ACCOUNTS 

               PAYABLE
LEARNING  OBJECTIVES

After completing this chapter the student will be able to:

1. Discuss the standard accounting transactions that deal with the Accounts Payable account.

2. State the differences among the General Ledger,  Accounts Payable, and Accounts Receivable modules.

3. Diagram the flows of data from the purchase order to the payment of the purchase invoice.
4. State the various types of vendors and the fields within the vendor files.

5. List the reports that can be printed in the Accounts Payable module.

6. List the steps to perform the accounting cycle using the A/P module.
7. Discuss how to enter data for particular problem using the techniques learned in this chapter.



All transactions in the Accounts Payable module deal with a debit or credit to the General Ledger account, “Accounts Payable.”  These transactions are:  purchase of any item on account ( or credit), payment of the purchase, return or allowance on the purchase, and purchase discounts.  In addition, any purchase for cash that requires a check to be written will be entered in the  A/P module.  The Accounts Payable account is primarily a holding account of what the company owes to various creditors.  Accounts Payable has a normal credit balance.  Therefore, this account is increased by a purchase on account and decreased by either a payment on account, a discount, or a purchase return/allowance.

    A brief discussion of the transactions that affect the Accounts Payable account is provided here.
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The accounts used to payable accounting are:

Cash

Accounts Payable

Purchase or Inventory Accounts

Purchase discount

Purchase Returns and Allowance

Any asset purchased on accounts00

Any expense purchased on account

      The Cash account is needed to pay whatever was bought on account, be it an asset or a purchase.

       The Cash Payable account is the holding account to track what is owed by the company.

       The Purchase account is used when any item is bought from a vendor with the intent to resell.

       Inventory accounts for manufacturing and other companies will be discussed in chapter 7.

       Purchase Discount is used when the vendor gives the company a reduction in the purchase price because it was paid within the discount period.

       Purchase Returns and Allowances is for those items that were purchased for resale but were for some reason unacceptable.  A Return is an item returned to the vendor by the company.  An Allowance is when some of the item was unacceptable, the  company did not return, and the vendor reduced the price.

       Assets as well as expenses can also be purchased on account or on credit.  The assets could be supplies, equipment, furniture, or office equipment, for a few examples.  Examples of expenses on account would be advertising expense or  repair expense.

The accounts to be debited and credited for each type of transaction are discussed here.

A company would write a purchase order or purchase invoice to record the purchase of items.  A purchase order is an order document, whereas a purchase invoice to record a bill sent by a vendor.  For the sake of simplicity the term purchase invoice will be used in the Business Works.

Purchase/Assets/Expenses bought with cash are included in the Accounts Payable module because a check needs to be written.  If the transaction can be entered directly into the Cash Payments journal, when the check is written it would be a debit to the Purchase account, an asset account, or an expense account and a credit would be cash.  If entering this transaction requires the user to enter a purchase order first, the transaction would be entered the same way as a purchase on account.  The transaction in journal entry form would be:

Purchase/Asset/Expense

     Cash


Any time a purchase or either item for resale, expenses, or assets is not paid for at the time of receipt of the product.  It is bought on account.  When it is purchased on account it must be placed in the Accounts Payable account to keep track of what the company owes to other companies.  The journal entry form is:

Purchases/asset/Expense

       A/P
The Purchase returns and Allowances account refers to returned defective or unacceptable purchases, or retained purchase and an allowance received for a defective asset.  When an item is defective it can either be returned for complete credit or retained for a reduction in the purchase price.  A purchase of merchandise that is returned or given an allowance is credited to the purchase returns and allowance account.  If there is no purchase returns and allowance account it is a credit to the purchase account.

       If an asset or expense is returned for complete credit or retained for an allowance it is a credit to the asset account or the expense account.  The Accounts Payable account will always be reduced by a debit.

       The transaction in journal entry form is:

A/P

       Purchase R&A/asset/Expense
       In manual accounting systems this transaction would be recorded in the General Journal.  However, because automated packages have an Accounts Payable module and this transaction is requires an entry to the A/P account, it  should be recorded in the A/P module.

       This transaction can be recorded in two ways.

1. If the A/P menu includes a command to record returns and allowances the module will be creating a debit memo to be sent to the vendor, who should send a credit memo as verification or acceptance of the reduction in price.

2. If there is no special command for returns and allowances, a negative purchase invoice for all or partial returns can be created.  The purchase item can be described as purchase return or an allowance using the Purchase Returns and Allowances account number as the account to be debited.  The negative invoice will actually make the debit entry to Purchase Returns as a credit entry.  Later the negative purchase order will be matched with the purchase invoice either by using a $0 check to remove it from the subsidiary ledger, or included when paying the remaining account due.  The Business works program uses this method.

Once an invoice has been entered into the Accounts Payable module it must be paid or matched with a return to remove it.  It can be paid within the discount period for a purchase discount or the full amount paid at the agreed upon date.

       The transactions for payments are reviewed here:

The journal entry for this transaction would be:

A/P

       Cash
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If an invoice is paid within the prescribed terms, a discount is received.  If the discount is for merchandise purchased, it is credited to the purchase discount as a reduction in net purchases. See the Accounts Receivable chapter for a discussion on payment terms.

       The transaction in journal entry form is:

A/P

       Purchase Discount

       Cash
If an invoice for the purchase of an asset or on expense has discount terms and is paid within the discount period it is a direct reduction of the asset or the expense.  For example, if a computer was purchased with 2/10 Net 30 terms and was paid for within the 10 days. A third account must be included when paid: the asset itself.  The same procedure would be applied to the purchase of expenses such as auto rental or repair.

       The transaction in journal entry form is:

A/P

       Cash

       Asset/Expense
There are three basic types of vendors:  Open Item,  Balance Forward, and Modified Open Item.  Some programs allow the user to select vendor type by vendor.  Other programs require the user to identify one vendor type for the entire company.

An open item vendor is like an open item customer.  All the detail if a particular transaction is included unit the transaction is fully paid.  This is best for vendors who have many invoices and are paid in several checks.  This history will help track the status of each invoice for this vendor.  It is especially useful in resolving questions from the vendor on what was paid and when.

Balance Forward vendors, like Accounts receivable customers, will show only the current balance with no activity.  This is helpful for vendors who have only one open invoice at a time and it is paid off within the month.  If a company has several vendors that are within 10 days, balance forward would be the best  type to use.

The Business Works program uses a modified open item vendor.  The invoice is listed until it is paid off; however, the detail of all the payments is added together into one payment amount.

       For example, Invoice 638 from Figure 5.1 will continue to be listed with a $350 payment until the $350 is received and the invoice is fully paid.

  CONWIN  CARBONICS

  ----------------------------------------------------------------- 

      638              9/01/99                            1048   Inv             700.00

                                                                             Disc               0.00

                                                                             Pmnt          350.00         350.00

      643              9/16/99                           1074   Inv            2,000.00

                                                                            Disc                 0.00

                                                                            Pmnt                0.00     2,000.00

   -----------------------------------                                          --------------------------------- 

    VENDOR INVOICE      2                                                    Total          2.350.00 

                                                                                                        

The subsidiary Ledger for Accounts Payable is like the Accounts Receivable Subsidiary Ledger.  It contains the invoices and payments for every transaction that has A/P as a debit or credit.

     The Subsidiary Ledger is listed by Vendor (Creditor) name and the invoice activity that has occurred for that vendor.  The Business works program uses the Invoice Activity Listing as its Subsidiary Ledger.

     This information is helpful to see (1) if an invoice has been paid in full or partially paid, (2) the balance due for each vendor, and (3) if beginning balances have been added.  Check to see fi the Subsidiary Ledger equals the controlling account, Accounts Payable, in the General Ledger.

     There are some variations in Accounts Payable Subsidiary Ledgers.  Some ledgers list only the activity for the open items of each vendor.  Others list all the activities that have occurred in the vendor file for the entire year.  Keeping the ledger uncluttered is the advantage of listing only the open items.  Showing all the activity for the vendor helps the seller decide if the vendor terms should be changed or payments made late or earlier.

     Figure 5.2 is a sample of a computer Generated Subsidiary Ledger produced by the Business Works program
A/P Subsidiary 

ledger

[image: image1.wmf]
[image: image2.wmf]
Document Flow
A general knowledge of how the purchase information is received by each person in the document function is helpful in correcting any errors. Figure 5.3 graphically portrays the document flow.
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     The basic system for purchasing items is:

1. The department that requests the item creates a requisition and sends it to the accounting department.  The crates no transaction for the General Ledger.

2. The accounting department produces a purchase order, giving it the next number.  An entry in the General Ledger is made to record the purchase or asset bought on account.

3. The vendor creates a sales invoice in response to the purchase order and sends it to the accounting department.

4. The vendor also sends the product to the department requesting the item and includes a shipping invoice.

5. The department decides if the product is correct, notes the quantity received, and sends the approved shipping invoice to the accounting department.

6. The accounting department can now write a check to pay the sales invoice sent to them in Step 3.

          It is important to understand this whole process should any part of the cycle be interrupted. This understanding will help the accountant track the mistake to the proper area.

The major steps in setting up the Accounts Payable module are:

1. Enter the vendor information.

2. Enter new accounts that are used by the A/P module.

3. Enter beginning balances for each vendor.  The balances should equal the open (unpaid) invoices for the specific vendor.

4. Print the A/P Aged Invoice Listing to make sure that the beginning balances are correct.

                        

PETTY CASH

A petty cash system can be used with any A/P module.  Petty Cash is a cash fund that an employee controls (custodian) to pay for small items such as postage due, printer ribbons, and client lunches.

A manual method requires a completed Petty Cash form stating the item purchased and the account number to be charged.  When the cash in the Petty Cash fund is getting low from paying for all the small purchases it is time to replenish or bring the balance in the account back to the original amount.  To replenish, the custodian totals the Petty Cash forms and makes a request for a check that will replenish the fund.  A journal entry is written to debit the expenses and credit CASH not petty cash.

In a computerized petty cash method in the A/P module, four steps are used.

1. Set up Custodian as a vendor.  To control possible misuse of the Petty Cash, use the custodian's name, not petty cash or cash.  This will keep the check from being cashed by the wrong person.

2. Record each request for reimbursement (repayment of items purchased) as a voucher (purchase invoice) number in the 900 series with the custodian as the vendor.

3. Make all the terms on the voucher Net End of Month (Net EOM) payable on the 30th.

4. Reimburse the petty cash fund every month by generating a payments list with the pay through date as the 30th.  One check to the custodian is made for all the petty cash vouchers.

Some considerations in determining if the manual or computerized method should be used are:  

1) access to the computerized accounting program

2) importance of a constant Petty Cash balance and

3) time to input and keep the data.

CREDIT/DEBIT MEMO

Credit and debit memos are sometimes confusing.  A brief review will help you understand what is happening in a computer system.


Two concepts must be understood:  when a company acts as a customer and when it acts as a vendor.  If  Company A buys an automobile from Company B, it is a customer.  When Company B sells the automobile to Company A, it is a vendor.  


The vendor keeps the customer's balance in Accounts Receivable, which has a normal debit  balance.  So fi the vendor wrote a credit memo it would reduce the amount the customer owes.  The customer then records this credit memo by debiting the Accounts Payable account.  The customer could write a debit memo to the vendor stating it agreed to the credit memo.  Remember the normal balance of Account s Payable is a credit balance.


Briefly, a company WRITES or produces a credit memo when it acts as a vendor and sells to customers.  When a company is buying items it is a customer and must RECOD a credit memo.  In other words, the company doing the action determines whether a debit or credit memo is written.
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As in Accounts Receivable, if there is no special command for Purchase Returns and Allowances a negative invoice must be recorded to enter the Purchase Return.  

In this chapter the basic transaction that occur in the A/P module were discussed: purchases with cash, purchases with credit (an account), cash payments with and without a discount, and credit/debit memos.  A review of the journal entries was provided for each of the transactions.  The three vendor types, open item, balance forward, and modified open items were defined.  A sample of the A/P Subsidiary Ledger shows that the purchase invoices and payments are detailed in the Subsidiary Ledger.

     To help understand how to correct an error should it occur, a diagram of the document flow was given, starting from the requesting department, going to the accounting department, then the order to the vendor, and finally reaching the requesting department.  The procedures to correct errors, such as voiding a check and putting an invoice back in the Subsidiary Ledger if it was paid by mistake, were discussed.

     The Business Works User’s guide to set up, enter transactions, and print reports in the Accounts Payable module was included.
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CHAPTER 5

REVIEW

QUESTION
1. How is an invoice cleared from the Account Payable module?

2. The total of the A/P open invoices must equal the General Ledger Accounts ______________________________.

3. List the three types of vendors.  Which type does the Business Works Accounts Payable program use?

4. What are the four steps in writing a check to pay an invoice that has already been recorded.

5. What are two of the three types of check forms.

6. How is a manual check included in the computerized system.

7. List the steps used to record the accounting cycle with Account Payable.

SELF-

EXAMINATION

QUESTIONS
Using the letters listed below, state where you would find the following information:

________  1.   Discount applied

________  2.   Address of the Vendor

________  3.   Account number charged

________  4.   Open Item by Vendor

________  5.   What was purchased

________  6.   Check chronologically

________  7.   List Sales Invoices by Invoice number

________  8.   List Invoices and Payments by Vendor

________  9.   Adjusting Entries

________ 10.   Amount of Deposit

________ 11.   Balance in Cash Account

________ 12.   List of vendors to be paid.

A. General Ledger

B. General Journal

C. Sales Journal

D. Cash Receipts Journal

E. Purchases Journal

F. Cash Disbursement Journal

G. Aged Invoice Listing

H. Invoice Activity List

I. Pay List

J. Vendor List

Decide in what module each transaction would be recorded: G/L,A/R,or A/P

_________  1.   Sales on account

_________  2.   Purchase on account

_________  3.   Cash sale

_________  4.   Depreciation Adjustment

_________  5.   Cash received

_________  6.   Checks written

_________  7.   Bad debt

_________  8.   Correct account number

_________  9.   Cash purchase

FIGURE 5.2


A/P Subsidiary Ledger
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