SUA—The Sales and Cash Receipts Process (Chapter 3 of Reference book)

Accountant’s Objectives:
1.  All existing transactions for each subcycle are recorded.

2.  All transactions are recorded and summarized at the correct amounts.

3.  All transactions are correctly classified as defined by the chart of accounts.

4.  All transactions are included in the proper period.

5.  Uncollectible receivables at the balance sheet date are written off.

6.  The valuation of the allowance for doubtful accounts is reasonable 

7.  All material disclosures affecting the accounts are included in the financial statements and related footnotes.









Internal Controls:

1.  Adequate documents and records.

2.  Authorization of transactions:

a.  approval of credit before shipment takes place.
b.  shipment of the goods.
c.  determination of appropriate price to charge for the goods (including terms and freight).
d.  approval of credits to AR for such things as sales returns and write-off of uncollectibles.
e.  determining cash discounts allowed for customer payments before the due date.
3.  Separation of custody of assets and accounting.
4.  Independent checks on performance:
a.  account for all prenumbered shipping documents.
b.  account for all prenumbered sales invoices.
c.  compare price on invoices charged to customers with the price list.
d.  check the footing in journals and records.
e.  check the footing in journals and records.
f.  reconcile the AR control account to the related subsidiary ledger.
g.  prepare a monthly bank reconciliation.
5.  Monthly statements to customers.
What does Waren include in the Sales and Cash Receipts process (5 primary subcycles)?

1.  The Sales Cycle

2.  The Cash Receipts Cycle

3.  Sales Returns and Allowances

4.  Estimating & recording Bad Debt Expenses

5.  Write-off of Uncollectible Accounts

1)  The Sales Cycle:  
Transaction
   Actions





Documents 


Accounts
Credit Sales           Receive orders from customers

PO (#4)



AR
                              Ship goods 



 
Bill of Lading (#5)

Sales
                              Bill customers




Invoice (#6)
                              Record in sales in journal 


See page #7--Journals
                              Record in subsidiary ledger

See pg. 38-39--Instructions


                              Summarize journal and post to the     Pg. 31—General Ledger
                                     general ledger
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2)  The Cash Receipts Cycle (CR):
Transactions
Action
Documents
Accounts
Collection of AR
Receive Cash
Remittance Advice (Doc. #15)
Cash / AR
Borrow money
Enter in CR Prelist
CR Prelist (Doc. #9)
Cash / NP
Cash Sales
Deposit cash
Deposit slip (Doc. #10)
Cash / Sales




Discounts

Asset Sales  
Record in CR Journal
Page 9--Journals
Cash / Asset


   and subsidiary ledger
Page 38-39—Instructions

Summarize/Post to GL
Pg. 25—General Ledger
3)  Sales Returns and Allowances:
Transaction

Action



Documents



Accounts
Sales Returns

Process request


Sales return request (Doc. #12)
AR




Receive goods


Receiving report (Doc. #17)
Sales Returns

Credit customers

Credit memo (Doc. #13)
           




Record in sales journal 
Sales Journal—see page 7 




   & subsidiary ledgers
Page 38-39--Instructions




Post to GL



Pg. 31--Ledgers
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4)  Estimate of bad debt expense:  
Common Transaction
                            Actions






Bad debt provision (expense)

Determine amount











Record in General Journal











Post to GL
--pg. 36


 



For the SUA project, this computation uses the “allowance” method, and bad debt expense for the year is determined by multiplying Net Sales (Sales less sales discounts less sales returns and allowances) by a percentage based on prior year’s relationship of bad debt provision to net sales. The entry is one of the five adjusting entries in the Project.

Assume sales are $1,000,000, sales discounts are $100,000 and sales returns and allowances are $50,000, and the percentage is determined to be 1%.  Show the adjusting entry below:

Net Sales calculation: $1,000,000 – 100,000 – 50,000 = $850,000

BD expense for the period = $850,000 * 1% = $8,500.


Dr.
Cr.
BD Expense                                                 $8,500


Allowance for Doubtful Accounts                     $8,500
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5)  Write-off on uncollectible accounts:  
Common Transaction
                            Actions





Bad debt write-off



Identify uncollectible account 










Record in General Journal








Post in subsidiary ledger A/R (credit customer to be written off)







Post to GL

Documents
Accounts
List of uncollectible A/R
A/R, Sub. A/R

GJ
Allow. for D/A

GL
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What is required for Assignment #1?

1.  The aged trial balance of accounts receivable at year-end (NOTE – Although pages 45-46 of the Reference Manual state that “Ordinarily, cash receipts are assumed to apply to the oldest accounts receivable”.  THIS IS NOT TRUE FOR THE SUA PROJECT.  EACH INDIVIDUAL CASH RECEIPT SHOULD BE APPLIED TO THE SPECIFIC SALES INVOICE TO WHICH IT RELATES.
2.  A copy of the completed sales journal (see page 7 of the Journals book).
3.  A copy of the completed cash receipts journal (see page 9 of the Journals book).
4. Table showing the balance in accounts #: 10100, 10200, 10300, 30100, 30200, 30300.
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