Microcomputer Accounting Applications
Lesson 5 
Vendors, Purchases, and Inventory
Note:  These comments do not replace the material in the chapter.  They are intended to reinforce and highlight important data from the text as well as to review relevant accounting principles.  You should always thoroughly read your text while completing the tutorial steps.

Lesson 5 Comments 
This chapter deals with purchases and inventory.  If you are a merchandising business, the purpose of your business is to purchase goods that are re-sold to customers with the goal of making a profit.  The goods that are purchased are known as inventory.
Why Proper Accounting for Inventory is Important

· Inventory is one of largest assets belonging to merchandising companies

· Merchandising companies need to determine if they are making a profit by deducting the cost of goods sold from sales

· If merchandise is purchased on account, the company must maintain accurate accounts payable and pay bills in a timely manner

· Merchandising companies must maintain adequate inventories of items – too much of an item is tying up cash that could be better invested; too little of an item and the company may not be able to meet customer demand

Merchandise Purchases
Merchandise is purchased from a vendor (also known as a supplier).  A business may pay for inventory with cash but it is more common that credit arrangements are made with the vendor.  When goods are purchased with credit (or on account) an Account Payable is created.  While traditional accounting terminology often refers to a vendor as a business who supplies a product, QuickBooks considers a vendor to be any individual or business that provides a product OR service.  Note, however, that different documents in QB may be used to record purchases of services and purchases of inventory.

The Vendor List contains information entered by the user of QuickBooks that will be transferred to appropriate forms and reports.  The more complete the information in the Vendor List, the more efficiently QB will work for you.

Recording Transactions
In this chapter you will use the on-screen forms in QuickBooks to order merchandise, receive merchandise, maintain inventory, and pay bills.  Review the following accounts that are affected “behind the scenes” in QuickBooks.

Review of Accounts

	Account Name
	Account Type
	Normal Balance

	Accounts Payable
	Liability
	Credit

	Merchandise Inventory
	Asset
	Debit

	Supplies
	Asset
	Debit

	Rent Expense (for example)
	Expense
	Debit

	Other Expenses
	Expense
	Debit

	Sales Tax Payable
	Liability
	Credit


Journal Entries
Recall that when you use an on-screen form to record transactions. QuickBooks automatically records the “behind-the-scenes” journal entries related those.
When a bill is received and entered in QuickBooks for a purchase of inventory on account using the Enter Bills window, a journal entry debiting (increasing) Inventory and crediting (increasing) Accounts Payable is created.

When a bill previously entered for the purchase of inventory on account is paid, a journal entry debiting (decreasing) Accounts Payable and crediting (decreasing) Cash is created.

Purchase Order-a form documenting an order to purchase goods.  The Purchase Order (PO) is a non-posting transaction, meaning it does not create an accounting entry in the journal. It does, however, document the order of goods which are expected to be received and must be paid for.
Non-inventory Items-physical items such as supplies that a company purchases with the intent for use in running the company as opposed to selling (i.e. merchandise). QuickBooks does not track the amount of non-inventory items on hand but journal entries are recorded for the purchase of these items.  Recall from Chapter 3 that the purchase of non-inventory items is not recorded with the Pay Bills feature, but by using the One-Step approach in the Write Checks window.
Sales Tax

As discussed in Chapter 4, QuickBooks automatically calculates sales tax on customer sales.  Sales tax collected from customers is a liability for the business collecting the tax.  The state tax agency is considered a “vendor” in QB and the sales tax is an “item” that must be accounted for.  Sales tax is not paid using the Pay Bills tool in QuickBooks.  Instead, a special tool under Manage Sales Tax is used to pay sales tax.

When sales tax is paid using the Manage Sales Tax tool, QuickBooks creates a journal entry debiting (decreasing) the Sales Tax Payable account and crediting (decreasing) Cash.
Even though QuickBooks will automatically generate a payment for your sales tax, you are still required to complete a state sales tax return.  In this lesson, we will complete a simple Tennessee Sales Tax return.
A Final Thought
Possibly, a better organization of the text would have been to place chapter 5 before chapter 4.  Recall that Chapter 4 examined Customers and Sales.  It is only logical that merchandise must be purchased before it can be sold!
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