ACCT 100 – PROFESSOR FARINA

LECTURE NOTES

Chapter 7: Accounting for Sales, Accounts Receivable and Cash Receipts
Chapter 7: an overview

We should view Chapters 7 and 8 as one learning unit. Together, they cover the primary merchandising companies’ transactions. Chapter 7 covers the accounting for sales of merchandise, receipts of cash from customers, and related issues.
Chapter 8 discusses the accounting for purchases of merchandise, cash payments to vendors, and related issues.
Merchandising companies
Merchandising companies sell products, not services. Their accounting practices are different than service companies. These notes summarize most of these differences and explain the general ledger accounts used by merchandising companies.

The distribution channel is the means that manufacturers of products use to sell their products to consumers. A common example of the distribution channel is:


Manufacturer sells to Wholesaler who sells to Retailer who sells to Consumer.

In our class, we will take the point of view of either the Wholesaler or the Retailer.

Differences between Merchandisers and Service Companies

· Freight costs: Who pays for freight? It depends on the shipping terms:

· FOB Shipping Point-buyer pays freight

· FOB Destination-seller pays freight

· Sales tax: Retailers must collect sales tax from customers and remit to the government.

· Credit cards: The use of credit cards by consumers is more prevalent in merchandising companies. The banks charge the sellers when customers use credit cards to pay for purchases.

· Returns: Sellers usually allow the return of merchandise.

· Discounts: Some sellers allow a discount for the early payment of merchandise purchased.

New Accounts – Seller’s books

All the new transactions discussed above require that we add new accounts to the chart of accounts of a merchandising company. These are the new accounts introduced in Chapter 7.






Normal

Name of Account

Type of Account
Balance
Used to Record
Sales



Revenue

CR

Record sales of merchandise inventory

Sales Tax Payable

Liability

CR

Record sales tax collected

Sales Discounts

Contra-revenue
DR

Record early payment discounts











given to buyer by seller

Sales Returns and

Allowances


Contra-revenue
DR

Record products returned by buyer











on the seller’s books

Credit Card Expense

Expense

DR

Fees charged by the bank for processing 








customers’ payments by credit cards.


Let’s start learning how these new accounts are used by reviewing several guided examples.

Using the Sales and Sales Tax Payable accounts

Here is a guided example focused on recording sales made for cash and on account, with sales tax. 
https://ezt-media.prod.mheducation.com/MHHE/EZT/Video/22060/en-us/24947.mp4
Using the Sales Returns and Allowances account

Here is a guided example on recording sales made for cash and on account, with sales tax, and with sales returns. 
https://ezt-media.prod.mheducation.com/MHHE/EZT/Video/20833/en-us/23489.mp4
Credit terms and using the Sales Discounts account

Many companies offer cash discounts to customers who pay within a designated time period. For example, a wholesaler might offer a 2% discount if the customer pays within 10 days of the invoice date; otherwise, the entire amount is due in 30 days. This credit term would be listed on the sales invoice as 2/10, n/30. 

The following guided example focuses on recording a sale on account with a sales discount.

https://ezt-media.prod.mheducation.com/MHHE/EZT/Video/22970/en-us/23445.mp4
Trade Discounts

A wholesale business offers goods to trade customers at less than retail prices. This price reduction may be based on the volume purchased by trade customers. If so, it will take the form of a trade discount. A trade discount is simply a reduction from the list price, expressed as a percentage of the manufacturers’ suggested retail price, or list price.  There may be a single trade discount or a series of discounts for each type of goods. The net price (list price, less all trade discounts) is the amount the wholesaler records as sales.

The same goods may be offered to different customers at different trade discounts, depending on the size of the order or other factors.

The following guided example shows the calculation of a series of two trade discounts. 
https://ezt-media.prod.mheducation.com/MHHE/EZT/Video/21482/en-us/24126.mp4
The Accounts Receivable Ledger and the Schedule of Accounts Receivable
In addition to the G/L, most companies require another ledger, called the Accounts Receivable ledger, which shows the balances owed by each customer. Each journal entry that affects the Accounts Receivable balance in the G/L will now affect an individual customer’s balance. Therefore, there are two postings required for such transactions: the usual posting to the G/L accounts, and another posting to the customer’s account balance in the Accounts Receivable Ledger. A guided example follows.
https://ezt-media.prod.mheducation.com/MHHE/EZT/Video/22386/en-us/24049.mp4
After the posting of the Accounts Receivable Ledger and the G/L is completed, the total of the Accounts Receivable Ledger customer balances should equal the Accounts Receivable balance in the G/L.  To verify that the sum of the customer balances in the Accounts Receivable Ledger equals the balance of the Accounts Receivable account in the G/L, a schedule of accounts receivable is prepared. 

https://ezt-media.prod.mheducation.com/MHHE/EZT/Video/21468/en-us/24854.mp4
Accounting for sales paid for by credit cards and using the Credit Card Expense account

Many businesses allow customers to charge their purchases using bank credit cards, such as MasterCard or Visa, or by using nonbank credit cards, such as American Express. Sales made to customers paying with bank credit cards are treated as cash sales, while sales to customers using nonbank credit cards are accounted for as sales on account. In both cases, the credit card company charges the business a percentage of the sale as a fee.

Below is a guided example for credit card transactions. Additionally, on the next page, two more examples are provided. 
https://ezt-media.prod.mheducation.com/MHHE/EZT/Video/21160/en-us/25082.mp4
Sales made to customers using bank credit cards, such as MasterCard and VISA

Arnold’s Sporting Goods sells merchandise on January 15 totaling $900 to customers using bank credit cards, plus 8 percent sales tax. The bank credit card company charges a 3 percent credit card fee. The calculation of cash received from the credit sales follows.

Merchandise sales


$900.00

Plus sales tax ($900.00 * 8%)

    72.00
Subtotal



$972.00

Less bank fee (3% * $972.00)

 - 29.16
Cash received



$942.84

The journal entry to record this transaction is presented below.

[image: image1.png]General Journal Page 2
Date Description Post. Ref. Debit Credit
20X1
Jan. 15 | Cash 942.84
Credit Card Expense 29.16
Sales 900.00
Sales Tax Payable 72.00

Record sales to customers using
bank credit cards





Sales made to customers using non-bank credit cards, such as American Express
Arnold’s Sporting Goods sells merchandise on January 16 totaling $1,000 to customers paying with American Express, plus 8 percent sales tax, so the total charges are $1,080 ($1,000 + (8% * $1,000). American Express charges a 4 percent discount fee. 

 The discount withheld by American Express would be $43.20 ($1,080.00 times 4%). Arnold’s Sporting Goods received payment from American Express on January 23. The journal entries to record the sales on January 16, and the receipt of cash from American Express, follow.

[image: image2.png]General Journal Page 2
Date Description Post Ref. Debit Credit
20X1
Jan. 16 | Accounts Receivable 1,080.00
Sales 1,000.00
Sales Tax Payable 80.00
Record sales to customers using
American Express
23 | Credit Card Expense 43.20
Cash 1,036.80
Accounts Receivable 1,080.00
Record payment received from
American Express
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