Deposit in transit – December 31
	
	
	5,000

	Adjusted balances, 12/31/2017
	84,250
	
	84,250




2. Prepare the necessary adjusting entry at December 31, 2017. Use compound journal entry.

SOLUTION:
	Account Names
	Debit
	Credit

	
	
	
	

	Service Charges
	50
	

	Accounts Receivable
	200
	

	Cash
	2,050
	

	
	Rent Income
	
	1,000

	
	Notes Receivable
	
	2,000

	
	Interest Income
	
	300

	
	
	
	




Problem 8 (Financial Accounting IFRS edition by Stice, Stice, et. al)
Jensen Company has just received the September 30, 2017. Bank statement summarized in the following schedule:

	
	Charges
	
	Deposits
	
	Balance

	Balance, September 1
	
	
	
	
	
	
	P
	5,100

	Deposits recorded during September 
	
	
	
	P
	27,000
	
	
	32,100

	Checks cleared during September 
	P
	27,300
	
	
	
	
	
	4,800

	NSF check. J.J. Jones
	
	50
	
	
	
	
	
	4,750

	Bank Service Charges
	
	10
	
	
	
	
	
	4,740

	Balance, September 30
	
	
	
	
	
	
	
	4,740


Cash on hand (recorded on Jensen’s books but not deposited on September 1 and September 30 amounted to P 200. There were no deposits in transit or checks outstanding at September 1, 2017. The cash account for September reflected the following:

	Cash

	Sept.
	1
	Balance 
	5,300
	September Checks
	28,000

	September Deposits
	29,500
	
	
	
	

	
	
	
	
	
	
	
	



Questions:
1. What is the ending balance per cash account before adjustments?
ANSWER: P 6,740_________

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, 9/30/2017
	
	
	

	     Per bank statement (given)
	
	
	4,740

	     Per book (P 5,300 + P 29,500 – P 28,000)
	6,800
	
	

	NSF check. J.J. Jones
	(50)
	
	

	Bank Service Charges
	(10)
	
	

	Cash on hand undeposited 
	
	
	200

	Deposit in transit – September:
	
	
	

	    (P 29,500 book receipts – P 27,000 bank deposits)
	
	
	2,500

	Outstanding checks – September:
	
	
	

	    (P 28,000 book credits – P 27,300 cleared by bank)
	
	
	(700)

	Adjusted balances, 9/30/2017
	6,740
	
	6,740




2. What adjustments should be added to the depositor’s books?
ANSWER: NONE (P 0.00)


3. What is the total amount of the deductions from the depositor’s books?
ANSWER: P 60

SOLUTION:
	NSF check. J.J. Jones
	50

	Bank Service Charges
	10

	Total deductions from the depositor’s book
	60




4. What is the total amount to be added to the bank balance?
ANSWER: P 2,700

SOLUTION:
	Cash on hand undeposited 
	200

	Deposit in transit – September:
	

	    (P 29,500 book receipts – P 27,000 bank deposits)
	2,500

	Total amount added to the bank balance
	2,700




5. What is the total amount to be deducted from the bank’s balance?
ANSWER: P 700

SOLUTION:
	Outstanding checks – September:
	

	 (P 28,000 book credits – P 27,300 cleared by bank)
	700





Problem 9 (Intermediate Accounting 2019 Edition by Valix, Peralta, Valix)
Laconic Company received the bank statement for the month of April which included the following information:

	Bank service charge for April
	
	15,000

	Check deposited by Laconic during April was not collectible and has been marked “NSF” by the bank and returned
	
	
40,000

	Deposits made but not yet recorded by bank
	
	130,000

	Checks written and mailed but not yet recorded by bank
	
	100,000



The entity found customer check for P 35,000 payable to the entity that had not yet been deposited and had not been recorded. The general ledger showed a bank account balance of P 920,000.
What amount should be reported as adjusted cash in bank on April 30?
A. P 900,000
B. P 865,000
C. P 930,000
D. P 965,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, April 30
	920,000
	
	

	Bank Service charge - April
	(15,000)
	
	

	NSF Check - April
	(40,000)
	
	

	Deposits made but not yet recorded by bank
	
	
	130,000

	Checks written and mailed but not yet recorded by bank
	
	
	(100,000)

	Undelivered check
	35,000
	
	

	Adjusted balances, April 30
	900,000
	
	




Problem 10 (Intermediate Accounting 2019 Edition by Valix, Peralta, Valix)
Sapphire Company provided the following information for the month of December:

	Balance per bank statement December 31
	2,800,000

	Bank Service Charge for December
	12,000

	Interest paid by bank to Sapphire Company for December
	10,000

	Deposits made but not yet recorded by the bank
	350,000

	Checks written but not yet recorded by the bank
	650,000



The entity discovered that it had drawn and erroneously recorded a check for P 46,000 that should have been recorded for P 64,000.

What is the cash balance per ledger on December 31?
A. P 2,500,000
B. P 2,520,000
C. P 2,540,000
D. P 2,800,000

SOLUTION:
	
	Book

	Unadjusted bank balance, December 31
	2,800,000

	Bank Service Charge for December
	12,000

	Interest paid by bank to Sapphire Company for December
	(10,000)

	Deposits made but not yet recorded by the bank
	350,000

	Checks written but not yet recorded by the bank
	(650,000)

	Book error – erroneous recording of disbursement
    (P 64,000 correct – P 46,000 error)
	
18,000

	Unadjusted book balance, December 31 (per GL)
	2,520,000





Problem 11 (Intermediate Accounting 2019 Edition by Valix, Peralta, Valix)
Adversary Company kept all cash in a checking account. An examination of the accounting records and bank statement for the month of June revealed the following information:

· The cash balance per book on June 30 is P 8,500,000.
· A deposit of P 1,000,000 that was placed in the bank’s night depository on June 30 does not appear on the bank statement.
· The bank statement shows on June 30, the bank collected note for Adversary Company and credited the proceeds of P 950,000 to the entity’s account.
· Check outstanding on June 30 amount to P 300,000.
· Adversary Company discovered that a check written in June for P 200,000 in payment of an accounts payable had been recoded in the entity’s records as P 20,000.
· Included with the June bank statement was NSF check for P 250,000 that Adversary Company had received from a customer on June 26.
· The bank statement shows a P 20,000 service charge for June.

Questions:
1. What amount should be reported as cash in bank on June 30?
A. P 9,180,000
B. P 9,360,000
C. P 9,000,000
D. P 3,300,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, June 30
	8,500,000
	
	

	Deposit in transit – June 30
	
	
	1,000,000

	Notes collected by bank in behalf of the entity
	950,000
	
	

	Outstanding checks – June 30
	
	
	(300,000)

	Book error – Disbursements (P 200,000 correct – P 20,000 error)
	(180,000)
	
	

	NSF Check - June
	(250,000)
	
	

	Service Charge - June
	(20,000)
	
	

	Adjusted balances, June 30
	9,000,000
	
	




2. What is the net adjustment to cash in bank on June 30?
A. Net debit P 950,000
B. Net credit P 450,000
C. Net debit P 500,000
D. Net debit P 860,000

SOLUTION:
	Notes collected by bank in behalf of the entity
	950,000
	Debit

	Book error – Disbursements (P 200,000 correct – P 20,000 error)
	(180,000)
	Credit

	NSF Check - June
	(250,000)
	Credit

	Service Charge - June
	(20,000)
	Credit

	Net adjustments to cash in bank on June 30
	500,000
	Debit





Problem 12 (Intermediate Accounting 2019 Edition by Valix, Peralta, Valix)
Timex Company provided the following data relating to the cash transactions and bank account for the month of July:

	Cash balance per ledger
	?

	Cash balance per bank statement
	?

	Debit memo for July service charge
	5,000

	Deposit of July 31 not recorded by bank until August 1
	450,000

	Outstanding checks, including certified check of P 50,000
	750,000

	Proceeds of bank loan not recorded in ledger
	500,000

	Proceeds from customer note, face P 450,000, collected by bank, collection fee of P 15,000
	435,000

	A creditor check had been returned in the book as P 20,000 and was erroneously deducted by the bank at
	
200,000

	A customer check was returned by bank marked DAIF
	50,000

	Correct cash balance
	3,000,000



Questions:
1. What is the cash balance per ledger?
A. P 2,120,000
B. P 3,055,000
C. P 2,555,000
D. P 2,065,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, July 31
	2,120,000
	
	3,070,000

	Debit memo for July service charge
	(5,000)
	
	

	Deposit of July 31 not recorded by bank until August 1
	
	
	450,000

	Outstanding checks (P 750,000 – P 50,000 certified check)
	
	
	(700,000)

	Proceeds of bank loan not recorded in ledger
	500,000
	
	

	Proceeds of customer note collected by bank
	450,000
	
	

	Related collection fee of notes collected by bank
	(15,000)
	
	

	Bank error – Check payment
	
	
	180,000

	NSF Check
	(50,000)
	
	

	Adjusted balances, July 31
	3,000,000
	
	3,000,000




2. What is the cash balance per bank statement?
A. P 3,700,000
B. P 3,070,000
C. P 3,050,000
D. P 2,370,000


Problem 13 (AICPA Adapted)
Jane Company provided the following information at month-end:

	Cash in bank per bank statement
	8,000,000

	Deposit in transit
	1,200,000

	Outstanding checks, including certified check of P 200,000
	1,500,000

	Amount erroneously credited by bank to Jane’s account
	150,000

	Note collected by bank for Jane Company, including interest of P 100,000
	1,100,000

	Service charge for the current month
	20,000

	NSF checks of customers returned by bank
	500,000

	Error in recording a check in the book. The correct amount as paid by the bank is 
	

	    P 100,000 instead of P 200,000 as recorded in the book
	100,000

	Savings deposit in other bank closed by BSP
	1,000,000

	Currency and coins on hand
	900,000

	Petty cash fund
	50,000



Questions:
1. What is the adjusted cash in bank at month-end?
A. P 7,750,000
B. P 7,900,000
C. P 8,050,000
D. P 7,550,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances
	
	
	

	   Per bank statement (given)
	
	
	8,000,000

	   Per book
	
	
	

	Deposit in transit
	
	
	1,200,000

	Outstanding checks (P 1,500,000 – P 200,000)
	
	
	(1,300,000)

	Amount erroneously credited by bank to Jane’s account
	
	
	(150,000)

	Note collected by bank for Jane Company
	1,000,000
	
	

	Interest on note collected by bank for Jane Company
	100,000
	
	

	Service charge for the current month
	(20,000)
	
	

	NSF checks of customers returned by bank
	(500,000)
	
	

	Book error – Disbursements (P 200,000 error – P 100,000 correct)
	100,000
	
	

	Adjusted balances
	
	
	7,750,000



2. What is the unadjusted cash in bank per ledger at month-end?
A. P 7,070,000
B. P 7,220,000
C. P 7,270,000
D. P 7,750,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances
	
	
	

	   Per bank statement (given)
	
	
	8,000,000

	   Per book
	7,070,000
	
	

	Deposit in transit
	
	
	1,200,000

	Outstanding checks (P 1,500,000 – P 200,000)
	
	
	(1,300,000)

	Amount erroneously credited by bank to Jane’s account
	
	
	(150,000)

	Note collected by bank for Jane Company
	1,000,000
	
	

	Interest on note collected by bank for Jane Company
	100,000
	
	

	Service charge for the current month
	(20,000)
	
	

	NSF checks of customers returned by bank
	(500,000)
	
	

	Book error – Disbursements (P 200,000 error – P 100,000 correct)
	100,000
	
	

	Adjusted balances
	7,750,000
	
	7,750,000



3. What total amount of cash should be reported as current asset?
A. P 8,700,000
B. P 9,700,000
C. P 8,020,000
D. P 8,550,000

SOLUTION:
	Currency and coins on hand
	900,000

	Petty cash fund
	50,000

	Adjusted cash in bank
	7,750,000

	Total cash to be reported as current assets
	8,700,00



Problem 14 (AICPA Adapted)
Pearl Company maintains a checking account at the City Bank. The bank provides a bank statement along with canceled checks on the last day of each month. The July bank statement included the following information: 

	Balance, July 1
	550,000

	Deposits
	1,800,000

	Checks processed
	1,400,000

	Service charge
	30,000

	NSF Check
	120,000

	Monthly loan payment deducted by bank from account
	100,000



Deposits outstanding totaled P 100,000 and all checks written by the depositor were processed by the bank except for check of P 150,000.

A P 200,000 July deposit from a credit customer was recorded as P 20,000 debit cash and credit accounts receivable.

A check correctly recorded by the entity as P 30,000 disbursement was incorrectly processed by the bank as P 300,000 disbursements.

Questions:
1. What is the balance per bank on July 31?
A. P 700,000
B. P 550,000
C. P 800,000
D. P 950,000

SOLUTION:
	Per bank balance, July 1 
	550,000

	Deposits
	1,800,000

	Checks processed
	(1,400,000)

	Service charge
	(30,000)

	NSF Check
	(120,000)

	Monthly loan payment deducted by bank from account
	(100,000)

	Per bank balance, July 31
	700,000



2. What amount should be reported as cash in bank on July 31?
A. P 650,000
B. P 920,000
C. P 380,000
D. P 970,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, July 31
	
	
	700,000

	Deposit outstanding (Deposit in transit)
	
	
	100,000

	Outstanding checks
	
	
	(150,000)

	Service charge
	(30,000)
	
	

	NSF Check
	(120,000)
	
	

	Monthly loan payment deducted by bank from account
	(100,000)
	
	

	Book debit error (P 200,000 correct – P 20,000 error)
	180,000
	
	

	Bank debit error (P 300,000 error – P 30,000 correct)
	
	
	270,000

	Adjusted balances, July 31
	
	
	920,000



3. What is the cash in bank balance per ledger on July 31?
A. P 1,350,000
B. P 1,170,000
C. P    990,000
D. P    890,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, July 31
	990,000
	
	700,000

	Deposit outstanding (Deposit in transit)
	
	
	100,000

	Outstanding checks
	
	
	(150,000)

	Service charge
	(30,000)
	
	

	NSF Check
	(120,000)
	
	

	Monthly loan payment deducted by bank from account
	(100,000)
	
	

	Book debit error (P 200,000 correct – P 20,000 error)
	180,000
	
	

	Bank debit error (P 300,000 error – P 30,000 correct)
	
	
	270,000

	Adjusted balances, July 31
	920,000
	
	920,000


Problem 15 (Financial Accounting IFRS edition by Stice, Stice, et. al)
Kim Lee, the bookkeeper of Briton company, had never missed a day’s work for the past 10 years until last week. Since that time, he has not been located. You now suspect that Kim may have embezzled money from the company. The following bank reconciliation, prepared by Kim last month, is available to help you determined if a theft is occurred.

	BRITON COMPANY

	Bank reconciliation for August, 2017
Prepared by Kim KL

	

	Balance per bank statement
	P 
	192,056
	
	Balance per books
	P
	169,598

	Additions to bank balance:
	
	
	
	Additions to book balance:
	
	

	
	Deposit in transit
	
	8,000
	
	Note collected by bank
	
	250

	
	
	
	
	
	
	Interest earned
	
	600

	Deductions from bank balance:
	
	
	
	
	
	

	Outstanding checks:
	
	
	
	Deductions from book balance:
	
	

	
	#201
	
	
	(19,200)
	
	NSF Check
	
	(1,800)

	
	#204
	
	
	(5,000)
	
	Bank service charge
	
	(48)

	
	#205
	
	
	(4,058)
	
	
	
	

	
	#295
	
	
	(195)
	
	
	
	

	
	#565
	
	
	(1,920)
	
	
	
	

	
	#567
	
	
	(615)
	
	
	
	

	
	#568
	
	
	(468)
	
	
	
	

	Adjusted bank balance
	P
	168,800
	
	Adjusted book balance
	P
	168,600



In examining the bank reconciliation, you decide to review cancelled checks returned by the bank. You find that check nos. 201, 204, 205, and 295 indicate that these checks were supposedly voided when written. All other bank reconciliation data have been verified as correct.

How much is the amount of cash suspected stolen by Kim?
ANSWER:

SOLUTION:

	
	
	Book
	
	Bank

	Unadjusted balances, August 31
	
	169,598
	
	192,056

	Deposit in transit
	
	
	
	8,000

	Outstanding checks:
	
	
	
	

	       #565
	
	
	
	(1,920)

	       #567
	
	
	
	(615)

	       #568
	
	
	
	(468)

	Note collected by bank
	
	250
	
	

	Interest earned
	
	600
	
	

	NSF Check
	
	(1,800)
	
	

	Bank service charge
	
	(48)
	
	

	Adjusted balances, August 31
	
	168,600
	
	197,053

	Amount of cash suspected stolen by Kim
	
	28,453
	
	

	Adjusted balances
	
	197,053
	
	197,053



PROOF:
	Outstanding checks:
	
	

	
	#201
	Voided when written
	
	19,200

	
	#204
	Voided when written
	
	5,000

	
	#205
	Voided when written
	
	4,058

	
	#295
	Voided when written
	
	195

	
	Total
	
	28,453




Problem 16 (PHILCPA Adapted)
Humanizer Company provided the following information:

	Balance per bank statement – May 31
	2,600,000

	Deposits outstanding
	300,000

	Checks outstanding
	(100,000)

	Correct bank balance – May 31
	2,800,000

	
	

	Balance per book – May 31
	2,810,000

	Bank Service Charge
	(10,000)

	Correct book balance  - May 31
	2,800,000




	June data are as follows:
	Bank
	
	Book

	Checks recorded
	2,200,000
	
	2,500,000

	Deposited recorded
	1,600,000
	
	1,800,000

	Service charges recorded
	50,000
	
	

	Note collected by bank, P 500,000 plus interest
	550,000
	
	

	NSF check returned with June 30 statement
	100,000
	
	

	Balances
	2,400,000
	
	2,100,000



Questions:
1. What is the amount of outstanding checks on June 30?
A. P 300,000
B. P 400,000
C. P 200,000
D. P 100,000

SOLUTION:
	Checks recorded by book in June 
	
	2,500,000

	Checks recorded by bank in June
	2,200,000
	

	Checks of May paid by bank in June
	(100,000)
	(2,100,000)

	Outstanding checks at June 30
	
	400,000




2. What is the amount of deposits in transit on June 30?
A. P 300,000
B. P 100,000
C. P 200,000
D. P 500,000

SOLUTION:
	Deposits/receipts recorded by book in June 
	
	1,800,000

	Deposits recorded by bank in June
	1,600,000
	

	Deposit in transit in May recorded by bank in June
	(300,000)
	(1,300,000)

	Deposit in transit at June 30
	
	500,000




3. What is the adjusted cash in bank on June 30?
A. P 2,500,000
B. P 2,400,000
C. P 2,100,000
D. P 2,800,000

SOLUTION:
	
	
	June 1
Balance
	JUNE
	June 30 Balance

	
	
	
	Receipts
	Disbursements
	

	
	
	
	
	
	

	Unadjusted bank balances
	2,600,000
	2,150,000
	2,350,000
	2,400,000

	Deposit in transit:
	
	
	
	

	
	May 31
	300,000
	(300,000)
	
	

	
	June 30 (See No. 1)
	
	500,000
	
	500,000

	Outstanding checks:
	
	
	
	

	
	May 31
	(100,000)
	
	(100,000)
	

	
	June 30
	
	
	400,000
	(400,000)

	Adjusted bank balance
	2,800,000
	2,350,000
	2,650,000
	2,500,000

	
	
	
	
	
	

	Unadjusted book balances
	2,810,000
	1,800,000
	2,510,000
	2,100,000

	Bank Service Charges:
	
	
	
	

	
	May 31
	(10,000)
	
	(10,000)
	

	
	June 30
	
	
	50,000
	(50,000)

	Note collected by bank during June
	
	500,000
	
	500,000

	Interest income on notes collected in June
	
	50,000
	
	50,000

	NSF check during June
	
	
	100,000
	(100,000)

	Adjusted book balances
	2,800,000
	2,350,000
	2,650,000
	2,500,000



Supporting computations:
A. Bank Receipts for June = P 1,600,000 (deposits recorded) + P 550,000 (notes collected by bank including interest) = P 2,150,000
B. Bank disbursements = P 2,200,000 (checks recorded) + P 50,000 (Service Charges) + P 100,000 (NSF check returned on June 30) = P 2,350,000
C. Book Receipts = P 1,800,000 (Deposits recorded) 
D. Book Disbursements = P 2,500,000 (checks recorded) + P 10,000 (Service Charge – May) = P 2,510,000
Problem 19 (AICPA Adapted)
Cool Company prepared the following bank reconciliation for the month of November:

	Balance per bank statement, November 30
	
	
	3,600,000

	Add:
	Deposit in Transit
	
	
	800,000

	
	
	
	
	4,400,000

	Less:
	Outstanding checks
	1,200,000
	
	

	
	Bank credit recorded in error
	200,000
	
	1,400,000

	Balance per book, November 30
	
	
	3,000,000



Data per bank statement for the month of December:

	December deposits, including note receivable collected of 
    P 1,000,000 for Cool Company
	
5,500,000

	December disbursements, including NSF check P 350,000
    and service charge P 50,000
	
4,400,000



All items were outstanding on November 30 cleared through the bank in December, including the bank credit.

In addition, checks of P 500,000 were outstanding and deposits of P 700,000 were in transit on December 31.

Questions:
1. What is the adjusted cash in bank on December 31?
A. P 4,700,000
B. P 4,900,000
C. P 4,500,000
D. P 3,200,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, November 30
	
	
	

	   Book 
	
	
	

	   Bank – P 3,600,000 + P 5,500,000 – P 4,400,000
	
	
	4,700,000

	Deposit in Transit - December
	
	
	700,000

	Outstanding checks - December
	
	
	(500,000)

	Bank credit recorded in error
	
	
	

	Notes collected by bank in December
	1,000,000
	
	

	NSF Checks during December
	(350,000)
	
	

	Service Charge during December
	(50,000)
	
	

	Adjusted balances, November 30
	
	
	4,900,000




2. What is the balance of cash per ledger on December 31?
A. P 4,100,000
B. P 4,900,000
C. P 4,700,000
D. P 4,300,000

SOLUTION:
	
	Book
	
	Bank

	Unadjusted balances, November 30
	
	
	

	   Book (Apply Work back procedure)
	4,300,000
	
	

	   Bank – P 3,600,000 + P 5,500,000 – P 4,400,000
	
	
	4,700,000

	Deposit in Transit - December
	
	
	700,000

	Outstanding checks - December
	
	
	(500,000)

	Bank credit recorded in error
	
	
	

	Notes collected by bank in December
	1,000,000
	
	

	NSF Checks during December
	(350,000)
	
	

	Service Charge during December
	(50,000)
	
	

	Adjusted balances, November 30
	4;900;000
	
	4,900,000




3. What is the amount of cash receipts per book in December?
A. P 5,400,000
B. P 4,400,000
C. P 5,500,000
D. P 6,400,000




SOLUTION:
	Book Receipts
	

	      Bank Deposits during December
	5,500,000

	      Notes collected by bank in December
	(1,000,000)

	      Deposit in transit of November 30 recorded in December
	(800,000)

	      Book receipts deposited and acknowledged by bank in December
	3,700,000

	      Deposit in transit at December 31 
	700,000

	      Total book receipts during December
	4,400,000

	
	

	
	

	
	

	
	

	
	




4. What is the amount of cash disbursements per book on December?
A. P 3,700,000
B. P 3,300,000
C. P 3,100,000
D. P 3,500,000

SOLUTION:
	Book Disbursements
	

	     Bank disbursements during December
	4,400,000

	     NSF Check during December
	(350,000)

	     Service Charge during December
	(50,000)

	     Bank credit error in November corrected in December
	(200,000)

	     Outstanding checks at November 30 paid by bank in December
	(1,200,000)

	     Book check disbursements paid by bank in December
	2,600,000

	     Outstanding checks, December 31 (given)
	500,000

	     Total cash disbursements per book on December
	3,100,000





Problem 20 (AICPA Adapted)
Lovable Company prepared the following bank reconciliation on June 30:

	Balance per bank statement, June 30
	3,000,000

	Deposit in transit
	400,000

	Total
	3,400,000

	Outstanding checks
	(900,000)

	Balance per book, June 30
	2,500,000



The bank statement for the month of July showed the following:

	Deposits, including note collected for Lovable
	9,000,000

	Disbursements, p 140,000 NSF Check and P 10,000 service charge
	7,000,000



All reconciling items on June 30 cleared through the bank in July.

The outstanding checks totaled P 600,000 and the deposit in transit amounted to P 1,000,000 on July 31.

QUESTIONS:
1. What is the adjusted cash in bank on July 31?
A. P 5,000,000
B. P 5,200,000
C. P 5,500,000
D. P 5,400,000

2. What is the cash balance per book on July 31?
A. P 5,400,000
B. P 5,350,000
C. P 5,550,000
D. P 4,500,000

3. What is the amount of cash receipts per book in July 31?
A. P 9,400,000
B. P 9,600,000
C. P 8,600,000
D. P 9,800,000

4. What is the amount of cash disbursements per books in July?
A. P 6,550,000
B. P 6,700,000
C. P 7,300,000
D. P 6,850,000



Problem 21 (AICPA Adapted)
Loquacious Company prepared the following bank reconciliation on June 30.

	Balance per bank 
	9,800,000

	Deposit in transit
	400,000

	Outstanding checks
	(1,400,000)

	Balance per book
	8,800,000



There were total deposits of P 6,500,000 and charges for disbursements of P 9,000,000 for July per bank statements. 

All reconciliation items on June 30 cleared the bank on July 31.  Deposit in transit totaled P 600,000 and checks outstanding amounted to P 1,000,000 on July 31.

QUESTIONS:
1. What is the adjusted cash in bank on July 31?
A. P 7,300,000
B. P 7,900,000
C. P 6,900,000
D. P 6,300,000

2. What is the cash balance per book on July 31?
A. P 6,900,000
B. P 7,300,000
C. P 6,300,000
D. P 8,800,000

3. What is the amount of cash receipts per book in July?
A. P 6,700,000
B. P 6,500,000
C. P 6,300,000
D. P 7,100,000

4. What is the amount of cash disbursements per book in July?
A. P 8,600,000
B. P 7,600,000
C. P 9,400,000
D. P 8,400,000


Problem 22 (AICPA Adapted)
Opaque Company prepared the following bank reconciliation on March 31:

	Balance per bank statement, March 31
	4,650,000

	Deposit in transit
	1,000,000

	Total
	5,650,000

	Outstanding checks
	(1,250,000)

	Balance per book, March 31
	4,400,000



Data per bank statement for the month of April follow:

	Deposit
	6,900,000

	Disbursements
	5,00,000



All reconciliation items on March 31 cleared through the bank in April.

Outstanding checks on April 30 totaled P 750,000 and deposits in transit amounted to P 1,500,000.

Questions:
1. What is the adjusted cash in bank on April 30?
A. P 5,650,000
B. P 7,150,000
C. P 4,650,000
D. P 6,400,000

2. What is the cash balance per ledger on April 30?
A. P 6,400,000
B. P 5,650,000
C. P 4,900,000
D. P 4,650,000

3. What is the amount of cash receipts per book in April?
A. P 5,000,000
B. P 6,500,000
C. P 7,500,000
D. P 5,500,000

4. What is the amount of cash disbursement per book in April?
A. P 5,000,000
B. P 5,500,000
C. P 4,500,000
D. P 5,750,000






















































TOPIC – ACCOUNTS RECEIVABLE
MULTIPLE CHOICE QUESTIONS


Problem 1 (AICPA Adapted)
Delta Company sold goods to wholesalers on terms 2/14, net 30. The entity had no cash sales but 50% of the customers tool advantage of the discount.

The entity used the gross methods of recording sales and accounts receivable.

An analysis of the trade accounts receivable at year end revealed the following:

	Age
	Amount
	
	Collectible

	
	
	
	

	0 - 15 days
	2,000,000
	
	100%

	16 – 30 days
	1,400,000
	
	95%

	31 – 60 days
	400,000
	
	90%

	Over 60 days
	200,000
	
	50%

	
	4,000,000
	
	



Questions:
1. What amount should be reported as allowance for sales discount at year end?
A. P 20,000
B. P 32,400
C. P 33,500
D. P 40,000

SOLUTION:
P 2,000,000 (0-15 days age) x 50% x 2% = P 20,000


2. What amount should be reported as allowance for doubtful accounts at year end?
A. P 230,000
B. P 210,000
C. P 190,000
D. P 200,000

SOLUTION:
	Age
	Amount
	
	DAE %
	
	ADA

	
	
	
	
	
	

	0 - 15 days
	2,000,000
	
	0%
	
	0

	16 – 30 days
	1,400,000
	
	5%
	
	70,000

	31 – 60 days
	400,000
	
	10%
	
	40,000

	Over 60 days
	200,000
	
	50%
	
	100,000

	
	4,000,000
	
	
	
	210,000




3. What is the net realizable value of accounts receivable at year end?
A. P 4,000,000
B. P 3,750,000
C. P 3,770,000
D. P 3,790,000

SOLUTION:
	Accounts Receivable
	4,000,000

	Allowance for Doubtful Accounts
	(210,000)

	Allowance for Sales Discount
	(20,000)

	NRV at year end
	3,770,000














Problem 2 (AICPA Adapted)
Rapture Company had the following information for the current year relating to accounts receivable:

	Accounts Receivable, January 1
	1,300,000

	Credit Sales
	5,400,000

	Collections from customers, excluding recovery
	4,750,000

	Accounts written off
	125,000

	Collection of accounts written off in prior year, customer credit was not re-established
	25,000

	Estimated uncollectible receivables per aging at December 31
	165,000



What is the balance of accounts receivable, before allowance for doubtful accounts, on December 31?
A. P 1,825,000
B. P 1,850,000
C. P 1,950,000
D. P 1,990,000

SOLUTION:
	Accounts Receivable, January 1
	1,300,000

	Credit Sales
	5,400,000

	Collections from customers, excluding recovery
	(4,750,000)

	Accounts written off
	(125,000)

	Accounts Receivable, December 31, before ADA
	1,825,000




Problem 3 (PHILCPA Adapted)
At year end, Harem Company reported accounts receivable of P 8,200,000 with the following analysis:

	Accounts known to be worthless
	100,000

	Advance payments on purchase orders
	400,000

	Advances to Subsidiaries
	1,000,000

	Customer’s accounts reporting credit balances arising from sales returns
	(600,000)

	Trade accounts receivable
	3,500,000

	Subscription receivable due in 30 days
	2,200,000

	Trade installment receivable due 1-18 months, including unearned finance 
   charge of P 50,000
	
850,000

	Trade accounts receivable from officers, due currently
	150,000

	Trade accounts on which postdated checks are held and no entries were     
    made on receipt of checks
	
200,000



What is the correct balance of trade accounts receivable?
A. P 4,650,000
B. P 4,700,000
C. P 4,150,000
D. P 4,050,000

SOLUTION:
	Trade accounts receivable
	3,500,000

	Trade installment receivable due 1-18 months, including unearned finance 
   charge of P 50,000 (P 850,000 – P 50,000)
	
800,000

	Trade accounts receivable from officers, due currently
	150,000

	Trade accounts on which postdated checks are held and no entries were     
    made on receipt of checks
	
200,000

	Correct balance of trade accounts receivable
	4,650,000




Problem 4 
The following data were taken from the records of Infra Corporation for the year ended December 31, 2019:

	Sales on account
	3,600,000

	Notes received to settle accounts
	400,000

	Provision for doubtful accounts
	90,000

	Accounts receivable deemed worthless
	25,000

	Purchases on accounts
	3,900,000

	Payment to creditors
	3,200,000

	Discount allowed by creditors
	260,000

	Merchandise returned by customers
	15,000

	Collections received to settle accounts
	2,450,000

	Notes given to creditors in settlement of accounts
	250,000

	Merchandise returned to suppliers
	70,000

	Payments on notes payable
	100,000

	Discounts taken by customers
	40,000

	Collections received in settlement of notes
	180,000


What is the net realizable value of accounts receivable on December 31, 2019?
A. P 605,000
B. P 890,000
C. P 825,000
D. P 670,000

SOLUTION:
	Sales on account
	3,600,000

	Notes received to settle accounts
	(400,000)

	Provision for doubtful accounts – This is ADA (P 90,000 – P 25,000 write-off)
	(65,000)

	Accounts receivable deemed worthless
	(25,000)

	Merchandise returned by customers – This is Sales Return
	(15,000)

	Collections received to settle accounts
	(2,450,000)

	Discounts taken by customers
	(40,000)

	Net Realizable Value of Accounts Receivable, 12/31/2019
	605,000





Problem 5  (AICPA)
On January 1, 2019, Mann Company’s allowance for doubtful accounts had a credit balance of P 30,000. During 2019, Mann charged P 64,000 to doubtful accounts expense, wrote-off P 46,000 of uncollectible accounts receivable, and unexpectedly recovered P 12,000 of bad debts written off in the prior year. The allowance for doubtful accounts balance at December 31, 2019 would be:
A. P 48,000
B. P 60,000
C. P 64,000
D. P 94,000

SOLUTION:
	[bookmark: _Hlk22741976]Allowance for Doubtful Accounts, January 1, 2019
	30,000

	Charging of doubtful accounts during 2019
	64,000

	Accounts written off
	(46,000)

	Recovery of accounts previously written off
	12,000

	Allowance for Doubtful Accounts, 12/31/2019
	6-0,000





Problem 6  (AICPA)
Orr Company prepared an aging of its accounts receivable at December 31, 2019 and determined that the net realizable value of the receivables was P 250,000. Additional information is available as follows:

	Allowance for uncollectible accounts at 1/1/2019 – credit balance
	28,000

	Accounts written off as uncollectible during 2019
	23,000

	Accounts receivable as 12/31/2019
	270,000

	Uncollectible accounts recovery during 2019
	5,000



For the year ended December 31, 2019, Orr’s uncollectible accounts expense would be
A. P 23,000
B. P 20,000
C. P 15,000
D. P 10,000

SOLUTION:
	Accounts receivable as 12/31/2019
	270,000

	Net realizable value at 12/31/2019
	(250,000)

	Allowance for uncollectible accounts at 12.31.2019 - adjusted
	20,000

	Allowance for uncollectible accounts at 12/31/2019 - unadjusted
	(10,000)

	Uncollectible accounts expense during 2019
	10,000



Supporting computation:
	Allowance for uncollectible accounts at 1/1/2019 – credit balance
	28,000

	Accounts written off as uncollectible during 2019
	(23,000)

	Uncollectible accounts recovery during 2019
	5,000

	Allowance for uncollectible accounts at 12/31/2019 - unadjusted
	10,000









Problem 6 (AICPA)
An analysis and aging of Jay Company’s accounts receivable at December 31, 2019, disclosed the following:

	Accounts Receivable
	900,000

	Allowance for uncollectible accounts per book
	50,000

	Accounts estimated to be uncollectible
	40,000



At December 31, 2019, the net realizable value of accounts receivable should be:
A. P 886,000
B. P 850,000
C. P 836,000
D. P 786,000

SOLUTION:
	Accounts Receivable
	900,000

	Accounts estimated to be uncollectible (the required ending balance)
	40,000

	Net Realizable value of accounts receivable at 12/31/2019
	836,000





Problem 7 (AICPA)
Mill Company’s allowance for doubtful accounts was P 100,000 at the end of 2019 and P 90,000 at the end of 2018. For the year ended December 31, 2019, Mill reported bad debts expense of P 16,000 in its income statement. What amount did Mill debit to the appropriate account in 2019 to write off actual bad debts?
A. P   6,000
B. P 10,000
C. P 16,000
D. P 26,000

SOLUTION:
	
	Allowance for D/A

	Allowance for doubtful accounts, 1/1/2019 (given)
	
	90,000

	Provision for the year 2019  (given)
	
	16,000

	Accounts written off (SQUEEZE FIGURE)
	6,000
	

	
	
	

	Allowance for doubtful accounts, 12/31/2019 (given)
	
	100,000





Problem 8 (AICPA)
The following information pertains to Tara Company’s accounts receivable at December 31, 2019:

	Days Outstanding
	Estimated Amount
	% Uncollectible

	0 – 60
	120,000
	1%

	61 - 120
	90,000
	2%

	Over 120
	100,000
	6%

	
	310,000
	



During 2019, Tara wrote off  P 7,000 in receivables and recovered P 4,000 that had been written off in prior years. Tara’s December 31, 2018 Allowance for Uncollectible Accounts was P 22,000. Under the aging method, what amount for uncollectible accounts should Tara report at December 31, 2019?
A. P   9,000
B. P 10,000
C. P 13,000
D. P 19,000

SOLUTION:
	Days Outstanding
	Estimated Amount
	% Uncollectible
	ADA, 12/31/2019

	0 – 60
	120,000
	1%
	1,200

	61 - 120
	90,000
	2%
	1,800

	Over 120
	100,000
	6%
	6,000

	
	310,000
	
	9,000











Problem 9 (AICPA)
Delta, Inc. sells to wholesalers on terms 2/15, net 30. Delta has no cash sales but 50% of Delta’s customers take advantage of the discount. Delta uses the gross method of recording sales and trade receivables. An analysis of Delta’s trade receivables at December 31, 2019 revealed the following:

	Age
	Estimated Amount
	% Collectible

	0 – 15 days
	100,000
	100%

	16 – 30 days
	60,000
	95%

	31 – 60 days
	5,000
	90%

	Over 60 days
	2,500
	50%

	
	167,500
	



In its December 31, 2019 statement of financial position, what amount should Delta report as allowance for discounts?
A. P 1,000
B. P 1,620
C. P 1,675
D. P 2,000

SOLUTION:
P 100,000 X 50% X 2% = P 1,000



Problem 10 (AICPA)
Effective with the year ended December 31, 2019, Hall Company adopted a new accounting method for estimating the allowance for doubtful accounts at the amount indicated by the year end aging of accounts receivable. The following data are available.

	Allowance for doubtful accounts, 1/1/2019
	25,000

	Provision for doubtful accounts during 2019 (2% of credit sales of P 1,000,000)
	20,000

	Accounts written off, 11/30/2019
	20,500

	Estimated uncollectible accounts per aging 12/31/2019
	22,500



After year end adjustment, the doubtful accounts expense of 2019 should be
A. P 22,000
B. P 20,500
C. P 20,000
D. P 17,500

SOLUTION:
	
	Allowance for D/A

	Allowance for doubtful accounts, 1/1/2019
	
	25,000

	Accounts written off, 11/30/2019
	20,500
	

	Doubtful accounts expense (SQUEEZE FIGURE)
	
	17,500

	
	
	

	Estimated uncollectible accounts per aging 12/31/2019
	
	22,000



Notes:
1. The estimated amount of uncollectible accounts per aging on December 31, 2019 represents the required ending allowance for doubtful accounts.
2. The doubtful accounts expense is “squeezed” by working back from the ending balance.
3. The recorded doubtful accounts expense is P 20,000 (2% of credit sales). But the correct amount is P 17,500. Thus, an adjustment is necessary to decrease the doubtful accounts expense by P 2,500.



Problem 11 (AICPA)
Wren Company had the following account balances at December 31, 2019:

	Accounts Receivable
	900,000

	Allowance for doubtful accounts before any provision for 
   2019 doubtful accounts expense
	
16,000

	Credit sales for 2019
	1,750,000



Wren is considering the following methods of estimating doubtful accounts expense for 2019.
· Based on credit sales at 2%
· Based on accounts receivable at 5%



What amount should Wren charge to doubtful accounts expense under ach method?
	
	% of credit sales
	
	% of accounts receivable

	A.
	51,000
	
	45,000

	B.
	51,000
	
	29,000

	C.
	35,000
	
	45,000

	D.
	35,000
	
	29,000



SOLUTION:
Percentage of sales = 2% x P 1,750,000 = P 35,000

Percentage of accounts receivable = (P 900,000 x 5%) – P 16,000 = P 29,000


Problem 12 (PHILCPA)
Easy Company sells directly to retail customers. On January 1, 2019, the balance of the accounts receivable was P 207,000 while the allowance for doubtful accounts was a credit of P 7,800. The following data are gathered:

	Year 
	Credit Sales
	Write-offs
	Recoveries

	
	
	
	

	2016
	1,110,000
	26,000
	2,150

	2017
	1,225,000
	29,500
	3,750

	2018
	1,465,000
	30,000
	3,600

	2019
	1,500,000
	31,000
	4,200



Doubtful accounts are provided for as a percentage of credit sales. The accountant calculates the percentage annually by using the experience of the three years prior to the current year. Cash receipts in 2019 from the credit sales amounted to P 1,380,200.

For 2019, Easy Company should record doubtful accounts expense at
A. P 26,800
B. P 31,000
C. P 30,000
D. P 22,200

SOLUTION:
	Year 
	Credit Sales
	Write-offs
	Recoveries

	
	
	
	

	2016
	1,110,000
	26,000
	2,150

	2017
	1,225,000
	29,500
	3,750

	2018
	1,465,000
	30,000
	3,600

	Total 
	3,800,000
	85,500
	9,500



DAE Rate = (Write offs – Recoveries) / Credit Sales
DAE Rate = (P 85,500 – P 9,500) / P 3,800,000
DAE Rate = P 76,000 / P 3,800,000
DAE Rate = 2%

DAE for 2019 = 2019 Credit Sales x DAE %
DAE for 2019 = P 1,500,000 x 2%
DAE for 2019 = P 30,000





















TOPIC – NOTES RECEIVABLE
STRAIGHT PROBLEMS / MULTIPLE CHOICE QUESTIONS
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TOPIC – LOANS RECEIVABLE
STRAIGHT PROBLEMS / MULTIPLE CHOICE QUESTIONS
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MULTIPLE CHOICE QUESTIONS

PROBLEM 7-9 (IFRS)
Moderate Bank granted a loan to  borrower on January 1, 2019. The interest on the loan is 10% payable annually starting December 31, 2019. The loan matures in three years on December 31, 2021,

	Principal amount
	5,000,000

	Direct origination cost incurred
	100,000

	Indirect origination cost incurred
	50,000

	Origination fee received from the borrower
	340,000



After considering the origination fee received from the borrower and the direct origination cost incurred, the effective rate on the loan is 12%.

1. [bookmark: _GoBack]
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PRESENT VALUE FACTOR THROUGH ORDINARY CALCULATOR

A. To compute the Present Value (PV) of 1 at r for n periods:

where r - rate

n - number of periods

(1)Enter (1 + r in which r is expressed in decimal).

(2)Press the division sign twice.

(3)Press the equal sign ( = ) for the number of interest periods required (n). 

(4)The result is the PV of 1 for n periods which is less than 1.

B. To compute the PV of an ordinaryannuity of 1 at r for n period:

(5)Deduct 1.00 from number (4) which will a negative result.

(6)Press the plus/minus sign (+/-) sign to remove the negative in number (5).

(7)Divide the result in number 6 by rate (r) expressed in decimal.

(8)The result is the PV of an ordinary annuity of 1 at r for n periods which is more than 1.00.
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PROBLEM 6-1:

Required:

Prepare journal entries for 2019, 2020 and 2021.

Debit Credit

Jan. 1 Notes Receivable 6,000,000

Cash 1,000,000

Gain on sale of land 2,000,000

Land 5,000,000

Dec. 31 Interest Receivable 720,000

Interest Income 720,000

P 6,000,000 x 12% x 1 year

Dec. 31 Interest Receivable 806,400

Interest Income 806,400

(P 6,000,000 + P 720,000) x 12% x 1 year

Dec. 31 Cash (P 6,000,000 + P 720,000 + P 806,400) 7,526,400

Notes Receivable 6,000,000

Interest Receivable 1,526,400

2020

2021

Feasible Company sold to another entity a tract of land costing P 5,000,000 for P 7,000,000 on January 1, 

2019.

The buyer paid P 1,000,000 down and signed a two-year promissory note for the remainder of the purchase 

price plus 12% interest compounded annually. The note matures on january 1, 2021.

Date

2019

Account Names
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PROBLEM 6-2: 

Required:

(1) Prepare journal entries for 2019, 2020 and 2021.

(2)

Debit Credit

Jan. 1 Notes Receivable 600,000 Current Assets:

Sales (based on cash selling price) 540,000 Notes Receivable 200,000

Unearned Interest Income 60,000 Unearned Interest Income -20,000

Carrying amount/Amortized Cost 180,000

Dec. 31 Cash (P 600,000 / 3 installments) 200,000

Notes Receivable 200,000 Non-Current Assets:

Notes Receivable 200,000

31 Unearned Interest Income 300,000 Unearned Interest Income -10,000

Interest Income 300,000 Carrying amount/Amortized Cost 190,000

31/12/2019 600,000 600K/1.2M 30,000

31/12/2020 400,000 400k/1.2M 20,000

31/12/2021 200,000 200K/1.2M 10,000

1,200,000 60,000

Dec. 31 Cash 200,000 Current Assets:

Notes Receivable 200,000 Notes Receivable 200,000

Unearned Interest Income -10,000

31 Unearned Interest Income 20,000 Carrying amount/Amortized Cost 190,000

Interest Income 20,000

Non-current Assets:

Notes Receivable 0

Dec. 31 Cash 200,000

Notes Receivable 200,000 Current Assets:

Notes Receivable 0

31 Unearned Interest Income 10,000

Interest Income 10,000 Non-current Assets:

Notes Receivable 0

2019

2020

2021

As of December 31, 2019

STATEMENT OF FINANCIAL POSITION

As of December 31, 2020

As of December 31, 2021

Outstanding 

Balance Year Fraction

Interest 

Income

(LT Notes; non-interest bearing; cash selling price is given; no down payment; 

installment payment of principal)

Determine the carrying amount of the notes receivable at the end of each 

year.

Bygone Comopany manufacatures and sells computers. On January 1, 2019, the 

entity sold a computer costing P 400,000 for P 600,000.

The buyer signed a non-interest bearing note for P 600,000 payable in three 

equal installments every December 31. The cash selling price of the computer is 

P 540,000.

Date Account Names
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PROBLEM 6-3:

Required:

(1) Prepare journal entries for 2019, 2020 and 2021.

(2) Determine the carrying amount of notes receivable at the end of each year.

COMPUTE FIRST THE FOLLOWING:

A.Unearned Interest Income

Face value of notes 900,000

Present value of notes:

Annual installment payment 300,000

2.4018 -720,540

Unearned Interest Income 179,460

B.Sales Price

Present value of notes 720,540

Down payment made 100,000

Sales Price 820,540

C.Gross Income

Sales Price 820,540

Cost of Sales -700,000

Gross Income 120,540

Debit Credit

Jan. 1 Cash (down payment received) 100,000 Current Assets:

Notes Receivable (at face value) 900,000 Notes Receivable 900,000

Sales (adjusted based on PV) 820,540 Unearned Interest Income -179,460

Unearned Interest Income 179,460 Carrying amount/Amortized Cost 720,540

Dec. 31 Cash (P 900,000 / 3 installments) 300,000 Current Assets:

Notes Receivable 300,000 Notes Receivable 300,000

Unearned Interest Income -60,841

31 Unearned Interest Income 86,465 Carrying amount/Amortized Cost 239,159

Interest Income 86,465

Non-current Assets:

Notes Receivable 300,000

Date Collection Interest Principal Unearned Interest Income -32,155

PV x ER Colln - Int. PV-Prin. Carrying amount/Amortized Cost 267,845

01/01/2019 720,540

31/12/2019 300,000 86,465 213,535 507,005

31/12/2020 300,000 60,841 239,159 267,845

31/12/2021 300,000 32,155 267,845 0

Debit Credit

Current Assets:

Dec. 31 Cash 300,000 Notes Receivable 300,000

Notes Receivable 300,000 Unearned Interest Income -32,155

Carrying amount/Amortized Cost 267,845

31 Unearned Interest Income 60,841

Interest Income 60,841 Non-current Assets:

Notes Receivable 0

Unearned Interest Income 0

Carrying Amount/Amortized Cost 0

Dec. 31 Cash 300,000 Current Assets:

Notes Receivable 300,000 Notes Receivable 0

31 Unearned Interest Income 32,155 Non-current Assets:

Interest Income 32,155 Notes Receivable 0

2020

2021

As of December 31, 2021

The prevailing interest rate for a note of this type is 12%. The present value of an 

ordinary annuity of 1 for three periods is 2.4018.

Multiply by PVF of annuity of 1 

of 12% for 3 periods

Present 

Value

As of December 31, 2019

Date Account Names

2019

As of December 31, 2020

 (LT notes; non-interest bearing; cash selling price not given; with down 

payment; installlment payment of principal)

Innovative Company manufactures and sells electrical generators. On Janbuary 1, 

2019, the entity sold an electrical generator costing P 700,000 for P 1,000,000.

The buyer paid P 100,000 down and signed a P 900,000 non-interest bearing note 

payable in three equal installments every December 31.

STATEMENT OF FINANCIAL POSITION

Date Account Names As of January 1, 2019
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PROBLEM 6-4:

PV of 1 at 8% for 5 periods 0.68

PV of an ordinary annuity of 1 at 8% for 5 periods 3.99

Required:

(1) Prepare journal entries for 2019, 2020, 2021, 2022 and 2023.

(2)

COMPUTE FIRST THE FOLLOWING:

A.Unearned Interest Income

Face value of notes

(P 500,000 x 5 annual payments) 2,500,000

Present value of notes:

Annual installment payment 500,000

3.9900 -1,995,000

Unearned Interest Income 505,000

B.Sales Price

Present value of notes 1,995,000

Down payment made 0

Sales Price 1,995,000

Determine the carrying amount of the notes receivable at the end of each 

year.

 (LT notes; non-interest bearing; cash selling price not given; no down 

payment; installment payment of principal)

Gullible Company is a leader in equipment. ON December 31, 2019, the entity sold 

an equipment in exchange for a non-interest bearing note requiring five annual 

payments of P 500,000.

The first payment was made on December 31, 2020. The market interest for similar 

notes was 8%. The relevant present value factors are:

Multiply by PVF of annuity of 1 

at 8% for 5 periods


image11.emf
Debit Credit

Jan. 1 Notes Receivable (at face value) 2,500,000 Current Assets:

Sales (adjusted based on PV) 1,995,000 Notes Receivable 2,500,000

Unearned Interest Income 505,000 Unearned Interest Income -505,000

Carrying amount/Amortized Cost 1,995,000

Dec. 31 Cash  500,000 Current Assets:

Notes Receivable 500,000 Notes Receivable 500,000

Unearned Interest Income -132,368

31 Unearned Interest Income 159,600 Carrying amount/Amortized Cost 367,632

Interest Income 159,600

Non-current Assets:

Notes Receivable 1,500,000

Yr. Date Collection Interest Principal Unearned Interest Income -213,032

PV x ER Colln - Int. PV-Prin. Carrying amount/Amortized Cost 1,286,968

01/01/2019 1,995,000

1 31/12/2019 500,000 159,600 340,400 1,654,600

2 31/12/2020 500,000 132,368 367,632 1,286,968

3 31/12/2021 500,000 102,957 397,043 889,925

4 31/12/2022 500,000 71,194 428,806 461,119

5 31/12/2023 500,000 38,881 461,119 0

2019

As of December 31, 2019

Present 

Value

STATEMENT OF FINANCIAL POSITION

Date Account Names As of January 1, 2019
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Debit Credit

Current Assets:

Dec. 31 Cash 500,000 Notes Receivable 500,000

Notes Receivable 500,000 Unearned Interest Income -102,957

Carrying amount/Amortized Cost 397,043

31 Unearned Interest Income 132,368

Interest Income 132,368 Non-current Assets:

Notes Receivable 1,000,000

Unearned Interest Income -110,075

Carrying Amount/Amortized Cost 889,925

Dec. 31 Cash 500,000 Current Assets:

Notes Receivable 500,000 Notes Receivable 500,000

Unearned Interest Income -71,194

31 Unearned Interest Income 102,957 Carrying amount/Amortized Cost 428,806

Interest Income 102,957

Non-current Assets:

Notes Receivable 500,000

Unearned Interest Income -38,881

Carrying Amount/Amortized Cost 461,119

Dec. 31 Cash 500,000 Current Assets:

Notes Receivable 500,000 Notes Receivable 500,000

Unearned Interest Income 38,881

31 Unearned Interest Income 71,194 Carrying amount/Amortized Cost 538,881

Interest Income 71,194

Non-current Assets:

Notes Receivable 0

Unearned Interest Income 0

Carrying Amount/Amortized Cost 0

Dec. 31 Cash 500,000 Current Assets:

Notes Receivable 500,000 Notes Receivable 500,000

Unearned Interest Income 0

31 Unearned Interest Income 38,881 Carrying amount/Amortized Cost 500,000

Interest Income 38,881

Non-current Assets:

Notes Receivable 0

Unearned Interest Income 0

Carrying Amount/Amortized Cost 0

As of December 31, 2022

Date Account Names As of December 31, 2020

2022

As of December 31, 2023

2023

2020

As of December 31, 2021

2021
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PROBLEM 6-5:

Required:

(1) Prepare journal entries for 2019, 2020, 2021, and 2022

(2)

COMPUTE FIRST THE FOLLOWING:

A.Unearned Interest Income

Face value of notes 400,000

Present value of notes:

Face value of notes 400,000

0.7118 -284,720

Unearned Interest Income 115,280

B.Sales Price

Present value of notes 284,720

Down payment made 125,000

Sales Price 409,720

C.Gross Income

Sales Price 409,720

Carrying amount:

Cost 500,000

Accumulated Depreciation 150,000 -350,000

Gain on sale 59,720

 (LT notes; non-interest bearing; cash selling price not given; no down 

payment; installment payment of principal)

On January 1, 2019, Enigma Company sold an equipment costing P 500,000 which 

had a carrying amount of P 350,000, receiving a P 125,000 down payment and, an 

additional consideration, a P 400,000 non-interest bearing note due on January 1, 

2022.

There was no established exchange price for the equipment, and the note had no 

ready market value.

Determine the carrying amount of the notes receivable at the end of each 

year.

Multiply by PVF of 1 at 12% for 

3 periods

The prevailing rate of interest for a note of this type at January 1, 2019 was 12%. The 

present value of 1 at 12% for three periods is 0.7118.
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Debit Credit

Jan. 1 Cash 125,000 Non-Current Assets:

Notes Receivable (at face value)  400,000 Notes Receivable 400,000

Accumulated Depreciation 150,000 Unearned Interest Income -115,280

Equipment 500,000 Carrying amount/Amortized Cost 284,720

Unearned Interest Income 115,280

Gain on sale of Equipment 59,720

Dec. 31 Unearned Interest Income 34,166 Non-Current Assets:

Interest Income 34,166 Notes Receivable 400,000

Unearned Interest Income -81,114

Carrying amount/Amortized Cost 318,886

Yr. Date

PV x ER UI - Int.In. PV+Int. In.

01/01/2019 115,280 284,720

1 31/12/2019 34,166 81,114 318,886

2 31/12/2020 38,266 42,847 357,153

3 31/12/2021 42,847 0 400,000

STATEMENT OF FINANCIAL POSITION

Present 

Value

Interest 

Income

Unearned 

Interest

Date Account Names As of January 1, 2019

2019

As of December 31, 2019
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Debit Credit

Non-current Assets:

Dec. 31 Unearned Interest Income 38,266 Notes Receivable 400,000

Interest Income 38,266 Unearned Interest Income -42,847

Carrying amount/Amortized Cost 357,153

Dec. 31 Unearned Interest Income 42,847 Current Assets:

Interest Income 42,847 Notes Receivable 400,000

Unearned Interest Income 0

Carrying amount/Amortized Cost 400,000

Jan. 1 Cash 400,000 Current Assets:

Notes Receivable 400,000 Notes Receivable 0

Unearned Interest Income 0

Carrying amount/Amortized Cost 0

As of December 31, 2022

2022

Date Account Names As of December 31, 2020

2020

As of December 31, 2021

2021
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PROBLEM 6-7 (IAA)

Accounts Receivable, net of P 520,000 allowance for doubtful accounts 3,840,000

Interest Receivable 190,000

Notes Receivable 4,000,000

* The notes receivable comprised:

*

*

1.What amount should be reported as interest income for 2020?

A. P 110,000

B. P 240,000

C. P  60,000

D. P  80,000

Solution:

Inrerest income for year 2020 on:

P 1,000,000 x 6% x 10/12 50,000

P 3,000,000 x 8% x 3/12 60,000

Total 110,000 Letter A

Supporting computation:

Accrued interest receivable (given) 190,000

Interest on notes receivable:

P 3,000,000 x 8% x 9/12 (180,000) April 1 to December 31

Interest on P 1,000,000 Notes Receivable 10,000 November 1 to December 31

Inrerest rate for P 1,000,000 notes receivable:

P 10,000 / 2 months = P 5,000 per month

P 5,000 per month x 12 months = P 60,000 per year

P 60,000 annual interest / P 1,000,000 principal = 6%

2.What amount should be reported as doubtful accounts expense for 2019?

A. P 535,000

B. P 425,000

C. P 110,000

D. P 410,000

Solution:

Balances, 12/31/2019

AR = P 3,840,000 + P 520,000 4,360,000

ADA (given) 520,000

During the year 2020:

Sales Revenue 21,200,000

Collection from customers -19,800,000

Accounts written off -410,000 -410,000

Balances, 12/31/2020 5,350,000 110,000

ADA, adjusted, 12/31/2020

P 5,350,000 x 10% 535,000

ADA, unadusted, 12/31/2020 -110,000

Doubtful accounts expense during 2020 425,000Letter B

Year 2019

Accounts 

Rec. ADA

Nova Company reported the following receivables on December 31, 2019:

P 1,000,000 note dated October 31, 2019 with a principal and interest payable on October 

31, 2020.

P 3,000,000 note dated March 31, 2019 with principal and 8% interest payable on March 31, 

2020.

During 2020, sales revenue totaled P 21,200,000, P 19,800,000 cash was collected from 

customers, and P 410,000 in accounts receivable were written off. All sales were made on a 

credit basis.

Doubtful accounts expense was recorded at year end by adjusting the allowance account to 

an amount equal to 10% of year-end accounts receivable.
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PROBLEM 6-8 (AICPA Adapted)

The prevailing rate of interest for this type of note at date of issuance was 10%

What amount should be reported as sales revenue?

A. P 3,216,000

B. P 2,922,000

C. P 2,616,000

D. P 2,142,000

Solution:

Annual payment for six years 600,000

4.36

Present value of notes for six years 2,616,000

First payment on 1/1/2019, date of sale 600,000

Sales revenue to be reported 3,216,004Letter A

Multiply by PVF of ordinary annuity of 1 

at 10% for 6 periods

7

0.56

0.51

4.36

4.87

On January 1, 2019, Savage Company sold goods to another entity. The buyer signed a non-

interest bearing note requiring payment of P 600,000 annually for seven years. The first payment 

was made on January 1, 2019.

Periods PV of 1 at 10%

Present Value of Ordinary 

annuity of 1 at 10%

6
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PROBLEM 6-9 (AICPA Adapted)

The market interest rate for similar notes at date of issuance was 8%

On December 31, what is the carrying amount of note receivable?

A. P 2,250,000

B. P 2,300,000

C. P 3,125,000

D. P 3,355,000

Solution:

Annual payment for 9 years 500,000

6.25

Present value of notes, 12/31/2019 3,125,000Letter C

Notes: The PV of notes at 12/31/2019 is also its carrying value.

6.71

Multiply by PVF of ordinary annuity of 1 

at 8% for 9 periods

On December 31, 2019, Humilty Company sold a machine to another entity in exchange for a non-

interest-bearing note requiring ten annual payments of P 500,000. The buyer made the first 

payment on December 31, 2019.

Present Value of Ordinary 

annuity of 1 at 8% Periods PV of 1 at 8%

9 0.50 6.25

10 0.46
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PROBLEM 6-10 (AICPA Adapted)

1.

A. P 1,000,000

B. P    944,000

C. P    965,200

D. P    972,320

Solution:

P 1,000,000 (Letter A). 

This should be at face value because the notes is due in nine months.

2.

A. P 1,000,000

B. P    782,000

C. P    932,000

D. P    680,000

Solution:

Face value of notes from Yola Company 1,000,000

Interest annually (P 1,000,000 x 3% x 5 years) 150,000

FV of notes and interest payable at maturity 1,150,000

PVF of 1 due in five years at 8% 0.68

Carrying value of notes receivable from Yola

Company at 12/31/2019 782,000 Letter B

At what amount should the notes receivable from Yola Company be reported on December 

31, 2019?

On December 31, 2019 Jovial Company received two P 1,000,000 notes receivable from 

customers in exchange for services rendered.

On both notes, interest is calculated on the outstanding principal balance at the annual rate of 3% 

and payable at maturity.

The note from Zeta Company made under customary trade terms, is due in nine months and the 

note from Yola Company is due in five years.

The market interest rate for similar notes on December 31, 2019 was 8%.

The present value of 1 due in nine months is 0.944 and the present value of 1 due in five years is 

0.68.

At what amount should the notes receivable from Zeta Company be reported on December 

31, 2019?
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PROBLEM 6-11 (IAA)

PV of 1 at 8% for 5 periods 0.68

PV of an ordinary annuity of 1 at 8% for 5 periods 3.99

1.

A. P 2,500,000

B. P 1,995,000

C. P 1,700,000

D. P 1,495,000

Solution:

Annual payment for five years 500,000

PV of an ordinary annuity of 1 at 8% for 5 periods 3.99

Carrying amount of notes receivable 1,995,000 Letter B

Persevere Company is a delaer in equipment. On December 31, 2019, the entity sold an 

equipment in exchange for a noninterest bearing note requiring five annual payments of P 500,000. 

The first payment was made on December 31, 2010.

The market interest rate for similar notes was 8%.

On December 31, 2019, what is the carrying amount of notes receivable?
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2.What amount of interest income should be reported for 2019?

A. P 505,000

B. P 101,000

C. P 159,600

D. P 119,600

Solution:

PV of notes receivable, 12/31/2019 1,995,000

Multiply by effective rate 8%

Interest Income 159,600 Letter C

Date Collection Interest Principal

PV x ER Colln - Int. PV-Prin.

31/12/2019 1,995,000

1 31/12/2020 500,000 159,600 340,400 1,654,600

2 31/12/2021 500,000 132,368 367,632 1,286,968

3 31/12/2022 500,000 102,957 397,043 889,925

4 31/12/2023 500,000 71,194 428,806 461,119

5 31/12/2024 500,000 38,881 461,119 0

3.What is the carrying amount of the notes receivable on December 31, 2019?

A. P 1,654,000

B. P 2,154,600

C. P 2,000,000

D. P 1,495,000

Solution:

PV of notes receivable, 12/31/2019 1,995,000

Principal payment:

Annual payment for 2020 500,000

Interest Income

(P 1,995,600 x 8%) -159,600 -340,400

Carrying amount of NR at 12/31/2020 1,654,600 Letter A

4.What amount of interest income should be reported for 2021?

A. P 132,368

B. P 172,368

C. P 160,000

D. P 200,000

Solution:

PV of notes receivable, 12/31/2020 1,654,600

Multiply by effective rate 8%

Interest Income 132,368 Letter A

Present 

Value YR.
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PROBLEM 6-12 (AICPA Adapted)

PV of 1 at 12% for 10 periods 0.322

PV of an ordinary annuity of 1 at 12% for 10 periods 5.650

1.

A. P 5,000,000

B. P 2,175,000

C. P 1,610,000

D. P 2,825,000

Solution:

Annual payment for 10 years 500,000

PV of an ordinary annuity of 1 at 12% for 10 periods 5.650

Carrying amount of notes receivable at 12/31/2019 2,825,000Letter D

2.

A. P 3,000,000

B. P 2,175,000

C. P    825,000

D. P             0

Solution:

PV of notes receivable at date of sale, 12/31/2019 2,825,000

Carrying cost of equipment (already given) -2,000,000

Gain on sale of equipment 825,000Letter C

3.What amount of interest income should be recognized for 2020?

A. P 600,000

B. P 339,000

C. P 319,800

D. P 300,000

Solution:

PV of notes receivable, 12/31/2019, date of sale 2,825,000

Multiply by effective rate 12%

Interest Income for year 2020 339,000 Letter B

4.What is the carrying amount of the notes receivable on December 31, 2020?

A. P 2,325,000

B. P 4,500,000

C. P 2,825,000

D. P 2,664,000

Solution:

PV of notes receivable, 12/31/2019, date of sale 2,825,000

Principal payment:

Annual payment for 2020 500,000

Interest Income for 2020 (See No. 3) -339,000 -161,000

Carrying amount of NR at 12/31/2020 2,664,000

Letter D

Date Collection Interest Principal

PV x ER Colln - Int. PV-Prin.

31/12/2019 2,825,000

1 31/12/2020 500,000 339,000 161,000 2,664,000

2 31/12/2021 500,000 319,680 180,320 2,483,680

3 31/12/2022 500,000 298,042 201,958 2,281,722

4 31/12/2023 500,000 273,807 226,193 2,055,528

5 31/12/2024 500,000 246,663 253,337 1,802,192

6 31/12/2025 500,000 216,263 283,737 1,518,455

7 31/12/2026 500,000 182,215 317,785 1,200,669

8 31/12/2027 500,000 144,080 355,920 844,749

9 31/12/2028 500,000 101,370 398,630 446,119

10 31/12/2029 500,000 53,881 446,119 0

On December 31, 2019, Precious Company sold an equipment with carrying amount of P 

2,000,000 and received a non-interest-bearing note requiring payment of P 500,000 annually for 

ten years. The first payment is due on December 31, 2020.

The prevailing interest rate for this type of note at date of issuance is 12%

On December 31, 2019, what is the carrying amount of notes receivable?

What is the gain on sale of equipment to be recognized in 2019?

YR.

Present 

Value
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PROBLEM 6-13 (AICPA Adapted)

There was no established exchange price for the building and the note had no ready market.

A. P 370,000

B. P 400,000

C. P 300,000

D. P 330,000

Solution:

Face value of non-interest bearing note 4,000,000

PV of 1 at 10% for 3 periods 0.75

Present value of notes receivable at 1/1/2019 3,000,000

Interest income for 2019 (P 3,000,000 x 10%) 300,000

Present value of notes receivable at 12/31/2019 3,300,000

Multiply by effective rate 10%

Interest revenue for 2020 330,000Letter D

On January 1, 2019, Mill Company sold a buildingand received as consideration P 1,000,000 

cash and a P 4,000,000 non-interest bearing note due on January 1, 2022.

What amount of interest revenue should be reported for 2020?

The prevailing interest rate for this type of note on January 1, 2019 was 10%. The present value 

of 1 at 10% for three periods is 0.75.
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PROBLEM 7-1 (IFRS)

With excess Unearned Interest Income (OF > DOC) 

Principal amount 4,000,000

Direct origination cost incurred 150,000

Origination fee received from the borrower 342,100

Required:

Prepare journal entries for 2019, 2020 and 2021.

SOLUTION:

Initial carrying amount of loan

Principal amount 4,000,000Loan Rec

Direct origination cost incurred 150,000

Origination fee received from the borrower -342,100 -192,100Un Int. Inc.

Initial carrying amount of loan 3,807,900

Present value of loan:

Present value of Principal (P 4,000,000 x 0.7118) 2,847,200

Present value of interest (P 4M x 10% x 2.4018) 960,720

Present value of loan receivable 3,807,920

Notes:

Interest on loan  - 10% This is the NOMINAL RATE For interest collection)

Effective rate - 12% This is the EFFECTIVE RATE (For PV computation)

Nasty Bank granted a loan to a borrower on January 1, 2019. The interest on loan is 10% 

payable annually starting December 31, 2019. The loan matures in three years on 

December 31, 2021. Data related to the loan are:

After considering the origination fees charged against the borrower and the direct 

origination cost incurred, the effective rate on the loan is 12%.
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Debit Credit

Jan.  1 Loan Receivable 4,000,000

Cash 4,000,000

NonCurrent Assets:

Release of loan.

Loans Receivable 4,000,000

Unearned interest Income -192,100

1 Cash 342,100

Carrying amount 3,807,900

Unearned Interest Income 342,100

Receipt of origination fees.

1 Unearned Interest Income 150,000

Cash 150,000

Direct origination cost incurred

Dec. 31 Cash 400,000

NonCurrent Assets:

Interest Income 400,000

Loans Receivable 4,000,000

Annual interest income for 2019.

Unearned interest Income -135,152

P 4,000,000 x 10%

Carrying amount 3,864,848

PR x 10% CA x 12%

Int. income - 

Int. received CA + Amort,

3,807,900

400,000 456,948 56,948 3,864,848

400,000 463,782 63,782 3,928,630

400,000 471,370 71,370 4,000,000

31 Unearned Interest Income 56,948

Interest Income 56,948

Amortization at year end.

31/12/2020

31/12/2021

STATEMENT OF FINANCIAL POSITION

As of January 1, 2019

As of December 31, 2019

Amortization Table - Effective Interest Method

Date

Interest 

received

Interest 

Income Amortization

Carrying 

amount

01/01/2019

31/12/2019

2019

Date  Account Names
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Dec. 31 Cash 400,000

NonCurrent Assets:

Interest Income 400,000

Loans Receivable 4,000,000

Annual interest income for 2020.

Unearned interest Income -71,370

P 4,000,000 x 10%

Carrying amount 3,928,630

31 Unearned Interest Income 63,782

Interest Income 63,782

Amortization at year end.

Dec. 31 Cash 400,000

NonCurrent Assets:

Interest Income 400,000

Loans Receivable 0

Annual interest income for 2021.

Unearned interest Income 0

P 4,000,000 x 10%

Carrying amount 0

31 Unearned Interest Income 71,370

Interest Income 71,370

Amortization at year end.

31 Cash 4,000,000

Loans  Receivable 4,000,000

As of December 31, 2019

As of December 31, 2021

2020

2021
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PROBLEM 7-3 (IFRS)

Principal amount 3,000,000

Direct origination cost incurred 260,300

Origination fee received from the borrower 100,000

Required:

Prepare journal entries for 2019, 2020, and 2021.

SOLUTION:

Initial carrying amount of loan

Principal amount 3,000,000Loans Rec

Direct origination cost incurred 260,300

Origination fee received from the borrower -100,000 160,300Expense

Initial carrying amount of loan 3,160,300

Present value of loan:

Present value of Principal (P 3,000,000 x 0.8396) 2,518,800

Present value of interest (P 3M x 8% x 2.6730) 641,520

Present value of loan receivable 3,160,320

Notes:

Interest on loan  - 8% This is the NOMINAL RATE For interest collection)

Effective rate - 6% This is the EFFECTIVE RATE (For PV computation)

Pauper Bank granted a loan to a borrower on January 1, 2019. The interest on loan is 8% payable 

annually starting December 31, 2019. The loan matures in three years on December 31, 2021. Data 

related to the loan are:

After considering the origination fees charged against the borrower and the direct origination cost 

incurred, the effective rate on the loan is 6%.
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Debit Credit

Jan.  1 Loan Receivable 3,000,000

Cash 3,000,000

NonCurrent Assets:

Release of loan.

Loans Receivable 3,000,000

Direct Origination Cost 160,300

1 Cash 100,000

Carrying amount 3,160,300

Unearned Interest Income 100,000

Receipt of origination fees.

1 Unearned Interest Income 100,000

Direct Origination Costs (subj. to amortization) 160,300

Cash 260,300

Direct origination cost incurred

Dec. 31 Cash 240,000

NonCurrent Assets:

Interest Income 240,000

Loans Receivable 3,000,000

Annual interest income for 2019.

Direct Origination Cost 109,918

P 4,000,000 x 10%

Carrying amount 3,109,918

PR x 8% CA x 6%

Int. income - 

Int. received CA - Amort,

160,300 3,160,300

240,000 189,618 50,382 109,918 3,109,918

240,000 186,595 53,405 56,513 3,056,513

240,000 183,487 56,513 0 3,000,000

31 Interest Income 50,382

Direct Origination Costs  50,382

Amortization at year end.

Dec. 31 Cash 240,000

NonCurrent Assets:

Interest Income 240,000

Loans Receivable 3,000,000

Annual interest income for 2020.

Direct Origination Cost 53,405

P 4,000,000 x 10%

Carrying amount 3,053,405

31 Interest Income 53,405

Direct Origination Costs  53,405

Amortization at year end.

Dec. 31 Cash 240,000

NonCurrent Assets:

Interest Income 240,000

Loans Receivable 0

Annual interest income for 2021.

Direct Origination Cost 0

P 4,000,000 x 10%

Carrying amount 0

31 Interest Income 56,513

Direct Origination Costs  56,513

Amortization at year end.

31 Cash 3,000,000

Loans  Receivable 3,000,000

As of December 31, 2023

2021

01/01/2019

31/12/2019

31/12/2020

31/12/2021

As of December 31, 2022

2020

2019

As of January 1, 2019

Unearned 

Int. Inc,

Date  Account Names

STATEMENT OF FINANCIAL POSITION

As of December 31, 2021

Amortization Table - Effective Interest Method

Date

Interest 

received

Interest 

Income Amortization

Carrying 

amount
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PROBLEM 7-5 (IIA)

Impairment Loss

Extended principal payments:

December 31, 2020 1,000,000

December 31, 2021 2,000,000

December 31, 2022 3,000,000

Present value of 1 at 8%:

For one period 0.93

For two periods 0.86

For three periods 0.79

Required:

1.Compute the impairment loss on the loan receivable

2.Prepare journal entries for 2019, 2020, and 2021.

SOLUTION:

Collection Balance

10,000,000

2,000,000 8,000,000 800,000 0

2,000,000 6,000,000 640,000 0

0 6,000,000 480,000 480,000

1,000,0001 year

2,000,0002 years

3,000,0003 years

Collection Balance Collection Balance

10,000,000 10,000,000

2,000,000 8,000,000 2,000,000 8,000,000

2,000,000 6,000,000 2,000,000 6,000,000

2,000,000 4,000,000

2,000,000 2,000,000

2,000,000 0

6 31/12/2022

1 31/12/2017

2 31/12/2018

PRINCIPAL

Expectation Actual

Year Date



01/01/2017

3 31/12/2019

4 31/12/2020

5 31/12/2021

INTEREST (P x 8%)

Interest 

Income

Accrued 

Interest Inc.

4 31/12/2020

5 31/12/2021

PRINCIPAL

Principal

Count from 

2019

Solvent Bank loaned P 10,000,000 to a borrower on January 1, 2017. The terms of the loan require 

principal payments of P 2,000,000 each year for five years plus interest at 8%

On December 31, 2019, the bank has determined that the remaining principal payments will be 

collected but the collection of the interest is unlikely. The bank has accrued the interest for 2019.

Year Date



01/01/2017

1 31/12/2017

2 31/12/2018

3 31/12/2019

The first principal and interest payment is due on December 31, 2017. The borrower made the 

required payments on December 31, 2017 and December 31, 2018.

However, during 2019 the borrower began to experience difficulties, requiring the bank to reassess 

the collectibility of the loan.
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Debit Credit

Jan.  1 Loan Receivable 10,000,000

Cash 10,000,000

NonCurrent Assets:

Release of loan.

Loans Receivable 10,000,000

Allowance for Loan Impairment 0

Carrying amount 10,000,000

Dec. 31 Cash 800,000

Interest Income 800,000

NonCurrent Assets:

Annual interest income for 2017.

Loans Receivable 8,000,000

P 10,000,000 x 8%

Allowance for Loan Impairment 0

Carrying amount 8,000,000

31 Cash 2,000,000

Loan Receivable 2,000,000

Dec. 31 Cash 640,000

NonCurrent Assets:

Interest Income 640,000

Loans Receivable 6,000,000

Annual interest income for 2018.

Allowance for Loan Impairment 0

P 8,000,000 x 8%

Carrying amount 6,000,000

31 Cash 2,000,000

Loan Receivable 2,000,000

Dec. 31 Interest Receivable 480,000

NonCurrent Assets:

Interest Income 480,000

Loans Receivable 6,000,000

P 6,000,000 x 8%

Allowance for Loan Impairment -980,000

Carrying amount 5,020,000

31 Impairment Loss 1,460,000

Interest Receivable 480,000

Allowance for Loan Impairment (counterbalancing figure) 980,000

(Subject to amortization)

Computation:

Carrying amount of Loan Receivable - 12/31/2019

Principal (P 2,000,000 x 3 years) 6,000,000

Interest Receivable for 2019

(P 6,000,000 x 8%) 480,000 6,480,000

Present value of Cash Inflows - Principal:

For 2020 - P 1,000,000 x 0.93 930,000

For 2021 - P 2,000,000 x 0.86 1,720,000

For 2022 - P 3,000,000 x 0.79 2,370,000 -5,020,000

Loan Impairment Loss  1,460,000

Dec. 31 Cash 1,000,000

Loan Receivable 1,000,000

NonCurrent Assets:

Collection of loan

Loans Receivable 5,000,000

Allowance for Loan Impairment -578,400

31 Allowance for Loan Impairment 401,600

Carrying amount 4,421,600

Interest Income 401,600

Amortization at year end. * P 980,000 - 401,600 =  578,400

PV  @ 12/31/2019 of P 5,020,000 x 8%

Dec. 31 Cash 2,000,000

Loan Receivable 2,000,000

Annual interest income for 2021.

Current Assets:

Loans Receivable 3,000,000

31 Allowance for Loan Impairment 353,728

Allowance for Loan Impairment -224,672

Interest Income 353,728

Carrying amount 2,775,328

Amortization at year end.

PV @ 12/31/2020 P 4,421,600 x 8%

As of December 31, 2019

2018

As of December 31, 2018

As of December 31, 2021

2021

As of December 31, 2020

2020

As of December 31, 2017

2019

STATEMENT OF FINANCIAL POSITION

2017

As of January 1, 2017

Date  Account Names
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Dec. 31 Cash 3,000,000 Current Assets:

Loan Receivable 3,000,000 Loan Receivable 0

Allowance for Loan Impairment 0

31 Allowance for Loan Impairment 224,672 Carrying amount 0

Interest Income 224,672

Amortization at year end.

PV @ 12/31/2021 P 2,775,328 x 8%

Computation:

Allowance for Loan Impairment per book 980,000

Amortization every year:

Year 2020 -401,600

Year 2021  -353,728

Balance at end of term in 2022 224,672

Based on PV balance at 12/31/2021:

P 2,775,328 x 8% -222,026

Discrepancy due to rounding off 2,646

2022

As of December 31, 2022


image32.emf
PROBLEM 7-6 (IIA)

Impairment Loss

Projected cash flows:

December 31, 2020

December 31, 2021

December 31, 2022

Present value of 1 at 12%:

For one period 0.89

For two periods 0.80

For three periods 0.71

For four  periods 0.64

Required:

1.Compute the present value of the loan receivable on December 31, 2019.

1.Compute the impairment loss on the loan receivable

2.Prepare journal entries for 2019, 2020, and 2021.

SOLUTION:

Collection Balance

0 7,500,000

0 7,500,000 900,000 0

0 7,500,000 900,000 900,000

0 7,500,000 0 0

500,000 1 year

1,000,000 2 years

2,000,000 3 years

4,000,000 4 years

PRINCIPAL

Maturity Date

31/12/2021

6 31/12/2022

2 31/12/2018

3 31/12/2019

4 31/12/2020

Interest 

Income

Accrued 

Interest Inc. Principal

Count from 

2019

7 31/12/2023

5

Date



01/01/2017

1 31/12/2017

Year

Cozy Bank loaned a borrower P 7,500,000 on January 1, 2017. The terms of the loan were payment in 

full on January 1, 2022, plus annual interest payment at 12%.

The interest payment was made as scheduled on January 1, 2018. However, due to financial set 

backs, the borrower was unable to make the 2019 interest payment.

The bank considered the loan impaired and projected the cash flows from the loan on December 31, 

2019.

The bank accrued the interest on December 31, 2018 but did not continue to accrue interest for 2019 

due to the impairment of the loan.

INTEREST (P x 8%)

Date of Cash 

Flows

Amount projected on 

12/31/2019

500,000

1,000,000

2,000,000

4,000,000 December 31, 2023
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Debit Credit

Jan.  1 Loan Receivable 7,500,000

Cash 7,500,000

NonCurrent Assets:

Release of loan.

Loans Receivable 7,500,000

Allowance for LI 0

Carrying amount 7,500,000

Dec. 31 Interest Receivable 900,000

Interest Income 900,000

NonCurrent Assets:

Annual interest income for 2017.

Loans Receivable 7,500,000

P 7,500,000 x 12%

Allowance for LI 0

Carrying amount 7,500,000

Interest Receivable 900,000

As of December 31, 2017

As of January 1, 2017

STATEMENT OF FINANCIAL POSITION

Date  Account Names

2017
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Jan. 1 Interest Income 900,000

Interest Receivable 900,000

Reversing entry of accrued interest income.

1 Cash 900,000

Interest Income 900,000

Collection of 2017 interest income

Dec. 31 Interest Receivable 900,000

NonCurrent Assets:

Interest Income 900,000

Loans Receivable 7,500,000

Accrual of interest income for 2018.

Unearned interest Income 0

P 7,500,000 x 12%

Carrying amount 7,500,000

Interest Receivable 900,000

Dec. 31 Impairment Loss 3,175,000

NonCurrent Assets:

Interest Receivable 900,000

Loans Receivable 7,500,000

Allowance for Loan Impairment 2,275,000

Allowance for Loan Impairment -2,275,000

Carrying amount 5,225,000

Computation:

Carrying amount of Loan Receivable - 12/31/2019

Principal  7,500,000

Interest Receivable for 2019

(P 7,500,000 x 12%) 900,000 8,400,000

Present value of Cash Inflows - Principal:

For 2020 - P 500,000 x 0.89 445,000

For 2021 - P 1,000,000 x 0.80 800,000

For 2022 - P 2,000,000 x 0.71 1,420,000

For 2023 - P 4,000,000 x 0.64 2,560,000 5,225,000

Loan Impairment Loss  3,175,000

Dec. 31 Allowance for Loan Impairment 627,000

Interest Income 627,000

NonCurrent Assets:

Amortization at year end.

Loans Receivable* 7,000,000

PV  @ 12/31/2019 of P 5,225,000 x 12%

Allowance for Loan Impairment** -1,648,000

Carrying amount 5,352,000

31 Cash 500,000 ** P 7,500,000 - P 500,000

Loan Receivable 500,000 *ALI = P 2,275,000 - P 627,000

Annual interest income for 2021.

Dec. 31 Allowance for Loan Impairment 642,240

NonCurrent Assets:

Interest Income 642,240

Loans Receivable* 6,000,000

Amortization at year end.

Allowance for Loan Impairment** -1,005,760

PV @ 12/31/2020 P 5,352,000 x 12%

Carrying amount 4,994,240

31 Cash 1,000,000 * P 7,000,000 - P 1,000,000

Loan Receivable 1,000,000 **ALI = P 1,648,000 - P 642,240

Dec. 31 Allowance for Loan Impairment 599,309

Interest Income 599,309 Current Assets:

Amortization at year end. Loan Receivable 4,000,000

PV @ 12/31/2021 P4,994,240 x 12% Allowance for Loan Impairment -406,451

Carrying amount 3,593,549

31 Cash 2,000,000

Loan Receivable 2,000,000 ** P 6,000,000 - P 2,000,000

*ALI = P 1,005,760 - P 599,309

As of December 31, 2021

As of December 31, 2022

As of December 31, 2018

As of December 31, 2019

As of December 31, 2020

2020

2021

2022

2018
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Dec. 31 Allowance for Loan Impairment 406,451

Interest Income 406,451 Current Assets:

Amortization at year end. Loan Receivable 0

PV @ 12/31/2021 P 3,593,549 x 12% Allowance for Loan Impairment 0

Carrying amount 0

31 Cash 4,000,000

Loan Receivable 4,000,000 ** P 4,000,000 - P 4,000,000

*ALI = P  406,451 - P 406,451

Computation:

Allowance for Loan Impairment per book 2,275,000

Amortization every year:

Year 2020 -627,000

Year 2021  -642,240

Year 2022 -599,309

Balance at end of term in 2022 406,451

Based on PV balance at 12/31/2021:

P 3,593,549 x 12% -431,226

Discrepancy due to rounding off -24,775

As of December 31, 2023 2023
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LECTURE:

Three - Stage Impairment Approach

Carrying amount at reporting date xxx

Less:PV of expected cash flow - probable

Carrying amount at reporting date xxx

Multiply by probability of collection %

Expected cash flow - Probable  xxx

Multiply by PV of 1 at % for n periods xxx xxx

Expected credit loss xxx

Multiply by probability of default within 12 months %

12-month Expected Credit Loss xxx

Impairment Loss xxx

Allowance for Loan Impairment xxx

Loans Receivable xxx

Allowance for Loan Impairment (xxx)

Carrying Amount at reporting date xxx

Related Computation Format

Related Journal Entry

Statement of Financial Position Presentation

What to recognize?

12-month expected 

credit loss which is the 

portion of the lifetime 

credit loss from default 

events that are possible 

within 12 months after the 

reporting period.

Stages

1 It covers debt instruments that have 

not declined significantly in credit 

quality since its initial recognition or 

that have low credit risk.

Coverage Characteristics

Have low credit risk

Have not declined 

significantly in credit 

quality
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Carrying amount at reporting date xxx

Less:PV of expected cash flow - probable

Carrying amount at reporting date xxx

Multiply by probability of collection %

Expected cash flow - Probable  xxx

Multiply by PV of 1 at % for n periods xxx xxx

Expected credit loss xxx

Multiply by probability of default within n periods %

Lifetime expected credit loss allowance xxx

Less:Unadjusted allowance at reporting date xxx

Impairment Loss xxx

Impairment Loss xxx

Allowance for Loan Impairment xxx

Loans Receivable xxx

Allowance for Loan Impairment (xxx)

Carrying Amount at reporting date xxx

Carrying amount at reporting date xxx

Less:PV of expected cash flow - probable

Carrying amount at reporting date xxx

Multiply by probability of collection %

Expected cash flow - Probable  xxx

Multiply by PV of 1 at % for n periods xxx xxx

Lifetime expected credit loss xxx

Less:Unadjusted allowance at reporting date xxx

Impairment Loss xxx

Stages Coverage Characteristics What to recognize? Related Computation Format

2

It covers debt instruments that have 

declined significantly in credit quality 

since initial recognition  but do not 

have objective evidence of 

impairment.

Have declined 

significantly in credit 

quality

Do not have objective 

evidence of 

A lifetime expected 

credit loss which is the 

expected credit loss that 

results from all default 

events over the expected 

life of the instrument.

Related Journal Entry

Statement of Financial Position Presentation

3 It covers debt instruments that have 

objective evidence of impairment at 

the reporting date.

Have declined 

significantly in credit 

quality

Have objective 

evidence of 

A lifetime expected 

credit loss

Stages Coverage Characteristics What to recognize? Related Computation Format
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PROBLEM 7-8 (IFRS)

Impairment Loss

Required:

1.Prepare journal entries fror 2019, 2020 and 2021.

2.Compute the carrying amount of the loan receivable on December 31, 2019, 2020 and 2021.

3.Prepare journal entries for 2022, 2023 and 2024.

On January 1, 2019, Global Bank loaned P 3,000,000 to a borrower. The contract specified that 

a loan had a 6-year term and a 9% interest rate.

On December 31, 2019, the bank determined that the loan has a 12-month probability of default 

of 2% and expected to collect only 90% of the loan. (STAGE 1 - LOW CREDIT RISK)

On December 31, 2020, the bank determined that there is a significant increase in the credit 

risk of the loan but no objective evidence of impairment. (STAGE 2 - SIGNIFICANT INCREASE IN 

CREDIT RIKS BUT NO OBJECTIVE EVIDENCE OF IMPAIRMENT)

Interest is payable annually every December 31 and the prinicpal amount will be collected on 

December 31, 2024. Interest is collected for 2019.

Based on relevant information, the bank concluded that there is a 30%  probability of default 

over the remaining term of the loan and it is expected that only 60% of the loan will be collected. 

Interest is collected for 2020.

On December 31, 2021, the borrower was under financial difficulty and the loan was 

considered impaired.

The bank agreed that only 40% of the principal will be collected on due date. Interest is 

collected for 2021.

The present value of 1 at 9% is 0.65 for 5 periods, 0.71 for four periods, and 0.77 for the three 
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SOLUTION:

Debit Credit

Jan.  1 Loan Receivable 3,000,000

Non-Current Assets:

Cash 3,000,000

Loans Receivable

Release of loan.

Allowance for Loan Impairment

Carrying amount

Dec.31 Cash 270,000

Interest Income 270,000

Non-Current Assets:

P 3,000,000 x 9%

Loans Receivable

Allowance for Loan Impairment

31 Impairment Loss 24,900

Carrying amount

Allowance for Impairment Loss 24,900

Carrying amount of Loan Receivable - 12/31/2019 3,000,000

Present Value of Cash flows at 12/31/2019

Carrying amount of Loan Receivable - 12/31/2019 3,000,000

Multiply by Probablity of Collection (given) 90%

Expected cash flow in year 2024 2,700,000

Multiply by PV of 1 at 9% for 5 periods 0.65 -1,755,000

Expected credit loss 1,245,000

Multiply by probability of default within 12 months 0.02

12 month expected credit loss 24,900

3,000,000

0

3,000,000

-24,900

2,975,100

As of December 31, 2019

3,000,000

As of January 1, 2019

Account Names

2019

Date 
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Dec.31 Cash 270,000

Non-Current Assets:

Interest Income 270,000

Loans Receivable

P 3,000,000 x 9%

Allowance for Loan Impairment

Carrying amount

31 Impairment Loss 491,700

Allowance for Impairment Loss 491,700

Carrying amount of Loan Receivable - 12/31/2020 3,000,000

Present Value of Cash flows at 12/31/2020

Carrying amount of Loan Receivable - 12/31/2020 3,000,000

Multiply by Probablity of Collection (given) 60%

Expected cash flow in year 2024 1,800,000

Multiply by PV of 1 at 9% for 4 periods 0.71 -1,278,000

Expected credit loss 1,722,000

Multiply by probability of default within 12 months 0.30

Lifetime expected credit loss allowance 516,600

Unadjusted allowance at reporting date -24,900

Impairment Loss 491,700

Dec.31 Cash 270,000

Non-Current Assets:

Interest Income 270,000

Loans Receivable

P 3,000,000 x 9%

Allowance for Loan Impairment

Carrying amount

31 Impairment Loss 1,559,400

Allowance for Loan Impairment (Squeeze figure) 240,600 516600Credit

Loans Receivable (P 3,000,000 x 60%) 1,800,000 -240600 Debit

276000 Bal

Carrying amount of Loan Receivable - 12/31/2021 3,000,000

Present Value of Cash flows at 12/31/2021

Carrying amount of Loan Receivable - 12/31/2021 3,000,000

Multiply by Probablity of Collection (given) 40%

Expected cash flow in year 2024 1,200,000

Multiply by PV of 1 at 9% for 3 periods 0.77 -924,000

Expected credit loss 2,076,000

Unadjusted allowance at reporting date -516,600

Impairment Loss 1,559,400

Loans Receivable carrying amount, unadjusted 3,000,000

Probable Collection (P 3,000,000 x 40%) -1,200,000

Impaired balance of Loans Receivable - 60% 1,800,000

Allowance for Loan Impairment, unadjusted, 12/31/2021

Dec.31 Allowance for Loan Impairment  83,160

Interest Income 83,160

Non-Current Assets:

P 924,000 x 9%

Loans Receivable

Allowance for Loan Impairment

Carrying amount

1,200,000

-276,000

924,000

2021

As of December 31, 2020

3,000,000

-516,600

2,483,400

As of December 31, 2021

2020

2022

As of December 31, 2022

1,200,000

-192,840

1,007,160
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Dec.31 Allowance for Loan Impairment  90,644

Interest Income 90,644

Non-Current Assets:

Loans Receivable

Carrying amount, 12/31/2022 924,000

Allowance for Loan Impairment

Amortization of Loan Impairment in 2022 83,160

Carrying amount

Carrying amount, 12/31/2023 1,007,160

Multiply by interest rate 9%

Amortization of Loan Impairment in 2023 90,644

Dec.31 Allowance for Loan Impairment 102,196

Interest income 102,196

Carrying amount of loan receivable, 12/31/2023 1,097,804

Probable Collectible amount (P3M - P 1.8M) -1,200,000

Amortization of Loan Impairment in 2024 -102,196

31 Cash 1,200,000

Loans Receivable 1,200,000

As of December 31, 2023

1,200,000

2023

2024

-102,196

1,097,804
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