Accounting: “Merchandising Activities” Homework

Name:_____________________
Questions:
1. How does income measurement differ between a merchandising company and a service business? Detail the parts of income measurement for a merchandising company by listing the following formula calculation: Gross Profit, Net Income, Cost of Goods Sold, Net Purchases, and Net Sales. 

2. Explain how a business can earn a positive gross profit on its sales and still have a net loss.
3. Why do companies offer a cash discount?
4. What is the difference between the periodic inventory system and the perpetual inventory system?

5. The following prices and terms on 50 units of product were quoted by two companies.
Price



Terms



Supplier A


$20 per unit


FOB shipping point



Supplier B


$21 per unit


FOB destination



Which supplier is quoting the better deal? What would you have to know in order to know the 

answer for sure?

6. What is the normal balance of the Sales Discounts account? Is it an asset, a liability, an expense, or a contra-revenue account?
7. Explain the meaning of the credit terms 2/10 n/30.
Problems:
1. Presented below are the parts in LMN Company’s Income Statement. Determine the missing amounts.
Sales
Cost of Goods Sold
    Gross Profit
Operating Expenses

Net Income
a.
$75,000
_________

    $33,500

_____________

$10,800

b.
$108,000
$70,000

    __________
_____________

$29,500

c.
________
$71,900

     $99,600

$39,500


____________

2. Insert the letter for each term in the blank space beside the definition that most closely matches:
A.
Cash Discount

E.
FOB Shipping Point

H.
Purchase Discount

B.
Credit Period

F.
Gross Profit


I. 
Sales Discount

C.
Discount Period
G.
Merchandise Inventory
J.
Trade Discount

D.
FOB Destination

_____a.
Ownership of goods is transferred at the seller’s place of business.

_____b.
Reduction below list or catalog price that is negotiated in setting the price of goods.

_____c.
Seller’s description of a cash discount granted to customers in return for early payment.

_____d.
Time period that can pass before a customer’s payment is due.

_____e.
Goods a company owns and expects to sell to its customers.

_____f.
Ownership of goods is transferred at the buyer’s place of business.

_____g.
Time period in which a cash discount is available.

_____h.
Difference between net sales and the cost of goods sold.

_____i.
Reduction in a receivable or payable that is granted if it is paid within the discount period.

_____j.
Purchaser’s description of a cash discount received from a supplier of goods.

3. Journalize the following merchandise transactions for Texas Systems assuming it uses a (a) periodic system and (b) perpetual system.
a. On November 1 Texas Systems purchased merchandise for $1,500 on credit with terms of 2/5, n/30, FOB shipping point.

b. On November 5, Texas Systems pays cash for the November 1 purchase.

c. On November 7, Texas Systems discovers and returns $200 of defective merchandise purchased on November 1 for a cash refund.

d. On November 10, Texas Systems pays $90 cash for transportation costs with the November 1 purchase.

e. On November 13, Texas Systems sells merchandise for $1,600 on credit. The cost of the merchandise is $800.

f. On November 16, the customer returns merchandise from the November 13 transaction. The returned items sell for $300 and cost $150.
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4. Selected accounts from the adjusted trial balance for Reba’s Retro Styles Shop for the end of the fiscal year, March 31, 2007 are shown below. The merchandise inventory for Reba’s Retro Styles Shop was $76,400 at the beginning of the year and $58,800 at the end of the year. 
Using the information, prepare an income statement for Reba’s Retro Style Shop. Store Salaries Expense; Advertising Expense; Store Supplies Expense; and Depreciation Expense, Store Equipment are selling expenses. The other expenses are general and administrative expenses.
Reba’s Retro Styles Shop
Partial Adjusted Trial Balance

March 31, 2007

Account Name





Debit

Credit

Sales







 
         330,000
Sales Returns & Allowances



    
 4,000
Purchases





         140,000
Purchases Returns & Allowances





 5,200
Freight In






  4,600
Store Salaries Expense




65,250
Office Salaries Expense




25,750
Advertising Expense





48,600
Rent Expense






  4,800
Insurance Expense





  2,400
Utilities Expense





  3,120
Store Supplies Expense




  5,760
Office supplies Expense




  2,350
Depreciation Expense, Store Equipment


  2,100
Depreciation Expense, Office Equipment


  1,600
	

	

	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


5. Below is a list of transactions for the Kimbassa Authentics Company for the month of January 2008.  

Prepare entries in journal form to record the transactions, assuming that the periodic inventory method is used.
Jan. 
2
Purchased merchandise on credit from Chang Company, terms 2/10, n/30, FOB 

destination, $7,400.
3
Sold merchandise on credit to B. St. Pierre, terms 1/10, n/30, FOB shipping point, $1,000.


5
Sold merchandise for cash, $700.



6
Purchased and received merchandise on credit from Oakland Company, terms 2/10, n/30, 

FOB shipping point, $4,200.



7
Received freight bill from North Port Express for shipment received on January 6, $570.



9
Sold merchandise on credit to R. Hayden, terms 1/10, n/30, FOB destination, $3,800.



10
Purchased merchandise from Chang Company, terms 2/10, n/30, FOB shipping point, 

$2,650, including freight costs of $150.



11
Received freight bill from North Port Express for sale to R. Hayden on January 9, $291.


12
Paid Chang Company for purchase of January 2.



13
Received payment in full for B. St. Pierre’s purchase of January 3.



14
Paid Oakland Company half the amount owed on the January 6 purchase. A discount is 

allowed on partial payment.

15
Returned faulty merchandise worth $300 to Chang Company for credit against purchase of January 10.



16
Purchased office supplies from GHI Co. for $478, terms n/10.



17
Received payment from R. Hayden for half of the purchase of January 9. A discount is 

allowed on partial payment.

18
Paid Chang Company in full for amount owed on purchase of January 10, less return on January 15.



19
Sold merchandise to M. Perez on credit, terms 2/10, n/30, FOB shipping point, $780.



20
Returned for credit several items of office supplies purchased on January 16, $128.



22
Issued a credit to M. Perez for returned merchandise, $180.



25
Paid for purchase of January 16, less return on January 20.



26
Paid freight company for freight charges for January 7 and 11.



27
Received payment of amount owed by M. Perez for purchase of January 19, less credit of 

January 22.



28
Paid Oakland Company for balance of January 6 purchase.



31
Sold merchandise for cash, $973.
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