Chapter (4): Accounting for merchandising
operations:

1

Sales:(- Inventory)

*) Selling Merchandise in Cash:

Cash **
Sales **

*) Selling Merchandise on account:

Accounts Rec. **
Sales **

*) Receiving sales returns and
allowances:

Sales (R&A) e
Cash/ Acc. Rec. **

*) Receiving cash from Accounts
Receivable:

A) During Discount Period:

Cash **

Sales Discount »%

Accounts Rec. ****
B) After The Discount Period:
Cash EEE

Accounts Rec. ****

\%

Purchases:(+ Inventory)

*) Purchasing Merchandise in Cash:

Purchases ¥k
Cash **

*) Purchasing Merchandise on

account:

Purchases **
Accounts Pay. haise

*) Making Purchases returns &
Allowances:

Cash/ Acc.Pay. *»
Purchases (R&A)  **

Paying in cash the amount owed to
accounts Payable:

A) During Discount Period:

Accounts Payable %

Purchase Discount *k
Cash *k
Accounts Payable Fkdk

CaSh **k*kk



Discount Form:

2 Discount Percentage (2%).

10: Discount Period: it means if Cash (Payment/ Receiving) Occurs
During 10 days, there will be a (Sales/ Purchases) Discount.

N/60: The Period of 60 days, in which cash must be paid/ received, if it
doesn't occur (Cash Payment/ Receiving) during the discount period.



Let's Practice ....

Unsolved Problem (7) From your work book (Exam Q. May 2013):

1. Prepare Journal entries to record the following transactions which have
been incurred in (ABC) Firm,
2. Calculate Net sales & Net purchases:

Oct 1: Sold merchandise to Omar on credit, terms 2/10, 40.000%.

Oct 2: Purchased merchandise on credit from Aly company, terms 2/10, n/30.
28.000%.

Oct 3: Purchased store supplies on credit from Lila company, terms n/20, 3000$.

Oct 8: Purchased merchandise on credit from Ammar Company, terms 2/10, n/30
100.0008.

Oct 10: Received full payment from Omar for his Oct 1 purchase.

Oct. 12: Paid Aly company for Purchase of Oct 2.

Oct. 13: Sold merchandise to Hassan on credit, terms 2/10, n/30. 60.000$.
Oct. 14: Returned for credit 30.000$ of merchandise received on Oct 8.
Oct. 18: Paid Ammar company for purchase of Oct. 8.

Oct. 23: Received full payment from Hassan for his Oct.13 purchase.

Solution:



Date Description Debit | Credit
1/10 | Acc. R. (Omar) 40.000
Sales 40.000
2/10 Purchases 28.000
Acc. P. (Aly Co.) 28.000
3/10 Supplies 3000
Acc. P. (Lila Co.) 3000
8/10 Purchases 100.000
Acc. P. (Ammar Co.) 100.000
10/10 | Cash 39.200
Sales Discount (40.000 * 2%) 800
Acc. R. (Omar) 40.000
12/10 | Acc. P. (Aly Co.) 28.000
Cash 27440
Purchase Discount 560
(28.000 * 2%)
13/10 | Acc. R. (Hassan) 60.000
Sales 60.000
14/10 | Acc. P. (Ammar. Co.) 3000
Purchase returns 3000
18/10 | Acc. P. (Ammar. Co) 97.000
Cash 95060
Purchase Discount 1940
(100.000-3000) * 2%
23/10 | Cash 58.800
Sales Discount (60.000 * 2%) 1200
Acc. R. (Hassan) 60.000







Unsolved Problem (11) From your work book (Exam Q. May 2009):

Hassan store sells decorating supplies to various decorating service firms. During
March, 2008, the following transactions occurred:

March. 2: Goods with a price of 5000$ were sold on account to Mohsen, terms: 2/10,

n/30.

March. 4: Sales of merchandise for 10.000 $ cash.

March. 6: Mohsen returned 1000$ of goods Purchased on March. 2, and received a

credit note.

March. 10: Mohsen paid the amount due.
March. 15: Sales of 8000$ of goods to Ramzy shop, terms: 4/10, n/60.

March. 17: Sales of 2000$ of goods to Magdy. Because he is a new customer, terms
were: 5/10, n/60.

March 20: Payment received from Ramzy shop.

March 31: Payment received from Magdy.

Required: Prepare Journal entries.

Date Description Debit | Credit
2/3 Acc. R. (Mohsen) 5000
Sales 5000
4/3 Cash 10.000
Sales 10.000
6/3 Sales returns & allowances 1000
Acc. R. (Mohsen) 1000




10/3 | Cash 3920

Sales discount (4000* 2%) 80
Acc. R. (Mohsen) 4000

15/3 | Acc. R. (Ramzy shop) 8000
Sales 8000

17/3 | Acc. R. (Magdy) 2000
Sales 2000

20/3 | Cash 7680

Sales discount (8000* 4%) 320
Acc. R. (Ramzy shop) 8000

31/3 | Cash 2000
Acc. R. (Magdy) 2000




Classified Income Statement

company
Income statement
For the year ended December 31, 2012

Sales revenue

(-) Sales returns and allowances
(-) Sales discount

Net sales (1)

(-) Cost of goods sold:
Beginning Inventory, January 1
+ Purchases
(-) Purchases returns and allowances
(-) Purchases discount
= Net purchases
+ Freight — in
Cost of Purchases
(a)Cost of goods available for sale

(b)Ending Inventory, Dec. 31
= Cost of goods sold (2) = (a-b)
Gross profit (1-2)
(-) Operating expenses:
Salaries expense
Utilities expense
Advertising expense
Depreciation expense

Freight-out
Insurance expense

Income from operation

+ Other revenues and gains
Interest revenue
Gain on disposal of plant assets

(-) Other expenses and losses
Interest expense

Net income

XX

()
(xx)

XX

XX

XX

(xx)
(xx)

XX

XX

XX

(xx)

XX
XX
XX
XX
XX
XX

XX
XX

XX

XX

(xx)

XX

(xx)

XX

XX

XX
XX




Important Equations In The Classified Income

Statement:

1)Net Sales:

Net Sales -

Sales revenue
(-) Sales returns and allowances

(-) Sales discount

2) Cost of Purchases:

il yidiall AR

Cost of Purchases=

Purchases
(-) Purchases returns and allowances
(-) Purchases discount

= Net Purchases

(+) Freight —in

3) Cost of goods available for sale:

2ol Ralial) deLiad) ARl

Cost of goods available for sale =

Beginning Inventory, January 1

(+)

Cost of goods purchased




4) Cost of goods Sold:

Jelual) AeLiad) Aals

Cost of goods Sold =
Cost of goods available for sale
)

Ending Inventory, Dec. 31

5) Gross profit

Gross Profit=
Net sales

()

Cost of goods sold

6) Income from operation:

Juddl) (8,lud) 7y

Income from operation=
Gross profit
)

Operating expenses

7) Net income

Net income =
Income from operation
(+) Other revenues and gains

(-) Other expenses and losses




Let's Practice ....

The Following balances were obtained from the ledger accounts on Dec. 31/2013
from XYZ Company:

Merchandise Inventory, Jan. 31/ 2013 20.000
Sales 40.000
Sales Discounts 1000
Purchases 2000
Purchases R&A 30.000
Purchases Discounts 2000
Freight in 2000
Selling Expenses 3000
Selling Expenses 6000
Administrative Expenses 8000

Required: Prepare a 2013 income statement, if you know that ending inventory
was 15.000$.

Solution:



XYZ company
Income statement

For the year ended December 31, 2013

Sales revenue

(-) Sales returns and allowances
(-) Sales discount

Net sales (1)

(-) Cost of goods sold:
Beginning Inventory, January 1
+ Purchases
(-) Purchases returns and allowances
(-) Purchases discount
= Net purchases
+ Freight —in
Cost of Purchases
(a)Cost of goods available for sale

(b)Ending Inventory, Dec. 31

(-) Operating expenses:
Selling expenses
Administrative expenses

+ Other revenues and gains
(-) Other expenses and losses

30.000

(2000)
(2000)

(1000)
(2000)

26.000
3000

= Cost of (I;oods sold iZi = ia-bi
Total Operating expenses
h-

40.000

(3000)

20.000

29.000
49.000

(15.000)

6000
8000

37.000

34.000

(14.000)




Terminology:

Sales

Gileasa

.

Sales Returns & Allowances

Glaasall Cila gamay cilagd

Sales Discount

3)lud = (Qlaﬁu.“ UJG) A CM\ Pddsj‘

Discount Period

auadl) 5y

Purchases

@l yidia 5

Purchases Returns & Allowances

QI:DM\ Qh‘gm‘g Q\.\‘g.}).a

Purchases Discount

= (@lpidal)l o) cudSall aadl)

Net Sales

clasal) ol

Net Purchases

aljidal) bla

Freight In

Cost of Goods sold

ZeLual) 4o Liad) Adls

Discount Form

sl e
Discount Percentage PUPLEN WV
Sold gl
Bought SR
Merchandise dslay
Terms Al dag pdi
Full Payment Sl glual)
Returned v
Credit note by ddyg

Beginning Inventory

saadl Jof Ogda




Ending Inventory

Baall JAT Ogida

Cost of Purchases= Cost of goods
purchased

o)yidial) de Lianl) 441<3

Cost of goods available for sale

2ol Aalial) de Lial) 40l

Cost of goods sold

doluall doliad) dilss

Gross profit (Loss)

Bl frl) Jaza

Operating expenses

Llaial) cldg paall

Depreciation expense

MAY) iy paa

Freight-out

Income/ Loss from operation

Judal) Biled [myy

Other revenues and gains

SAT cuulSa i @)

Other expenses and losses

(_?)Ai Hld Ji Gild g pan

Interest Revenue

dilgd cilaly)

Interest Expense

ﬁbé QGJJ&AA

Gain on disposal of Fixed assets

Al Jea) (30 paladl) 7L

Losses from disposal of Fixed assets

B J g (e galAT) jilud

Net Income/ Loss

Bludl) [l Ala

Selling expenses

A Gl paa

Administrative & General expenses

Aaagac g dy))) cildg s




