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Introduction:

Purchase and sale transactions of inventory may
be accompanied by advances, where the customer
pays an amount in advance before receiving the
invoice and the goods. This payment may be made
in cash or by endorsed cheque, reflecting the
intention of both parties to complete the agreed
transaction.

These advances are recorded in the company’s
journal according to two main cases:

1.1 Accounting for advances on inventory
purchases (buyer)

In the case of purchase, the advance is considered
a receivable for the customer from the supplier.
Therefore, it is recorded in account (4090)
“Suppliers — debit balances: advances and
payments on account”. Accordingly, the buyer
(customer) records the following journal entry:

Account |Description Debit |Credit
4090 Suppliers — advances XXX
53 /512 |Cash/Bank XXX

When the purchase invoice is received, the
advance is offset and the following entry is
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11.2 Accounting for advances on inventory sales
(seller)

In the case of sale, the advance is considered a
liability of the supplier toward the customer.
Therefore, the seller records the following journal

entry:

Account |Description Debit |Credit
53 /512 |Cash/ Bank XXX

4190 Advances from customers XXX

When the sales invoice is issued, the advance is
reversed (Account 4190 is debited), and the
following entry is recorded:
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Account | Description Debit | Credit
4190 Advances from customers | xxx

53/51 Cash / Bank XXX

ar |G eeons

70 Sales XXX
4457 VAT collected XXX

Practical Example

The following transactions were carried out by

“Alpha Modern Furniture Trading Company”

during January 2025:

e 0n12/01/2025, a purchase order was placed
with supplier Abdelrahman, with a cash
advance of 20,000 DZD.

e 0On 16/01/2025, the purchase invoice and
goods were received on the same day (Invoice
No. 23/001), including:

Purchase price excluding tax: 100,000 DZD
Purchase-related expenses (transport,
shipping): 2,500 DZD

o VAT rate: 19%

o Payment was made by bank cheque.

@)

Required:

Prepare Purchase Invoice No. (61/25)

Record the transactions in the journals of:

Alpha Trading Company

Supplier Abdelrahman

(Given that cost of goods sold = 60,000 DZD)

o o NMBF

Solution

1- Purchase Invoice No. (61/25)

Description Amount

Purchase, price excluding tax 100,000 DzD

Purchase expenses (excl. tax) 12,500 DZD
102,500

Total cost (excl. tax) DZD

VAT (102,500 x 19%) 19,475 DZD

. (20,000

(Advance paid on 12/01/2025) DZD)

Net payable (including tax 101,975

after advance deduction) DzD
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2- Journal entries (perpetual inventory system)

Account

‘Description

Debit |Credit |

4090

380

44563

30

Suppliers —
53  |advances

--- 16/01/2025

on purchases

Suppliers —
advances and
payments on
account

4090

Inventory supp

401 (Abdelrahman)

512 |Bank

1/

12/01/2025--

Purchases of goods

Recoverable VAT

lier

380

Inventory (stock)

Purchases of goods

20000 20,000

102,500

19,475

20,000
101,975

101,975

102,500

102,500

B- Supplier Abdelrahman (Seller)

Account
512
419

419
512
411
70
4457

Description
Bank

12/01/2025 -----—-

Advances from customers

16/01/2025

Advances from customers

Bank
Customers
Sales

VAT collected

600
30

/!
Cost of goods sold

Inventory (stock)

Debit
20,000

Credit

20,000

20,000
101,975
101,975

60,000
19,475

60,000

60,000
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