Notes for Accounting

Chapter 13

Week 21
Assignments:

	Date
	Classwork
	Homework

	Monday

3/24
	Quiz (Chapter 12)
	Ethics Reflection (due Thursday)

	Tuesday

3/25
	Go over Section 13-1
	Exercises: 13.1, 13.2, 13.4, 13.5, 13.6, 13.7, 13.8 (Due Thursday)

	Thursday

3/27
	Go over Section 13-2
Setting up Microsoft Accounting
	Exercises: 13.3
Problems: 13.1A, 13.2A (Due Friday)

	Friday

3/28
	Quiz
	Read Chapter 17 (pages 532 – 546)

         Chapter 14 (pages 434 – 436)


Section 13-1: Discounts & Credit Card Sales
Objectives:

· Calculate trade discounts
· Calculate and record cash discounts

· Journalize credit card sales

Vocabulary:

· List Price – the price of an item listed in a catalog (or on a price tag)

· Selling Price – the price that an item actually sells for 
· Trade Discount – a discount off the list price of merchandise
· Cash Discount – a discount off a bill for paying promptly; is a sales discount to the seller and a purchases discount to the buyer

· Bank Credit Cards – credit cards issued by a bank (e.g. Visa and MasterCard)

· Non-Bank Credit Cards – credit cards issued by a private company (e.g. American Express, Diners Club, Staples, etc.)

Concepts:

· Often manufacturers, wholesalers, and retailers discount their goods to entice customers to buy it. The following formula is used to calculate the new sales price: 

List Price – Trade Discount = Selling Price
The selling price is the only number recorded on either the seller’s or the buyer’s accounting books. The journal entry for the sale/purchase is the same no matter if the buyer is charged full price or sales price.

· Sellers not only determine who will receive credit (the ability for a customer to purchase goods on account) but also the terms of that credit (payment due dates, interest fees, discounts, etc.). There are two typical payment schedules – n/30 (full payment within 30 days) and n/EOM (full payment by the end of the month). If the bill is not paid in full by the date specified, sellers will often charge interest (usually between 1 and 2% per month) on the balance. To encourage customers to pay on-time, sellers will often give them a cash discount for paying promptly. The terms of the discount will be written on the invoice as the percent of discount followed by the number of days to pay to receive this discount (e.g. 2/10, n/30 = 2% discount in paid within 10 days, full amount due in 30 days).

· Unlike trade discounts, cash discounts are recorded in both the seller’s and the buyer’s accounting books. To record the discount in the seller’s books, the Sales Discount account (a contra-sales account) would be used; to record the discount in the buyer’s books, the Purchases Discount account (a contra-purchases account) would be used.
· Seller:

Sale
Debit to Accounts Receivable (for full price)

Credit to Sales (for full price)

Payment

Debit to Cash (for sales price)

Debit to Sales Discount (for discount amount)

Credit to Accounts Receivable (for sales price + discount amount)

· Buyer:

Purchase

Debit to Purchases (for full price)

Credit to Accounts Payable (for full price)

Payment

Debit to Accounts Payable (for sales price + discount amount)

Credit to Cash (for sales price)

Credit to Purchases Discount (for discount amount)

Note that discounts are not allowed on returned merchandise or transportation fees, so it’s computed AFTER subtracting off returns, allowances, and fees.
· There are two types of credit cards – bank and non-bank cards, and recording transactions involving these different types of cards is different. A transaction involving a bank credit card is similar to a cash transaction; a transaction involving a non-bank credit card is similar to a transaction on account. However, both types of credit cards charge the merchant a processing fee (called the Interchange Fee; your ethics reflection for this week is about this fee). This fee is usually a few cents (5¢ to 15¢) per transaction plus a percentage of that transaction (usually between 1% and 6%).
· Bank Credit Cards: At the end of the day, the merchant deposits the credit card receipts (along with the cash) at their bank. The merchant’s bank account is automatically increased by the amount on the credit card receipts less the processing fee. The transaction would be journalized as:

Debit to Cash (for the cost of the merchandise plus the sales tax less the processing fee)

Debit to Credit Card Expense (for the processing fee amount)

Credit to Sales (for the cost of the merchandise)
Credit to Sales Tax Payable (for the sales tax)
· Non-Bank Credit Cards: The merchant mails the credit card receipts to the credit card company and, usually within 30 days, is reimbursed for the amount on the receipts less the processing fee. The transactions would be journalized as:
Debit to Accounts Receivable – Credit Card Company (for the cost of the merchandise plus the sales tax)
Credit to Sales (for the cost of the merchandise)

Credit to Sales Tax Payable (for the sales tax on the merchandise)

Debit to Cash (for the cost of the merchandise plus the sales tax less the processing fee)

Debit to Credit Card Fee (for the processing fee)

Credit to Accounts Receivable – Credit Card Company (for the cost of the merchandise plus the sales tax)

Examples:

· L.L. Bean is having a sale – 30% off their winter clothing line. You purchase a winter jacket that lists for $225. What is the sale price? Journalize the transaction.
	Date
	Description
	Doc. No.
	Post. Ref.
	General
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	Credit

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


· What are the advantages and disadvantages of using a credit card for customers? For merchants?

	
	


· Jimmy Dean purchases $1500 of merchandise on account from Beef & Poultry, Inc. The terms on the invoice are 1/15, n/30. Assuming Jimmy pays the bill in full within 15 days, journalize the transactions for both Jimmy and Beef & Poultry.

	Date
	Description
	Doc. No.
	Post. Ref.
	General

	
	
	
	
	Debit
	Credit

	
	
	Jimmy Dean Foods
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	Beef & Poultry, Inc.
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


· At the end of the day, Kinney Drugs has credit card receipts totaling $12,402. Assuming all of the merchandise sold is taxable in Vermont and processing fees are 1.79%, calculate the cost of the merchandise and the sales tax on that merchandise, and journalize the transaction(s) if the credit cards were (a) bank cards and (b) non-bank cards.
	Date
	Description
	Doc. No.
	Post. Ref.
	General

	
	
	
	
	Debit
	Credit

	
	
	Bank Cards
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	Non-Bank Cards
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Other Notes:

Information on Visa Interchange Fee Rates can be found at http://usa.visa.com/download/merchants/Interchange_Rate_Sheets.pdf
Information on MasterCard Interchange Fee Rates can be found at http://www.mastercard.com/us/wce/PDF/MasterCard%20Interchange%20Rates%20and%20Criteria%20-%20April%202008.pdf 
Section 13-2: Cash Receipts & Cash Payments Journals
Objectives:

· Journalize and post using a cash receipts journal
· Journalize and post using a cash payments journal

Concepts:

· A cash receipts journal (see attached template) is used to record all transactions involving the inflow of cash. Most often these transactions are for cash sales and payments on account from customers, but this could also include cash donations from the owner (capital), the return of previously paid for goods (purchases returns and allowances), and other miscellaneous cash transactions. To use the cash receipts journal:
1. Journalize the individual transactions in the Cash Receipts Journal

2. Post the individual transactions to the Accounts Receivable Subsidiary Ledger

3. Post the individual transactions from the Other Accounts column to the general ledger accounts

4. Post the column totals to the appropriate general ledger accounts

· There are some special rules for journalizing in the cash receipts journal.

· Post. Ref. column: A dash (–) is used when there is no individual posting for the transaction, a checkmark is used when the transaction has been posted to the Accounts Receivable subsidiary ledger. The account number of the account referred to in the Other Accounts column is used when posting the transaction to the general ledger.

· Accounts Credited column: write “Sales” if the transaction was a sale, write the name of the account if using the Other Accounts column, or write the name of the customer if using the Accounts Receivable column.

· Entries in the Post. Ref. column in the general ledger should begin with “CR”

· A cash payments journal (see attached template) is used to record all transactions involving the outflow of cash. Most often this includes payments to creditors (accounts payable) and giving purchase discounts to customers (purchases discount), but this could also include payment of expenses (expense accounts), cash purchases of merchandise or assets (purchases, supplies, equipment, etc.), withdrawals by the owner (drawing), and paying for transportation fees on purchases (freight in). To use the cash payments journal:

1. Journalize the individual transactions in the Cash Payments Journal

2. Post the individual transactions to the Accounts Payable Subsidiary Ledger
3. Post the individual transactions from the Other Accounts column to the general ledger accounts

4. Post the column totals to the appropriate general ledger accounts

· There are some special rules when journalizing in the cash payments journal:

· All checks written (even voided ones) must be entered into the journal in order of the check number

· Entries in the Post. Ref. column in the general ledger should begin with “CP”

· NOTE: Unlike the sales and purchases journals, the columns in the cash receipts and cash payments journals are customizable. The business can choose what accounts to put into the columns.

Examples:

· Label the transactions below using the abbreviation of the journal in which they would be recorded.

· Journalize the following transactions in the appropriate journal:
· Jimmy Dean invests $25,000 in his new business

· He purchases taxable equipment for $7,500

· He purchases $450 of merchandise on account from Beef & Poultry, Inc.

· He withdrew $200 in cash from the business for personal use

· He promptly pays his bill from Beef & Poultry, Inc., resulting in a 2% discount 
· Jimmy Dean sells $300 of taxable merchandise on account to Joan’s Diner

· Jimmy pays $500 for his monthly rent

· He sells $3500 of taxable merchandise for cash

· Joan’s Diner promptly pays their bill in full, resulting in a 1% discount

· Jimmy deposits $1600 of credit card receipts for taxable merchandise (2% processing fee)

· He writes a check for a $50 telephone bill
Sales Journal
	Date
	Customer
	Invoice No.
	Post. Ref.
	Accounts Receivable

(Debit)
	Sales Tax Payable

(Credit)
	Sales

(Credit)

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


Purchases Journal

	Date
	Supplier
	Invoice No.
	Invoice Date
	Terms
	Post. Ref.
	Purchases

(Debit)
	Freight In

(Debit)
	Accounts Payable

(Credit)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


Cash Receipts Journal

	Date
	Account Credited
	Post. Ref.
	Other Accounts (Credit)
	Accounts Receivable (Credit)
	Sales (Credit)
	Sales Tax Payable (Credit)
	Credit Card Expense (Debit)
	Cash (Debit)

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


Cash Payments Journal

	Date
	Check No.
	Account Debited
	Post. Ref.
	Other Accounts (Debit)
	Accounts Payable (Debit)
	Purchases Discount (Credit)
	Cash (Credit)

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


Other Notes:

