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27


	CREDIT TRANSACTIONS

DEBTORS’ ALLOWANCES


	WORKSHEET 1


	When we sell goods to a Debtor, he may be unhappy with the purchase.  By law he will have a minimum 7 days to return the goods.  Depending on our return policy and the guarantee period of the item purchased, he may have even longer to return the goods.

He may be unhappy with the goods for one of the following reasons:-

· They may not be what he ordered 

· They may be damaged

· The quality is not correct

· They may be faulty (e.g. electrical goods)

· The order may be incomplete

· Incorrect/damaged packaging

In any one of these cases he will return the goods to the seller.

In addition the debtor may be unhappy because he has been overcharged.  In this case he will usually ask the seller to reduce the amount that appears on the invoice.  In this instance the goods will

not be physically returned. 




	SOURCE DOCUMENTS


When a debtor returns goods (or requests an allowance for an overcharge) he will send them back together with a debit note.  (This is normally printed in black).  Once our business approves the return they will issue a credit note (normally printed in red).


	BB WHOLESALERS                   No. 41
CREDIT NOTE
To:



            21 July 2011

  RB Traders

  PO Box 7281

 18 Egoli St

  Egoli



	Quantity

5

	Description

5kg Maize meal

Packaging damaged
	Unit price

R27,00


	Total

135,00



	              SubTotal

              Less 10% trade discount
E & O.E.                                          TOTAL
	R135,00 13,50

	
	157.50


Once a credit note has been issued we will make an entry in the Debtor’s Allowances Journal.

	EXAMPLE 1


REQUIRED.

Enter the transactions below into the Debtor’s allowance Journal of Zizi Traders

Post to the General Ledger and the Debtor’s Ledger.

INFORMATION

Goods are sold at 100% profit mark-up
Transactions – May 2011
20 – Received damaged goods returned by B Baloyi together with a debit note, R500.

        Issued credit note No. 005
25 – Issued a credit note 006 to M Martins for R600.

DEBTORS ALLOWANCE JOURNAL OF ZIZI TRADERS FOR MAY 2011
	Doc 
	Day 
	Debtor 
	Fol 
	Debtors allowances 
	Cost of sales

	CN005
	20
	B. Baloyi
	
	500
	250

	CN006
	25
	M. Martins
	
	600
	300

	
	
	
	
	1 100
	550



Credit note
	 
	Debit
Debtors allowances
	Debit
Trading stock

	
	Credit
Debtors control
	Credit
Cost of sales


Posting the DEBTORS ALLOWANCE JOURNAL to the GENERAL LEDGER
      GENERAL LEDGER OF ZIZI TRADERS
DEBTORS CONTROL

	Mar 
	1
	Balance 
	b/d
	10 000
	Apr 
	30
	Bank 
	CRJ
	5 495

	
	31
	Sales 
	DJ
	17 035
	
	
	Discount allowed
	CRJ
	    290

	
	
	
	
	
	May
	31
	Debtor’s Allowance
	DAJ
	1 100

	
	
	
	
	
	
	
	Balance
	b/d
	20 150

	
	
	
	
	27 035
	
	
	
	
	2 7 035

	Apr
	1
	Balance
	b/d
	20 150
	
	
	
	
	


COST OF SALES

	Mar 
	31
	Trading stock 
	
	9 250
	
	
	
	
	

	May
	31
	Trading stock
	
	550
	
	
	
	
	


TRADING STOCK

	
	
	
	
	
	Mar 
	31 
	Cost of sales 
	DJ 
	9 250

	
	
	
	
	
	May
	31
	Cost of sales
	DJ
	550


DEBTORS ALLOWANCES

	May
	31
	Debtor’s Control
	
	1 100
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


Posting the DEBTORS ALLOWANCE JOURNAL to the DEBTORS LEDGER

DEBTORS LEDGER OF ZIZI TRADERS
                                                                B BALOYI                                                             DI

	Date 
	Details 
	Fol 
	Debit 
	Credit 
	Balance 

	Mar 
	1
	Account rendered
	
	
	
	2 000

	
	05
	Credit invoice 135
	DJ
	8 500
	
	10 500

	Apr 
	1
	Receipt 010
	CRJ
	
	500
	10 000

	May
	20
	Credit Note 005
	
	
	500
	9 500


                                                                  M MARTINS                                                       D2

	Date 
	Details 
	Fol 
	Debit 
	Credit 
	Balance 

	Mar 
	1
	Account rendered 
	
	
	
	 2 000

	
	12
	Credit invoice 136
	DJ
	10 000
	
	12 000

	Apr
	2
	Receipt 011
	CRJ
	
	600
	11 400

	
	
	Discount allowed
	CRJ
	
	50
	11 350

	May
	25
	Credit Note 006
	
	
	600
	10 650


                                                                 S SMIT                                                                  D3

	Date 
	Details 
	Fol 
	Debit 
	Credit 
	Balance 

	Mar 
	1
	Account rendered
	
	
	
	540

	
	
	Receipt 012
	CRJ
	
	500
	40

	
	
	Discount allowed
	CRJ
	
	40
	0


                                                                 A ADAMS                                                             D4

	Date 
	Details 
	Fol 
	Debit 
	Credit 
	Balance 

	Mar 
	1
	Account rendered 
	
	
	
	 4 100

	
	
	Receipt 013
	CRJ
	
	3 895
	205

	
	
	Discount allowed
	CRJ
	
	205
	0



REQUIRED:
Enter the following transactions into the Debtor’s Allowances Journal of James Johnson Stores for the month of May 2011.

INFORMATION

Below you will find the transactions for James Johnson Stores. A mark-up of 100% on cost is used.

Balances on 1 May 2011

	Debtor’s control
	15 000

	
M. Matthew
	5 000

	M. Mark
	9 000

	L. Luke
	1 000

	Trading stock
	24 000

	Sales
	19 000

	Cost of sales
	8 000

	Debtor’s allowance
	700


Transactions

	1.
	M. Matthew returned goods to the value of R1 000 together with a debit note.  Issued credit note No. 07

	5.
	M. Mark claimed an allowance for Trade discount that had not been indicated on the invoice.  We issued a credit note to the value of R600.

	10.
	Credit note issued to L. Luke for R150 for goods returned.

	18.
	M. Mark returned goods and we sent him a credit note for R100.


ANSWER

DEBTORS ALLOWANCE JOURNAL OF JAMES JOHNSON STORES FOR MAY 2011
	Doc 
	Day 
	Debtor 
	Fol 
	Debtors allowances 
	Cost of sales

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


      GENERAL LEDGER OF JAMES JOHNSON STORES
DEBTORS CONTROL

	Mar 
	1
	Balance 
	b/d
	15 000
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


TRADING STOCK

	Mar 
	1
	Balance 
	b/d
	24 000
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


SALES

	
	
	
	
	
	Mar 
	1
	Balance 
	b/d
	19 000

	
	
	
	
	
	
	
	
	
	


COST OF SALES

	Mar 
	1
	Balance 
	b/d
	8 000
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


DEBTORS ALLOWANCES

	Mar 
	1
	Balance 
	b/d
	700
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


DEBTORS LEDGER OF JAMES JOHNSON STORES
                                                                M. MATTHEW                                                        DI
	
	
	Details
	Fol 
	Debit 
	Credit 
	Balance 

	Mar 
	1
	Account rendered
	
	
	
	5 000

	
	
	
	
	
	
	


                                                     M MARK                                                          D2
	
	
	Details
	Fol 
	Debit 
	Credit 
	Balance 

	Mar 
	1
	Account rendered 
	
	
	
	 9 000

	
	
	
	
	
	
	

	
	
	
	
	
	
	


                                                        L. LUKE                                                            D3
	
	
	Details
	Fol 
	Debit 
	Credit 
	Balance 

	Mar 
	1
	Account rendered
	
	
	
	1 000

	
	
	
	
	
	
	


	WORKSHEET 2


	DEBTORS LIST


Once the Debtor’s Ledger has been completed, we will then draw up a list of the closing balances for each Debtor.  The total of this list should equal the balance of the Debtor’s Control account.

	EXAMPLE 2


REQUIRED
Draw up the Debtor’s List for the Example exercise above.

Check if it corresponds with the Debtor’s control balance.

	
	
	
	
	Debit
	Credit

	
	
	B Baloyi
	
	9 500
	

	
	
	M Martins
	
	10 650
	

	
	
	S. Smit
	
	0
	

	
	
	A. Adams
	
	0
	

	
	
	
	
	20 150
	



REQUIRED
Draw up the Debtor’s list for Activity 1

Check if it corresponds with the Debtor’s control balance.

ANSWER

	
	
	
	
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



REQUIRED

Use the information and answers the questions that follow

INFORMATION


DEBTORS CONTROL

	20.6

Mar.
	1
	Balance
	b/d
	7 300
	2011

Mar.
	31
	B
	CRJ
	4 700

	
	31
	A
	DJ
	12 170
	
	
	Debtors

allowances
	C
	   540

	
	
	Petty cash
	PCJ
	   250
	
	
	Balance
	c/d
	15 050

	
	
	Bank
	CPJ
	    570
	
	
	
	
	

	
	
	
	
	20 290
	
	
	
	
	20 290

	Apr.
	1
	Balance
	b/d
	15 050
	
	
	
	
	


ANSWER

Questions:
	3.1
	Which account will be credited as a result of the entry of R12 170 on the debit side of the Debtors control account? 



	3.2
	State ONE possible reason for the entry of R570 on the debit side of the Debtors control account.  



	3.3
	From which journal is the entry of R540 posted?  



	3.4
	Which TWO accounts will be debited as a result of the entry of R4 700?  



	3.5
	Give ONE example a transaction that will result in the Petty cash entry of R250.

   

	3.6
	Calculate the cost price of the entry of R540 on the credit side of the Debtors control account if the profit mark-up on cost is 25%.  Show your calculations.

      

	3.7
	Which source document will support the entry of R540 on the credit side of the Debtors control account?  




	ANSWERS 
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	ACTIVITY 1


DEBTORS ALLOWANCE JOURNAL – MAY 2011
	Doc 
	Day 
	Debtor 
	Fol 
	Debtors allowances 
	Cost of sales

	CN 07
	1
	M. Matthew
	
	1 000
	500

	CN 08
	5
	M. Mark
	
	600
	300

	CN 09
	10
	L. Luke
	
	150
	75

	CN 10
	18
	M. Mark
	
	100
	50

	
	
	
	
	1 850
	925


GENERAL LEDGER

DEBTORS CONTROL

	Mar 
	1
	Balance 
	b/d
	15 000
	Mar
	31
	Debtor’s allowance
	
	1 850

	
	
	
	
	
	
	
	Balance
	b/d
	13 150

	
	
	
	
	15 000
	
	
	
	
	15 000

	Apr
	1
	Balance
	b/d
	13 150
	
	
	
	
	


TRADING STOCK

	Mar 
	1
	Balance 
	b/d
	24 000
	
	
	Cost of sales
	
	925

	
	
	
	
	
	
	
	
	
	


SALES

	
	
	
	
	
	Mar 
	1
	Balance 
	b/d
	19 000

	
	
	
	
	
	
	
	
	
	


COST OF SALES

	Mar 
	1
	Balance 
	b/d
	8 000
	
	
	
	
	

	
	31
	Trading stock
	
	925
	
	
	
	
	


DEBTORS ALLOWANCES

	Mar 
	1
	Balance 
	b/d
	700
	
	
	
	
	

	
	31
	Debtor’s allowance
	
	1 850
	
	
	
	
	


DEBTOR’S LEDGER
                                                                M. MATTHEW                                                        DI
	
	
	Details
	
	Debit
	Credit
	Balance

	Mar 
	1
	Account rendered
	
	
	
	5 000

	
	1
	Credit note 07
	
	
	1 000
	4 000


                                                    M MARK                                                          D2
	
	
	Details
	
	Debit
	Credit
	Balance

	Mar 
	1
	Account rendered 
	
	
	
	 9 000

	
	5
	Credit note 08
	
	
	600
	8 400

	
	18
	Credit note 10
	
	
	100
	8 300


                                                         L. LUKE                                                            D3
	
	
	Details
	
	Debit
	Credit
	Balance

	Mar 
	1
	Account rendered
	
	
	
	1 000

	
	10
	Credit note 07
	
	
	150
	850


	ACTIVITY 2


	
	
	
	
	Debit
	Credit

	
	
	M. Matthew
	
	4 000
	

	
	
	M. Mark
	
	8 400
	

	
	
	L. Luke
	
	850
	

	
	
	
	
	13 250
	


	ACTIVITY 3


	3.1
	Which account will be credited as a result of the entry of R12 170 on the debit side of the Debtors control account? 

Sales

   

	3.2
	State ONE possible reason for the entry of R570 on the debit side of the Debtors control account.  

A dishonoured cheque

A refund to a debtor



	3.3
	From which journal is the entry of R540 posted?  

Debtor’s Allowance Journal



	3.4
	Which TWO accounts will be debited as a result of the entry of R4 700?  

Bank account

Discount allowed



	3.5
	Give ONE example a transaction that will result in the Petty cash entry of R250.

Payment of transport on behalf of a debtor



	3.6
	Calculate the cost price of the entry of R540 on the credit side of the Debtors control account if the profit mark-up on cost is 25%.  Show your calculations.

100  x  540
125        1

 = R432

	3.7
	Which source document will support the entry of R540 on the credit side of the Debtors control account?  

A duplicate credit note




CHALKBOARD SUMMARY




source document


When the business receives the debit note, they issue an original credit note to the debtor, and keeps the duplicate credit note. 


This DUPLICATE CREDIT NOTE is the source document











When goods are returned it means that the sale was cancelled. Therefore the cost of sales must also be cancelled.





ACTIVITY 1





When an allowance is claimed for an overcharge, the sale is not cancelled, therefore the cost of sales is not cancelled either.





ACTIVITY 2





ACTIVITY 3





ACTIVITY 3
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