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Chapter 8


CHAPTER 8

QUESTIONS

1.
The two general revenue recognition criteria are that revenue should be recognized when it is realized or realizable and it has been earned through substantial completion of the activities involved in the earnings process.

2.
The four revenue recognition criteria identified in SOP 97(2 are:

a.
Persuasive evidence of an arrangement exists.

b.
Delivery has occurred.

c.
The vendor's fee is fixed or determinable.

d.
Collectibility is probable.

The first two items relate to whether revenue has been earned, and the last two relate to the realizability of the revenue.

3.
SAB 101 was issued by the SEC to curtail specific abuses in revenue recognition practices.




PRACTICE EXERCISES

PRACTICE 8(1
BASIC JOURNAL ENTRIES FOR REVENUE RECOGNITION

1.


Cash

1,000



Unearned Service Revenue

1,000

2.


Unearned Service Revenue
1,000



Service Revenue

1,000

PRACTICE 8(3
JOURNAL ENTRIES FOR A LAYAWAY

1.


Cash (2 ( $50)
100



Deposits Received from Customers

100

2.


Cash

300


Deposits Received from Customers
50



Sales

350


Cost of Goods Sold
200



Inventory

200

3.


Deposits Received from Customers
50



Revenue from Layaway Forfeitures

50

PRACTICE 8(6
JOURNAL ENTRIES FOR CONTINGENT RENT

1.
Cash

40,000



Rent Revenue

40,000

2.
Cash

40,000



Rent Revenue

40,000


Contingent Rent Receivable
100,000



Contingent Rent Revenue

100,000


($55,000,000 ( $50,000,000) ( 0.02 = $100,000

3.
Cash

40,000



Rent Revenue

40,000


Contingent Rent Receivable
240,000



Contingent Rent Revenue

240,000


$12,000,000 ( 0.02 = $240,000


Cash

600,000



Contingent Rent Receivable

600,000


($80,000,000 ( $50,000,000) ( 0.02 = $600,000

EXERCISES

8–24.
a.
No entry. Deception has received no order from Tally, so no sale should be recognized no matter how much Deception segregates the inventory.

b.
No entry. As explained in Question 1 of SAB 101, no sale should be recognized if the sales agreement is unsigned and yet normal procedure includes the formal signing of the sales agreement by both the buyer and the seller. In addition, a bill-and-hold arrangement should not be recognized as a sale in the absence of a written request from the buyer.

c.
This scenario describes a case in which a bill-and-hold arrangement can be recognized as a sale. The appropriate journal entry is as follows:


Accounts Receivable

175,000



Sales


175,000


Cost of Goods Sold

100,000


Inventory


100,000

d.
No entry. No sale should be recognized until all substantive customer acceptance provisions have been satisfied.

8–27.



2005





2006



Construction in Progress

1,720,000
2,020,000

Materials, Labor, Cash, etc.

1,720,000
2,020,000

To record costs incurred 

on contract.


Accounts Receivable 

1,350,000
2,630,000

Progress Billings on

Construction Contracts

1,350,000
2,630,000

To record contract billings.


Cash

950,000
3,030,000

Accounts Receivable

950,000
3,030,000

To record collections on 

contract.


Progress Billings on 


Construction Contracts


3,980,000

Revenue from Long-Term

Construction Contracts

no entry
3,980,000

To record recognition 

of revenue.


Cost of Long-Term 


Construction Contracts

no entry
3,740,000

Construction in Progress


3,740,000

To record recognition 

of expenses.

8–29.




2004


2005



2006


1. 
Actual cost incurred to date

$
2,500,000
$
5,800,000
$
6,210,000


2. 
Estimated cost to complete 



contract


3,500,000

400,000

0

3. 
Total estimated cost

$
6,000,000
$
6,200,000
$6,210,000


Percentage of completion 



to date [(1)/(3)]

41.67%
93.55%
100%


Recognized
Recognized




in
in






To Date


Prior Years

Current Year

2004—(41.67% completed):



Recognized revenue




($7,000,000 ( 41.67%)

$
2,916,900


$
2,916,900



Cost (rounded to actual cost)


2,500,000



2,500,000



Gross profit

$
416,900


$
416,900

2005—(93.55% completed):



Recognized revenue




($6,700,000 ( 93.55%)

$
6,267,850
$
2,916,900
$3,350,950



Cost (rounded to actual cost)


5,800,000

2,500,000

3,300,000


Gross profit

$
467,850
$

416,900
$
50,950

2006—(100% completed):



Recognized revenue

$
6,700,000
$
6,267,850
$
432,150



Cost


6,210,000

5,800,000

410,000


Gross profit

$
490,000
$
467,850
$
22,150
8–36.

2004


2005


2006


Installment Accounts Receivable—2004


210,000

Installment Accounts Receivable—2005






270,000

Installment Accounts Receivable—2006










350,000


Installment Sales




210,000



270,000



350,000

Cost of Installment Sales*


157,500



191,700



255,500




Inventory




157,500



191,700



255,500

Cash†


21,000



111,000



206,000


Installment Accounts Receivable—2004




21,000



84,000



63,000


Installment Accounts Receivable—2005








27,000



108,000


Installment Accounts Receivable—2006












35,000

Installment Sales


210,000



270,000



350,000


Cost of Installment Sales




157,500



191,700



255,500


Deferred Gross Profit—2004




52,500


Deferred Gross Profit—2005








78,300


Deferred Gross Profit—2006












94,500

Deferred Gross Profit—2004‡


5,250



21,000



15,750

Deferred Gross Profit—2005§






7,830



31,320

Deferred Gross Profit—2006#










9,450


Realized Gross Profit on Installment Sales




5,250



28,830



56,520


COMPUTATIONS:



2004


2005


2006



*$210,000 ( 0.75
=
$157,500
$270,000 ( 0.71
=

$191,700
$350,000 ( 0.73
=

$255,500



†0.10 ( $210,000
=
$21,000
0.40 ( $210,000
=

$84,000
0.30 ( $210,000
=

$63,000







0.10 ( $270,000
=

$27,000
0.40 ( $270,000
=
$108,000











0.10 ( $350,000
=

$35,000



‡$21,000 ( 0.25
=
$5,250
$84,000 ( 0.25
=
$21,000
$63,000 ( 0.25
=
$15,750







§$27,000 ( 0.29
=
$7,830
$108,000 ( 0.29
=
$31,320











#$35,000 ( 0.27
=
$9,450

8–38.

2004


2005


2006


2007


Installment Accounts Receivable—2004

47,000

Installment Accounts Receivable—2005



45,000

Installment Accounts Receivable—2006





58,000

Installment Accounts Receivable—2007







61,000


Installment Sales


47,000

45,000

58,000

61,000

Cost of Installment Sales

25,850

26,100

30,740

31,110


Inventory


25,850

26,100

30,740

31,110

Cash

25,850

38,850

50,100

55,450


Installment Accounts Receivable—2004


25,850

14,100

4,700


Installment Accounts Receivable—2005




24,750

13,500

4,500


Installment Accounts Receivable—2006






31,900

17,400


Installment Accounts Receivable—2007








33,550

Installment Sales

47,000

45,000

58,000

61,000


Cost of Installment Sales


25,850

26,100

30,740

31,110


Deferred Gross Profit—2004


21,150


Deferred Gross Profit—2005




18,900


Deferred Gross Profit—2006






27,260


Deferred Gross Profit—2007








29,890

Deferred Gross Profit—2004



14,100*

4,700

Deferred Gross Profit—2005





12,150†

4,500

Deferred Gross Profit—2006





1,160‡

17,400

Deferred Gross Profit—2007







2,440§

Realized Gross Profit




14,100

18,010

24,340

COMPUTATIONS:


*Cost recovered in 2004

‡$31,900 – $30,740 = $1,160


†$26,100 – $24,750 = $1,350 cost to recover after 2005

§$33,550 – $31,110 = $2,440


$13,500 – $1,350 = $12,150


Gross profit recognized

2004


2005


2006


2007


Full accrual

$
21,150
$
18,900
$
27,260
$
29,890


Cost recovery method


0

14,100

18,010

24,340
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