3.02 Key Terms 
	Term
	Definition

	Merchandise Sales Terms

	Customer
	A person or business to which merchandise or services are sold

	Sales journal
	A special journal used only to record sales of merchandise on account

	Sales on account
	A sale for which cash will be received at a later date

	Sales tax
	A tax on a sale of merchandise or service.

	Wholesale
	Selling merchandise to retailers

	Retail
	Selling merchandise to the consumer (final user)

	Cash Receipts Terms

	Cash sales
	A sale in which cash is received for the total amount of the sale at the time of the transaction

	Sales discounts
	A cash discount on sales taken by a customer

	Cash receipts journal
	A special journal used only to record cash receipt transactions

	Credit card sale
	A sale in which a credit card is used for the total amount of the sale at the time of the transaction

	Point-of-sale (POS) terminal
	A computer used to collect, store and report all the information about a sales transaction

	Batch report


	A report of credit card sales produced by a point-of sale terminal

	Batching out
	The process of preparing a batch report of credit card sales from a point-of sale terminal

	Terminal summary
	The report that summarizes the cash and credit card sales of a point-of-sale terminal

	Sales Returns and Allowances Terms

	Sales return
	Credit allowed a customer to return the sales price of returned merchandise

	Sales allowance
	Credit allowed a customer for part of the sales price of merchandise that is not returned

	Credit memorandum
	Source document listing the details of a sales return or allowance


Journalizing Sales on Account Using a Sales Journal

The sales journal only records sales of merchandise to customer on account, also commonly referred to as a credit sale of merchandise.
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It’s important to understand that the Sales Journal is used to record the sale of merchandise ON ACCOUNT ONLY. Sales tax is charged by the retail business since the customer buying the merchandise is considered the consumer or end user of the good or product. Sales tax payable is a liability since the business is only collecting the amount from the customer and owes it to the government. 
Journalizing Cash Receipts Using a Cash Receipts Journal
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Journalizing Sales Returns and Allowances Using a General Journal
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If you have questions ASK FOR CLARIFICATION!
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Debit
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Sales





1. Write date of sale in date fields


2. Write name of the customer in ACCOUNT DEBITED column. Customer name identifies who OWES the business and whose accounts receivable is debited.


3. Write the sales invoice number in the SALE NO. column.


4. Write total amount owed by customer in ACCOUNTS RECEIVABLE DEBIT column.


5. Write sale amount (total merchandise) in SALES CREDIT column.


6. Write sales tax amount in SALES TAX PAYABLE CREDIT column. �(total merchandise x sales tax rate)








Transaction 1: Journalized cash and credit card sales.


Transaction 2: Journalized cash received on account from customer WITHOUT a discount.


Transaction 3: Journalized cash received on account from customer WITH a discount.


Transaction 4: Journalized cash received from owner as additional capital investment.








Notice the dates are entered for each transaction, an account title is entered and the source document. Why the check marks for transaction 1? Well, since the special amount columns are used and neither General Debit nor General Credit there isn’t an account affected that needs to be listed. You CAN NOT leave the ACCOUNT TITLE column empty, ever, no matter what journal you use. The other check mark in POST REF signifies that none of the individual amounts for this transaction will be posted individually.  The source document for cash and credit card sales is usually a summary of all the sales for that day or range of days The T3 can reflect the calculator tape used to total the amount or a printout from the cash register or point of sale terminal. These devices can batch (combine) all of the captured transactions and customer payments received. This batching of all transactions is often referred to as a terminal report or terminal summary (terminal as in final), thus the T3 source document to reflect the terminal summary on November 3rd. This is much quicker and more accurate than entering each individual cash sale transaction in the journal. Notice all of the other individual transactions have their source document as a receipt. The receipt is generated when the cash is received by the business. Recall when the clerk swipes the UPC bar code on your product and totals your sale you receive a receipt once you have paid. That receipt has the date, what you purchased, how much tax was added and the total amount you paid. Notice in transactions 2 and 3 the name of the customer who has paid on account is listed in the ACCOUNT TITLE column. The business needs to keep track of who they have received payment from. In transaction 3 a 2% sales discount for prompt payment was taken by the customer on the amount due the business. In this case the customer did not pay the total sales invoice amount of $322.50 ($300 merchandise and $22.50 sales tax) but instead deducted the $6 sales discount ($300 * 2%) AND the $0.45 reduction in sales tax ($6 discount * 7.5% sales tax rate) to pay $316.05 ($322.50 minus $6 minus $0.45). As you can see the debit to Sales Discount plus the debit to Sales Tax Payable plus the debit to Cash equals the credit to Accounts Receivable. IT IS CRITICAL TO UNDERSTAND THAT YOU CANNOT DISCOUNT SALES TAX. Sales Discount is known as a CONTRA account since its balance reduces the account it affects namely Sales. The Sales account has a normal credit balance and Sales Discount has a normal debit balance. Rather than apply a $6 debit to reduce Sales the business keeps track by entering the $6 discount in the Sales Discount account as a debit. This way the business can keep track of the discounts taken by its customers.





Transaction 1: Customer returned $60 worth of merchandise to the business.


Transaction 3: Customer returned $100 worth of merchandise to the business. 





Notice the dates are entered for each transaction, an account title is entered and the source document. The source document for the sales return or sales allowance is a credit memorandum. The business prepares a credit memorandum in order to accept merchandise returned by a customer. It’s a credit memo because with the return of the merchandise the business is crediting the customer’s accounts receivable to reduce the amount the customer owes the business. Notice the diagonal line in some of the POST REF fields. This indicates that the amount on this row will be posted TWICE. How? Notice in the ACCOUNT TITLE field there is Accounts Receivable followed by the customer’s name. As you will see in the week 10 lesson the business needs to keep track of the amounts each of its individual credit customers owe. So stay tuned, another “book” to join the journal and ledger is right around the corner. In both transactions rather than debit the Sales account directly for the customer returned merchandise the Sales Returns and Allowances account is debited. Sales Returns and Allowances is known as a CONTRA account since its balance reduces the account it affects namely Sales. The Sales account has a normal credit balance and Sales Returns and Allowances has a normal debit balance. Rather than apply any debits to the Sales account the business keeps track by entering debits in the Sales Returns and Allowances account. This way the business can keep track of all customer returns and allowances on its merchandise.
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