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Discount Allowed

* When a seller offers a cash discount to its buyers in exchange for prompt payment,
this type of cash discount is what we call a “Sales Discount.” =

* If a cash discount is granted, the seller's revenues are reduced, shown in the
accounting records as a “Discount Allowed Account”.

*  Whenever a seller sells a product or service and offers a cash discount on the
goods or services, it is impossible to know the buyer,

— Whether will accept the cash discount offered; or
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— pay the invoice on the due date.
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Discount Allowed

* Allowing a discount reduces company revenue, decreases the profitability of the
Company, and reduces the amount of equity the business owner owns.

Let me show you an example to help you get a better grasp of what I'm talking
about.

* Company A sold goods to Company B for a total sales price of RM50,000.

* Company B has 90 days to pay the amount due, however, if payment can be made
within 14 days, a cash discount of 7% is available.
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Discount Allowed

* However, Company A does not know if Company B would make payment within 14
days or not at the time of sale. =]

* For this reason, Company A must invoice the entire retail value of the sale;
Company A should debit accounts receivable with the gross invoice amount and
credit sales revenues with the same amount as follow:

Seller Accounts =
(Company A) RM50,000 Receivable Sales Revenue

e This journal entry demonstrates that both the Accounts Receivable and Sales %
Revenue increase in terms of the gross invoice sale price. N/
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Discount Allowed

*  We presume that Company A will get the payment within 14 days.

* Consequently, Company A should keep a record that shows an increase in the Bank
Account with the net sale price, which is the sales price less the cash discount, and
a decrease in the Accounts Receivable with the gross sale price.

e The difference between the amount received and the amount invoiced is recorded
in a Discount Allowed Account, which reduces the amount of sales revenue
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earned. =
Amount Invoiced 50,000 Decrease in the Accounts Receivable
Amount Received 46,500 Increase in the Bank Account éf\.
Cash Discount 3,500 W
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Discount Allowed

* Itis necessary to make the following Journal Entry.

— A debit to a Bank Account of RM46,500, a debit to Discount Allowed Account
of RM3,500, and a credit to Accounts Receivable account of RM50,000 is
recorded.

— The company must reduce sales revenue in proportion to the discount
offered.

— Therefore, a debit of RM3,500 should be made to the Sales Revenue Account,
and credit of RM3,500 should be made to the Discount Allowed Account, %
according to the accounting rules. W’
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Discount Allowed

* Company A should record the following entry as follow:

Company A Debit Credit
Bank 46,500
Contra Revenue Account - Discount Allowed 3,500
Accounts Receivable 50,000

* The net sum received should be debited to the Bank Account, the discount should
be debited to the Discount Allowed Account, and the gross sale price should be
credited to the Accounts Receivable Account.
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Discount Allowed

* Following that, Company A is required to reduce sales revenue by the amount of
the discount allowed.
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Sales Revenue 3,500

Discount Allowed Account 3,500

Sales Revenue Account should be debited for the discount amount,

and the Discount Allowed Account should be credited for the same amount.
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or further consultation, please contact:

Chin Chee Seng
Partner

+6012 365 4331
cschin@ccs-co.com

Wong Woei Teng
Audit Partner

+6017 237 8233
woeiteng@ccs-co.com

Jared Low
Assurance Director
+6018 763 4813
jared@ccs-co.com
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