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	CREDIT TRANSACTIONS

CREDIT PURCHASES


	WORKSHEET 1


	CREDIT PURCHASES CONCEPTS




	Credit purchases
	The business buys items like trading stock, assets such as equipment, consumables stock and stationery on credit and pays for them at a later stage.




	
	

	Creditor 
	The persons/businesses to whom the business owes money



	Creditors Journal
	The subsidiary journal in which credit purchases are recorded



	Creditors Ledger 
	Individual accounts are opened for each creditor



	Creditors Control account
	This account is a summary of the personal accounts of all the creditors in the General Ledger



	Creditors list 
	A list of all the creditors is drawn up at the end of the month.  The total of this list must balance with the Creditors Control account



	Creditors Allowance Journal
	The business returns damaged 

items to the creditors and demand 

 a discount from the creditor from 

    which the items that have 

      been damaged, were bought




	WORKSHEET 2



Match the columns.

	1
	Creditor 
	A
	First entry for credit purchases
	

	2
	Original Invoice
	B
	Discount given to traders
	

	3
	Creditors Ledger 
	C
	List of amounts owed to creditors
	

	4
	Trade discount
	D
	Somebody to whom we owe money
	

	5
	Creditors list 
	E
	Buying items for which we pay at a later stage.
	

	6
	Buying on Credit
	F
	Source Document for credit purchases
	

	7
	Creditors Control account
	G
	Accounts recording transactions with individual creditors.
	

	8
	Creditors Journal
	H
	A summary of all transactions with creditors.
	


	REASONS FOR BUYING ON CREDIT


A business could choose to buy goods on credit for one of the following reasons:

· If a business buys trading stock regularly (two or three times a week), it will result in high bank charges, if they have to write out a cheque each time they make a purchase.

· A business may want to buy on credit if they do not have enough money in the bank to pay cash.

· It is usually better to buy on credit and pay for the goods later i.e. when our debtors pay us.  In this way we will keep our cash to pay our expenses e.g. salaries and wages.

	PROCEDURE FOR PURCHASING ON CREDIT


When buying on credit, a business will follow the steps below.

	Step 1
	An order form will be submitted to the supplier, indicating exactly which goods are required.

	Step 2
	The supplier will make up the order and send it to us together with a delivery note/invoice.

	Step 3
	The goods will be checked against the delivery note to make sure that order is complete.

	Step 4
	If the invoice is correct it will be stamped and sent to the accounts department.



	Step 5
	The invoice will be checked against the order form to make sure that the order has been correctly completed.  If it has not, then follow-up must be made.

	Step 6
	If correct the invoice will then be entered into the Creditor’s journal.


	Step 7
	The Creditor’s journal will be posted to the General Ledger and the Creditor’s ledger.  These two must correspond at the end of the month.

	Step 8
	At the end of the month a statement will be received from the supplier indicating how much money we owe.

	Step 9
	We will check the statement against our records of the Creditor’s account.

If they are the same, a cheque will be made out in payment of the amount that we owe.  If they are not the same follow up will be done in order to find the correct amount.



REQUIRED
Complete the following Diagram.
PROCEDURE FOR COMPLETING A CREDIT PURCHASE













	SOURCE DOCUMENTS


When goods are purchased on credit the supplier (Creditor) will send us an original invoice.  (remember it is polite to send out the original and you keep the copy).  
The invoice will indicate the items that have been bought the total amount owing and the 
                                             trade discount if any.


	BIG WHOLESALE BAKERS
INVOICE                      No. 1112
To:



            27 July 2011

 RB Fast Foods
 18 Spring Road
 South Ridge

	Quantity

24
35
	Description

Muffins
Cup Cakes
	Unit price

R2,00

R5,00
	Total

48,00

175,00

	              SubTotal

              Less 10% trade discount
TOTAL

E & O.E.
	R415,00

41.50

	
	R 373,50

	
	



REQUIRED

Complete the following Credit invoice, using the information below.

INFORMATION

 INVOICE NO.   834
BUYER:   Mac Motor Spares 17 BMW Drive, Motorport
SELLER:  Car Wholesalers, 56 Mercedes Place, Carville.
DATE:  21 August 2011

Goods purchased:  48 spark plugs @ R17 each



        15 Oil filters @ R22 each



         34 Air filters @  R25 each.

Trade Discount:  Purchases are subject to a Trade discount of 4%.
	………………………………………
                                     INVOICE                                             No. ………..
To:



         



 …………………

  ……………………..……………..

  ……………………..……….…….

  ……………………..……………..



	Quantity


	Description


	Unit price


	Total



	              SubTotal

              Less ……… trade discount
TOTAL

E & O.E.
	

	
	

	
	



REQUIRED

Name the source documents

	Buy goods from a creditor
	Original invoice received from creditor

	Return damaged goods to a creditor
	Duplicate debit note.  Original debit note is sent to creditor

	Supporting document when returning goods to a creditor
	Original credit note received from creditor
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	ACTIVITY 1


Match the columns.

	1
	Creditor 
	D

	2
	Original Invoice
	F

	3
	Creditors Ledger 
	G

	4
	Trade discount
	B

	5
	Creditors list 
	C

	6
	Buying on Credit
	E

	7
	Creditors Control account
	H

	8
	Creditors Journal
	A


	ACTIVITY 2


PROCEDURE FOR COMPLETING A CREDIT PURCHASESS

	ACTIVITY 4


	Buy goods from a creditor
	Original invoice received from creditor

	Return damaged goods to a creditor
	Duplicate debit note.  Original debit note is sent to creditor

	Supporting document when returning goods to a creditor
	Original credit note received from creditor


    SOURCE DOCUMENT


Original credit invoice received from the creditor








 


              SOURCE DOCUMENT


The business sends an original debit note to the creditor.  The entry in the books is made from the debit note.  The source document is the 


DUPLICATE DEBIT NOTE





  SUPPORTING DOCUMENT


When the creditor receives the original debit note, he issues a credit note that the discount has been granted


The ORIGINAL CREDIT NOTE is the supporting document





ACTIVITY 1





ACTIVITY 2








CREDIT PURCHASE





If correct make out ________________ for the amount owed.





Send order form to ____________





Receive month end ________________  and  check amount owed





Order made up and sent by supplier





Check goods against __________________& ________________





Post to _________________ledger  and ___________________Ledger





Enter invoice into _______________Journal





Remember.  The % of trade discount can differ from supplier to supplier depending on the volume of business that is done with them.





Source document


Original invoice received from creditor 





ACTIVITY 3





ACTIVITY 4





Receive month end statement – check amount owed





If correct make out cheque for the amount owed.





Post to General Ledger and Creditor’s Ledger





Enter invoice into Creditor’s Journal





Check goods against invoice & order form





Order made up and sent by supplier





Send order form to supplier





CREDIT PURCHASES
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