Merchandising Activities

After studying this chapter, you should be ablé to:
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E LO6-5 Discuss the factors to be conslde'ed

system.
! LO6-6 Account for additional merchandli‘“
purchasas and sales

i




o

tems
ventory Sys
perodc!

ting the Closing Prpcess Wagner
co“:ﬂjnner as a company 1“5"18 a perpetual in\rfzﬁfono
losing entries, closing the (1) re
Eﬁ:lo?gozgs Sold), (3) Income Summary ;’: Sbyes 20
MPARISON OF PERPETUAL
NVENTORY SYSTEMS

Extibit 6-6 provides a comparison of the way

AND PERIOD|C

T in which vari
ual and periodic systems. Perpetual systems i wh;:line:nems are re
agement
ETOSS profit. Perjogc ¢

jon throughout the year about inventory |evels f:d
when the primary gpals are to develop annual datq and to minjm;

ments. A single business may use different inventory Systems to ac::Z:u;icfo
merchandise.

who Uses Perpetual Systems?
information about inventory levels, the
Almost all manufacturing companies u

When management
T€ 1S No substitute fo

V)

\:Inandal Accounting, 17th Edition

corded in per-
needs informa-
ystems are used

rdkeeping require-
r different types of

Or employees neeq up-to-date
T a perpetual i

261

XHIBIT 6-6 Summary of the Journal Entri
£ s ETes Made in Perpetual and Periodic Inventory Systems
Perpet
Event rpetual System Periodic System
Acquiring Inventory .............. .. ... XXX Purchases X
merchand,se ........................
e Accounts Payable (or Cash)......, XXX Accounts Payable (or Cash). . . . .. XXX
To record thg pgrchase of To record the purchase of
merchandise inventory. merchandise inventory,
Sale of Accounts Receivable (or Cash). ....... XXX Accounts Receivable (or Cash)....... XXX
m"tg"‘d’se Sales ...ttt XXX S8I8S s ¢ vmitien 1 viin + s s o 0
% To record the sale of To record the sale of
merchandise inventory. merchandise inventory.
Costof Goods Sold.................. XXX In a periodic system, no entry at the time of
________________ xxx | saleis made to update the Cost of
inventory. ... Goods Sold and Inventory accounts.
To update the Cost of Goods Sold
and Inventory accounts.
ble.........o.ot XXX
Settiement of Accounts Payable ................... XXX Accounts Payable
Accounts Payable SR .« o iissesen XXX Cash ..oveieiiie
o suppiiers o To record payment for
To record payment for merchandise inventory
merchandise inventory purchased on account.
t.
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information to coordinate their inventories of raw materials with theis production schedules.
Most large merchandising companies—and many small ones—also use pcrpftual systems.

In the days when all accounting records were maintained by hand,' businesses that sold
many types of low-cost products had no choice but to use periodic inventory systems. A
Walmart store, for example, may sell several thousand items per hour. Imag.me.the difficulty

were maintained by hand,

of keeping a perpetual inventory system up-to-date if the records we -
But with today’s computerized terminals and bar-coded merchandise, many high-volume

retailers now use perpetual inventory systems. In fact, Walmart has been a leader among

retailers in developing perpetual inventory systems.

INTERNATIONAL

Walmart, referred to as the company Sam Walton built, is the world’s largest retailer. By diversifying
ude Sam’s Club and its super stores, Walmart has fueled its retail

from Its original discount stores to incli
engine. International expansion includes 394 stores in Canada, 2,290 in Mexico, 592 in the United King-
in Brazil, 411 Chinese stores, 105 stores in Argentina,

dom, 690 stores in Central America, 557 stores
431 Japanese stores, and 404 stores in Chile. According to a recent annual report, 28 percent of total

sales came from international locations. Walmart employs approximately 1,400,000 assoclates in the
United States and approximately 800,000 internationally.

Source: Wal-Mart Stores, Inc., 10-K, January 31, 2015.

Perpetual inventory systems are not limited to businesses with computerized inventory
systems. Many small businesses with manual systems also use perpetual inventory systems.
However, these businesses may update their inventory records on a weekly or a monthly basis,

rather than at the time of each sales transaction.

Whether accounting records are maintained manually or by computer, most businesses use
perpetual inventory systems in accounting for products with a high per-unit cost. Examples
include automobiles, heavy machinery, electronic equipment, home appliances, and jewelry.
Management has a greater interest in keeping track of inventory when the merchandise is
expensive. Also, sales volume usually is low enough that a perpetual system can be used, even

if accounting records are maintained by hand.

Who Uses Periodic Systems? Periodic systems are used when the need for current
information about inventories and sales does not justify the cost of maintaining a perpetual
system. In a small retail store, for example, the owner may be so familiar with the inven-
tory that formal perpetual inventory records are unnecessary. Most businesses—large and
small—use periodic systems for inventories that are immaterial in dollar amount, or when
management has little interest in the quantities on hand. As stated previously, businesses that
sell many low-cost items and have manual accounting systems sometimes have no choice but

to use the periodic method.

SELECTING AN INVENTORY SYSTEM

Accoqntants-.—and business managers—often must select an inventory system appropriate f?r
a particular situation. Some of the factors usually considered in these decisions are listed 19
Exhibit 6-7.

lhe Trend in Today's Business World  Advances in technology are quickly extending
tt':nzsf of perpcmal in,"‘ntory systems to more businesses and more types of inventory T:’S
- is cenmn to continue. Throughout this textbook, you may assume thata P“'Pcmal e

Iy system is in use unless specifically stated otherwise.
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You as a Buyer for a Retail Business

Assume you are in charge of purchasing mer-
chandise for Ace Hardware Stores. You are
currently making a decision about the pur-
chase of barbecue grills for sale during the
upcoming summer season. You must decide
how many of each brand and type of grill to
order. Describe the types of accounting infor-
mation that would be useful in making this

decision and where this information might be
found.

(See our comments in Connect.)

© Jill Braster/McGraw-Hill Education
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EXHIBIT 6~7

Factors Influencing Choice
of Inventory System

' 106-6
LEARNING OBJECTIVE
Account for additional- i
merchandising transactions
“related to purchasesand
sales. -



Kri :
\ } ristoffer Tripplaar/Alamy 7
o

LOWE’S

Lowe's i
is the second largest home improvement

it §
etailer in the world. The company operates 1,840

home i
improvement and hardware stores. The large

majori ’
jority of Lowe’s stores are in the United States,

alth
ough there are 37 stores in Canada and 10 in Mex-

ico. Lowe”
owe’s also operates 74 Orchard Supply Hardware

¢ . .
tores in California and Oregon.
roducts for main-

L 0
owe’s offers a complete line of p
with a

and decorating,
ely 36,000 items.

ame-

ten ;
ance, repair, remodeling,

typi
pical store stocking approximat
of pational N

Lowe’

e's ca i i
rries a wide selection

rlpool.

bra
nd merchandise including products from Whi

Finai
ncial Accounting, 17th Edition

E'S

WAREHOUSE

GE
, LG, Samsung, Stainmaster, Sylvania, and Owens
Corning, among many others. Lowe’s also carries a

wide variety of private brand merchandise. By offer-
e brand and private brand product,

ing both nam
quality-price

Lowe's has the ability to offer various

combinations.
to those

statements are similar
ated in previous

sells

Lowe’s financial
e organlzations illustr:
because Lowe’s
jes that sell

of the servic
They differ, however,
stomers. Compan
on about inventory

chapters:
ndise to its cu

mercha
t report informati

handise mus

merc
nancial statem

costs in their fi ents. ®




Financial Accounting

252

. L0611

LEARNING OBJECTIVE - .

Descﬂbemeoperaﬁngcyde © customers. As the word cycle suggests, this s

of a merchandising company. is used to purch
cycle begins anew. This continuous sequence O

EXHIBIT 6—1
The Operating Cycle
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EXHIBIT 6-2

A Comparison of Income
Statements used by a
Service Company and a
Merchandising Company
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EXHIBIT 6-3
COMPUTER CITY
INCOME STATEMENT

FOR THE YEAR ENDED DECEMBER 31,2018

A Merchandising Company’s
Income Statement

Wagesexpense......._...............................::::: Soco
Advertlsingexpense...‘...........,.................: ...... 0600
lnsuranceexpense................................: ........ o200
UtllMesexp?nse............................::::: ........ 2900
gfﬁce s.u:z:eesxzzp:lesr;se .............................. 5600 234000
epreciation @Xpense . ........ccosrrer sttt
INCOME DEFOT@ tAXES .. vvvvvorsrsnessssssssssmsrennene st tinss $126,000
INCOME tBXES EXPENSE . . v v vveassesrnsmsessrs sttt inttny 36,000
"~ $ 90,000

I ey 1 TP S N '

The $360,000 difference between sales and the cost of goods sold is Computer City’s gross
profit (or gross margin). Gross profit is a useful means of measuring the profitability of sales
transactions, but it does not represent the overall profitability of the business. A merchandis-
ing company has many expenses in addition to the cost of goods sold. Computer City’s
$270,000 in other expenses includes wages expense, advertising expense, insurance expense,
utilities expense, office supplies expense, depreciation expense, and income taxes expense.!
A company earns net income only if its gross profit exceeds the sum of its other expenses.

ACCOUNTING SYSTEM REQUIREMENTS
FOR MERCHANDISING COMPANIES
In previous chapters, we recorded economic events using only general ledger accounts. These
accounts, often referred to as control accounts, are used to prepare financial statements that
summarize the financial position of a business and the results of its operations. Although gen-
eral ledger accounts provide a useful overview of a company’s financial activities, they do not
provide the detailed information needed to effectively manage most business enterprises. This
detailed information is found in accounting records called subsidiary ledgers.
Subsidiary ledgers contain information about specific control accounts in the company's
general ledger. Merchandising companies always maintain accounts receivable and accounts
payable subsidiary ledgers. Thus, if a company has 500 credit customers, there are 500 indi-
vidual customer accounts in the accounts receivable subsidiary ledger that, in total, add up
to the Accounts Receivable general ledger balance reported in the balance sheet. Likewise,
if a company has 20 creditors, there are 20 individual records in the accounts payable sub-
ftd{aty ledger that contain detailed information about the amount owed to each creditor. The
individual balances of these accounts add up to the Accounts Payable control balance in the
general ledger.
Many merchandising companies also maintain an inventory subsidiary ledger by creating
a separate inventory account for each item that they sell. The inventory subsidiary ledger for
gﬁ; :reg;l‘;tltny;r;t ;;ore contains thc.)usands of accounts. Each of these accounts tracks iﬂf°““a(i
product, showing the quantities and costs of all units purchased, sold, an

currently in stock.

common

1 i
Th state . -
€ Income statement presented in Exhibit 6-3 is somewhat condensed. For instance, it is 3 .
- | administrati®

i . . ;
;xpf;imcssf(i c::pa;nes. to subdivide operating expenses into selling expenses and general
: re detailed income statement presentation is developed in Chapter 12.
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Before we examine perpetual and periodic inventory systems, it is importan?to re:i' tha
sccounting for inventory is similar to accounting for the prepaid expenses we discul:::ad o
Chapter 4 (for example, office supplies, unexpired insurance policies, prepaid rent, etc.) :;
inventory is purchased, it is initially reported as an asset in the balance sheet. As it’is s;){d to
customers, this asset is converted to an expense, specifically, the cost of goods sold.

Both perpetual and periodic inventory systems account for the flow of inventory costs
from the balance sheet to the income statement as illustrated in Exhibit 6—4.
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EXHIBIT 6-4
The Flow of Inventory Costs
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we follow specific items of merchandise

i i system, . - .
To illustrate the perpetual inventory sy | store. The transactions comprising this

through the operating cycle of Computer City. a retai
illustration are as follows.
Sept. 1  Purchased 10 Regent 21-inch computer monitors on account fron; (()31‘;:‘”: Wholesale Co. The
monitors cost $600 each, for a total of $6,000; payment is dfnc in : y 51,000 cach. ora
Sept. 7 Sold two monitors on account to RJ Travel Agency at a retail sales price o1 1,
total of $2,000. Payment is due in 30 days.
Oct. 1  Paid the $6,000 account payable to Okawa
Oct. 7 Collected the $2,000 account receivable from RJ Travel Agency.

Wholesale Co.

f inventory are recorded at cost. Thus Computer

Purchases of Merchandise _ Purchass 0 tors on September 1 as follows.

City records its purchase of the 10 computer moni

6,000

..............
.........................

Purchase of merchandise: Inventory
the start of the cycle Accounts Payable (Okawa Wholesale Co.)

Purchased 10 Regent 21-inch computer monitors for
$600 each; payment due in 30 days.

A=L+LOE

e

This entry is posted both to the general ledger control accounts and to the. subsidiary led-
gers. Thus, the debit to Inventory is also posted to the Regent .21-Inch }v_iomtors account in
the inventory subsidiary ledger. Information regarding the_ quat.mty of mom_tors purchased and
their unit cost is also recorded in this subsidiary ledger. Likewise, the Cl.‘edlt to Accounts Pay-
able is posted to the account for Okawa Wholesale Co. in Computer City’s accounts payable

subsidiary ledger.

Sales of Merchandise The revenue earned in a sales transaction is equal to the sales
price of the merchandise times the number of units sold, and is credited to a revenue account
entitled Sales. Except in rare circumstances, sales revenue is considered realized when the
merchandise is delivered to the customer, even if the sale is made on account. Therefore,
Computer City will recognize the revenue from the sale to RJ Travel Agency on September

7, as follows.

Accounts Receivable (RJ T ravelAg’ency] Akl Ei ey
Sales ....... .e%..,.'. reeees ‘.\‘;;. .. e asina we .‘i-;
Sold two Regent 21-inch monitors for $1,000 each;

Entries to record a sale. .. ]

A=LHLOE

iy

payment due in 30 days.

The matching principle requires that revenue be matched (offset) with all of the costs and
expenses incurred in producing that revenue. Therefore, a second journal entry is required at
the date of sale to record the cost of goods sold.

e j | CostofGoods Sold. ................ct.0. .
;\;lnvv?ntory;""";"‘v‘";v vvvv "v;'wo.'..'.i.-".-;"..‘

~ To'transfer the cost of two Regent 21-inch monitors ’

. e : onitors ($600 eachy

fromlnventofy 'to the Cost of Goods Sold account. . .

"w"_\v-&..‘.‘ . * 4

s A

SN e ey

Fia

not

Notice .that this second entry is based on the cost of the merchandise to Computer City,
on its retail sales price.?
City's

Both of the journal entries relatin i . ter
- g to this sales transaction are posted to Compu
general ledger. In addition, the $2,000 debit to Accounts Receivable (first entry) is posted t01¢

» all of the Regent monitors were purchased on the same date and have
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] Agency in the accounts receivable ledger. The credit
R Tra% t 21-Inch Moni -~ e credit to Inventory (second
wf"l;nglgis posted to the Regen ch Mlonitors account in the inventory subsidiary ledger,
ot ts Payable to Suppliers Ty,
Accoun € Payment to Qkaw.
Payme::rolfis recorded as follows. a Wholesale Co.
0cto

on

Accouf‘*-‘; payable (O

P I I T I T S [
RN e TEE RS et S e
2NN e

kéwé -Wholesaie Cb'.)

........
................
......

Payment of an account
payable

‘ B(;JovrtiOUS of this entry are posted to the general ledger. In additisn, ﬁéymeﬁt ‘—
count payable is entered in the Okawa Wholesale Co, account in Computer City’s accounts
:ZYable subsidiary ledger.

Collection of Accounts Receivable from Customers o,

October 7, collection of th
sccount receivable from RJ Travel Agency is recorded ag follows. ©

i Collection of an account
| receivable

Both portions of this entry are posted to the general ledger; the credit to Accounts Receivable
also is posted to the RJ Travel Agency account in the accounts receivable ledger.

Collection of the cash from RJ Travel Agency completes Computer City’s operating cycle
with respect to these two units of merchandise.

TAKING A PHYSICAL INVENTORY

The basic characteristic of the perpetual inventory system is that the Inventory account is
continuously updated for all purchases and sales of merchandise. When a physical inven-
tory is taken, management uses the inventory ledger to determine on a product-by-product
basis whether a physical count of the inventory on hand corresponds to the amount indicated
in the inventory subsidiary ledger. Over time normal inventory shrinkage may cause some
discrepancies between the quantities of merchandise shown in the inventory records and the
Quantities actually on hand. Inventory shrinkage refers to unrecorded decreases in inventory
resulting from such factors as breakage, spoilage, employee theft, and shoplifting.

Ir} order to ensure the accuracy of their perpetual inventory records, most corporations are
fequired to take a complete physical count of the merchandise on hand at least once a year. This
Procedure is called taking a physical inventory, and it usually is performed near year-end.

nce the quantity of merchandise on hand has been determined by a physical count, the

PELUNt costs in the inventory ledger accounts are used to determine the total cost of the

Nentory, The Inventory control account and the accounts in the inventory subsidiary ledger
N e adjusted to the quantities and dollar amounts indicated by the physical inventory.

S.d_TG ustrate, assume that at year-end both the Inventory control account and mv?ntolry subt-
Yary ledger of Computer City show an inventory with a cost of $72,200. A p‘hysl_ca_ co‘ut;:é
it::’ne"er. feveals that some of the merchandise listed in the acco!.mting recor;i: lsth Iz‘:g;:‘f\;ing
adju: dctually on hand have a total cost of $70,000. Computer City would make
Ung entry to correct its Inventory control account. ‘
. [ER Adusting for inventory ] ’
Cost of Goods BOM. .o emaosams 5 s 5 o colbihh # 8 sea v 0 8 =S 2,200 2,200 |
TNy, e '
o agjust the

Perpetual i to reflect the
results o petual inventory records

- fthe year-end physical count.

S

ini i i i y ledgel‘

€ quantities indicated by the physical count.
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LEARNING OBJECTIVE

 Explain how a periodic

inventory system operates.

Chapter 6 Merchandising Actlvities

amounts of inventory shrinkage
debited to the Cost of Goods Sold account

Reasonable
and simply are

inventory
r depending on

lntemational Financial

U.S. GAAP rules. For exam
ards allow S

national stand
palance sheet and the
whether their financial statemen e rr—

RY SYSTEM
are closed
etual inventory

s chapters, revente ,
i ith a perp

handising business W
i . The Sales account

along with other revenue
account in the

As explained an _
at the end of each accounting period.
system makes € i ]

is a revenue account and is closed 1nto
accounts. The Cost of Goods
same manner as the other eXp!

ense accounts.

i

ed by Computer City. You are
firm employed by Computer
| inventory on hand. You are
the personnel needed to
oming today

for the largest store own
when Fran Mally, an auditor from the accounting

ks for assistance in determining the store’s physica
nd tell Fran that you do not have the time or
annoyed because you were not told that she was ¢

count. What should you do?

Assume you are the inventory manager

very busy one day
City, arrives and as

) overwhelmed with work a
assist her in this task. You are also
to complete the physical inventory

" {See our comments in Connect.)

(F;eriodic Inventory Systems
a periodic inver-

an alternative to a perpetual inventory system. In
the cost of goods

keep up-to-date records of either the inventory oOr
usuallyatthecndofeachyeali

determined only periodically—

VENTORY SYSTEM
When merchandise is purchased.
When

A periodic inventory system is
tory system, no effort is made to
sold. Instead, these amounts are

OPERATION OF A PERIODIC IN

iz:.s :thlt'wga:) Periodic inventory system operates as follows
is i ‘
ebited to an account entitled Purchases, rather than to the Inventory account.

merchandise i .
record the f:)slts ci(f)lgd(;:;;enzy is made to recognize the sales revenue, but no entry is made ©0
tory records are not u daizd oo red“'?e the balance of the Inventory account. As the inven-
The foundation ofp the - ot:ha.m%tlons occur, there is no inventory subsidiary ledger-
invenigry 5o yeererdl, Thi periodic inventory system is the taking of a complete PhySi“l
. This physical count determines the amount of inventory ap ing in
y 8 short

the balance sheet. Th
. (]
computation. cost of goods sold for the entire year then is determined b

3————
If a large inventoy
sh i
demmmm@ Se may ‘;y degirtt:get;sac:pwusqglblyo:: event such as a fire o theft, the cost of the missin2 or W
from revenue in the same manner asa::ount’ such as Fire Loss. In the income statement, 2 foss 15
expense.



\\Flnancm Accounting, 17th Edition

for an lllustration To i_11u§tr3ate, assume that ope of C

office ?mduc:ts' has a periodic Inventory system, A¢ Dec OMputer City’s suppliers,
- formation is available.
ing

ember 31,201 8, the follow-
The inventory on hand at the end of 2017 ¢qg $14,000

2' puring 2018 purchases of merchandise for resale to Custome;

Jnventory o1 hand at the end of 2018 ¢ost $12,000. ™S lotaleg $130,000.
i el i
Cvfa:]zf:euggtséfi as transactions occugedegfl)ri;tggfgrﬁnst (Because ¢4 by taking 4
{he inventory on hand at the beginn:ing of the year.) '

The $130,000 cost of merchandise purchageq during 2018
account.

Recording purchqses of Merchandise Wagner Office Products
of merchandise totaling $130,000 during 201§, € entry to record the
i s follows.

pata

Was recordeq in the Purchases

made many purchases
first of these purchases

e . Ink Jet Solutions in Wagner's
accounts payable subsidiary ledger. The debit to Purchases was not “double-posted,” as there
is no inventory subsidiary ledger in a periodic system.

Computing the Cost of Goods Sold  The year-

complete physical count of the merchandise on hand. Once the ending inventory is known, the
cost of goods sold for the entire year can be determined by a short computation. The follow-
ing computation uses the three information items for Wagner Office Products just presented.

end inventory is determined by taking a

_ Inventovry(béglnnlng,dftheyear) 1 T SR JS - e edeienaais $ 14,000 §

Add: Purchases (2) P S O _1_3_9_'0@ %
Cost of goods available for sale L PR PRI Bf44.000

* Less: Inventory {end of the year) (3). RETETRRRE G T LERLILEELL e 51;1220
Costof goods sold .. ............. s § s 1 3.0 Pypomeneupnt' 8 5 u el A e

The $132,000 cost of goods sold is made up of two elements: the $I?)(())’()0(£1T(s)t()?)ft::glcus:g
ise purchased during the year and the decrease in inventory of $2, ’
{ventory — $12,000 ending inventory).

" rmined its
Recording Inventory and the Cost of Goods Sold  Wagner :raansz;g:;r of these
IMentory at the end of 2018 and its cost of goods sold for ﬂ:;ds;e |
amounts has yet been recorded in the company’s BESOWIES fr ecoods .sold are recorded during
a periodic system, the ending inventory and the COSt-o g,-ocedures refers to the end-of-
€ company’s year-end closing procedures (The term closing p

Period adjusting and closing entries.) 2y SYSTEM
CLOSING PROCESS IN A PERIODIC 'NVENTOd cost of goods sold in

. ing inventory and ¢ a Cost of
®Te are several different ways of recording th: :;ctllllltlsg One approach 18 wo;clzattliis account
4 periodj he sam ) ing process. :
p°“°‘élcl system, but .they all pfoiu“;:l;nce as part of the °]°§$Espin the same manner as ifa
hag no d acc:; mlllt with the p“;lfcompletc its closing proce
Created, the company ¢

Wal inventory system had been in use.

259

Computation of the cost of
goods sold
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Chapter 6 Merchandising Activities

Creating a Cost of Goods Sold Account A Cost of Goods Sold account is created with
two special closing entries. The first entry creates the new account by bringing together the
costs contributing toward the cost of goods sold. The second entry afijusts the Cost of Goods
Sold account to its proper balance and records the ending inventory in tl.xc Ix?ventory accc:lnn;
The costs contributing to the cost of goods sold include (1) beginning lm{:;:fg a?ﬂ @
purchases made during the year. These costs are brought together by clom;ﬁ o e Tnven-
tory account (which contains its beginning-of-the-year balance) and the Purc a:‘-‘-:l account
into a new account entitled Cost of Goods Sold. This year-end closing entry 1s as 10110WS.

- Dec. 31" Cost of Goods SOld. « .« -+ i

Creating a Cost of Goods Sold Inventory (beginning balance} ..-. ...« Fodnd
. d - o £ . Wr N "..:’ (:‘i- 5 ‘f g .-';‘;—'-i‘.,“..
account... . B L PUICNBSES . i ves ae e aiie et e e _

To close the accounts contributing to the cost of goods sold
for the year. 3 o L L B R . Ik sk % ks,

Wagner’s Cost of Goods Sold account now includes the cost of a!l gqods available for sale
during the year. Of course, not all of these goods were sol.d; the physical inventory taken at the
end of 2018 shows that merchandise costing $12,000 is st}H on hand. Therefore, a second clos-
ing entry is made transferring the cost of merchandise stﬂl. on hand out 'of the Cl?st of Goods
Sold account and into the Inventory account. For Wagner, this second closing entry is as follows,

EXHIBIT 6—-5

Creating the Cost of Goods
Sold Account

of $132,000 ($144,000 — $12,000) and has brought its Inventory account up-to-date. Exhibit
6-5 provides a T account presentation of these entries.

Cost of Goods Sold

e 144,000

|
|
Purchases %

130,000 ;mpoo e

* The outdated beginning Inventory balance of $14,000 is removed from the Inventory account.
® The ending balance In the Purchases account is closed for the year.

* The $144,000 debit made to the Cost of Goods Sold account equals the cost of goods
available for sale during the year.

The second closing entry . . .

144000 | 12000 ~ ——— 12,000
132,000 |

L

* The Inventory account is updated to reflect its current ending balance of $12,000.
* The $12,000 credit made to the Cost of Goods Sold account reduces lts balance 0
reflect the $132,000 cost of inventory actually sold during the year.
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ting the Closing Prpcess Wagner may
Compm per as 4 COMpany Using a perpetual inventory System. T,
% yfnaul; closing entries, closing the (1) fevenue a
gsual 10

0

ceounts, (2) ¢
f Goods Sold), (3) Income Summary account, gnq 4D
Cost©

PARISON OF PERPETUAL AND
NTORY SYSTEMS

¢-6 provides a comparison of the wa

coM
INVE
Exhibi‘

PERIODIC

S are used w
throughout the year about inventory ley
tion

els and grogg
ihe primary goals are to develop annua) data and to

inventory systems to ac
who Uses Perpetual Systems?

- formation about inventory levels, the
l}I‘llmost all manufacturing companies u

When Mmanagement or e
Ie is no substitute for a
$€ perpetual systems. T

EXHIBIT 6-6 Summary of the Journal Entries Mad
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NOW complege its closing process in the

© company will make the
Xpense accoy

ividends accoun

nts (including
t.

Yy in which various evengs i
are rec -
al and periodic systems. Perpetual system: o
U

hen Management peggs informa-
profit, Periodic

Minimize Teco

Systems are yseq
rdkeeping Tequire-

count for differen; types of

ployees need up-to-date
Perpetual inventory system,
hese businesses need

current

_ e in Perpetual and Periodic Inventory Systems
Event Péfpétual 'System Periodic System
Acquiring Inventory ... XXX Purchases ........................ XK
merchandise Accounts Payable {or Cash)....... XXX Accounts Payable (or Cash)...... XXX
yehlaly To record the purchase of To record the purchase of
merchandise inventory. merchandise inventory.
Sale of Accounts Receivable (or Cashy). . ... .., XXX -Accounts Receivable (or Cash). ... . . X0
merchandise BTEE.. & wosmses 5 555 5 v  moen ¢ v s X Sales........c...oo XX
iventory To record the sale of To record tr:]e salie of \
merchandise Inventory. merchandise inventory.
iodi t the time of
fGoods Sold.................. XXX Ina periodic system, no entry a
costo xxx | saleis made to update the Cost of
IEHIGRA s e s s s Goods Sold and Inventory accounts,
To update the Cost of Goods Sold
and Inventory accounts. r
be KXY AccountsPayable.................. XXX
il FieeER0l8 < s e o s peey Cash : w soves povms soow o smen XXX
Accounts Payable Cash .o f
- or
to suppliers nt for To record payment ’
Torecord payme merchandise inventory
merchandise inventory purchased on account.
t
e -
XXX Cash..coviei i »
Coliections from [ L T U —— » nesermteRacaiodlle o e
Credit customers Accounts Recelvable ............ o rocord cash collections from
To record cash collections from credit customers.
—_ credit customers -~ Cost of Goods Sold. ... ..c.vvvnn
an ------
pating year-end | No ity fieGessaIy: Cost ot G?ﬁ;:& year-end Inventory (beginning bal) .
balances for Cost Inventory accounts should bot Fnyserand BUTCHESES. vt eerereeenee
of Goods Soig balances in a perpetual system. tory on hand e the Purchases and Inventory balances
and Inventory physical count reveals hsi mvzzco?:nt e Totzli):e B b e de SEEEEL
0 "
ecounts e [epor=e ir: chL%Ento?ecord inventory
following entry is n g e
shrinkagge: 5 Inventory (ending bala:;ce)
""""""" Cost of Goods Sold ............
t of Goods Sold..... - "l
= Inventory (shrinkage amount) .. --- To create the year-end balance in
iy r-end inventory balance Inventory account.
o reduce year- : e
~ " for shrinkage. s s s year-end balance
< Soid account s both debited and credied to e
"0 18 s inverdry system, the Cost of Goods Sod




