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On August 2, Jun Company Receives A $7800, 90 Day, 10% Note From Customer
Ryan Albany As Payment On His account, marking a significant transaction that
impacts both the company's financial statements and cash flow management.
This note receivable represents a formal promise from Ryan Albany to pay a
specified amount within a defined period, with interest accruing over the
term. Understanding the details of this transaction, including its accounting
implications, interest calculation, and subsequent steps, is crucial for
accurate financial reporting and effective business operations.

Understanding the Note Receivable Transaction

What Is a Note Receivable?

A note receivable is a written promise from a customer or borrower to pay a
certain sum of money at a future date, usually with interest. Unlike accounts
receivable, which are typically short-term and payable on demand, notes
receivable often have a fixed term and specified interest rate, offering a
more formal and legally binding arrangement.

Details of the Transaction on August 2

In this scenario:

- The principal amount of the note is $7,800.

- The note has a term of 90 days.

- The interest rate is 10% annually.

- The note is received from customer Ryan Albany as payment for a service or
product.

This transaction indicates that instead of paying cash immediately, Ryan
Albany has chosen to settle his account through a promissory note, which
benefits both parties by deferring payment while formalizing the obligation.



Accounting for the Note Receivable

Initial Recording of the Note

When Jun Company receives the note, it records the transaction as follows:
- Debit: Notes Receivable $7,800
- Credit: Accounts Receivable (or applicable revenue account) $7,800

This entry reflects the transfer of the receivable from an open account to a
formal note, which will accrue interest over time.

Impact on Financial Statements

- Balance Sheet: The note receivable increases assets by the principal
amount.

- Income Statement: No immediate impact; interest income will be recognized
over time.

Key Considerations

- Ensuring proper documentation of the note, including terms, date, and
interest rate.

- Recognizing the note as a current or long-term asset based on the maturity
date relative to the balance sheet date.

Interest Calculation on the Note

Understanding Simple Interest

Interest on notes is typically calculated using simple interest:
\[ \text{Interest} = \text{Principal} \times \text{Rate} \times \text{Time}
\1

Where:

- Principal = $7,800

- Rate = 10% annually

- Time = 90 days (expressed as a fraction of a year)

Calculating the Interest

Convert days to years:



\[ \text{Time in years} = \frac{90}{365} \approx 0.2466 \]

Calculate interest:
\[ \text{Interest} = 7,800 \times 0.10 \times 0.2466 \approx 192.07 \]

Thus, the total interest earned over 90 days is approximately $192.07.

Total Amount to Be Repaid

At maturity:
\[ \text{Total repayment} = \text{Principal} + \text{Interest} \]
\[ \approx 7,800 + 192.07 = 7,992.07 \]

Ryan Albany will pay approximately $7,992.07 at the end of 90 days to settle
his debt.

Accounting for Interest Revenue

Recognizing Interest Income

Jun Company should recognize interest income periodically, typically monthly
or at the end of the note's term. The entry at maturity would be:

- Debit: Cash $7,992.07
- Credit: Notes Receivable $7,800
- Credit: Interest Revenue $192.07

This reflects the collection of the principal and interest.

Accruing Interest Before Maturity

If necessary, the company can accrue interest revenue periodically before
maturity:

- Debit: Interest Receivable

- Credit: Interest Revenue

This ensures financial statements accurately reflect earned but uncollected
income.



Additional Considerations and Best Practices

Collateral and Security

- Determine whether the note is secured or unsecured.
- Secured notes may require collateral, reducing risk.

Implications for Cash Flow Management

- The note provides a predictable cash inflow at maturity.
- Companies often monitor notes receivable to ensure timely collection.

Handling Default Risks

- Assess the creditworthiness of Ryan Albany.
- Have policies in place for handling late payments or default.

Recording the Receipt of Payment

Upon maturity, when Ryan Albany pays:
- Debit: Cash $7,992.07

- Credit: Notes Receivable $7,800

- Credit: Interest Revenue $192.07

This clears the note from the books and recognizes income earned.

Conclusion: The Significance of the Transaction

Receiving a $7,800, 90-day, 10% note from customer Ryan Albany as payment is
a strategic financial decision for Jun Company. It not only formalizes the
debt but also provides clarity on the timing and amount of future cash
inflow, along with earned interest income. Proper accounting for this
transaction ensures compliance with financial reporting standards, accurate
reflection of assets, and effective cash flow planning.

By understanding the details of interest calculation, journal entries, and
the broader implications, Jun Company can manage its receivables more
efficiently and maintain a healthy financial position. Whether as a short-
term financing method or a means to strengthen customer relationships, notes
receivable are a vital component of a company's accounting toolkit.
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Frequently Asked Questions

What is the significance of Jun Company receiving a
$7,800 note from Ryan Albany on August 27

It signifies that Ryan Albany has agreed to settle his account with Jun
Company through a formal promissory note, indicating a promise to pay $7,800
after 90 days with 10% interest, which formalizes the debt and provides a
clear payment plan.

How is the interest on the note calculated for the
90-day period?
The interest is calculated using the formula: Principal x Rate x Time. Here,

it’s $7,800 x 10% x (90/365) = approximately $192.33 in interest, making the
total amount payable at maturity around $7,992.33.

What accounting entries should Jun Company record
upon receiving the note?

Jun Company should debit Notes Receivable for $7,800 and credit Accounts
Receivable for the same amount. When interest is accrued, it should also
recognize interest income over the period accordingly.

What are the benefits of accepting a note receivable
instead of immediate cash?

Accepting a note provides Jun Company with a formal, legally enforceable
promise to pay, often with interest, and helps manage cash flow predictably.
It also offers a clear timeline for collection and reduces the risk of bad
debt.

What should Jun Company do upon the maturity of the
90-day note?

Upon maturity, Jun Company should record the collection of the note by
debiting Cash for the total amount due (principal plus interest) and
crediting Notes Receivable and Interest Income accordingly, thereby
reflecting the receipt of cash and revenue earned.



Additional Resources

On August 2, Jun Company Receives A $7,800, 90 Day, 10% Note From Customer
Ryan Albany As Payment On His

Introduction

On August 2, Jun Company, a mid-sized retail enterprise specializing in
consumer electronics, received a notable financial instrument from a valued
customer, Ryan Albany. This instrument—a promissory note valued at $7,800
with a 90-day term and a 10% interest rate-serves as a critical case study in
understanding how small to medium-sized businesses manage receivables, the
implications of promissory notes in cash flow management, and the underlying
accounting principles involved.

This article aims to dissect the circumstances surrounding this transaction,

analyze its financial and strategic implications for Jun Company, and explore
broader themes such as credit risk management, note accounting, and the role

of promissory notes in contemporary business practices.

Context and Background of the Transaction
The Nature of the Transaction

On August 2, Jun Company extended a formal payment agreement with Ryan Albany
through the issuance of a promissory note. Typically, such arrangements occur
when:

- The customer prefers to defer payment rather than settle immediately.

- The seller wishes to formalize the credit arrangement to mitigate future
disputes.

- The transaction involves substantial amounts warranting formal
documentation.

In this case, the $7,800 note likely relates to a recent purchase, perhaps of
high-value electronics or custom equipment, which prompted the customer to
negotiate payment terms rather than pay upfront.

The Parties Involved

- Jun Company: A retail business with a focus on consumer electronics,
operating in a competitive market environment.

- Ryan Albany: A repeat customer, possibly a business or a high-net-worth
individual, seeking flexible payment options.

Understanding the relationship dynamics and credit history between the two
entities is essential. A long-standing relationship may influence Jun



Company's decision to accept a promissory note rather than immediate cash.

The Details of the Promissory Note
Key Attributes

- Principal Amount: $7,800

- Term: 90 days

- Interest Rate: 10% annually
- Issue Date: August 2

- Due Date: October 1

Calculation of Interest

Given the note's parameters, it's crucial to calculate the interest to
understand the total amount to be received upon maturity:

Interest = Principal x Rate x Time
- Principal = $7,800

- Rate = 10% per annum = 0.10
- Time = 90 days = 90/365 = 0.2466 years

Interest = $7,800 x 0.10 x 0.2466 = $192.00
Total amount due at maturity: $7,800 + $192 = $7,992

This calculation indicates that Ryan Albany will pay approximately $7,992 at
the end of 90 days.

Strategic and Financial Implications for Jun Company
Cash Flow Considerations

The acceptance of a promissory note shifts revenue recognition from immediate
cash inflow to a future date, which can impact liquidity planning. While the
note offers a higher return (interest earnings), it introduces credit risk
and timing uncertainty.

Risk Management

- Credit Risk: The primary concern is whether Ryan Albany will fulfill his
obligation upon maturity.

- Mitigation Strategies: Jun Company might perform credit checks, require

collateral, or include a clause for early repayment.

Accounting Treatment



Under generally accepted accounting principles (GAAP), the handling of
promissory notes involves:

- Recording the note receivable at face value ($7,800).

- Recognizing interest income over time, typically using the effective
interest method.

- At maturity, derecognizing the note and recognizing cash received ($7,992).

The journal entries on August 2 would include:

- Debit Notes Receivable $7,800
- Credit Accounts Receivable or Sales $7,800

As time progresses, interest income accrues:

- Debit Interest Receivable
- Credit Interest Income

Upon collection:

- Debit Cash $7,992
- Credit Notes Receivable $7,800
- Credit Interest Income $192

Broader Themes and Industry Context
Use of Promissory Notes in Business
Promissory notes serve as vital financial instruments for:

- Facilitating credit sales
- Establishing clear payment terms
- Providing legal enforceability in case of default

Small businesses increasingly rely on such notes to manage cash flow and
credit risk, especially in transactions involving larger amounts or less
familiar customers.

Trends and Challenges

- Market Environment: The retail electronics industry often faces cash flow
challenges, making promissory notes an attractive option.

- Regulatory and Legal Environment: Ensuring compliance with state laws
governing negotiable instruments is vital.

- Technological Tools: Use of accounting software automates tracking and
management of these notes, reducing errors.



Potential Risks and Caveats
While promissory notes offer benefits, risks include:

- Default Risk: The borrower may fail to pay at maturity.

- Interest Rate Risk: Fluctuations could impact the note’s attractiveness if
market rates change.

- Liquidity Risk: The note might need to be discounted or sold before
maturity if cash is urgently needed.

Jun Company must weigh these factors carefully, possibly requiring credit
evaluations or collateral agreements.

Follow-up Actions and Monitoring
Post-issuance, Jun Company should:

- Track the note’s maturity date closely.

- Perform credit monitoring of Ryan Albany.

- Prepare for possible early collection efforts if necessary.

- Record interest income periodically to reflect earned revenue accurately.

Conclusion

The issuance of a $7,800, 90-day, 10% promissory note to Ryan Albany on
August 2 exemplifies strategic financial management in a retail context. It
underscores the importance of formal credit arrangements in maintaining
healthy cash flows, managing credit risks, and earning interest income.

As businesses like Jun Company navigate the complexities of receivables and
credit management, understanding the nuances of promissory notes becomes
increasingly vital. This transaction not only reflects sound financial
practices but also highlights the broader industry trends and challenges
faced by retail businesses in balancing growth, risk, and liquidity.

By meticulously managing such notes, companies can optimize their financial
health, strengthen customer relationships, and sustain operational stability
in a competitive marketplace.

Disclaimer: This analysis is for informational purposes and does not
constitute financial advice. Businesses should consult with financial
professionals for specific accounting and risk management strategies.
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