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1-1 Accounting for Purchase and Sales Returns of Inventory
Inventory returns arise when goods are returned, whether in
purchase or sales transactions, for various reasons such as
non-compliance with specifications or expiration. These
returns are accounted for by reversing the original journal
entries of the transaction, as follows:

e Purchase returns are recorded by reversing the

purchase entries,
o Sales returns are recorded by reversing the sales
entries.

This is done based on the actual value of the returned
goods, along with the recovery of the related Value Added
Tax (VAT).
1-1-1 Accounting for Purchase and Sales Returns under
the Perpetual Inventory System
Under the perpetual inventory system, when the entity
returns goods to suppliers or receives returned goods from
customers, it reverses the corresponding accounting entries
to reflect the true value of the returned inventory.
1-1-1-1 Recording Purchase Returns:
Stage 1: It begins with the preparation of a purchase return
invoice, recorded at its actual value, and then recognized
through the following journal entry::

Account No. Account Title | Debit
401 Inventory Supplier X
51/53 Cash / Bank XX

38 concerned Purchases
44563 | VAT on Purchases

re received into the
recorded:

Account No. Debit Credit
38x% Relevant XX
Inventories
Purchases,
concerned XX
1-1-1-2 Reco s Returns (Perpetual
Inventory System)

In case customers return goods (whether for a trading
or industrial company) due to certain reasons, entries
opposite to the original sales entries are recorded in
two stages:

Stage 1: Receipt of the sales return invoice
Based on the invoice received from the customer, the
following journal entry is recorded:
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Account No. Account Title Debit Credit
70x Sales .... XX
4457 VAT collected on sales | xx
41x Customers / Accounts XX
receivable XX
51/53 Cash / Bank

Stage 2: Entry of returned goods into inventory
This stage involves receiving the previously sold
goods back into the warehouse at the value of the sales
returns. The following entry is recorded:

Account Account Title Debit | Credit
No.
30 Merchandise Inventory XX
35x% XX
600 goods consumed XX
724 Change in Inventory of X X
Production

Practical Example:

On 15/11/2019, Al-Najah Trading Company returned
part of the goods (cotton fabrics) that it had previ
purchased from the supplier Ahnigd, d
compliance with the agreed specificatio
purchase return invoice No. 72/19 inclu
following:
o Value of returns excluding tax: 15,000 DZD
e VAT rate: 19%
e The goods
was receive

Required:

e Al-Najah C

Additional inf

XX

XX
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The cost of the sold is 8,000 DZD. 2> 8,000 zeLl
Solved Pgactic rcise .
. | head) Jlad
Purchase Retur voice 72/25 )l Jeell S
Amount 25/72 Surall olsgse 550
Total returns excluding tax | 15000 DZD i N i
VAT (19%) 2850 DZD C>15000 A ol Slagasell ALy 'CL,U
Total including tax 17850 DZD 22850 Po19)mLal i Je o)
7217850 i) oz L) &L

A - Journal Entry in “Al-Najah Trading Company”

Journal
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Account No. Account Name Debit Credit
2025/11/15 2025/11/15
401 ) 17850 17850 Ogpll 350 401
Inventory supplier 15000 15000 el obiza | 380
380 Purchases of Merchandise | 2850 2850 S pleiadl LG eS| 44563
Inventory Slrall lsgs e 350
4456 Recoverable VAT on : i
purchases 15000 Il 18/50
Purchases of Merchandise 5000 | il LAt 380
380 Inventory P
15000 Aol 30
Stored Goods 15000 e Slsgse ] Los
) ) Ao Sy A I ‘; W\—q
B - Journal Entry in Supplier Ahmed Journal 2025/11/15
. . 15000 Aeliay Sl 700
Account Account Name Debit | Credit u R
3. 4457
No. 2025/11/15 CA-; £-enJ
15000 S| 4l
Merchandise sales . . P
700 Collected VAT on sales 2850 Sl Slaga 30
4457 | 411 Customers | 17850 18/50 30
62 1l | 600
600 "
Sl
Consumed Goods Purchase?
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the opening entry, it records return invoices as follows: " C ok o N A 8 O e
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Based on the value of purchase returns, the following

journal entry is recorded: i gl Sypte Shagap g6 ol 1.2
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Account No. Account Name Debit Credit
53/51 Cash / Bank XX :L}Lﬂ\ g‘“lﬁs“
401 Inventory Supplier XX
380 Merchandise Purchases x XX iy [ - 53/51
Purchases of Raw XX Ogell )50 401
381 Materials and Supplies x XX sl Wl 380
Other Supply Purchases XX S ol e i 381
382 XX F olysf ol 382
Recoverable VAT on XX CA SR S
Purchases XX 44563
44563 XX
ZE) 1930 Bygd peu 1.1, 2.1

1.2.1.2 Recording Sales Return Invoice of Inventory
Based on the sales return invoice received from the e
customer, the following journal entry is recorded:

:QL:J\ i) Gl 3 s o

Aclflgunt Account Name Credit danll Sled 70~
20x Related Sales Account f TVACUY o ot 4457
4457 Output VAT (Collecte

VAT)
il sbledy 5 41x
Customers and Related
41x
Accounts | 5351
51/53| Cash / Bank wle
1.2.2 Closing A d Purchases W b il Slaiadl 38/ dv
J - J g o 2.21
Accounts) at Year- e 4
At year-end, after canc8ili ening inventory, ©12/3 1)

account 38 (Purch i sed by making it debit as

follow 38/c Ao oy sl Jol 0s52 s) dayy ) B8 3

ACII\:IC())UI’I'[\‘ count Name Debit| Credit XX 452 dela Oliie 380
380 Purchases XX = Bl ol e 381
alés and Supplies xx S Sl i 382
381 XX
Purchases

382 Other Supply Purchases XX XX dele dslin Oljta 600

600 Cost of Goods Sold XX XX Slgs 25l Slgs 601

601 Consumed Materials a_nd X XX S 51 Slys 602

Supplies 38 [z ds
602 Consumed Supplies XX

After that, the ending inventory is recorded as 3 4l SLEY G LS RS 0932 ) oy S

previously indicated in the introductory section of the
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Financial Accounting 2 course when studying
inventory accounting under the periodic system.

Practical Exercise (Solved in Class)

The opening balance sheet of the mixed enterprise
(commercial and industrial) “X” shows debit balances
of inventory items as follows: Merchandise inventory
100,000 DZD, Raw materials and supplies 250,000
DZD, Finished products 520,000 DZD.

The following information relates to its inventories for
May 2021:

2- On 04/05/2025, an invoice for the purchase of
goods was received with the goods for an amount
excluding tax of 98,000 DZD, and an invoice relating
to the purchase of raw materials with the materials for
an amount of 120,000 DZD excluding tax. (The
transactions were settled by bank cheque).

3- On 07/05/2025, half of the merchandise purchases
were returned due to non-compliance with the agreed
specifications, and raw materials worth 40,000 DZD
were also returned because they were found to b
expired. (The returns were attach?) iheir i
the same day).
4-0n 15/05/2025 the following invent

excludlng tax, and finished products for 100, OOO DzD
excluding tax. (Invoices were sent with the sold

ceived sales return
s due to non-
compliance with agre ns and specifications.

The total sales retur

30,000 Dz

5 period, after the physical
inventory values were as follows:
ZD, Raw materials and supplies
products 350,000 DZD.
Required:
Given that the VAT rate is 19%, record the above
transactions in the journal of the mixed enterprise
using the periodic inventory system and make the
necessary year-end adjustment entries.
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