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I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to sales and cash receipts. 

 •  identify accounting concepts and practices related to sales and cash receipts. 

 •  analyze transactions affecting sales and cash receipts. 

 •  journalize and post transactions related to sales and cash receipts. 

 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

 

III.  Anticipatory Set: 

 As the volume of business (Celluphone has annual sales of $2,000,000) and the number of transactions 

increase for a business, efficiency of operation becomes more important in completing work accurately and in a 

timely fashion.  This is where a system of special journals comes in.  They improve efficiency of recording 

transactions and permit more than one accounting clerk to record transactions at the same time. 

 In this chapter we will be working with a sales journal, cash receipts journal, and selected uses of a 

general journal. 
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IV.  Learning Activities: 

 

RECORDING SALES ON ACCOUNT USING A SALES JOURNAL 

 Regardless of when cash is received, revenue should be recorded when merchandise is sold. 

 Since many sales are made on account, we will be working with a special journal for this purpose. 

 Sales Journal - a special journal used to record only sales on account transactions. 

  pg. 519 - relationship with expanded journal. 

   Special amount columns: 

    -  Accounts Receivable Debit 

    -  Sales Credit 

    -  Sales Tax Payable Credit 

 

  With these special amount columns, each sale on account transaction can be recorded on one  

   line. 

  A retail business must collect sales tax (8% for Celluphone) from customers and periodically  

   send the sales tax collected to the state. 

 

 

 Journalizing sales on account       (Pg. 520) 

  Celluphone prepares a sales invoice in duplicate for each sale on account.  The carbon copy is  

   the source document.  Only sales invoices are recorded in the sales journal.  Therefore,  

   only the invoice number is recorded in the Sale No. column. 

 

  March 1, 19-- 

   Sold merchandise on account to DTex Imports, $1600.00, plus sales tax, $128.00;  

    total, $1728.00.  Sales Invoice No. 148. 

 

 

 Posting from a sales journal to an accounts receivable ledger  (Pg. 521) 

  Each amount in a sales journal’s Accounts Receivable Debit column is posted individually to the 

    customer account in the accounts receivable ledger. 
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 Posting from a sales journal to a general ledger    (Pg. 522) 

  Equality of debits and credits is proved for a sales journal at the end of each month.  The sales  

   journal is ruled and the totals of the special columns are posted to the general ledger  

   account named in the column heading. 

 

 

 

 

 

 Summary of journalizing and posting using a sales journal 

  1)  All sales on account are recorded in a 3-column sales journal. 

  2)  Individual items are posted frequently to customer accounts in the accounts receivable ledger. 

  3)  At the end of the month, each amount column total is posted to the general ledger account  

   named in the column heading.  The Accounts Receivable Debit column total is posted to  

   Accounts Receivable as a debit.  The Sales Credit column total is posted to sales as a  

   credit.  The Sales Tax Payable Credit column total is posted to Sales Tax Payable as a  

   credit. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the meaning of term 1, pg. 544. 

   •  the answers to questions 1 - 3, pg. 544. 

   •  answer Case 1, pg. 544. 

   •  do Problem 20-1, pg. 546. 

   •  read pages 523 - 531. 
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RECORDING CASH RECEIPTS USING A CASH RECEIPTS JOURNAL 

 A business can have many transactions involving the receipt of sizable amounts of cash.  As a result, a  

  business needs to have two objectives: 

   -  to avoid the loss of any cash 

   -  to efficiently account for the cash 

 To help meet these objectives, a business uses a special journal to record only cash receipt transactions.   

  This allows the business to record all cash receipts in one location, permitting the amount of cash 

    received to be determined much more quickly and efficiently. 

 

 Cash Receipts journal - a special journal used to record only cash receipts transactions. 

  pg. 524 - relationship with expanded journal. 

   Additional special amount columns to record cash received on account with a cash  

    discount: 

     -  Sales Tax Payable Debit 

     -  Sales Discount Debit 

  Most cash receipts are for: 

   -  cash and credit card sales 

   -  cash received from customers on account 

 

 

 Journalizing cash and credit card sales     (Pg. 525) 

  Source document is the cash register tape. 

 

  March 1, 19-- 

   Recorded cash and credit card sales, $2870.00, plus sales tax, $229.60;   

    total, $3099.60.  Cash Register Tape No. 1. 

 

 

 Sales Discount 

  Selling merchandise on account usually helps a business increase the volume of its sales by  

   providing more convenience to the customer. 
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  A customer is expected to pay the amount due within the credit period agreed upon. 

  To encourage early payment for a sale on account, a deduction on the invoice amount may be  

   allowed. 

 

  Cash Discount - a deduction on the invoice amount to encourage prompt payment. 

  Sales Discount - a cash discount on sales. 

 

  When a sales discount is taken, a customer pays less cash than the invoice amount previously  

   recorded in the sales account.  Therefore, the amount of a sales discount is deducted from 

   sales. 

 

  The Sales Discount account, to which sales discounts are recorded, is a contra account to the  

   Sales account.  It, therefore, has a normal debit balance. 

 

 

 Calculating and journalizing cash receipts on account with sales discounts 

  To encourage prompt payment, Celluphone gives credit terms of 1/10, n/30. 

 

  Some state regulations require that sales taxes be paid only on actual sales realized. 

  If payment for a sale on account is received within the discount period, not only is the sales  

   amount reduced by the amount of the sales discount, the sales tax is also reduced because 

   the amount of the sale is reduced. 

  In other states, the sales taxes must be paid on the original invoice amount of sale regardless of a  

   sales discount. 

 

  Three amounts must be calculated to prepare the journal entry and verify that the customer paid  

   the correct amount: 

    1)  The amount of the sales discount, which is a percentage of the amount   

     originally credited to Sales. 

    2)  The amount of sales tax liability is reduced, which is the amount of sales tax  

     on the sales discount. 
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    3)  The amount of cash received, which is the original total invoice amount less  

     the sales discount and the reduction in sales tax liability. 

 

 

   Sales Discount: 

    Sales Invoice Amount  x  Sales Discount Rate  =  Sales Discount 

       $1600.00  x  1%  =  $16.00 

 

   Sales Tax Liability Reduction: 

    Sales Discount  x  Sales Tax Rate  =  Reduction in Sales Tax Payable 

       $16.00  x  8%  =  $1.28 

 

   Cash Received: 

    Total Invoiced         Sales Tax 

         Amount       -  Sales Discount  -       Reduction  =  Cash Received 

          $1728.00  -  $16.00  -  $1.28  =  $1710.72 

 

 Page 527 

  March 11, 19-- 

   Received cash on account from DTex Imports, $1710.72, covering Sales Invoice No.  

    148 for $1728.00 (1600.00 plus sales tax, $128.00), less 1% discount, $16.00,  

    and less sales tax, $1.28.  Receipt No. 232. 

 

  The amounts for the transaction can be proved as follows: 

   Sales invoice amount      $1600.00 

   Less sales discount ($1600.00 x 1%)    -     16.00 

   Equals reduced invoice amount    $1584.00 

   Plus sales tax on reduced invoice amount   +  126.72 

    ($1584.00 x 8%) 

   Equals cash received      $1710.72 
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  If a customer does not pay the amount owed within the sales discount period, the full invoice  

   amount is due.   The transaction would be as follows: 

    Account Title   AR Credit   Cash Debit 

    DTex Imports   $1728.00   $1728.00 

 

 

 Posting from a cash receipts journal to an accounts receivable ledger (Pg. 528) 

  Each amount listed in the Accounts Receivable Credit column is posted individually to the  

   proper customer account in the accounts receivable ledger. 

  The abbreviation CR is used in the Post. Ref. column to signify Cash Receipts Journal. 

 

 

 Posting from the general columns of a cash receipts journal  (Pg. 529) 

  Each amount in the General columns is posted separately to the general ledger account named in  

   the Account title column. 

 

 

 Posting total from the special columns of a cash receipts journal (Pg. 529) 

  At the end of each month, equality of debits and credits is proved for a cash receipts journal. 

  Cash is then proved: 

   Cash on hand at the beginning of the month 

   Plus total cash received during the month 

   Less total cash paid out during the month 

   Equals cash on hand at the end of the month 

    The balance on the next unused check stub must be the same as the ending cash. 

  After cash is proved, the cash receipts journal is ruled and each special amount column total is  

   posted to the general ledger account named in the column heading. (Pg. 530) 
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 Summary of journalizing and posting using a cash receipts journal 

  1)  All cash receipts are recorded in a 8-column cash receipts journal. 

  2)  Amounts in the Accounts Receivable Credit column are posted frequently to the customer  

   accounts in the accounts receivable ledger. 

3) At the end of the month, the totals of the special columns are posted to the general ledger  

   account named in the column heading. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 2 & 3, pg. 544. 

   •  the answers to questions 4 - 10, pg. 544. 

   •  do Problem 20-2, pg. 547. 

   •  read pages 531 - 537. 

 

 

 

 

RECORDING TRANSACTION USING A GENERAL JOURNAL 

 Two sales related transactions are recorded in a general journal: 

  1)  Sales returns and allowances 

  2)  Correcting entries that affect customer accounts but not the controlling account 

 

 Sales Returns and Allowances 

  Most merchandising businesses expect to have some merchandise returned because a customer  

   decides not to keep the merchandise. 

  A customer may return merchandise and ask for a credit on account or a cash refund. 

  Sales return - credit allowed a customer for the sales price of returned merchandise, resulting in  

   a decrease in the vendor’s accounts receivable. 
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  Credit may be granted to a customer without asking for the return of damaged or imperfect  

   merchandise.  An allowance also may be given because of a shortage in a shipment. 

 

  Sales allowance - credit allowed a customer for part of the sales price of merchandise that is not  

   returned, resulting in a decrease in the vendor’s accounts receivable. 

 

  A vendor usually informs a customer in writing when a sales return or a sales allowance is  

   granted. 

  Credit memorandum - a form prepared by the vendor showing the amount deducted for returns  

    and allowances. 

   Called this because the vendor records the amount as a credit to the customer account to  

    show the decrease in Accounts Receivable. 

   Becomes the source document for sales returns and allowances.  (Pg. 533) 

 

  Sales Returns and Allowances - decreases the amount of sales and is therefore a contra account  

   to the revenue account Sales.  Therefore, the normal account balance is a debit. 

  Sales returns and sales allowances are usually recorded in the same account, Sales Returns and  

   Allowances.  The difference between the two is that merchandise is returned to the  

   vendor only in a sales return. 

 

 

 Journalizing sales returns and allowances     (Pg. 534) 

  The credit must include the sales tax on the return or allowance. 

 

  March 11, 19-- 

   Granted credit to Alamo Company for merchandise returned, $180.00, plus   

    sales tax, $14.40, from S160; total, $190.40.  Credit Memorandum No. 41. 
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 Journalizing correcting entries affecting customer accounts  (Pg. 535) 

  Errors may be made in recording amounts in subsidiary ledgers that do not affect the general  

   ledger controlling account.  Example: a sale on account may be recorded to the wrong  

   customer. 

  Errors in the accounts receivable ledger are usually discovered when customer statements are  

   prepared or after a customer examines the statement and reports an error. 

 

  March 12, 19-- 

   Discovered that a sale on account to Ridgecrest Co. on February 26, S133, was  

    incorrectly charged to the account of Ridgepoint Co., $297.00.     

   Memorandum No. 40. 

 

 

 Posting from a general journal 

  Each amount in the Debit and Credit columns of a general journal is posted to the account or  

   accounts named in the Account Title column. 

 

 

  Summary of journalizing and posting using a general journal 

   1)  All transactions that cannot be recorded in any of the special journals are recorded in  

    a general journal. 

   2)  Amounts in the Debit column are posted frequently to the general ledger. 

   3)  Amounts in the Credit column are posted frequently to the general ledger. 

   4)  Amounts debited or credited to Accounts Receivable are posted to the named   

    customer account in the accounts receivable ledger. 

   5)  Correcting entries involving only subsidiary ledger accounts are posted only to the  

    appropriate subsidiary ledger. 
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PREPARING A SCHEDULE OF ACCOUNTS RECEIVABLE 

 A schedule of accounts receivable is prepared before financial statements are prepared to prove the  

  accounts receivable ledger. 

 Prepared as before. 

 

 

 

 

 

ORDER OF POSTING FROM SPECIAL JOURNALS 

 Items affecting customer or vendor accounts are posted often during the month.  Some businesses post  

  daily to keep the balances of the subsidiary ledger accounts up to date.  Since general ledger  

  account balances are needed only when financial statements are prepared, the general ledger  

   accounts may be posted less often during the month. 

 All items, including the totals of special columns, must be posted before a trial balance is prepared. 

 

 The best order in which to post the journals are: 

  1.  Sales Journal 

  2.  Purchases Journal 

  3.  General Journal 

  4.  Cash Receipts Journal 

  5.  Cash Payments Journal 

 

 This order of posting usually puts the debits and credits in the accounts in the order the transactions  

  occurred. 
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Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 4 - 6, pg. 544. 

   •  the answers to questions 11, & 12, pg. 532. 

   •  answer Case 2, pg. 544. 

   •  do Drills 20-D1, 20-D2, & 20-D3, pg. 545. 

   •  do Problem 20-3, pg. 547 - 549. 

   •  read pgs. 537 - 543. 

 

 

 

 

INTERNATIONAL SALES 

 With the improvement in communications and transportation, international trade has increased.    

  Businesses throughout the world are finding it necessary to buy and sell products and services to  

  and from businesses in foreign countries. 

 

 Exports - goods or services shipped out of a seller’s home country to a foreign country. 

  Businesses may increase sales by expanding into export markets. 

 

 Imports - goods or services bought from a foreign country and brought into a buyer’s home country. 

  Businesses may be able to import materials or services that are not available or are less   

   expensive than within their own country. 

 

 Many companies have entered into the export and import markets to maintain their competitiveness and  

  provide the products and services to meet customer demand. 

 

  Domestic sales - selling merchandise to individuals or other businesses within one’s own  

   country. 
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 International Sales 

  Issues to be considered in international sales: 

   •  lack of a uniform commercial law code among countries makes settling disputes  

    difficult. 

   •  greater distances and complex transportation methods increase time to complete  

     transactions. 

   •  reduced ability to determine a customer’s financial condition and ability to take legal  

    action if a customer does not pay increases the risk of uncollected amounts. 

   •  unstable political conditions may affect the ability to receive payments form those  

     countries. 

 

 

 

 Processing and Accounting for International Sales 

  Contract of sale - a document that details all the terms agreed to by seller and buyer for a sales  

    transaction. 

   Includes:  description and quantity of merchandise; price; point of delivery; packing and  

    marking instructions; shipping information; insurance provisions; and method of  

    payment. 

 

  Letter of Credit - a letter issued by a bank guaranteeing that a named individual or business will 

     be paid a specified amount provided stated conditions are met. 

   Specifies:  a bill of lading, commercial invoice, and a draft. 

 

  Bill of Lading - a receipt signed by the authorized agent of a transportation company for   

   merchandise received that also serves as a contract for the delivery of the merchandise. 

 

  Commercial Invoice - a statement prepared by the seller of merchandise addressed to the buyer  

   showing a detailed listing and description of merchandise sold, including prices and  

   terms. 
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  Draft - a written, signed, and dated order from one party ordering another party, usually a bank,  

    to pay money to a third party. 

   Sometimes referred to as a bill of exchange. 

 

  Sight draft - a draft payable on sight, when the holder presents it for payment. 

 

 

 General procedures for international sales 

  1)  Seller and buyer prepare a contract of sale. 

  2)  Buyer applies for letter of credit to buyer’s bank.  Buyer’s bank approves application and  

   sends letter of credit to seller’s bank.  Seller’s bank delivers letter of credit to seller. 

  3)  Seller verifies letter of credit and ships merchandise. 

  4)  Seller submits documents to seller’s bank including a) bill of lading, b) commercial invoice,  

   and c) draft.  Seller’s bank forwards documents to buyer’s bank. 

  5)  Buyer’s bank deducts amount of draft from buyer’s account and sends amount to seller’s  

   bank (payment to seller’s bank). 

  6)  Buyer’s bank forwards documents to buyer.  Buyer presents bill of lading and approved letter 

    of credit to transportation company and receives merchandise. 

  7)  Seller’s bank receives payment form buyer’s bank and deposits receipts in seller’s account  

   (payment to seller). 

 

 

 

 Recording an international cash sale  (Pg. 540) 

  Cash    Debit 

   Sales     Credit 
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 Time Drafts 

  Time draft - a draft that is payable at a fixed or determinable future time after it is accepted. 

 

  Recording a time draft receivable sale  (Pg. 541) 

   Time Draft Receivable   Debit 

    Sales      Credit 

 

 

  Recording receipt of cash for a time draft receivable  (Pg. 542) 

   Cash      Debit 

    Time Draft Receivable     Credit 

 

 

 

 Trade Acceptances 

  Trade acceptance - a form signed by a buyer at the time of a sale of merchandise in which the  

   buyer promises to pay the seller a specified sum of money usually at a stated time in the  

   future. 

 

  A trade acceptance is similar to a draft except a draft is generally paid by a bank and a trade  

   acceptance by the buyer. 

 

  Few businesses use trade acceptances in international sales because their are more assurances of  

   receiving payment from a bank than form a buyer. 

 

 

 

 

SUMMARY OF RECORDING SALES AND CASH RECEIPTS USING SPECIAL JOURNALS 

 PAGE 543. 
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Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 7 - 16, pg. 544. 

   •  the answers to questions 13 - 18, pg. 544. 

   •  do Problem 20-4, pg. 549. 

 

 

 

Assignment: 

  •  do Problem 20-M, pg. 549 - 551. 

 

 

 

 

V.  Closure: 

 To review for test do Study Guide 20 and Problem 20-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problems 20-M, and chapter 20 test. 


