HOTEL BALNACE SHEETS
Assets = Liabilities + Equity

The reasons underlying this equality are:

– Companies finance their purchases (I.e. Assets) with either equity (Owners’ Claims) or liability (Credit-holders’ Claims)

–Law of Double Entry!!
What is a Balance Sheet?

( Balance Sheet shows the values of Assets, Liabilities, and Owner’s Equity for a Certain Specific Time!

( According to Law, Balance Sheets shall be prepared at least once in a year!

( Companies might prepare Balance Sheets on a monthly, Quarterly, and/or Semi-annual Basis for Internal Control Purposes

When Should a Balance Sheet be Prepared?

1. Department Income Statements and Schedules

2. Hotel Income Statement

3. Statement of Retained Earnings

4. Balance Sheet

5. Statement of Cash Flows

( The reason behind this sequence is that it is only and only after closing period’s Revenues and Expenses and deciding how much to distribute (and hence how much to retain in the business) that companies can determine the Statement of Retained Earnings Ending Balance, which would affect the Right-hand side of the Balance Sheet (I.e. Equity Section)!
I-Assets:

( They are:

( Something that the Company Owns

( Something that the Company purchased

( Something, which would give a Future Benefit to the Company
 ( Assets include:

( Current Assets

( Non-Current Assets

1. Current Assets: 

( Include Cash and Other Assets that can be converted to cash or provides benefit within 12 months of the balance sheet date. Moreover current assets are divided into:

( The order or sequence of Current Asset’s Classification stems from Liquidity Issues!

( Current Assets typically include:

a) Cash

( Includes Cash in:

( Checking and Saving Accounts

( House-banks

( Deposit Certificates

b) Marketable securities

( Includes Short-term Investments that are readily marketable and that can be converted into Cash

( The reason behind Marketable Securities shall be Potential Gains not Control over or affiliation with other companies!

c) Accounts Receivable

 (Includes:

(Guest Ledger

(City Ledger

(Contra-asset Account called Allowance For Doubtful Accounts
Allowance For Doubtful Accounts:

( It is a Contra-asset Account that will be used to estimate Bad Debt Expense!

( Bad Debt Expense is also referred to as Uncollectible Accounts or Uncollectible Receivables

( Bad Debt Expense occurs when Sales are made on an Open Account, and for some reasons, the customer is expected not to pay!

Accounting For Bad Debts Expenses

(There are 2 Methods to account for Debt Debts Expenses:



1. Direct Write-off Method



2. Allowance Method
1. Direct Write-off Method:

( Bad Debts Expenses are recorded only when they actually occur!
( The Direct Write-off Method is used only when Companies have significantly Small Amounts of Accounts Receivables!

( When Companies should write off a Bad Debt Expense, the following Adjusting Entry is needed:






Dr.

Cr.


------------------------------------------------------------------------------------------------------------


Bad debts expense


xxx



Accounts Receivable



xxx  

------------------------------------------------------------------------------------------------------------

( The disadvantage of this very method is that it conflicts with the Matching and Conservatism Principles!!!!

2. Allowance Method

( This very method is an estimate of potential Bad Debts Expense, which shall be made before a specific customer's account is Uncollectible.

( The Allowance Method shall be used for companies with significantly Large Amounts of Accounts Receivables!

( Both the Matching and Conservatism Principles justify this very Bad Debt Expense Method

( When the original forecast is made, the Adjusting Journal Entry shall be:







Dr.
Cr.

---------------------------------------------------------------------------------------------------


Bad debts expense


xxx



Allowance for doubtful accounts

xxx

( When Bad Debts actually occur, the Journal Entry shall be:








Dr.
Cr.

---------------------------------------------------------------------------------------------------


Allowance for Doubtful Accounts

xxx



Accounts Receivables



xxx

---------------------------------------------------------------------------------------------------
Procedures Used to Calculate the Estimate:

( There are two Procedures to Calculate the Portion Estimated Uncollectible for a Certain Period:

1. Percentage of Sales Procedure

2. Percentage of Receivables Procedure
1. Percentage of Sales Procedure:

( A Company has a balance of $ 3,000 credit as an allowance for doubtful accounts. Based on experience, the expected bad debts are forecasted to be 2 % of net sales (i.e.: total sales - any allowances). Moreover, assume that the net sales for this period amounts $ 500,000. 

( The forecast of the Bad Debt is computed as follows:

( Potential Bad Debt Expense Increase = $ 500,000 * 2 % = $ 10,000

( The Adjusting Journal Entry shall be as follows:







Dr.
      Cr.

-----------------------------------------------------------------------------------------


Bad debts expense

$ 10,000



Allowance for doubtful accounts
$ 10,000

------------------------------------------------------------------------------------------

(The Allowance For Doubtful Accounts now will appear to have an Ending Balance $ 13,000 Credit. (I.e. $ 10,000 + $ 3,000)
2. Percentage of Receivables Procedure:

( A Company has a balance of $ 3,000 credit as an allowance for doubtful accounts. Based on experience, the Expected Bad Debts Expense, based on aging analysis, along with the allocation of Accounts Receivables Amount showed the following:
	Aging category
	Percentage considered uncollectible

	Not yet due
	2 %

	1 to 30 days past due
	4 %

	31 to 60 days past due
	10 %

	61 to 90 days past due
	40 %

	Over 90 days past due
	70 %


( The accounts receivable balance at the end of this period is $ 100,000.

	Aging category
	Accounts receivable
	% uncollectible
	Estimated uncollectible

	Not yet due
	$ 65,000
	2 %
	$ 1,300

	1 to 30 days past due
	$ 20,000
	4 %
	$ 800

	31 to 60 days past due
	$ 10,000
	10 %
	$ 1,000

	61 to 90 days past due
	$ 3,000
	40 %
	$ 1,200

	Over 90 days past due
	$ 2,000
	70 %
	$ 1,400

	Total
	$ 100,000
	100 %
	$ 5,700


( The Adjusting Journal Entry Shall be:







Dr.
     
Cr.

------------------------------------------------------------------------------------------


Bad debts expense


$ 2,700



Allowance for doubtful accounts 

$ 2,700

------------------------------------------------------------------------------------------

(When an originally recorded Bad Debt is actually collected, the following Journal Entries are needed:






Dr. 

Cr.

------------------------------------------------------------------------------------------


Accounts receivable


xxx



Allowance for doubtful accounts

xxx

------------------------------------------------------------------------------------------

------------------------------------------------------------------------------------------

Cash




xxx



Accounts receivable


xxx

------------------------------------------------------------------------------------------
d) Inventories:

( Includes:

(Food & Beverage Inventory

(Operating Supplies (ex. Guest Room Supplies, Office Supplies, and Cleaning Supplies)

(A certain Stock of Furniture & Equipment (including Spare Parts!)

e) Prepaid expenses
( These are expenditures paid in advance for services that will benefit the Hospitality Company for a Period up to 12 Months from the Balance Sheet Date

( Might include:

(Pre-paid Insurance

(Pre-paid Rent

(Pre-paid Property Taxes

2. Non-current assets: 

( These are the assets that will not be converted to cash within 12 months of the balance sheet date. 

( It includes:

a) Non-current receivables

b) Investments

c) Property and equipment which also includes the contra-asset of accumulated depreciation

d) Other Assets: Includes intangible assets (i.e.: organization costs, pre-opening expenses, franchise rights, goodwill, trademarks, trade-names, security deposits, patents, copy rights, and cash surrender value of officers’ life insurance along with their amortization) and deferred charges (i.e.: the portion of pre-paid expenses not applicable for the next 12 months period)

II- Liabilities:

( Liabilities represent the amounts owed to Credit-holders that Hospitality Companies are liable and, hence, responsible to pay them

( Credit-holders include:

(Suppliers and Vendors ( Accounts Payable

(Banks and Borrowing Entities ( Notes Payable versus Long-Term Debts

(Employees ( Salaries Payable

(Government ( Income Tax Payable

(Guests ( Unearned Revenue
1. Current liabilities:

( These are liabilities that must be paid within 12 Months of the Balance Sheet Date

( Includes:

( Accounts Payable

( Notes Payable

( Current Portion of Long-Term Debt

( Unearned Revenue

( Salaries Payable

( Income Tax Payable
2. Long-term Liabilities:

( These are Debts and Commitments that are due beyond 12 Months of the Balance Sheet Date

III-EQUITY: 

( Might be called “Shareholders’ Equity” or “Stockholders’ Equity”

( The nature of the Equity Section might depend on the Nature of the Organization, which might be established under the following forms:

( Sole Proprietorship

( Partnership

( Corporations

( Some typical Equity Accounts in a Corporation includes:

1. Common Stock

2. Preferred Stock

3. Additional Paid-in Capital

4. Retained Earnings

5. Donated Capital

6. Treasury Stock

