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 i  •  Course Information

GAAP: BALANCE SHEET PART 2

This course covers a variety of issues related to GAAP with a focus on balance sheets. Much of the 
course is in a Question & Answer format. 

LEARNING ASSIGNMENTS AND OBJECTIVES 

As a result of studying each assignment, you should be able to meet the objectives listed below each 
individual assignment.

SUBJECTS

GAAP Q & A: Balance Sheet 

Study the course materials from pages 1 to 40

Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

• To recognize how FIFO inventory is valued under the new inventory rules
• To recall certain inventoriable costs

NOTICE

This course is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or other professional 
advice and assumes no liability whatsoever in connection with its use. Since laws are constantly changing, and are subject to 
differing interpretations, we urge you to do additional research and consult appropriate experts before relying on the information 
contained in this course to render professional advice.

This course and test have been adapted from supplemental material and uses the materials entitled GAAP- Tax-Basis Q&A - 
2020 © 2020 and 2019 Fustolo Publishing LLC. Displayed by permission of the author. All rights reserved..

© Pacific CPE, LP 2020

Program publication date 3/16/20
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EXAM OUTLINE

• TEST FORMAT: The final exam for this course consists of 10 multiple-choice questions 
and is based specifically on the information covered in the course materials.

• ACCESS FINAL EXAM: Log in to your account and click Take Exam. A copy of the final 
exam is provided at the end of these course materials for your convenience, however you 
must submit your answers online to receive credit for the course.

• LICENSE RENEWAL INFORMATION: This course qualifies for 2 CPE hours.

• PROCESSING: You will receive the score for your final exam immediately after it is 
submitted. A score of 70% or better is required to pass. 

• CERTIFICATE OF COMPLETION: Will be available in your account to view online or 
print. If you do not pass an exam, it can be retaken free of charge.
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GAAP Q & A: BALANCE SHEET 

D. Receivables

1. Installment receivables

Question: Should installment receivables be presented as current assets?

Response: ASC Subtopic 210-10, Balance Sheet- Overall, states that the term “current assets” includes 
installment or deferred accounts and notes receivable “if they conform generally to normal trade practices 
and terms within the business.”

As a result, the entire installment receivable should be presented as a current asset if it is a normal trade 
practice within the industry to do so. Absent a normal trade practice, the author believes an installment 
receivable should be split so that the portion of the receivable to be received within the current year (or 
operating cycle) would be presented as a current asset while the remainder shown as a non-current 
asset. 

2. Accrued Interest on Doubtful Receivables

Question: When should a lender stop accruing interest revenue on doubtful receivables?

Response: There is no authoritative guidance in this area. In practice, many banks stop accruing interest 
when loan payments stop. It is most likely prudent to stop accruing interest on any account for which an 
allowance has been established based on the premise that it is unrealistic to recognize income which 
probably will not be collected.

3. Allowance for Uncollectible Accounts1

Question: Must an entity establish an allowance for uncollectible accounts even though, based on an 
analysis of receivables and past write-off experience, it believes that no accounts are uncollectible at the 
balance sheet date?

Response: ASC 450, Contingencies states that there should be an accrual for a loss if both of the 
following conditions are met:

a. Information available prior to issuance of the financial statements indicates that it is 
probable that an asset has been impaired at the balance sheet date, and

b. The amount of loss can be reasonably estimated.

1. In 2016, the FASB issued ASU 2016-13, Financial Instruments- Credit Losses (Topic 326), Measurement of Credit Losses on 
Financial Instruments. ASU 2016-13 makes substantive changes to the way in which an allowance for credit losses is computed 
for loans, trade receivables and other financial instruments. In particular, the ASU requires an entity to measure expected 
credit losses based on relevant information about historical experience, current conditions, and forecasts of amounts collectible. 
The ASU has a delayed effective of fiscal years beginning after December 15, 2021 (calendar 2022). Because the ASU is not 
effective until 2022, the author has not included a detailed discussion of its effects on trade receivables and the allowance for 
uncollectible accounts.
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If both of these conditions are not met, the allowance would not be required. Further, there would not be 
any requirement to disclose the absence of a loss accrual. 

Question: If no allowance is recorded, should the company disclose that the allowance balance is zero 
and that the “direct writeoff method” is used?

Response: ASU 2010-20, Disclosures about the Credit Quality of Financing Receivables and the 
Allowance for Credit Losses, amends ASC Topic 310, Receivables, and requires an entity to disclose the 
balance of the allowance for doubtful accounts or credit losses.

There is no requirement to disclose that the company uses the allowance method. That requirement was 
eliminated by ASU 2010-20.

Under no circumstance should the company state that it uses the direct writeoff method. Instead, it 
actually uses the allowance method with a zero balance.

Nevertheless, GAAP does require a disclosure of the balance in the allowance account at the end of the 
year.

There are two ways to disclose that amount. 

Option 1: Present it parenthetically on the balance sheet:

XYZ Company 
Balance Sheet 

December 31, 20X1

ASSETS
Current assets
Cash XX
Accounts receivable (net of allowance for doubtful accounts of $0) XX
Inventories XX

Option 2: Disclose the allowance balance in the notes as follows:

Note X: Trade Receivables:

At December 31, 20X1, trade receivables had net balances in the amount of $xxxx, net 
of an allowance for doubtful accounts of zero.

4. Disclosures for Trade Receivables

Question: What are the disclosure and presentation requirements for trade receivables, the allowance 
for uncollectible accounts, and bad debt writeoffs? 

Response: ASU 2010-20, Disclosures about the Credit Quality of Financing Receivables and the 
Allowance for Credit Losses, amends ASC Topic 310, Receivables, to provide guidance. 

The ASU applies to most entities that have trade receivables.
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Entities subject to the ASU must follow the following recognition and measurement principles.

Balance sheet presentation:

1. Trade receivables should be presented net of the allowance for uncollectible accounts.

2. Trade receivables may be presented on the balance sheet as aggregate amounts.

a) Receivables held for sale should be presented in a separate balance sheet 
category from other receivables.

b) Major categories of loans or trade receivables should be presented separately 
either in the balance sheet or in the notes to financial statements.

c) The following items should be disclosed either on the balance sheet or in the 
notes:

• Allowance for doubtful accounts or credit losses

• Unearned income

• Unamortized premiums and discounts

• Net unamortized deferred fees and costs

Disclosures:

1. The Company should make the following additional disclosures in its summary of 
significant accounting policies.

a) Accounting policies for trade receivables:

• The basis for accounting for trade receivables.

• The method for recognizing interest income on loans and trade 
receivables, including a statement about the entity’s policy for 
treatment of related fees and costs, such as the method of amortizing 
net deferred fees or costs.

b) Accounting policies for nonaccrual and past due trade receivables and loans 
including:

• The policy for placing trade receivables on non-accrual status (or 
discontinuing accrual of interest) and recording payments received 
on trade receivables), and the policy for resuming accrual of interest.

• The policy for charging off uncollectible trade receivables and loans.

• The policy for determining past due or delinquency status (e.g., 
whether past due status is based on how recently payments have 
been received or contractual terms).


