Purchase

In accounting, the word purchase is used for goods purchased
only, to be resold for profit. Other types of assets are also
purchased such as office equipment, machine, computer, building
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Accounting For Purchases
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and others with the purpose of using them in the business. Goods

can be obtained by two ways on cash or on credit.
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Companies purchase goods using cash or credit (on account).
They normally record purchases when they receive the goods
from the seller. Business documents provide written evidence of
the transaction. Companies record cash purchases by an increase
in purchase account and a decrease in cash. In other words, if the
purchase made on cash, the purchase account is debited and the

cash account is credited.
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Purchases Transactions: In General, Purchases Transactions Divided into

three types as following:
: A il e gl 5 DG ) ey i) bl andi cale S0 1l idall clales
1. Purchase merchandise on cash

DR Purchases ***

CR cash  ***

Purchases of merchandise

2. Purchase merchandise on account

DR Purchases ***

CR Accounts payable ***

Purchases of merchandise
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3. Purchase merchandise by check
DR Purchase ok

CR Bank * ok

Purchases of merchandise

Accounting for Purchase Returns:

There is need to account for purchase returns as though no
purchase had occurred in the first place. Hence, the value of
goods returned to the supplier must be deducted from purchases.

sl el &ilaga e G dudaal)
AV alaal 3 el ph dlee aaad Al o LS g il cilasa e lual dala cllia
il iiall e el ) alaall giliad) G aad any o (g

If purchase was initially made on credit, the payable recognized
must be reversed by the amount of purchases returned. If the
purchases in respect of the goods returned were made for cash,
then a receivable must be recognized to acknowledge the asset
resulting from the expected reimbursement to be received from
the supplier in respect of the returned goods.
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1. Purchase returns Transaction:

1. Purchase merchandise on cash
DR Cash *ok

CR Purchases Returns
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Purchases Returns of merchandise

2. Purchase merchandise on account

DR accounts payable ***

CR Purchases Returns  ***

Purchases Returns of merchandise

3. Purchase merchandise by check
DR Bank ek

CR Purchase Returns  ***

Purchases Returns of merchandise

Example: Bike LTD purchases a mountain bike from BMX LTD for
$100 on cash. Bike LTD later returns the bike to BMX LTD due to a
serious defect in the design of the bike.

0¥ 100 Jiae BMX LTD 4S5 (e 4dlis a3 Bike LTD A8 (5 yids 1 Jlie
Cue Guws BMX LTD 48 )d ) dalall salels aaY Bike LTD 48 i i 138

Purchases $100

Upon the return of bike, the following entry is recorded:
:L”;IY‘ al) Jasod A dal) ) &1;)\ die

Cash $100
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2- Purchases Allowances: A purchaser may be dissatisfied with
the merchandise received because the goods are damaged or
defective, of inferior quality, or do not meet the purchaser’s
specifications. In such cases, the purchaser may return the goods

to the seller for credit if the sale was made on credit or for a cash

refund if the purchase was for cash. This transaction is known as
a purchase return. Alternatively, the purchaser may choose to
keep the merchandise if the seller is willing to grant an allowance

(deduction) from the purchase price. This transaction is known as

a purchase allowance.
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Purchase Allowance Transactions

1. Purchase merchandise on cash

DR Cash *ok K

CR Purchase Allowance ***

Get allowances from the seller
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2. Purchase merchandise on account
DR accounts payable ***

CR Purchase Allowance  ***

Get allowances from the seller

3. Purchase merchandise by check
DR Bank ke

CR Purchase Allowance ***

Get allowances from the seller

Example: Assume the following data concerning a purchase of
merchandise by S. Company:

1. On May 2. Purchased S 5000 of merchandise on account from
D. co.

2. Retuned $3000 Of the merchandise purchase on May 2.

3. 20 May purchased $7000 of merchandise on cash from H. co.

4. Get allowances from H. co. amounted $400.

Required: Record These transactions in the general journal of S.
company?
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General journal S. company

1. 20 May DR Purchases 5000

CR Accounts payable (D. co.) 5000

Purchase merchandise on account

2. DR  Accounts payable 3000

CR purchases returns 3000

purchases returns of M. bought on account

3. 20 May DR purchases 7000

CR cash 7000

Purchase merchandise on cash

4. DR cash 400

CR purchases allowances 400

Get allowances from the seller

Purchase Discounts:
The credit terms of a purchase on account may permit the buyer to claim a

cash discount for prompt payment. The buyer calls this cash discount a

purchase discount. Purchase discount provide advantages to both parties:

The purchaser saves money, and the seller shortens the operating cycle by
more quickly converting the accounts receivable into cash. Credit terms
specify the amount of the cash discount and time period in which it is
offered. They also indicate the time period in which the purchaser is

expected to pay the full invoice price.
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Example: On 1 May 2014, Baghdad Company purchases goods from Ishtar
Company on credit at the cost of ID 2000000, credit terms 2/15, n/30.
¢ On May 14 Baghdad Company pays ID 800000.

¢ On May 29 Baghdad paid the rest of amount.

Required: Record any necessary journal entries in the Baghdad's company
records.
Claall e ) GVl Jlidie 48 13 e alo o) 3 213 A4S 53 i 2014 sl | A b

30/ ¢15/2 A b g 55 3 e 5l 2000000 4,
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Solution:

1/5/2014 Purchases 2000000
Account payables/ Ishtar Co. 2000000

To record credit purchases
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14/5/2014 The Baghdad Co. payments within discount's period.
) 358 JUA alarg 4S50 Cle 541 2014/5/14
800000 x 2% = 1D 16000 Purchases discount
Accounts payable/ Ishtar Co. 800000
Cash 784000
Purchases discount 16000

To record payment of accounts payable after deducting 2% discount
mad 72 g adinl aay ¢ giilall alas Jasnd]

29/5/2014
Accounts Payable/ Ishtar Co. 1200000
Cash 1200000

To record payment of the rest of goods purchased




