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ACCOUNTING I  

Chapter 9 Reading Guide  

 

9-1 SUBSIDIARY LEDGERS AND CONTROLLING ACCOUNTS  
Please answer the following questions as you read Chapter 9, pages 240-281. 

1. What is the difference between a retail merchandising business and a wholesale merchandising business? 

   

 

2. The articles of incorporation is a legal document that identifies basic characteristics of a corporation.  What is a 
corporation? Can a corporation own property, incur liabilities, and enter into contracts in its own name? 

 A corporation is an organization with the legal rights of a person which many persons or other corporations 

may own. 

 Yes 

 

3. Please define capital.  What is one way a corporation may raise capital? 

   

   

 

4. A stockholder is the owner of one or more shares of stock.  What is a share of stock? 

 Each unit of ownership in a corporation is a share of stock. 

 

5. What is a vendor? 

 A vendor is a business from which merchandise, supplies, or other assets are purchased. 

 

6. A business can have several types of ledgers.   One of them, the general ledger is a collection of accounts used to 
prepare financial statements.  Another type of account ledger is a subsidiary ledger.  What is a subsidiary ledger?   

   

 

7. One example of a subsidiary ledger, AKA sub ledger, is the accounts payable ledger which is summarized in the 
general ledger’s accounts payable account.  Please explain how this works. 

   

 

 

8. The total of accounts in the accounts payable subsidiary ledger equals the balance of the controlling account, 
Accounts Payable.  What is a controlling account? 
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9-2 ACCOUNTING FOR MERCHANDISE PURCHASES 
9. What is an inventory? What is a merchandise inventory? What type of account is Merchandise Inventory? 

 An inventory is a list of assets, usually containing the value of individual items. 

 A merchandise inventory is the goods a business has on hand for sale to customers. 

 Merchandise Inventory is an asset account. 

10. Please describe the Perpetual Inventory Method. When this type of inventory is used, which account is debited to 
record the purchase of merchandise in a journal? 

   

 

 Merchandise Inventory Account 

 

11. A merchandise inventory evaluated at the end of a fiscal period is a Periodic Inventory.  What is a physical 

inventory? 

 A physical inventory is conducted by actually counting, weighing, or measuring items of merchandise on hand. 

 

12. The purchases account is classified as a cost of goods sold account.  What is Cost of Goods? 

   

 

13. If a periodic inventory method is being used, which account is debited to record the cost of merchandise in a 
journal when merchandise is purchased?  What is the normal balance of the Purchases account; how is it 
increased? 

 Purchases account 

 The Purchases account has a normal debit balance.  The Purchases account is increased with a debit. 

 

14. A requisition is a form requesting the purchase of merchandise. Whose approval is required? 

 Requisitions generally require management approval. 

 

15. What is a purchase order?   

 A purchase order is a form requesting that a vendor sell merchandise to a business. 

 

16. What is recorded in a special journal?  List the five special journals typically used by businesses. 

 A special journal is used to record only one kind of transaction. 

 Five types of journal include:  Purchases journal, Cash Payments journal, Sales journal, Cash Receipts journal, 

and General journal. 

 

17. What are purchases on account?  Which journal is used solely for purchases on account? 

   

   

 

18. A special amount column is a journal amount column headed with an account title.  When are special amount 
columns used? 

 Special amount columns are used for frequently occurring transactions. 

 



 
 

19. Why does the Purchases Journal have only one special amount column?   

 All transactions for purchases on account involve a debit to Purchases and a credit to Accounts Payable.  Therefore 

the special amount column in the Purchases journal includes those accounts in the heading, and only one column 

is necessary. 

 

20. A purchase invoice provides objective evidence for a journal transaction.  What is a purchase invoice proof of? 

 It provides evidence for recording a purchase on account transaction. 

 

21. An agreement between a buyer and a seller about payment for merchandise is called the terms of sale.  What does 
n/30 mean? What does 2/10 mean? 

 It means that the net amount of the invoice is due within 30 days. 

 You can take a 2% discount if you pay within ten days. 

9-3 POSTING FROM A PURCHASES JOURNAL  
22. Each entry in the purchases journal affects the account of the vendor named in the Account Credited column.  

What is the advantage of posting frequently? 

   

 

23. An employee working with an account can trace a transaction back to the correct journal by using information in 

the Post. Ref. column.  What does P11 in the Post. Ref. column mean?   

 The abbreviation P11 refers to page 11 of the purchases journal. 

 

24. When is a purchases journal totaled and ruled? 

 The journal is totaled and ruled whenever a journal page is filled, and always at the end of the month. 

 

25. Column totals of all special columns of special journals are posted to the general ledger account named in the 
special column heading.  Which two accounts are involved when posting the special amount column of the 
Purchases journal? 

 _____________________Debit and ____________________ Credit 

9-4 ACCOUNTING FOR CASH PAYMENTS  
26. A cash payments journal is a special journal used to record only cash payments transactions.  Which three special 

amounts columns are included? 

 Accounts Payable Debit, Purchases Discount Credit, and Cash Credit 

 

27. A cash transaction to record merchandise purchased with a trade discount only requires a debit to purchases for 

exactly how much the merchandise cost and a credit to cash.  How does a list price differ from a trade discount? 

(Remember:  Trade discounts are not recorded in the Purchases Discount account.) 

 A list price is the retail price listed in a catalog.  A trade discount is a reduction in the list price granted to a 

merchandising business. 

 

28. Which accounting concept is applied when the net price is used for the journal transaction? 

 Historical Cost 

 



 
 

29. What is a cash discount?  

    

 

30. Which journal is used to record a cash payment for an expense? What about buying supplies for cash? Which 

account is debited when supplies are bought for business use? 

 Cash Payments Journal 

 Cash Payments Journal 

   

 

31. Contra accounts are offsets to their related accounts, meaning, they reduces a related account on a financial 

statement.  The Purchases Discount account is a contra account with a normal credit balance.  What account is 

Purchases Discount a contra account to? 

   

 

32. If total petty cash payments do not balance with the petty cash on hand, the account is either short or over.  If the 

petty cash fund is short, is the temporary account Cash Short or Over account debited or credited? 

 Debited 

 

33. When the petty cash fund is replenished, is the Petty Cash account debited or credited? 

 Neither—it is not affected. 

9-5 POSTING FROM A CASH PAYMENTS JOURNAL  
34. What is a credit limit? 

 A credit limit is the maximum outstanding balance allowed to a customer by a vendor. 

 

35. Which entries in a Cash Payments Journal must be posted individually? 

   

 

36. When are the totals of each special amount column posted to the account named in the column’s heading? 

 It is posted whenever a page is filled and always at the end of the month. 

 

37. The totals of the General amount columns are not posted.  What do you do to indicate that these totals are not 

posted? 

 Place a check mark in parenthesis below the General Debit and Credit column totals. 

 

38. A schedule of accounts payable is a report that lists all vendor accounts, each vendor account balance, and the 

total amount due to all of the vendors.  How is the accuracy of the Accounts Payable Ledger proven? 

   

 

 


