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CHAPTER 5

Accounting for Merchandising Operations
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ASSIGNMENT CHARACTERISTICS TABLE

	Problem Number
	Description


	Difficulty Level
	Time

Allotted (min.)

	1A
	Identify problems and recommend inventory system.


	Moderate
	20-30

	2A
	Record inventory transactions and post to inventory account – perpetual system.


	Moderate
	30-40

	3A
	Record inventory transactions – perpetual system.


	Moderate
	30-40

	4A
	Record and post inventory transactions – perpetual system. Prepare partial income statement and balance sheet.


	Moderate
	60-70

	5A
	Prepare adjusting and closing entries – perpetual system. Prepare financial statements.


	Moderate
	50-60

	6A
	Prepare adjusting and closing entries, and multiple-step and single-step income statements – perpetual system. Calculate ratios.


	Moderate
	50-60

	7A
	Prepare financial statements and closing entries, and calculate ratios – perpetual system.


	Moderate
	50-60

	8A
	Calculate ratios and comment.


	Moderate
	20-25

	*9A
	Record inventory transactions – periodic system. 


	Moderate
	30-40

	*10A
	Record inventory transactions – periodic system.


	Moderate
	30-40

	*11A
	Record and post inventory transactions – periodic system. Prepare partial income statement.


	Moderate
	60-70

	*12A
	Prepare financial statements and closing entries – periodic system.


	Moderate
	60-70

	1B


	Identify problems and recommend inventory system.
	Moderate
	20-30

	2B


	Record inventory transactions and post to inventory account – perpetual system.


	Moderate
	30-40

	3B
	Record inventory transactions – perpetual system.


	Moderate
	30-40


ASSIGNMENT CHARACTERISTICS TABLE (Continued)

	Problem Number
	Description


	Difficulty Level
	Time

Allotted (min.)

	4B
	Record and post inventory transactions – perpetual system. Prepare partial income statement and balance sheet.


	Moderate
	60-70

	5B
	Prepare adjusting and closing entries – perpetual system. Prepare financial statements.


	Moderate
	50-60

	6B
	Prepare adjusting and closing entries, and multiple-step and single-step income statements – perpetual system. Calculate ratios.


	Moderate
	50-60

	7B
	Prepare financial statements and closing entries, and calculate ratios – perpetual system.


	Moderate
	50-60

	8B
	Calculate ratios and comment.

	Moderate
	20-25

	*9B
	Record inventory transactions – periodic system. 


	Moderate
	30-40

	*10B
	Record inventory transactions – periodic system.


	Moderate
	30-40

	*11B
	Record and post inventory transactions – periodic system. Prepare partial income statement.


	Moderate
	60-70

	*12B
	Prepare financial statements and closing entries – periodic system..
	Moderate
	60-70


BLOOM’S TAXONOMY TABLE

Correlation Chart between Bloom’s Taxonomy, Study Objectives and End-of-Chapter Material
	Study Objective
	Knowledge
	Comprehension
	Application
	Analysis
	Synthesis
	Evaluation

	1. Describe the differences between service and merchandising companies.

	E5-1
	Q5-1

Q5-2

Q5-3

Q5-4

P5-1A 

P5-1B
	BE5-1
	
	
	

	2. Prepare entries for purchases under a perpetual inventory system.
	E5-1
	Q5-5

Q5-6

Q5-7

Q5-8 

Q5-9

Q5-10 

Q5-11
	BE5-2

BE5-3

BE5-4

BE5-5

E5-2

E5-4

E5-5

*E5-10

P5-2A

P5-3A

P5-4A

P5-2B

P5-3B

P5-4B
	
	
	

	3. Prepare entries for sales under a perpetual inventory system.
	E5-1
	Q5-8 

Q5-9

Q5-10 

Q5-11
	BE5-6

BE5-7

E5-3

E5-4

E5-5

*E5-10

P5-2A

P5-3A

P5-4A

P5-2B

P5-3B

P5-4B
	
	
	

	4. Perform the steps in the accounting cycle for a merchandising company.


	Q5-14 

E5-1
	Q5-12

Q5-13
	BE5-8

BE5-9

E5-4

E5-5

E5-7

P5-5A

P5-6A

P5-7A

P5-5B

P5-6B

P5-7B
	
	
	


BLOOM’S TAXONOMY TABLE (Continued)

	Study Objective
	Knowledge
	Comprehension
	Application
	Analysis
	Synthesis
	Evaluation

	5. Prepare multiple-step and single-step income statements.
	Q5-16 

E5-1

E5-7

E5-8
	Q5-17
	Q5-15

BE5-10

BE5-11

E5-6

E5-7

P5-4A

P5-5A

P5-6A

P5-7A

P5-4B

P5-5B

P5-6B

P5-7B
	
	
	

	6. Calculate the gross profit margin and profit margin.


	E5-1
	Q5-18

Q5-19
	BE5-12

*BE5-15

P5-6A

P5-7A

P5-6B

P5-7B
	E5-9

P5-8A

P5-8B
	
	

	*7.
Prepare the entries for purchases and sales under a periodic inventory system and calculate cost of goods sold  (Appendix 5A)
	*Q5-20
	*Q5-21

*Q5-22
	*BE5-13

*BE5-14

*E5-10

*E5-11

*E5-12

*P5-9A

*P5-10A

*P5-11A

*p5-12A

*P5-9B

*P5-10B

*P5-12B

*P5-11B
	
	
	

	Broadening Your Perspective
	
	
	Continuing Cookie Chronicles

Cumulative Coverage Chapters 2-5

BYP5-3
	BYP5-1

BYP5-2


	BYP5-4

BYP5-5
	


ANSWERS TO QUESTIONS

1. The components of revenues and expenses differ as follows:

	ADVANCE \u6

ADVANCE \u6

	
	
	Merchandising
	
	Service

	
	Revenue
	
	Sales
	
	Service Revenue, Fees Earned, Rent Revenue, Interest Revenue, Investment Income, Gains

	
	Other Revenue
	
	Rent Revenue, Interest Revenue, Investment Income, Gains


	
	

	
	Expenses
	
	Cost of Goods Sold, Operating Expenses


	
	Operating Expenses

	
	Other Expense
	
	Interest Expense, Losses
	
	Interest Expense, Losses


2. An operating cycle is the average amount of time it takes to go from cash to cash in producing revenues. The normal operating cycle for a merchandising company is likely to be longer than for a service company because inventory must first be purchased and sold, and then the receivables must be collected. Service companies do not purchase inventory so this step is eliminated and the cycle is often shorter.

3. A physical count is an important control feature. Using a perpetual inventory system a company knows what should be on hand. Performing a physical count and checking it to the perpetual inventory records is necessary to detect any errors in record keeping and/or shortages in stock.

QUESTIONS (Continued)

4.
The benefits of the perpetual inventory system are that it continuously—perpetually—shows the quantity and cost of the inventory purchased, sold, and on hand. Under a perpetual inventory system, the cost of goods sold and reduction in inventory are recorded each time a sale occurs. A perpetual inventory system gives strong internal control over inventories. Another benefit of a perpetual inventory system is that it makes it possible to answer questions from customers about merchandise availability. Management can also maintain optimum inventory levels and avoid running out of stock.

A perpetual inventory system requires more record keeping and therefore is more expensive to use. For example, a perpetual inventory system usually requires an investment in a point of sale system that is integrated with the inventory system. 

5. An inventory subsidiary ledger is used to organize and track individual inventory items. It is used in addition to the inventory account in the general ledger. Using a subsidiary ledger means that the general ledger is not as detailed and it allows the company to determine the balance of individual inventory categories. 

6.
The inventory subsidiary ledger provides the details of the merchandise inventory account in the general ledger. The total of the inventory subsidiary ledger must equal the total of the general ledger account. 
7.
It should take advantage of the discount offered. If it does not take the discount, the effective interest rate is 18.25% compared to the 7.25% rate on the bank loan (1% x 365/20).

8.
A quantity discount gives a reduction in price according to the volume of the purchase—in other words, the larger the number of items purchased, the better the discount. Quantity discounts are not the same as purchase discounts, which are offered to customers for early payment of the balance due. Purchase discounts are noted on the invoice by the use of credit terms that specify the amount and time period for the purchase discount.

Quantity discounts are not recorded or accounted for separately where as, purchase discounts are recorded separately. When an invoice is paid within the discount period, the Merchandise Inventory account will be reduced by the amount of the discount because inventory is recorded at cost. By paying within the discount period, a company reduces the cost of its inventory.

QUESTIONS (Continued)

9.
The letters FOB mean free on board. FOB shipping point means that the goods are placed free on board the carrier by the seller, and the buyer pays the freight costs. FOB shipping point will result in a debit to the Inventory account by the buyer. 


FOB destination means that the goods are placed free on board to the buyer’s place of business, and the seller pays the freight. FOB destination will result in a debit to the Freight Out or Delivery Expense account by the seller.

10.
The inventory should be recorded as an asset, Merchandise Inventory, in April and May. It should be recorded as Cost of Goods Sold (an expense) in June when the inventory is sold. This is necessary in order to match the cost with the related revenue.

ADVANCE \d6
11.
Sales returns are not debited directly to the Sales account because this would not provide information on the amount of sales returns and allowance. This information is important to management as it may suggest inferior merchandise, errors in billing, or incorrect sales techniques. Debiting returns directly to sales may also cause problems in comparing sales for different periods.


Purchase returns are credited directly to Merchandise Inventory to show the reduction in the inventory. Keeping track of the amount of purchase returns is not as important as keeping track of the amount of sales returns.

12.
Disagree. The steps in the accounting cycle are the same for both a merchandising company and a service enterprise.

13.
The difference may be a result of errors in the perpetual inventory records, or because of lost, stolen, or damaged inventory. 
14.
The additional accounts that must be closed for a merchandising company using a perpetual inventory system are sales, sales returns and allowances, cost of goods sold and freight out.

QUESTIONS (Continued)

15.
Net sales is calculated by deducting the contra revenue accounts, Sales Returns and Allowances and Sales Discounts, from Sales in the income statement.

Gross Profit is calculated by subtracting cost of goods sold from net sales.

Income from Operations is calculated by subtracting operating expenses from gross profit.

Only merchandising companies show net sales and gross profit; service companies would show total revenues. Income from operations is used by both merchandising and service companies.

16.
The single-step income statement differs from the multiple-step income statement in that (1) all data are classified into two categories: Revenues and expenses; and (2) only one step, subtracting total expenses from total revenues, is required in determining net income (or net loss). 


A multiple step income statement includes three main steps (1) cost of goods sold is subtracted from sales to get gross profit (2) operating expenses are subtracted from gross profit to get income from operations and (3) non-operating expenses are subtracted from (and non-operating revenues are added to ) income from operations to get net income.

17.
Interest expense is a non-operating expense because it relates to how a company’s operations are financed. This is not always within the company’s control and is usually not a decision of the general manager, but rather of the chief financial officer.

18. A company’s gross profit margin is affected by the selling price of its goods and the cost of its inventory. Increasing the sales price or reducing the cost of inventory will increase the gross profit margin and reducing the selling price or increasing the cost of inventory will decrease the gross profit margin.

19.
The difference between gross profit margin and profit margin is the gross profit margin measures the amount by which selling price exceeds the cost of goods sold. The profit margin measures the extent to which the selling price covers all expenses (including the cost of goods sold). A company can improve its profit margin by increasing its gross profit margin or by controlling its operating (and non-operating) expenses, or by doing both.

QUESTIONS (Continued)

*20. 
Renata would record revenues from the sale of merchandise when sales are made, in the same way as in a perpetual inventory system, but on the date of sale the cost of the merchandise sold is not recorded. Instead, the cost of goods sold during the period is calculated at the end of the period by taking a physical inventory count and deducting the cost of this inventory from the cost of the merchandise available for sale during the period. The gross profit would be then be calculated by deducting the cost of goods sold from the sales revenue.

*21.
Purchases of supplies and equipment are not debited to the purchases account because they are not purchases of merchandise and are not a factor in determining gross profit. If they were recorded in the purchases account it would not be possible to determine the gross profit which is important in business decisions. 

*22.
The purpose of these entries is to update the Merchandise Inventory account to the correct ending balance (i.e., adjust for the change in the beginning and ending inventories).

SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 5-1

(a) & (b)

Company A
Gross profit = $100,000 ($250,000 – $150,000)


Net Income = $60,000 ($100,000 - $40,000)

(c) & (d)

Company B
Gross profit = $38,000 ($108,000 – $70,000)


Operating expenses = $8,500 ($38,000 – $29,500)

(e) & (f)

Company C
Cost of goods sold = $43,500 ($75,000 – $31,500)


Operating expenses = $20,700 ($31,500 – $10,800)

(g) & (h)

Company D
Gross profit = $110,000 ($39,500 + $70,500)


Sales = $181,900 ($110,000 + $71,900)

BRIEF EXERCISE 5-2

	Inventory Item
	Quantity
	Cost per Package
	Total Cost

	Oatmeal
	200
	 $1.75 
	$   350 

	Chocolate Chip
	600
	 $2.10 
	1,260 

	Ginger Snaps
	450
	 $1.50 
	     675 

	
	
	
	$2,285 


BRIEF EXERCISE 5-3

Total Merchandise Inventory cost:

Invoice cost:
 $2,500

Plus: Freight in
120

Less: Purchase discount
       50
Total cost:
$2,570
Cost per unit
= Total cost ÷ 1,000 packages


= $2,570 ÷ 1,000 = $2.57 per package

Balance Merchandise Inventory account:

Balance from BE5-2
$2,285
Cost of Double Chocolate Chip Cookies
  2,570
Total
$4,855
BRIEF EXERCISE 5-4


Jan. 
3
Merchandise Inventory

9,000





Accounts Payable


9,000


Jan. 
4
Merchandise Inventory

135





Cash


135


Jan. 
6
Accounts Payable

1,000





Merchandise Inventory


1,000


Jan. 
12
Accounts Payable ($9,000 - $1,000)

8,000





Cash


8,000

BRIEF EXERCISE 5-5


Mar. 
12
Merchandise Inventory

12,000





Accounts Payable


12,000


Mar. 
13
No entry required.


Mar. 
14
Accounts Payable

2,000





Merchandise Inventory


2,000


Mar. 
22
Accounts Payable ($12,000 - $2,000)
10,000





Merchandise Inventory 





($10,000 x 2%)


200





Cash


9,800

BRIEF EXERCISE 5-6


Jan. 
3
Accounts Receivable

9,000





Sales


9,000




Cost of Goods Sold

6,000





Merchandise Inventory


6,000


Jan. 
4
No entry required.


Jan. 
6
Sales Returns and Allowances

1,000





Accounts Receivable


1,000




Merchandise Inventory

800





Cost of Goods Sold


800


Jan. 
12
Cash ($9,000 - $1,000)

8,000





Accounts Receivable


8,000

BRIEF EXERCISE 5-7


Mar. 12

Accounts Receivable

12,000





Sales


12,000




Cost of Goods Sold

7,500





Merchandise Inventory


7,500


Mar. 13

Freight Out

155





Cash


155


Mar. 14

Sales Returns and Allowances

2,000





Accounts Receivable


2,000


Mar. 22

Cash ($10,000 - $200)

9,800




Sales Discounts ($10,000 x 2%)

200





Accounts Receivable


10,000

BRIEF EXERCISE 5-8

Aug. 31
Cost of Goods Sold 


(Inventory shrinkage)

900



Merchandise Inventory 



($98,000 - $97,100)


900

BRIEF EXERCISE 5-9

July 31
Sales

180,000



Income Summary


180,000


31
Income Summary

105,250



Cost of goods sold


100,000



Sales Returns and Allowances


2,000



Sales Discounts


750



Freight Out


2,500


31
Income Summary

74,750



S. Prasad, Capital


74,750

Merchandise Inventory is a balance sheet (permanent) account and is not closed.
BRIEF EXERCISE 5-10

(a)
Net sales = $480,000 ($500,000 - $15,000 - $5,000)

(b)
Gross profit = $130,000 ($480,000 - $350,000)

(c) 
Income from operations = $21,000 ($130,000 - $12,000 - $3,000 - $40,000 - $50,000 - $4,000)

(d)
Net income = $21,000 ($21,000 +$8,000 + $2,000 - $10,000)

BRIEF EXERCISE 5-11

(a)
Total revenue = $490,000 ($500,000 - $15,000 - $5,000 + $8,000 + $2,000)

(b) Total expenses = $469,000 ($350,000 + $12,000 + $3,000 + $10,000 + $40,000 + $50,000 + $4,000)

(c)
Net Income = $21,000 ($490,000 - $469,000)

BRIEF EXERCISE 5-12

2007


Gross profit margin = 45.45%


[($550,000 – $300,000) ÷ $550,000]


Profit margin = 9.09%


[($550,000 - $300,000 - $200,000) ÷ $550,000]

2008


Gross profit margin = 41.67%


[($600,000 - $350,000) ÷ $600,000]


Profit margin = 4.17%


[($600,000 - $350,000 - $225,000) ÷ $600,000]

Ry’s profitability has weakened.

*BRIEF EXERCISE 5-13


Mar. 12
Purchases

12,000





Accounts Payable


12,000


Mar. 13

No entry required.


Mar. 
14
Accounts Payable

2,000





Purchase Returns and Allowances

2,000


Mar. 
22
Accounts Payable 

10,000





Purchases Discounts


200





Cash


9,800

*BRIEF EXERCISE 5-14


Mar. 12
Accounts Receivable

12,000





Sales


12,000


Mar.
 13
Freight Out

155





Cash


155

Mar.
 13
Sales Returns and Allowances

2,000





Accounts Receivable


2,000


Mar. 
22
Cash

9,800




Sales Discounts

200





Accounts Receivable


10,000

*BRIEF EXERCISE 5-15

(a)

Purchases

$400,000

Less:
Purchase returns and allowances

$11,000

Purchase discounts

    3,500

14,500
Net purchases

$385,500
(b)

Net purchases (above)

$385,500

Add: Freight in

    16,000

Cost of goods purchased

$401,500
(c)

Beginning inventory

$  60,000

Add: Cost of goods purchased (above)

 401,500
Cost of goods available for sale

461,500

Ending inventory

00    90,000
Cost of goods sold


$371,500
(d)

Net sales


$630,000

Cost of goods sold (above)


  371,500

Gross profit


$258,500

Note: Freight-out is not included; it is an operating expense.

SOLUTIONS TO EXERCISES

EXERCISE 5-1

(a)
3
Cost of goods sold

(b)
8
Subsidiary ledger

(c)
13
Contra revenue account

(d)
4
Purchase discount

(e)
9
FOB destination

(f)
7
Periodic inventory system

(g)
10
Sales allowance

(h)
1
Gross profit

(i)
11
Non-operating activities

(j)
6
FOB shipping point

(k)
2
Perpetual inventory system

(l)
14
Merchandise inventory

(m) 
12
Profit margin

EXERCISE 5-2

(a)
Apr.
5
Merchandise Inventory

15,000





Accounts Payable


15,000



6
Merchandise Inventory

900





Cash


900



7
Supplies

2,600





Cash


2,600



8
Accounts Payable

3,000





Merchandise Inventory


3,000


May
2
Accounts Payable 




($15,000 - $3,000)

12,000





Cash


12,000
EXERCISE 5-2 (Continued)

(b)
The balance in the inventory account: 

$12,900 = $15,000 + $900 - $3,000

(c)

Apr. 15
Accounts Payable 

12,000





Merchandise Inventory





($12,000 x 2%)


240





Cash ($12,000 x 98%)


11,760


The balance in the inventory account:


$12,660  = $15,000 + $900 - $3,000 - $240

EXERCISE 5-3

(a)
Dec.
3
Accounts Receivable

48,000





Sales


48,000




Cost of Goods Sold

32,000





Merchandise Inventory.


32,000



4
Freight Out

750






Cash


750



8
Sales Returns and Allowances

2,400





Accounts Receivable


2,400



31
Cash ($48,000 - $2,400)

45,600





Accounts Receivable


45,600

(b)
Gross profit = $13,600 ($48,000 - $2,400 - $32,000)

(c)
Dec.
13
Cash ($45,600) x 98%

44,688




Sales Discount ($45,600 x 2%)

912





Accounts Receivable


45,600


Gross profit = $12,688 ($48,000 - $2,400 - $912 - $32,000)

EXERCISE 5-4

(a)

Oct.
6
Merchandise Inventory (100 x $68)

6,800




Accounts Payable


6,800


7
Merchandise Inventory

200




Cash


200


9
Accounts Receivable (30 x $135)

4,050




Sales


4,050



Cost of Goods Sold (30 x $70)

2,100




Merchandise Inventory


2,100




[($6,800 + $200 = $7,000) ÷ 100] = $70 per chair


10
Freight Out

30




Cash


30


11
Sales Returns and Allowances 



(5 x $135)

675




Accounts Receivable


675



Merchandise Inventory (5 x $70)

350




Cost of Goods Sold


350


31
Cost of Goods Sold 



([(100 - 30 + 5) - 74] x $70)

70




Merchandise Inventory


70

Nov.
5
Accounts Payable 

6,800




Cash


6,800


8
Cash ($4,050 - $675)

3,375




Accounts Receivable


3,375

EXERCISE 5-4 (Continued)

(b) 

	Merchandise Inventory

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Oct. 
6 


6,800 

6,800


7 


200 

7,000


9 



2,100 
4,900


11 


350 

5,250


31 



70 
5,180

74 chairs x $70 per chair = $5,180

	Cost of Goods Sold

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Oct. 
9 


2,100 

2,100


11 



350 
1,750


31 


70 

1,820

ADVANCE \d625 chairs sold x $70 per chair = $1,750

25 chairs sold + 1 chair short = $1,750 + $70 = $1,820

EXERCISE 5-5

(a)
June
10
Merchandise Inventory

5,000





Accounts Payable


5,000



11
Merchandise Inventory

300





Cash


300



12
Accounts Payable

500





Merchandise Inventory


500



20
Accounts Payable ($5,000 - $500)

4,500





Merchandise Inventory 





($4,500 x 2%)


90





Cash ($4,500 x 98%)


4,410


July
15
Cash

8,500





Sales


8,500



15
Cost of Goods Sold 




($5,000 + $300 - $500 - $90)

4,710





Merchandise Inventory


4,710



15
Freight Out

250





Cash


250



17
Sales Returns and Allowances

300





Cash


300

ADVANCE \d6

ADVANCE \d6(b)
July 
31
Sales

8,500





Income Summary


8,500



31
Income Summary

5,260





Cost of Goods Sold


4,710





Freight Out


250





Sales Returns and Allowances


300



31
Income Summary ($8,500 - $5,260)
3,240





Capital


3,240
EXERCISE 5-6

	
	Natural Cosmetics
	Mattar

Grocery
	Allied Wholesalers

	Sales
	 $95,000 
	(e) $100,000
	 $148,000 

	Sales returns and 

  allowances
	(a) 11,000
	   5,000 
	  12,000 

	Net sales
	84,000 
	 95,000 
	(i) 136,000

	Cost of goods sold
	56,000 
	(f) 57,000
	(j) 112,000

	Gross profit
	(b) 28,000
	38,000 
	24,000 

	Operating expenses
	15,000 
	(g) 21,000
	  18,000 

	Income from 

  operations
	(c) 13,000
	(h)17,000
	(k) 6,000

	Other expenses
	  4,000
	   7,000
	(l)   1,000

	Net income
	(d) $9,000
	$10,000
	$5,000


(a)
Sales

$95,000

ADVANCE \l5
Less: *Sales returns and allowances

 (11,000)


Net sales

$84,000
(b)
Net sales

$84,000


Less: cost of goods sold

 (56,000)


*Gross profit

$28,000

(c)
Gross profit

$28,000


Less: Operating expenses

 (15,000)


*Income from operations

$13,000
(d)
Income from operations

$13,000


Less: Other expenses

   (4,000)


*Net income

$  9,000
(e)
*Sales

$100,000


Less: Sales returns and allowances

    (5,000)

Net sales

$ 95,000
EXERCISE 5-6 (Continued)

(f)
Net sales

$95,000


*Cost of goods sold

 (57,000)


Gross profit

$38,000

(g)
Gross profit

$38,000


*Operating expenses

 (21,000)

Income from operations (from (h))

$17,000
(h)
*Income from operations

$17,000


Less: Other expenses

   (7,000)


Net income

$10,000
(i)
Sales

$148,000


Less : Sales returns

  (12,000)


*Net sales

$136,000
(j)
Net sales

$136,000


Less: *Cost of goods sold

(112,000)


Gross profit

$ 24,000

(k)
Gross profit

$24,000


Less: Operating expenses

 (18,000)

*Income form operations

$  6,000

(l)
Income from operations

$6,000


Less: *Other expenses

 (1,000)


Net income

$5,000
EXERCISE 5-7

(a)

CHEVALIER COMPANY

Income Statement

Year Ended December 31, 2008

ADVANCE \u7

ADVANCE \d6Sales

$2,400,000

Less: Sales returns and allowances
 $41,000

Sales discounts
     8,500
     49,500

Net sales

2,350,500

Cost of goods sold

   985,000
Gross profit

1,365,500

Operating expenses


Salaries expense

$875,000


Amortization expense

125,000


Advertising expenses

45,000


Delivery expense

25,000


Insurance expense

    15,000

Total operating expenses

1,085,000


Income from operations

280,500

Other revenues


Interest revenue

$30,000

Other expenses


Interest expense

$70,000


Loss on sale of equipment

 10,000
 80,000
       50,000
Net income

$   230,500
EXERCISE 5-7 (Continued)

 (b) 


CHEVALIER COMPANY

Income Statement

Year Ended December 31, 2008

ADVANCE \u7

ADVANCE \d6Revenues


Net sales ($2,400,000 - $41,000 - $8,500)


$2,350,500


Interest revenue


      30,000


Total revenues


2,380,500

Expenses


Cost of goods sold

$  985,000


Salaries expense

875,000


Amortization expense

125,000


Advertising expense

45,000


Delivery expense

25,000


Insurance expense

15,000


Interest expense

70,000


Loss on sale of equipment

    10,000


Total expenses


 2,150,000

Net income


$  230,500

(c)


Dec. 31
Sales

2,400,000




Interest revenue

30,000





Income Summary


2,430,000


31
Income Summary

2,199,500





Sales Returns and allowances


41,000





Sales Discounts


8,500





Cost of Goods Sold


985,000



Salaries expense

875,000



Amortization expense

125,000



Advertising expenses

45,000



Delivery expense

25,000



Insurance expense

15,000



Interest expense


70,000




Loss on sale of equipment


0010,000

EXERCISE 5-7 (Continued)

(c) (Continued)


Dec.
31
Income Summary 





($2,430,000 - $2,199,500)

230,500





G. Chevalier, Capital


230,500



31
G. Chevalier, Capital

150,000





G. Chevalier, Drawings


150,000

EXERCISE 5-8

	Account
	Statement
	Classification

	Accounts payable

	Balance Sheet

	Current liabilities



	Accounts receivable
	Balance Sheet
	Current assets


	Accumulated amortization

–Office Building

	Balance Sheet

	Property, Plant and Equipment 

(Contra Account)

	Accumulated amortization

–Store Equipment
	Balance Sheet

	Property, Plant and Equipment

(Contra Account)

	Advertising expense
	Income Statement

	Operating Expenses


	Amortization expense
	Income Statement

	Operating Expenses



	B. Swirsky, capital

	Balance Sheet

	Owner’s Equity



	B. Swirsky, drawings
	Statement of Owner’s Equity
	Deduction from capital

	Cash

	Balance Sheet

	Current Assets



	Freight out
	Income Statement
	Operating Expenses

	Insurance expense

	Income Statement
	Operating Expenses

	Interest expense

	Income Statement

	Other Expenses



	Interest payable
	Balance Sheet
	Current Liabilities

	Interest revenue
	Income Statement
	Other Income

	Land

	Balance Sheet

	Property, Plant and Equipment



	Merchandise inventory

	Balance Sheet

	Current Assets



	Mortgage payable

	Balance Sheet

	Long-Term Liability



	Office building

	Balance Sheet

	Property, Plant and Equipment



	Prepaid insurance

	Balance Sheet

	Current Assets



	Property tax payable
	Balance Sheet
	Current Liabilities


EXERCISE 5-8 (Continued)

	Account
	Statement
	Classification

	Salaries expense
	Income Statement
	Operating Expenses


	Salaries payable

	Balance Sheet

	Current Liabilities


	Sales
	Income Statement
	Revenue

	Sales discounts
	Income Statement
	Contra Revenue

	Sales returns and allowances
	Income Statement

	Contra Revenue



	Store equipment
	Balance Sheet
	Property, Plant and Equipment

	Unearned sales revenue
	Balance Sheet

	Current Liabilities



	Utilities expense
	Income Statement
	Operating Expenses



EXERCISE 5-9

Gross profit margin


2005 = 23.7%  [($27,433 - $20,938) ÷ $27,433]


2004 = 23.9%  [($24,548 - $18,677) ÷ $24,548] 


2003 = 23.6%  [($20,943 - $15,998) ÷ $20,943]

Profit margin (Net income)


2005 = 3.6%  [$984  ÷ $27,433]


2004 = 2.9%  [$705 ÷ $24,548] 


2003 = 0.5%  [$99 ÷ $20,943]

Profit margin (Operating income)


2005 = 5.3%  [$1,442  ÷ $27,433]


2004 = 5.3%  [$1,304 ÷ $24,548] 


2003 = 4.8%  [$1,010 ÷ $20,943]

The gross profit margin has remained fairly constant between 2003 and 2005. The profit margin, based on net income has improved from 0.5% in 2003 to 3.6% in 2005. The profit margin based on operating income improved slightly from 4.8% to 5.3% in 2004 and then remained the same in 2005.

*EXERCISE 5-10

(a)
Perpetual Inventory System


May 
2
Merchandise Inventory

1,200





Accounts Payable


1,200



2
Merchandise Inventory

100





Cash


100



3
Accounts Payable

200





Merchandise Inventory (returns)

200



9
Accounts Payable ($1,200 - $200)

1,000





Merchandise Inventory





($1,000 x 2%)


20





Cash ($1,000 x 98%)


980



12
Accounts Receivable 

1,500





Sales Revenue


1,500




Cost of Goods Sold 




[($1,200 + $100 - $200 - $20) x ¾]

810





Merchandise Inventory


810



14
Sales Returns and Allowances

100





Accounts Receivable


100



22
Cash [($1,500 - $100) x 98%]

1,372




Sales Discounts 




[($1,500 - $100) x 2%]

28





Accounts Receivable 





[$1,500 - $100]


1,400

*EXERCISE 5-10 (Continued)

(b)
Periodic Inventory System


May 
2
Purchases

1,200





Accounts Payable


1,200



2
Freight In

100





Cash


100



3
Accounts Payable

200





Purchases Returns and Allowances

200



9
Accounts Payable ($1,200 - $200)

1,000





Purchase Discounts





($1,000 x 2%)


20





Cash ($1,000 x 98%)


980



12
Accounts Receivable 

1,500





Sales Revenue


1,500



14
Sales Returns and Allowances

100





Accounts Receivable


100



22
Cash ($1,400 x 98%)

1,372




Sales Discounts ($1,400 x 2%)

28





Accounts Receivable [$1,500 - $100]

1,400

*EXERCISE 5-11

(a)
$1,410 ($1,500 - $65 - $25)

(b)
$1,520 ($1,410 + $110)

(c)
$1,770 ($1,520 + $250)

(d)
$1,460 ($1,770 - $310)

(e)
$10 ($1,080 - $1,030 - $40)

(f)
$200 ($1,230 ( $1,030)

(g)
$1,350 ($1,230 + $120)

(h)
$120 ($1,350 - $1,230)

(i)
$7,660 ($7,210 + $160 + $290)

(j)
$730 ($7,940 - $7,210)

(k)
$8,940 ($1,000 + $7,940)

(l)
$5,200 ($49,530 - $44,330 (from (n))

(m)
$1,100 ($43,590 - $400 - $42,090)

(n)
$44,330 ($42,090 + $2,240)

(o)
$6,230 ($49,530 - $43,300)

*EXERCISE 5-12

(a)

OKANAGAN COMPANY

Income Statement

Year Ended January 31, 2008
Sales revenues


Sales

$315,000


Less: Sales returns and allowances
$13,000




Sales discounts

  4,000
   17,000

Net sales

298,000

Cost of goods sold


Inventory, beginning

$ 42,000


Purchases


$200,000


Less: 



Purchase discounts
$1,000



Purchase returns 



and allowances

  6,000
     7,000

Net purchases
 

193,000


Add: Freight in


   10,000

Cost of goods purchased

 203,000

Cost of goods available for sale

 245,000


Inventory, ending

   61,000
Cost of goods sold

 184,000
Gross profit

 114,000

Operating expenses


Salary expense

 $ 61,000


Rent expense
 
20,000


Insurance expense
 
12,000


Freight out

    7,000


Total operating expenses

 100,000
Income from operations

 14,000

Other expenses


Interest expense

     6,000
Net Income

$   8,000
*EXERCISE 5-12 (Continued)

(b) Jan. 31
Sales

315,000



Merchandise Inventory (end of year)
61,000



Purchase Returns and Allowances

6,000



Purchase Discounts

1,000





Income Summary


383,000



31
Income Summary

375,000





Merchandise Inventory 





(beginning of year)


42,000





Purchases


200,000





Freight In


10,000





Salaries Expense


61,000





Rent Expense


20,000





Insurance Expense


12,000





Freight Out


7,000





Interest Expense


6,000





Sales Returns and Allowances

13,000





Sales Discounts


4,000



31
Income Summary

8,000





O. G. Pogo, Capital


8,000



31
O. G. Pogo, Capital

42,000





O. G. Pogo, Drawings


42,000

SOLUTIONS TO PROBLEMS

	Problem 5-1A


(a) A company’s operating cycle is the average time it takes to go from cash to cash in producing revenues. The operating cycle for a merchandising company covers the period of time between when you purchase your inventory, to when you sell it, and to when you eventually collect the accounts receivable from a sale. You are having problems paying your bills because the period of time between your sales and your collection of accounts receivable is lengthened because many customers take more than one month to pay.

(b) Your inventory system is contributing to the problem because you are not sure of what you have on hand at any given time and often run out of inventory.

(c)
You should consider switching to a perpetual inventory method where detailed records of each inventory purchase and sale are maintained. This system continuously—perpetually—shows the quantity and cost of the inventory purchased, sold, and on hand.

	PROBLEM 5-2A


	(a)
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


June 
1 
Merchandise Inventory (160 x $6) 

960




Accounts Payable 


960


3 
Accounts Receivable (150 x $10) 

1,500




Sales 


1,500



Cost of Goods Sold (150 x $6)

 900




Merchandise Inventory 


900


6
Accounts Payable 

60




Merchandise Inventory


60


18
Sales Returns and Allowances

50




Accounts Receivable 


50


20
Merchandise Inventory (110 x $6) 

660




Accounts Payable 


660


27
Accounts Receivable (100 x $10) 

1,000




Sales 


1,000



Cost of Goods Sold (100 x $6)

600




Merchandise Inventory 


600


28
Sales Returns and allowances

150




Accounts Receivable


150


28
Merchandise Inventory

90





Cost of Goods Sold


90


30 
Accounts Payable ($960 - $60) 

900




Cash 


900
PROBLEM 5-2A (Continued)

(a) (Continued)

Jun.
30 
Cash 

1,450




Accounts Receivable ($1,500 - $50)

1,450

(b)
	Merchandise Inventory

	Open

1,380

June   1
960

20 660


28
90
	June 
3
900


6
60


27
600



	1,530
	


(c)
There are 255 books on hand on June 30. The balance in the merchandise inventory account is:

 $6 per book × 255 books = $1,530.

	PROBLEM 5-3A


	
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


Oct. 
2 
Merchandise Inventory 

70,000




Accounts Payable 


70,000


4 
Merchandise Inventory 

1,800




Cash 


1,800


5 
Accounts Payable 

6,000




Merchandise Inventory


6,000


11 
Accounts Payable ($70,000 - $6,000)
 
64,000




Merchandise Inventory 




($64,000 x 2%) 


1,280




Cash ($64,000 - $1,280)
 

62,720


17 
Accounts Receivable 

92,500




Sales 


92,500



Cost of Goods Sold 

64,520




Merchandise Inventory 


64,520


18
No entry as FOB shipping means purchaser pays freight.


19 
Sales Returns and Allowances

2,500




Accounts Receivable 


2,500


27 
Sales Discounts ($90,000 x 2%) 

1,800



Cash ($90,000 - $1,800)

88,200




Accounts Receivable 




($92,500 - $2,500) 


90,000

PROBLEM 5-3A (Continued)

Nov. 
1 
Merchandise Inventory 

85,000




Accounts Payable 


85,000


2 
No entry as FOB destination means 
seller pays freight.


3 
Accounts Payable 

3,000




Merchandise Inventory 


3,000


5 
Accounts Receivable 

109,300




Sales 


109,300



Cost of Goods Sold ($85,000 - $3,000) 
82,000




Merchandise Inventory 


82,000


6 
Freight Out 

2,600




Cash 


2,600


7 
Sales Returns and Allowances 

7,000




Accounts Receivable
 

7,000



Merchandise Inventory 

5,250




Cost of Goods Sold


5,250


29 
Cash ($109,300 - $7,000) 

102,300




Accounts Receivable 


102,300



(No discount as not received within 10 days)


30
Accounts Payable ($85,000 - $3,000) 
82,000




Cash
 

82,000



(No discount as not paid within 15 days)

	PROBLEM 5-4A


	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


May 
1 
Merchandise Inventory 

5,800




Accounts Payable 


5,800


3 
Merchandise Inventory 

200




Cash 


200


4 
Accounts Receivable 

2,250




Sales


2,250



Cost of Goods Sold 



[($5,800 + $200) x 30/120] 

1,500




Merchandise Inventory 


1,500


5 
Freight Out

100




Cash 


100


6 
Sales Returns and Allowances 

225




Accounts Receivable ($2,250 x 3/30) 

225



Merchandise Inventory ($1,500 x 3/30) 
150




Cost of Goods Sold 


150


8 
Supplies 

900




Cash 


900


9 
Merchandise Inventory 

2,000




Accounts Payable
 

2,000


10 
Merchandise Inventory 

300




Cash


300


12 
Accounts Payable 

200




Merchandise Inventory 


200
PROBLEM 5-4A (Continued)

(a) (Continued)

May
19 
Accounts Payable ($2,000 - $200)

1,800




Merchandise Inventory 




($1,800 x 2%) 


36




Cash ($1,800 - $36)


1,764

24 
Cash 

2,600




Sales 


2,600



Cost of Goods Sold 

1,032




Merchandise Inventory


1,032




[($2,000 + $300 - $200 - $36) x ½]

25 
Merchandise Inventory 

1,000




Accounts Payable 


1,000


27 
Cash ($2,250 - $225) 

2,025




Accounts Receivable


2,025


28 
Sales Returns and Allowances 

100




Cash
 

100



Merchandise Inventory 

70




Cost of Goods Sold 


70


28 
Merchandise Inventory 

2,400




Cash 


2,400


29
Cash

230




Merchandise Inventory


230


31 
Accounts Payable 

5,800




Cash 


5,800

PROBLEM 5-4A (Continued)

(a) (Continued)

May
31 
Accounts Receivable 

1,600




Sales 


1,600



Cost of Goods Sold 

1,000




Merchandise Inventory 


1,000
ADVANCE \u6(b)

	Cash

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
1 
Balance 
( 


15,000


3 

J1 

200
14,800


5 

J1 

100
14,700


8

J1 

900
13,800


10

J1 

300
13,500


19

J1 

1,764
11,736

24 

J1 
2,600

14,336

27 

J1 
2,025

16,361

28 

J1 

100
16,261

28

J1 

2,400
13,861

29

J1 
230

14,091

31 

J1 

5,800
8,291
	Accounts Receivable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
4 

J1 
2,250 

2,250


6 

J1 

225 
2,025


27 

J1 

2,025
 0


31 

J1 
1,600 

1,600

PROBLEM 5-4A (Continued)

(b) (Continued)

	Merchandise Inventory

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
1 

J1 
5,800

5,800


3 

J1 
200

6,000


4 

J1 

1,500
 4,500


6 

J1 
150

4,650


9 

J1 
2,000

6,650


10 

J1 
300

 6,950


12

J1

200
6,750


19

J1

36
6,714


24 

J1 

1,032
5,682

25

J1 
1,000

6,682

28 

J1 
70

6,752

28 

J1 
2,400

9,152

29 

J1 

230
8,922

31 

J1 

1,000
7,922
	Supplies

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
8

J1 
900 

900

	ADVANCE \d6
Accounts Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
1 

J1 

5,800 
5,800


9

J1

2,000
7,800


12 

J1 
200 

7,600


19 

J1 
1,800 

5,800


25

J1

1,000
6,800


30 

J1
 5,800 

1,000

PROBLEM 5-4A (Continued)

(b) (Continued)

	B. Copple, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
1 
Balance 
( 


15,000

	Sales

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
4 

J1 

2,250
 2,250


24 

J1 

2,600
 4,850


31 

J1 

1,600
6,450

	Sales Returns and Allowances

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
6 

J1 
225 

225


28 

J1 
100 

325

	Cost of Goods Sold

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
4 

J1 
1,500 

1,500


6 

J1 

150 
1,350


24 

J1 
 1,032 

2,382


28 

J1 

70 
2,312


31 

J1 
1,000 

3,312

	Freight Out

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
5 

J1 
100 

100

PROBLEM 5-4A (Continued)

(c)

COPPLE HARDWARE STORE

Income Statement (Partial)

Month Ended May 31, 2008

ADVANCE \u7

ADVANCE \d6Sales revenues


Sales

$6,450


Less:  Sales returns and allowances

    325

Net sales

6,125

Cost of goods sold

  3,312
Gross profit

$2,813
(d)

COPPLE HARDWARE STORE

Balance Sheet (Partial)

May 31, 2008

ADVANCE \u7



Assets

Current assets


Cash

$  8,291

Accounts receivable

1,600


Merchandise inventory

7,922

Supplies

       900



Total current assets

$18,713
	PROBLEM 5-5A


(a)

Dec. 31

Insurance Expense ($1,980 x 11/12)

1,815




Prepaid Insurance


1,815


31
Supplies Expense

2,290




Supplies ($2,940 - $650)


2,290


31
Amortization Expense

8,250




Accumulated Amortization




—Office Equipment ($45,000 ÷ 10)

4,500




Accumulated Amortization




—Building ($150,000 ÷ 40)


3,750


31
Interest Expense

895




Interest Payable


895


31
Unearned Sales Revenue 



($4,000 - $975)

3,025




Sales


3,025


31
Cost of Goods Sold

2,000




Merchandise Inventory


2,000


31
Cost of Goods Sold  



[($28,955 - $2,000) - $26,200]

755




Merchandise Inventory


755

PROBLEM 5-5A (Continued)

(b)

GLOBAL ENTERPRISES

Income Statement

Year Ended December 31, 2008

ADVANCE \u7

ADVANCE \d6Sales revenues


Sales ($263,870 + $3,025)

$266,895


Less:  Sales returns and allowances

$5,275



Sales Discounts

2,635
     7,910

Net sales

258,985

Cost of goods sold ($171,225 + $2,000 + $755)

 173,980
Gross profit

85,005

Operating expenses


Salaries expense

$30,950


Utilities expense

5,100


Amortization expense

8,250


Insurance expense

1,815


Supplies expense

   2,290


Total operating expenses

   48,405

Income from operations

36,600

Other expenses


Interest expense ($9,975 + $895)

    10,870
Net income

$  25,730

GLOBAL ENTERPRISES

Statement of Owner’s Equity

Year Ended December 31, 2008

ADVANCE \u7

I. Rochefort, capital, January 1 ($74,275 - $7,500)

$ 66,775

Add: 
Investment

 $ 7,500


Net income

 25,730
  33,230



100,005

Less: Drawings

  35,500
I. Rochefort, capital, December 31

$64,505
ADVANCE \d6

PROBLEM 5-5A (Continued)

(b) (Continued)

GLOBAL ENTERPRISES

Balance Sheet

December 31, 2008

ADVANCE \u7Assets

Current assets


Cash 


$ 10,360


Accounts receivable 

31,500


Merchandise inventory ($28,955 - $2,000 - $755)

26,200


Supplies ($2,940 - $2,290)

650


Prepaid insurance ($1,980 - $1,815)

       165


Total current assets

68,875

Property, plant and equipment


Land


$  30,000


Building

$150,000


Less: Accumulated amortization




($18,750 + $3,750)

   22,500
127,500


Office equipment

$ 45,000


Less: Accumulated amortization




($9,000 + $4,500)

   13,500
  31,500
 189,000


Total assets

$257,875

ADVANCE \d3
Liabilities and Owner's Equity

Current liabilities


Accounts payable

$  30,250


Unearned sales revenue ($4,000 - $3,025)

975

Interest payable

895

Current portion of mortgage payable

     9,000


Total current liabilities

41,120

Long-term liabilities


Mortgage payable ($161,250 - $9,000)

 152,250


Total liabilities

193,370

Owner's equity


I. Rochefort, capital

    64,505



Total liabilities and owner's equity

$257,875
PROBLEM 5-5A (Continued)

(c)

Dec.
31
Sales

266,895




Income Summary


266,895


31
Income Summary

241,165




Sales Returns and Allowances


5,275




Sales Discounts


2,635




Cost of Goods Sold


173,980




Salaries Expense


30,950




Utilities Expense


5,100




Insurance Expense


1,815




Interest Expense


10,870




Supplies Expense


2,290




Amortization Expense


8,250


31
Income Summary

25,730




I. Rochefort, Capital 


25,730


31
I. Rochefort, Capital

35,500




I. Rochefort, Drawings


35,500

	PROBLEM 5-6A


(a)


Nov. 30
Cost of Goods Sold 



($45,200 - $42,600)

2,600




Merchandise Inventory


2,600

(b)

POORTEN WHOLESALE CENTRE
Income Statement

Year Ended November 30, 2008

ADVANCE \u7

ADVANCE \d6Sales

$750,300


Less: Sales returns and allowances

$ 4,200



Sales discounts

3,750
     7,950


Net sales

742,350

Cost of goods sold ($497,500 + $2,600)

 500,100
Gross profit

242,250

Operating expenses


Advertising expense

$26,400

Freight out expense

16,700


Salaries expense

136,625


Utilities expense

14,000


Amortization expense

10,125


Supplies expense

6,500


Insurance expense

   3,420


Total operating expenses

 213,770
Income from operations

28,480

Other expenses and revenues


Interest revenue 
 
$1,620


Interest expense

  3,700
   (2,080)

Net income

$  26,400

PROBLEM 5-6A (Continued)

(c)

POORTEN WHOLESALE CENTRE
Income Statement

Year Ended November 30, 2008

ADVANCE \u7

ADVANCE \d6Revenues

Sales

$750,300

Less: Sales returns and allowances
$4,200


Sales discounts

3,750
     7,950


Net sales

742,350


Interest revenue 
 
$1,620
$743,970

Expenses


Cost of goods sold
  $500,100


Advertising expense

26,400

Freight out expense

16,700


Salaries expense

136,625


Utilities expense

14,000


Amortization expense

10,125


Supplies expense

6,500


Insurance expense

3,420


Interest expense

    3,700
  717,570

Net income

$  26,400

(d) 
Both income statements result in the same amount of net income. The multiple-step income statement provides the user with much more information than the single-step income statement does. The multiple-step income provides information on gross profit and income from operations which is not included on the single-step income statement.

PROBLEM 5-6A (Continued)

(e)

Gross profit margin 2008 = $242,250 ÷ $742,350 = 32.6%

Profit margin 2008 = $26,400 ÷ $742,350 = 3.6%


Both ratios have declined since 2007. This shows that profitability has weakened. 

(f)

Nov. 30
Interest Revenue

1,620



Sales

750,300




Income Summary


751,920


30
Income Summary

725,520




Sales Returns and Allowances


4,200




Sales Discount


3,750




Cost of Goods Sold


500,100




Advertising Expense


26,400




Freight out Expense


16,700




Interest Expense


3,700




Insurance Expense


3,420




Salaries Expense


136,625




Amortization Expense


10,125




Supplies Expense


6,500




Utilities Expense


14,000


30
Income Summary

26,400




K. Poorten, Capital


26,400


30
K. Poorten, Capital

12,000




K. Poorten, Drawings


12,000

	Income Summary 

	 
	 751,920

	725,520 
	 

	 
	* 26,400

	26,400 
	 

	 
	0


* Check $26,400 = Net income
	PROBLEM 5-7A


(a)

BETTY’S BOUTIQUE

Income Statement

Year Ended March 31, 2008

ADVANCE \u7

ADVANCE \d6Sales

$550,545


Less: Sales returns and allowances

$5,445



Sales discounts

  2,725
    8,170

Net sales

542,375

Cost of goods sold

 277,750
Gross profit

264,625

Operating expenses


Amortization expense

$  4,750


Salaries expense

91,545


Rent expense

61,000


Supplies expense

5,040


Insurance expense

   1,280


Total operating expenses

    163,615
Income from operations

101,010

Other expenses 


Loss on sale of equipment

$   510


Interest expense

 1,615
    2,125

Net income

$98,885

BETTY’S BOUTIQUE 

Statement of Owner’s Equity

Year Ended March 31, 2008

ADVANCE \u7

ADVANCE \d6B. Tainch, capital, April 1, 2007 ($65,780 - $1,000)

$ 64,780

Add: 
Investment

    $  1,000

Net income

 98,885
   99,885



164,665

Less: Drawings

   90,800

B. Tainch, capital, March 31, 2008

$ 73,865

PROBLEM 5-7A (Continued)

(a) (Continued)

BETTY’S BOUTIQUE

Balance Sheet

March 31, 2008

ADVANCE \u7

Assets

Current assets


Cash

$   9,975


Accounts receivable

4,870


Merchandise inventory

78,200


Prepaid insurance

1,280


Supplies

      840


Total current assets

95,165

Property, plant and equipment


Store equipment

$30,800


Less: Accumulated amortization

   12,320
$18,480


Office furniture

$16,700


Less: Accumulated amortization

    6,680
  10,020
    28,500



Total assets

$123,665

Liabilities and Owner’s Equity

Current liabilities


Accounts payable

$  24,200


Salaries payable

2,100


Interest payable

360


Unearned service revenue

1,640


Current portion of note payable

     5,000



Total current liabilities

33,300

Long-term liabilities


Note payable ($21,500 - $5,000)

   16,500


Total liabilities

49,800

Owner’s Equity


B. Tainch, capital

    73,865



Total liabilities and owner’s equity

$123,665

PROBLEM 5-7A (Continued)

(b)

Mar.
31
Sales

550,545




Income Summary


550,545


31
Income Summary

451,660




Sales Returns and Allowances


5,445




Sales Discount


2,725




Cost of Goods Sold


277,750




Salaries Expense


91,545




Amortization Expense


4,750




Rent Expense


61,000




Supplies Expense


5,040




Insurance Expense


1,280




Loss on Sale of Equipment


510




Interest Expense


1,615


31
Income Summary

98,885




B. Tainch, Capital


98,885


31
B. Tainch, Capital

90,800




B. Tainch, Drawings


90,800

(c)
Gross profit margin = $264,625 ÷ $542,375 = 48.8%


Profit margin = $98,885 ÷ $542,375 = 18.2%

(d)
Betty’s Boutique’s gross profit margin is higher than the industry average. This would imply a good pricing and purchasing system.

	PROBLEM 5-8A


(a)

	
	2005
	2004
	2003

	Gross profit

margin
	50.2%

($166,350 - $82,863) ÷ $166,350


	49.4%

($175,270 - $88,742) ÷ $175,270


	49.4%

($175,487 - $88,788) ÷ $175,487



	Profit margin
	- 0.11%

$(185) ÷ $166,350 


	- 4.0%

$(7,097) ÷ $175,270


	3.1%

$5,394 ÷ $175,487



	Current ratio
	6.42:1

$52,455 ÷ $8,170


	5.26:1

$54,579 ÷ $10,377
	4.94:1

$46,223 ÷ $9,350




Danier Leather’s gross profit margin has increased but the profit margin has declined since 2003. However, its current ratio improved from 4.94:1 to 6.42:1.

PROBLEM 5-8A (Continued)

(b)

	
	Industry Average
	Danier Leather Inc.

	2005 Profit margin
	3.9%
	-0.11%



	2004

Profit margin
	3.6%
	- 4.0%



	2003 Profit margin
	1.5%
	3.1%



	2005
Current ratio
	2.1:1
	6.42:1


Danier’s profit margin ratios in 2005 and 2004 were much worse than the industry average but its 2003 profit margin ratio was better than the industry average. Danier’s 2005 current ratio was much stronger than the industry average.
Note to Instructor: Canadian averages for gross profit margins are not available because very few companies report cost of goods sold separately from operating expenses. 

	*PROBLEM 5-9A


	
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


June 
1 
Purchases (160 x $6) 

960




Accounts Payable 


960


3 
Accounts Receivable (150 x $10) 

1,500




Sales 


1,500


6 
Accounts Payable

 60




Purchase Returns and Allowances 

60


18
Sales Returns and Allowances

50




Accounts Receivable


50


20 
Purchases (110 x $6) 

660




Accounts Payable 


660


27 
Accounts Receivable (100 x $10) 

1,000




Sales 


1,000


28
Sales Returns and Allowances

150




Accounts Receivable


150


30 
Accounts Payable ($960 - $60) 

900




Cash 


900


30 
Cash ($1,500 - $50) 

1,450




Accounts Receivable 


1,450

	*PROBLEM 5-10A

	
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


Oct. 
2 
Purchases 

70,000




Accounts Payable 


70,000


4 
Freight In 

1,800




Cash 


1,800


5 
Accounts Payable
 
6,000




Purchase Returns and Allowances 

6,000


11 
Accounts Payable ($70,000 - $6,000)
 
64,000




Purchase Discounts ($64,000 x 2%) 

1,280




Cash ($64,000 - $1,280)
 

62,720


17 
Accounts Receivable 

92,500




Sales 


92,500


18
No entry as FOB shipping means purchaser pays freight.


19 
Sales Returns and Allowances
 
2,500




Accounts Receivable 


2,500


27 
Sales Discounts ($90,000 x 2%) 

1,800



Cash ($90,000 - $1,800)

88,200




Accounts Receivable 




($92,500 - $2,500) 


90,000

Nov. 
1 
Purchases 

85,000




Accounts Payable 


85,000


2 
No entry as FOB destination means seller 
pays freight.

*PROBLEM 5-10A (Continued)

Nov.
3 
Accounts Payable
 
3,000




Purchase Returns and Allowances 

3,000


5 
Accounts Receivable 

109,300




Sales 


109,300


6 
Freight Out 

2,600




Cash 


2,600


7 
Sales Returns and Allowances 

7,000




Accounts Receivable 


7,000


29 
Cash ($109,300 - $7,000)

 102,300




Accounts Receivable 


102,300



(No discount as not received within 10 days)


30
Accounts Payable ($85,000 - $3,000) 
82,000




Cash
 

82,000



(No discount as not paid within 15 days)

	*PROBLEM 5-11A


	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


May 
1 
Purchases 

5,800




Accounts Payable 


5,800


3 
Freight In 

200




Cash 


200


4 
Accounts Receivable 

2,250




Sales


2,250


5 
Freight Out

100




Cash 


100


6 
Sales Returns and Allowances 

225




Accounts Receivable ($2,250 x 3/30) 

225


8 
Supplies 

900




Cash 


900


9 
Purchases 

2,000




Accounts Payable
 

2,000


10 
Freight In 

300




Cash


300


12 
Accounts Payable 

200




Purchase Returns and Allowances

200


19 
Accounts Payable ($2,000 - $200)

1,800




Purchase Discounts ($1,800 x 2%) 

36




Cash ($1,800 - $36)


1,764
*PROBLEM 5-11A (Continued)

(a) (Continued)

May
24 
Cash 

2,600




Sales 


2,600


25 
Purchases 

1,000




Accounts Payable 


1,000


27 
Cash ($2,250 - $225) 

2,025




Accounts Receivable


 2,025


28 
Sales Returns and Allowances 

100




Cash
 

100


28 
Purchases 

2,400




Cash 


2,400


29
Cash

230




Purchase Returns and Allowances

230


31 
Accounts Payable 

5,800




Cash 


5,800


31 
Accounts Receivable 

1,600




Sales 


1,600

*PROBLEM 5-11A (Continued)

ADVANCE \u6(b)

	Cash

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
1 
Balance 
( 


15,000


3 

J1 

200
14,800


5 

J1 

100
14,700


8

J1 

900
13,800


10

J1 

300
13,500


19

J1 

1,764
11,736


24 

J1 
2,600

14,336


27 

J1 
2,025

16,361


28 

J1 

100
16,261


28

J1 

2,400
13,861


29

J1 
230

14,091


31 

J1 

5,800
8,291
	Accounts Receivable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
4 

J1 
2,250 

2,250


6 

J1 

225 
2,025


27 

J1 

2,025
 0


31 

J1 
1,600 

1,600

	ADVANCE \d6
Merchandise Inventory

Date

Explanation

Ref.
Debit

Credit

Balance

May 
1 
Balance
( 
0

Supplies

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 8


J1 
900 

900 

*PROBLEM 5-11A (Continued)

ADVANCE \u6(b) (Continued)

	Accounts Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
1 

J1 

5,800 
5,800


9

J1

2,000
7,800


12 

J1 
200 

7,600


19 

J1 
1,800 

5,800


25

J1

1,000
6,800


30 

J1
 5,800 

1,000
	B. Copple, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
1 
Balance 
( 


15,000

	Sales

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
4 

J1 

2,250
 2,250


24 

J1 

2,600
 4,850


31 

J1 

1,600 
6,450

	Sales Returns and Allowances

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
6 

J1 
225 

225


28 

J1 
100 

325

	Purchases

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
1

J1
5,800

5,800


9

J1
2,000

7,800


25

J1
1,000

8,800


28

J1
2,400

11,200

	*PROBLEM 5-11A (Continued)

ADVANCE \u6(b) (Continued)

Purchase Returns and Allowances

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
12 

J1 

200 
200


29

J1

230
430

	Purchase Discounts


	Date

	Explanation

	Ref.
	Debit

	Credit

	Balance



	May 
19 

J1 

36
36
Freight In

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
3 

J1 
200 

200


5

J1
300

500

	Freight Out

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
5 

J1 
100 

100

PROBLEM 5-11A (Continued)

(c)

COPPLE HARDWARE STORE

Income Statement (Partial)

Month Ended May 31, 2008

ADVANCE \u7

ADVANCE \d6Sales revenues


Sales

$6,450


Less:  Sales returns and allowances

     325

Net sales

6,125

Cost of goods sold


Inventory, January 1, 2008

$        0


Purchases

$11,200


Less: Purchase returns



 and allowances

$430


Purchase discounts

   36
      466

Net purchases

10,734

Add: Freight in

      500


Cost of goods purchased

  11,234

Cost of goods available for sale

11,234

Inventory, December 31, 2008

    7,922



Cost of goods sold

  3,312
Gross Profit

$2,813
	*PROBLEM 5-12A


(a)
The list of accounts includes the following accounts that are used in a periodic inventory system: purchases, purchase discounts, and purchase returns and allowances.

*PROBLEM 5-12A (Continued)

(b)

TSE’S TATOR TOTS

Income Statement

Year Ended December 31, 2008

Sales revenues


Sales

$623,000


Less: Sales discounts

$ 6,200



Sales returns and allowances

   8,000
   14,200

Net sales

608,800

Cost of goods sold


Inventory, January 1

$ 40,500


Purchases

$441,600


Less: 



Purchase discounts

$4,450




Purchase returns and 



  allowances

   6,400
  10,850


Net purchases

430,750


Add: Freight in

     5,600


Cost of goods purchased

  436,350

Cost of goods available for sale

476,850


Inventory, December 31

    72,600



Cost of goods sold

  404,250

Gross profit

204,550

Operating expenses


Salaries expense

$122,500


Utilities expense

18,000


Amortization expense

23,400


Insurance expense

7,200


Property tax expense

  4,800

Supplies expense

   2,000



Total operating expenses

 177,900

Income from operations

  26,650
Other revenues and expenses 


Interest revenue

1,050


Interest expense 
     5,400
     4,350

Net income

$ 22,300

*PROBLEM 5-12A (Continued)

(b) (Continued)

 TSE’S TATOR TOTS
Statement of Owner’s Equity

Year Ended December 31, 2008

ADVANCE \u7

ADVANCE \d6H. Tse, capital, January 1, 2008

$ 178,600

Add: 
Net income

   22,300



200,900

Less: Drawings

    28,000

H. Tse, capital, December 31, 2008 

$172,900

*PROBLEM 5-12A (Continued)

(b) (Continued)

TSE’S TATOR TOTS
Balance Sheet

December 31, 2008

ADVANCE \u7

Assets

Current assets


Cash

$ 22,000


Accounts receivable

19,400


Inventory

72,600


Supplies

       400


Total current assets

114,400

Property, plant and equipment


Building

$190,000


Less: Accumulated amortization

   51,800
$138,200


Equipment

$110,000


Less: Accumulated amortization

    42,900
  67,100
205,300



Total assets

$319,700

Liabilities and Owner’s Equity

Current liabilities


Accounts payable

$  56,200


Property tax payable

4,800


Salaries payable

3,500


Unearned service revenue

2,300


Current portion of mortgage payable

     7,300



Total current liabilities

74,100

Long-term liabilities


Mortgage payable ($80,000 - $7,300)

   72,700


Total liabilities

146,800

Owner’s Equity


H. Tse, capital

  172,900



Total liabilities and owner’s equity

$319,700

*PROBLEM 5-12A (Continued)

	(c)
	GENERAL JOURNAL
	
	J2

	Date
	Account Titles and Explanation
	Debit
	Credit


Dec. 
31
Sales

623,000



Interest Revenue

1,050



Inventory (Dec. 31)

72,600



Purchase Returns and Allowances

6,400



Purchase Discounts

4,450




Income Summary


707,500


31
Income Summary

685,200




Inventory (Jan. 1)


40,500




Purchases


441,600




Freight In


5,600




Salaries Expense


122,500




Utilities Expense


18,000




Amortization Expense


23,400




Insurance Expense


7,200




Property Tax Expense


4,800




Supplies Expense


2,000




Interest Expense


5,400




Sales Returns and Allowances


8,000




Sales Discounts


6,200


31
Income Summary

22,300




H. Tse, Capital


22,300


31
H. Tse, Capital

28,000




H. Tse, Drawings


28,000

*PROBLEM 5-12A (Continued)

(d)

	Inventory

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


40,500

Dec. 
31 
Closing entry 
J2 
72,600 

113,100

Dec. 
31 
Closing entry 
J2 

40,500
 72,600

	H. Tse, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


178,600

Dec. 
31 
Closing entry 
J2 

22,300 
200,900

Dec. 
31 
Closing entry 
J2 
28,000 

172,900

	PROBLEM 5-1B


(a) A company’s operating cycle is the average time it takes to go from cash to cash in producing revenues. The operating cycle for a merchandising company covers the period of time between when you purchase your inventory, to when you sell it, and to when you eventually collect the accounts receivable from a sale. You are having problems paying your bills because the period of time between your sales and your collection of accounts receivable is lengthened because many customers take more than one month to pay.

(b) Your inventory system is contributing to the problem because you are not sure of what you have on hand at any given time and often run out of inventory.

(c)
You should consider switching to a perpetual inventory method where detailed records of each inventory purchase and sale are maintained. This system continuously—perpetually—shows the quantity and cost of the inventory purchased, sold, and on hand.

	PROBLEM 5-2B


(a)

	
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


July 
1 
Merchandise Inventory (50 x $30) 

1,500




Accounts Payable


 1,500



(FOB destination means the seller pays 



the freight, therefore no entry required here.)


2
Accounts Payable

150




Merchandise Inventory


150


3 
Accounts Receivable (35 x $55)
 
1,925




Sales 


1,925



Cost of Goods Sold (35 x $30)

1,050




Merchandise Inventory 


1,050


4 
Sales Returns and Allowances 

55




Accounts Receivable 


55


18 
Merchandise Inventory
 
1,700




Accounts Payable


1,700


18
Merchandise Inventory

100




Cash


100


21 
Accounts Receivable (54 x $55)

2,970




Sales 


2,970



Cost of Goods Sold (54 x $30)

1,620




Merchandise Inventory 


1,620

PROBLEM 5-2B (Continued)

(a) (Continued)

July
23 
Sales Returns and Allowances 

220




Accounts Receivable
 

220



Merchandise Inventory (4 x $30)

120




Cost of Goods Sold 


120


30 
Accounts Payable ($1,500 - $150) 

1,350




Cash 


1,350


31 
Cash 

1,870




Accounts Receivable ($1,925 – $55) 

1,870

(b)

	Merchandise Inventory

	Open

1,200

July 
1
1,500



18
1,700

18
100

23
120



	July
2
150


3
1,050


21
1,620



	1,800
	


(c)
There are 60 suitcases on hand on July 31. The balance in the merchandise inventory account is $1,800:

$30 per suitcase × 60 suitcases = $1,800.

	PROBLEM 5-3B


	
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


Sept. 
1 
Merchandise Inventory

 65,000




Accounts Payable


 65,000


2 
Merchandise Inventory 

2,000




Cash 


2,000


5 
Accounts Payable 

7,000




Merchandise Inventory 


7,000


15 
Accounts Receivable 

90,000




Sales 


90,000



Cost of Goods Sold 



($65,000 + $2,000 - $7,000) 

60,000




Merchandise Inventory 


60,000


17 
Sales Returns and Allowances
 
4,000




Accounts Receivable


4,000



Merchandise Inventory

 2,400




Cost of Goods Sold 


2,400


25 
Sales Discounts ($86,000 x 2%) 

1,720



Cash ($86,000 - $1,720) 

84,280




Accounts Receivable 




($90,000 - $4,000) 


86,000


30
Accounts Payable ($65,000- $7,000)
58,000




Cash


58,000


PROBLEM 5-3B (Continued)

Oct. 
1 
Merchandise Inventory 

50,000




Accounts Payable 


50,000


3 
Accounts Payable 

2,000




Merchandise Inventory 


2,000


10 
Accounts Payable ($50,000 - $2,000) 
48,000




Cash ($48,000 - $960)
 

47,040




Merchandise Inventory ($48,000 x 2%)

960


11 
Accounts Receivable 

80,000




Sales 


80,000



Cost of Goods Sold 



($50,000 - $2,000 - $960) 

47,040




Merchandise Inventory 


47,040


12 
Freight Out 

800




Cash 


800


17 
Sales Returns and Allowances 

1,500




Accounts Receivable 


1,500


31 
Cash 

78,500




Accounts Receivable 




($80,000 - $1,500) 


78,500



(No discount as not received within 10 days)

	PROBLEM 5-4B


	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


Apr. 
2 
Merchandise Inventory 

8,900




Accounts Payable 


8,900


3 
Merchandise Inventory 

100




Cash 


100


4 
Accounts Receivable 

11,600




Sales 


11,600



Cost of Goods Sold 



[($8,900 + $100) ÷ 100 x 80] 

7,200




Merchandise Inventory 


7,200


5 
Freight Out 

75




Cash 


75


6 
Sales Returns and Allowances 



[4 x ($11,600 ÷ 80)]

580





Accounts Receivable 


580



Merchandise Inventory 



($8,900 + $100) ÷ 100 x 4]

360




Cost of Goods Sold 


360


8
Merchandise Inventory 

4,200




Accounts Payable 


4,200


10 
Accounts Payable 

300




Merchandise Inventory 


300

PROBLEM 5-4B (Continued)

(a) (Continued)

Apr.
18
Accounts Payable ($4,200 - $300)

3,900




Merchandise Inventory ($3,900 x 2%)

78




Cash ($3,900 - $78)


3,822


23 
Cash 

6,400




Sales 


6,400


23 
Cost of Goods Sold 

5,200



Merchandise Inventory 


5,200


24 
Merchandise Inventory 

3,800




Cash 


3,800


25 
Sales Returns and Allowances 

90




Cash


90



Merchandise Inventory 

60




Cost of Goods Sold 


60


26 
Cash 

500




Merchandise Inventory 


500


26 
Merchandise Inventory 

2,300




Cash 


2,300


28 
Cash ($11,600 - $580) 

11,020




Accounts Receivable 


11,020


30 
Accounts Receivable 

3,800




Sales


3,800



Cost of Goods Sold

 2,700




Merchandise Inventory 


2,700


30 
Accounts Payable 

8,900




Cash 


8,900
PROBLEM 5-4B (Continued)

(b)

	Cash

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
1 
Balance 
( 


9,000


3 

J1 

100 
8,900


5 

J1 

75 
8,825


18 

J1 

3,822 
5,003


23 

J1 
6,400 

11,403


24 

J1 

3,800 
7,603


25

J1

90
7,513


26

J1
500

8,013


26 

J1 

2,300 
5,713


28

J1 
11,020 

16,733


30

J1

8,900
7,833

	Accounts Receivable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
4 

J1 
11,600 

11,600


6 

J1 

580 
11,020


28 

J1 

11,020
0


30 

J1 
3,800 

3,800

PROBLEM 5-4B (Continued)

(b) (Continued)

	Merchandise Inventory

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
2 

J1 
8,900 

8,900

3 

J1 
100

 9,000


4 

J1 

7,200 
1,800


6 

J1 
360 

2,160


8 

J1
 4,200 

6,360


10 

J1 

300 
6,060


18

J1

78
5,982


23

J1

5,200
782


24 

J1 
3,800 

4,582


25

J1
60

4,642


26 

J1 

500
4,142


26 

J1 
2,300 

6,442


30

J1

2,700
3,742

	Accounts Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
2 

J1 

8,900 
8,900

8 

J1 

4,200 
13,100


10 

J1 
300 

12,800


18 

J1 
3,900 

8,900


30

J1
8,900

0

	M. Nisson, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
1 
Balance 
( 


9,000

PROBLEM 5-4B (Continued)

(b) (Continued)

	Sales

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
4 

J1 

11,600 
11,600

23 

J1 

6,400 
18,000


30 

J1 

3,800 
21,800

	ADVANCE \d6
Sales Returns and Allowances

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
6 

J1 
580 

580

25 

J1 
90

 670

	Cost of Goods Sold

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
4 

J1 
7,200

 7,200

6

J1 

360 
6,840


23 

J1
 5,200 

12,040


25 

J1 

60 
11,980


30 

J1 
2,700 

14,680

	ADVANCE \d6

ADVANCE \d6Freight Out

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
5 

J1 
75 

75
PROBLEM 5-4B (Continued)

(c)

NISSON DISTRIBUTING COMPANY

Income Statement (Partial)

Month Ended April 30, 2008

Sales revenues


Sales

$21,800


Less:  Sales returns and allowances

     670

Net sales

21,130

Cost of goods sold

 14,680
Gross profit

$ 6,450
(d)

NISSON DISTRIBUTING COMPANY

Balance Sheet (Partial)

April 30, 2008

Assets

Current assets


Cash

$  7,883


Accounts receivable

3,800


Merchandise inventory

    3,742



Total current assets

$15,425
	PROBLEM 5-5B


(a)

Dec. 
31
Insurance Expense ($1,800 x 5/12)

750




Prepaid Insurance


750


31
Supplies Expense

900




Supplies ($1,650 - $750)


900


31
Amortization Expense

6,880




Accumulated Amortization




—Store Equipment ($42,000 ÷ 10)


4,200




Accumulated Amortization




—Office Furniture ($26,800 ÷ 10)


2,680


31
Interest Expense

2,520




Interest Payable


2,520


31
Unearned Sales Revenue

1,950




Sales Revenue


1,950


31
Cost of Goods Sold

1,275




Merchandise Inventory


1,275


31
Cost of Goods Sold  



[($27,850 - $1,275) - $25,600]

975




Merchandise Inventory


975

PROBLEM 5-5B (Continued)

 (b)

WORLD ENTERPRISES

Income Statement

Year Ended December 31, 2008

ADVANCE \u7

ADVANCE \d6Sales revenues


Sales ($238,500 + $1,950)

$240,450


Less:  Sales discounts

$1,450




Sales returns and allowances

  4,600
6,050


Net sales

234,400

Cost of goods sold ($157,870 + $1,275 + $975)

 160,120
Gross profit

74,280

Operating expenses


Salaries expense

$31,600


Amortization expense

6,880


Rent expense

6,100


Supplies expense

900


Insurance expense 

000750


Total operating expenses

  46,230

Income from operations

28,050

Other expenses


Interest expense

     2,520
Net Income 

$ 25,530

ADVANCE \d6WORLD ENTERPRISES

Statement of Owner’s Equity

Year Ended December 31, 2008

ADVANCE \u7

ADVANCE \d6S. Kim, capital, January 1, 2008 ($59,700 - $5,000)

$54,700

Add: 
Investment

$  5,000

Net income

 25,530
  30,530




85,230

Less: 
Drawings

  45,850
S. Kim, capital, December 31, 2008

$39,380
PROBLEM 5-5B (Continued)

(b) (Continued)

WORLD ENTERPRISES

Balance Sheet

December 31, 2008

ADVANCE \u7

ADVANCE \d3Assets

Current assets


Cash

$ 12,550


Accounts receivable 

30,600


Merchandise inventory ($27,850 – $1,275 – $975)

25,600


Supplies ($1,650 - $900)

750


Prepaid insurance ($1,800 – $750)

    1,050


Total current assets

70,550

Property, plant and equipment


Office furniture

$26,800


Less:  Accumulated amortization




($10,720 + $2,680)

  13,400
    $13,400


Store equipment

$42,000


Less:   Accumulated amortization 




($8,400 + $4,200)

  12,600
     29,400


Total property, plant and equipment

    42,800


Total assets

$113,350

ADVANCE \d3
Liabilities and Owner's Equity

Current liabilities


Accounts payable

$  34,400


Interest payable

2,520


Unearned sales revenue ($3,000 - $1,950)

      1,050

Current portion of note payable

     6,000


Total current liabilities

43,970

Long-term liabilities


Note payable ($36,000 - $6,000)

   30,000


Total liabilities

73,970

Owner's equity


S. Kim, capital

    39,380



Total liabilities and owner's equity

$113,350
PROBLEM 5-5B (Continued)

(c) 
Dec.
31
Sales

240,450





Income Summary


240,450



31
Income Summary

214,920





Sales Discounts


1,450





Sales Returns and Allowances

4,600





Cost of Goods Sold


160,120





Salaries Expense


31,600





Rent Expense


6,100





Insurance Expense


750





Amortization Expense


6,880





Interest Expense


2,520





Supplies Expense


900



31
Income Summary

25,530





S. Kim, Capital


25,530



31
S. Kim, Capital

45,850





S. Kim, Drawings


45,850

	PROBLEM 5-6B


(a)
Dec. 31
Cost of Goods Sold

1,800






Merchandise Inventory





($72,400 - $70,600)


1,800

(b) 

CLUB CANADA WHOLESALE COMPANY

Income Statement

Year Ended December 31, 2008

ADVANCE \u7

ADVANCE \d6Sales

$923,470


Less:
Sales returns and allowances

$18,050


Sales discounts

   4,615
22,665


Net sales

900,805

Cost of goods sold ($712,100 + $1,800)

  713,900
Gross profit

186,905

Operating expenses


Freight out

$$  5,900


Salaries expense

69,800


Utilities expense

9,400


Insurance expense

   3,640


Amortization expense

  13,275


Total operating expenses

0 102,015
Income from operations

84,890

Other expenses and revenues


Interest expense 

$8,525

Interest revenue

   1,200
     7,325

Net income

$ 77,565

PROBLEM 5-6B (Continued)

(c)

CLUB CANADA WHOLESALE COMPANY

Income Statement

Year Ended November 30, 2008

ADVANCE \u7

ADVANCE \d6Revenues

Sales

$923,470

Less: Sales returns and allowances
$18,050

Sales discounts

  4,615
   22,665

Net sales

900,805

Interest revenue 
 
     1,200
$902,005

Expenses


Cost of goods sold ($712,100 + $1,800)

$713,900


Freight out

$5,900


Salaries expense

69,800


Utilities expense

9,400


Insurance expense

   3,640


Amortization expense

  13,275


Interest expense

    8,525
  824,440
Net income

$  77,565

(d) 
Both income statements result in the same amount of net income. The multiple-step income statement provides the user with much more information than the single-step income statement does. The multiple-step income statement provides information on gross profit and income from operations which is not included on the single-step income statement.

PROBLEM 5-6B (Continued)

(e)
Gross profit margin 2008 = $186,905 ÷ $900,805 = 20.7%

Profit margin 2008 = $77,565 ÷ $900,805 = 8.6%

The gross profit margin has declined since 2007 but the profit margin has increased. This indicates that operating expenses have been reduced to compensate for lower gross margin.

(f)

Dec. 31
Interest Revenue

1,200



Sales

923,470




Income Summary


924,670


31
Income Summary

847,105




Sales Returns and Allowances


18,050




Sales Discount


4,615




Cost of Goods Sold

  713,900




Freight Out


$ 5,900




Salaries Expense


69,800




Utilities Expense


9,400




Insurance Expense


   3,640




Amortization Expense


  13,275




Interest Expense


  8,525


31
Income Summary

77,565




E. Martel, Capital


77,565


31
E. Martel, Capital

72,500




E. Martel, Drawings


72,500

	Income Summary 

	 
	924,670

	847,105
	 

	 
	Bal.* 77,565

	77,565 
	 

	 
	Bal.
0


* Check $77,565 = Net income
	PROBLEM 5-7B


(a)

RIKARD’S

Income Statement

Year Ended August 31, 2008

ADVANCE \u7

ADVANCE \d6Sales

$457,680


Less: Sales discounts

$2,275




Sales returns and allowances

  4,555
     6,830

Net sales

450,850

Cost of goods sold

 273,360
Gross profit

177,490

Operating expenses


Amortization expense

$  5,110


Salaries expense

55,000


Rent expense

14,000


Supplies expense

5,040


Insurance expense

   1,575


Total operating expenses

   80,725
Income from operations

96,765

Other expenses 


Gain on sale of equipment

$   625


Interest expense 

1,995
    1,370

Net income

$95,395

RIKARD’S

Statement of Owner’s Equity

Year Ended August 31, 2008

ADVANCE \u7

ADVANCE \d6R. Martinson, capital September 1, 2007*

$ 51,450

Add: 
Investment

$   1,500

Net income

95,395
  96,895




148,345

Less: Drawings

  76,000

R. Martinson, capital, August 31, 2008

$72,345

*($52,950 - $1,500)

PROBLEM 5-7B (Continued)

(a) (Continued)

RIKARD’S

Balance Sheet

August 31, 2008

ADVANCE \u7

Assets

Current assets


Cash

$ 5,640


Accounts receivable

2,570


Merchandise inventory
 
91,350


Prepaid insurance

2,205


Supplies

    1,680


Total current assets

103,445
Property, plant and equipment


Store equipment

$32,600


Less: Accumulated amortization
 13,040
$19,560


Office furniture

18,500


Less: Accumulated amortization
  7,400
  11,100


Total property, plant and equipment

    30,660



Total assets

$134,105

Liabilities and Owner’s Equity

Current liabilities


Accounts payable

$  29,100


Salaries payable

2,250


Interest payable

450


Unearned sales revenue

1,460


Current portion of note payable

     5,000



Total current liabilities

38,260

Long-term liabilities


Note payable ($28,500 - $5,000)

   23,500


Total liabilities

61,760

Owner’s Equity


R. Martinson, capital

    72,345



Total liabilities and owner’s equity

$134,105
PROBLEM 5-7B (Continued)

(b)

Aug.
31
Sales

457,680



Gain on Sale of Equipment

625




Income Summary


458,305


31
Income Summary

362,910




Sales Discounts


2,275




Sales Returns and Allowances


4,555




Cost of Goods Sold


273,360




Salaries Expense


55,000




Amortization Expense


5,110




Rent Expense


14,000




Supplies Expense


5,040




Insurance Expense


1,575




Interest Expense


1,995


31
Income Summary

95,395




R. Martinson, Capital


95,395


31
R. Martinson, Capital

76,000




R. Martinson, Drawings


76,000

(c)
Gross profit margin = $177,490 ÷ $450,850 = 39.4%


Profit margin = $95,395 ÷ $450,850 = 21.2% 

Rikard’s is not performing as well as overall industry in terms of gross profit margin.

	PROBLEM 5-8B


(a)

	
	2005
	2004
	2003

	Gross profit

margin
	32.4%

($3,032,727 - $2,051,491) ÷ $3,032,727 


	28.6%

($2,531,390 - $1,807,339) ÷ $2,531,390

	8.5%

($1,358,811- $1,243,151) ÷ $1,358,811


	Profit margin
	19.3%

$585,816 ÷ $3,032,727


	18.0%

$454,942 ÷ $2,531,390

	0.3%

$4,672 ÷ $1,358,811


	Current ratio
	4.3:1

$1,517,086 ÷ $348,776

	3.3:1

$1,182,455 ÷ $356,044
	3.3:1

$649,302 ÷ $198,181



(b)
IPSCO’s gross profit margin and profit margin increased significantly in 2004 and 2005. The current ratio has also improved from 3.3:1 to 4.3:1.

	*PROBLEM 5-9B


	
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


July 
1 
Purchases (50 x $30) 

1,500




Accounts Payable 


1,500



(FOB destination means the seller pays 



the freight therefore no entry required here.)


2
Accounts Payable

150




Purchase Returns and Allowances

150


3 
Accounts Receivable (35 x $55)
 
1,925




Sales 


1,925


4 
Sales Returns and Allowances 

55




Accounts Receivable 


55


18 
Purchases

1,700




Accounts Payable 


1,700


18
Freight In

100




Cash 


100


21 
Accounts Receivable (54 x $55)
 
2,970




Sales 


2,970


23 
Sales Returns and Allowances 

220




Accounts Receivable 


220


30 
Accounts Payable ($1,500 - $150) 

1,350




Cash 


1,350


30 
Cash 

1,870




Accounts Receivable ($1,925- $55) 

1,870

	*PROBLEM 5-10B


	
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


Sept. 
1 
Purchases

 65,000




Accounts Payable


 65,000


2 
Freight In 

2,000




Cash 


2,000


5 
Accounts Payable 

7,000




Purchase Returns and Allowances 

7,000


15 
Accounts Receivable 

90,000




Sales 


90,000


17 
Sales Returns and Allowances
 
4,000




Accounts Receivable


4,000


25 
Sales Discounts ($86,000 x 2%) 

1,720



Cash ($86,000 - $1,720)

84,280




Accounts Receivable 




($90,000 - $4,000) 


86,000


30
Accounts Payable ($65,000- $7,000)
58,000




Cash


58,000


Oct. 
1 
Purchases 

50,000




Accounts Payable 


50,000


3 
Accounts Payable 

2,000




Purchase Returns and Allowances

2,000


10 
Accounts Payable ($50,000 - $2,000) 
48,000




Cash ($48,000 - $960)
 

47,040




Purchase Discounts ($48,000 x 2%)

960

*PROBLEM 5-10B (Continued)

Oct.
11 
Accounts Receivable 

80,000




Sales 


80,000


12 
Freight Out 

800




Cash 


800


17 
Sales Returns and Allowances 

1,500




Accounts Receivable 


1,500


31 
Cash 

78,500




Accounts Receivable 




($80,000 - $1,500) 


78,500



(No discount as not received within 10 days)

	*PROBLEM 5-11B


	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


Apr. 
2 
Purchases 

8,900




Accounts Payable 


8,900


3 
Freight In 

100




Cash 


100


4 
Accounts Receivable 

11,600




Sales 


11,600


5 
Freight Out 

75




Cash 


75


6 
Sales Returns and Allowances 



[4 x ($11,600 ÷ 80)]

580




Accounts Receivable 


580


8
Purchases 

4,200




Accounts Payable 


4,200


10 
Accounts Payable 

300




Purchase Returns and Allowances

300


18
Accounts Payable ($4,200 - $300)

3,900




Purchase Discounts ($3,900 x 2%)


78




Cash ($3,900 - $78)


3,822


23 
Cash 

6,400




Sales 


6,400

*PROBLEM 5-11B (Continued)

(a) (Continued)

Apr.
24 
Purchases 

3,800




Cash 


3,800


25 
Sales Returns and Allowances 

90




Cash


90


26 
Cash 

500




Purchase Returns and Allowances

500


26 
Purchases 

2,300




Cash 


2,300


28 
Cash ($11,600 - $580) 

11,020




Accounts Receivable 


11,020


30 
Accounts Receivable 

3,800




Sales


3,800


30 
Accounts Payable 

8,900




Cash 


8,900

(b)

	Cash

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
1 
Balance 
( 


9,000


3 

J1 

100 
8,900


5 

J1 

75 
8,825


18 

J1 

3,822 
5,003


23 

J1 
6,400 

11,403


24 

J1 

3,800 
7,603


25

J1

90
7,513


26

J1
500

8,013


26 

J1 

2,300 
5,713


28

J1 
11,020 

16,733


30

J1

8,900
7,833

*PROBLEM 5-11B (Continued)

(b) (Continued)

	Accounts Receivable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
4 

J1 
11,600 

11,600


6 

J1 

580 
11,020


28 

J1 

11,020
0


30 

J1 
3,800 

3,800

	Merchandise Inventory

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
1 

( 


0

	Accounts Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
2 

J1 

8,900 
8,900

8 

J1 

4,200 
13,100


10 

J1 
300 

12,800


18 

J1 
3,900 

8,900


30

J1
8,900

0

	M. Nisson, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
1 
Balance 
( 


9,000

*PROBLEM 5-11B (Continued)

(b) (Continued)

	Sales

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
4 

J1 

11,600 
11,600

23 

J1 

6,400 
18,000


30 

J1 

3,800 
21,800

	ADVANCE \d6
Sales Returns and Allowances

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
6 

J1 
580 

580

25 

J1 
90

 670

	Purchases

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
2 

J1 
8,900

8,900

8

J1 
4,200
 
13,100


24 

J1
 3,800 

16,900


26 

J1 
2,300 

19,200

	Purchases Discounts

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr 
18

J1

78
78

	Purchases Returns and Allowances

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr 
10

J1

300
500


26

J1

500
800

*PROBLEM 5-11B (Continued)

(b) (Continued)

	ADVANCE \d6

ADVANCE \d6Freight In

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
3 

J1 
100 

100
	ADVANCE \d6

ADVANCE \d6Freight Out

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr. 
5 

J1 
75 

75
(c)

NISSON DISTRIBUTING COMPANY

Income Statement (Partial)

Month Ended April 30, 2008

Sales revenues


Sales

$21,800


Less:  Sales returns and allowances

      670

Net sales

21,130

Gross Cost of goods sold


Merchandise inventory, April 1

$      0


Purchases

$19,200


Less: 


Purchase discounts

$  78



Purchase returns and 



allowances

  800
     878


Net purchases

18,322


Add: Freight in

     100


Cost of goods purchased

  18,422

Cost of goods available for sale

18,422


Merchandise inventory, April 30

    3,742



Cost of goods sold

14,680
Gross Profit

$  6,450
	*PROBLEM 5-12B


(a)
The list of accounts includes the following accounts that are used in a periodic inventory system: purchases, purchase discounts, and purchase returns and allowances.

*PROBLEM 5-12B (Continued)

(b)

BUD’S BAKERY 

Income Statement

Year Ended November 30, 2008

ADVANCE \u7

ADVANCE \d6Sales

$844,000


Less: 
Sales discounts

$4,250



Sales returns and allowances

   9,845
   14,095


Net sales

829,905

Cost of goods sold


Inventory, December 1, 2007

$  34,360


Purchases

$630,700


Less: 


Purchase discounts

$6,300


Purchase returns 



and allowances

  3,315
      9,615

Net purchases

$621,085


Freight in

     5,060
 626,145

Goods available for sale

660,505


Inventory, November 30, 2008

  38,550



Cost of goods sold

 621,955
Gross profit

207,950

Operating expenses


Salaries expense

$121,500


Delivery expense

0008,200


Amortization expense

11,375


Utilities expense

19,800


Property tax expense

3,500


Insurance expense

     9,000


Total operating expenses

 173,375
Income from operations

34,575

Other expenses


Interest expense 

   11,315
Net income

$ 23,260

*PROBLEM 5-12B (Continued)

(b) (Continued)

BUD’S BAKERY

Statement of Owner’s Equity

Year Ended November 30, 2008

ADVANCE \u7

ADVANCE \d6B. Hachey, capital, December 1, 2007

$76,800

Add: Net income

  23,260




100,060

Less: Drawings

  12,000

B. Hachey, capital, November 30, 2008

$88,060

*PROBLEM 5-12B (Continued)

(b) (Continued)

BUD’S BAKERY

Balance Sheet

November 30, 2008

ADVANCE \u7

Assets

Current assets


Cash

$  12,700


Accounts receivable

8,470


Inventory

38,550


Prepaid insurance

    4,500


Total current assets

64,220
Property, plant and equipment


Land

$ 85,000


Building

$175,000


Less: Accumulated amortization
   96,250
78,750


Equipment

84,000


Less: Accumulated amortization
  35,000
49,000



Total property, plant and equipment

  212,750



Total assets

$276,970

Liabilities and Owner’s Equity

Current liabilities


Accounts payable

$ 35,910


Salaries payable

8,000


Unearned sales revenue

     3,000

Mortgage payable, current portion

   15,500


Total current liabilities

62,410

Long-term liabilities


Mortgage payable ($142,000 - $15,500)

  126,500


Total liabilities

188,910

Owner’s Equity


B. Hachey, capital

    88,060



Total liabilities and owner’s equity

$276,970

*PROBLEM 5-12B (Continued)

(c)

Nov. 
30
Sales

844,000



Purchase Discounts

6,300



Purchase Returns and Allowances
3,315



Inventory (Nov. 30)

38,550




Income Summary


892,165


30
Income Summary

868,905




Purchases


630,700




Freight In


5,060




Sales Discounts


4,250




Sales Returns and Allowances


9,845




Salaries Expense


121,500




Delivery


8,200




Amortization Expense


11,375




Utilities Expense


19,800




Property Tax Expense


3,500




Insurance Expense


9,000




Interest Expense


11,315




Inventory (Dec.1)


34,360


30
Income Summary

 23,260




B. Hachey, Capital


23,260


30
B. Hachey, Capital

12,000




B. Hachey, Drawings


12,000

*PROBLEM 5-12B (Continued)

(d)

	Inventory

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec. 
1 
Balance 
( 


34,360

Nov. 
30 
Closing entry 


34,360 
0

 
30 
Closing entry 

38,550 

38,550

	B. Hachey, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec. 
1 
Balance 
( 


76,800

Nov. 
30 
Closing entry 


23,260 
100,060

 
30 
Closing entry 

12,000 

88,060

	CONTINUING COOKIE CHRONICLE


(a) 
Responses to Natalie’s questions


1.
The mixers should be classified as inventory as they are for resale.


2.
A perpetual inventory system will provide better control over inventory. Because you are dealing with high value items you should use the perpetual system.


3.
You still need to count inventory to ensure that your records are accurate and that the inventory that is supposed to be on hand is actually there. I suggest you should count once a month.

	(b)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


Jan.
4
Merchandise Inventory

2,625




Accounts Payable


2,625


6
Merchandise Inventory

100




Cash


100


7
Accounts Payable [($2,625 ÷ 5) + $20]
545




Merchandise Inventory


545


8
Cash

375




Accounts Receivable


375


12
Accounts Receivable

3,150




Sales 


3,150


12
Cost of Goods Sold 


[($2,625 + $100) ÷ 5 x 3]

1,635




Merchandise Inventory


1,635

CONTINUING COOKIE CHRONICLE (Continued)

(b) (Continued)

Jan.
14
Freight-Out

75




Cash


75


14
Merchandise Inventory

2,100




Accounts Payable


2,100


17
Cash

1,000




N. Koebel, Capital


1,000


18
Merchandise Inventory

80




Cash


80


20
Cash

2,100




Sales 


2,100


20
Cost of Goods Sold 

1,090




Merchandise Inventory


1,090

[($2,625 + $100) ÷ 5 x 1] + [($2,100 + $80) ÷ 4 x 1]

28
Salaries Expense

160



Salaries Payable

56




Cash


216


28
Cash

3,150




Accounts Receivable


3,150


30
Accounts Payable

75



Telephone Expense

70




Cash


145


31
Accounts Payable

4,180




Cash


4,180


31
N. Koebel, Drawings

750




Cash


750

CONTINUING COOKIE CHRONICLE (Continued)

(b) and (d)

	Cash

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


1,130


6 

J1 

100 
1,030


8 

J1 
375 

1,405


14 

J1

 75 
1,330


17 

J1 
1,000 

2,330


18 

J1 

80 
2,250


20 

J1 
2,100 

4,350


28 

J1 

216 
4,134


28 

J1 
3,150 

7,284


30

J1 

145 
7,139

31 

J1 

4,180 
2,959

31 

J1 

750 
2,209
	Accounts Receivable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


875


8 

J1 

375 
500


12 

J1 
3,150 

3,650


28 

J1 

3,150 
500

	Merchandise Inventory

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
4 

J1 
2,625 

2,625


6

 J1 
100 

2,725


7 

J1 

545 
2,180


12 

J1 

1,635 
545


14

 J1 
2,100 

2,645


18 

J1 
80 

2,725


20 

J1 

1,090
 1,635

CONTINUING COOKIE CHRONICLE (Continued)

(b) and (d) (Continued)

	Baking Supplies

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


350

	Prepaid Insurance

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


1,210


31 
Adjusting entry 
J2 

110 
1,100

	Baking Equipment

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


1,300

	Accumulated Amortization—Baking Equipment

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


43


31 
Adjusting entry 
J2 

22 
65

	Accounts Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


75


4 

J1 

2,625 
2,700


7 

J1 
545 

2,155


14 

J1 

2,100 
4,255


30

J1 
75

4,180


31 

J1 
4,180 

0
CONTINUING COOKIE CHRONICLE (Continued)

(b) and (d) (Continued)

	Salaries Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


56


28 

J1 
56 

0

	Unearned Revenue

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


300

	Interest Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1
 Balance
 (


15


31 
Adjusting entry
J2 

10
 25

	Notes Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


2,000

	N. Koebel, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
1 
Balance 
( 


2,376


17 

J1 

1,000 
3,376

	N. Koebel, Drawings

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
31 

J1 
750 

750

CONTINUING COOKIE CHRONICLE (Continued)

(b) and (d) (Continued)

	Sales

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
12

 J1 

3,150 
3,150


20 

J1 

2,100 
5,250

	Cost of Goods Sold

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
12 

J1 
1,635 

1,635


20 

J1 
1,090 

2,725

	Salaries Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
28 

J1
 160 

160

	Telephone Expense


	Date

	Explanation

	Ref.
	Debit

	Credit

	Balance



	Jan. 
30 

J1
 70 

70

Amortization Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
31 
Adjusting entry 
J2 
22 

22

	Insurance Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
31 
Adjusting entry 
J2 
110 

110

CONTINUING COOKIE CHRONICLE (Continued)

(b) and (d) (Continued)

	Freight Out

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
14 

J1 
75 

75

	Interest Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Jan. 
31 
Adjusting entry 
J2 
10 

10

CONTINUING COOKIE CHRONICLE (Continued)

(c)


Cookie Creations

Trial Balance

January 31, 2008


Debit 
Credit
Cash

 $ 2,209
Accounts receivable 

500

Merchandise inventory 

1,635

Baking supplies 

350

Prepaid insurance 

1,210

Baking equipment 

1,300

Accumulated amortization, baking equipment 

$ 43

Salaries payable




Unearned revenue 


300

Interest payable 


15

Note payable 


2,000

N. Koebel, capital 


3,376
N. Koebel, drawings 

750

Sales 


5,250

Cost of goods sold 

2,725

Salary expense 

160

Telephone expense

70

Amortization expense


Insurance expense


Freight out 

75

Interest expense

_______
_______


$10,984 
$10,984
CONTINUING COOKIE CHRONICLE (Continued)

	(d)
	GENERAL JOURNAL
	
	J2

	Date
	Account Titles and Explanation
	Debit
	Credit


Jan.
31
Amortization Expense

22




Accumulated Amortization—



Baking Equipment


22




($1,300 ÷ 60 months)


31
Interest Expense

10




Interest Payable


10




($2,000 × 6% × 1/12)


31
Insurance Expense

110




Prepaid Insurance


110

CONTINUING COOKIE CHRONICLE (Continued)

(e)

Cookie Creations

Adjusted Trial Balance

January 31, 2008


Debit 
Credit
Cash 

$ 2,209
Accounts receivable 

500

Merchandise inventory 

1,635

Baking supplies 

350

Prepaid insurance 

1,100

Baking equipment 

1,300

Accumulated amortization, baking equipment


 $ 65

Unearned revenue 


300

Interest payable 


25

Note payable 


2,000

N. Koebel, capital 


3,376

N. Koebel, drawings 

750

Sales 


5,250

Cost of goods sold 

2,725

Salary expense 

160

Telephone expense

70

Amortization expense 

22

Insurance expense 

110

Freight out 

75

Interest expense 

         10
______


$11,016 
$11,016
CONTINUING COOKIE CHRONICLE (Continued)

(f)

Cookie Creations

Income Statement

Month ended January 31, 2008

Sales 

$5,250

Cost of goods sold 

  2,725
Gross profit 

2,525

Operating expenses


Salaries expense 

$160


Telephone expense

70


Amortization expense

22


Insurance expense 

110


Freight out 

    75


Total operating expenses

   437
Income from operations

 2,088

Other expenses


Interest expense 

       10
Net income 

$2,078
	CUMULATIVE COVERAGE – CHAPTERS 2 TO 5


(a), (b), (d) and (g)

	Cash

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


17,840


1 



1,550 
16,290


2



4,500
11,790


4 


12,250 

24,040


5 



500 
23,540


9 



425 
23,115


11 



12,250 
10,865


15 



4,200 
6,665


17 



3,800 
2,865


19 


15,680 

18,545


24 


525

 19,070


26 



4,500 
14,570


29 



1,200 
13,370


30



8,918
4,452


30


775

5,227

	Accounts Receivable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


2,975


10 


16,750 

19,725


12 



750 
18,975


19 



16,000 
2,975


30 



775 
2,200

CUMULATIVE COVERAGE (Continued)

(a), (b), (d) and (g) (Continued)

	Inventory

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


112,700


4 



8,500 
104,200


5 


24,500 

128,700


5 


500 

129,200


9 


290 

129,490


10 



11,340
 118,150


12


510 

118,660


21 


9,900 

128,560


23 



800 
127,760


26 


4,500 

132,260


30



182
132,078


31 
Adjusting entry 


2,430 
129,648


31 
Adjusting entry 


2,028
 127,620

	Store Supplies

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


2,660


8 


345 

3,005


31 
Adjusting entry 


2,395 
610

	Prepaid Insurance 

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1
Balance 
( 


4,140


31 
Adjusting entry 


1,380
2,760

	Store Equipment

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


53,800
CUMULATIVE COVERAGE (Continued)

(a), (b), (d) and (g) (Continued)

	Accumulated Amortization—Store Equipment

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


13,450


31 
Adjusting entry 


6,725 
20,175

	Accounts Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


18,625


2 


4,500 

14,125


5



24,500
38,625


8 



345 
38,970


11 


12,250 

26,720


21 



9,900 
36,620


23 


800 

35,820


30 


9,100 

26,720

	Unearned Sales Revenue

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
(


 4,820


24 



525
 5,345


31 
Adjusting entry 

3,570 

1,775

	Notes Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


36,000

	Interest Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


0


31 
Adjusting entry 


390 
390

CUMULATIVE COVERAGE (Continued)

(a), (b), (d) and (g) (Continued)

	Salaries Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


0


31 
Adjusting entry 


3,080 
3,080

	A. John, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


54,650


31 
Closing entry 


94,227 
148,877


31 
Closing entry 

44,800 

104,077

	A. John, Drawings

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


41,000


17 


3,800 

44,800


31 
Closing entry 


44,800 
0

	Income Summary

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
31 
Closing entry 


794,870 
794,870


31 
Closing entry 

700,643
 
94,227


31 
Closing entry 

94,227

0

	Sales

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


762,300


4 



12,250 
774,550


10 



16,750 
791,300


31 
Adjusting entry 


3,570 
794,870


31 
Closing entry 

794,870

 0

CUMULATIVE COVERAGE (Continued)

(a), (b), (d) and (g) (Continued)

	Sales Returns and Allowances

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


11,420


9 


425 

11,845


12 


750 

12,595


31 
Closing entry 


12,595
 0

	Sales Discounts

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


3,805


19 


320 

4,125


31 
Closing entry 


4,125
 0

	Cost of Goods Sold

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


517,680


4 


8,500 

526,180


9 



290 
525,890


10 


11,340

537,230


12 



510 
536,720


31 
Adjusting entry 

2,430 

539,150


31 
Adjusting entry 

2,028 

541,178


31 
Closing entry


 541,178
 0

CUMULATIVE COVERAGE (Continued)

(a), (b), (d) and (g) (Continued)
	Salaries Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


92,900


15 


4,200 

97,100


31 
Adjusting entry 

3,080 

100,180


31 
Closing entry 


100,180
0

	Advertising Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


9,625


29 


1,200

 10,825


31 
Closing entry 


10,825
 0

	Rent Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


17,050


1 


1,550 

18,600


31 
Closing entry 


18,600
 0

	Interest Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


2,250


31 
Adjusting entry 

390 

2,640


31 
Closing entry 


2,640 
0

	Insurance Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


0


31 
Adjusting entry 

1,380 

1,380


31 
Closing entry 


1,380 
0

CUMULATIVE COVERAGE (Continued)

(a), (b), (d) and (g) (Continued)
	Store Supplies Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1 
Balance 
( 


0


31 
Adjusting entry 

2,395 

2,395


31 
Closing entry 


2,395 
0

	Amortization Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug. 
1
Balance 
( 


0


31 
Adjusting entry

 6,725 

6,725


31
Closing entry 


6,725 
0
CUMULATIVE COVERAGE (Continued)

	(b)
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


Aug. 
1 
Rent Expense 

1,550




Cash 


1,550


2
Accounts Payable

4,500






Cash


4,500


4 
Cash 

12,250




Sales 


12,250


4
Cost of Goods Sold

8,500





Inventory


8,500


5 
Inventory 

24,500




Accounts Payable 


24,500


5 
Inventory 

500




Cash 


500


8 
Store Supplies 

345




Accounts Payable 


345


9 
Sales Returns and Allowances 

425




Cash 


425



Inventory

290




Cost of Goods Sold 


290


10 
Accounts Receivable 

16,750




Sales  


16,750



Cost of Goods Sold 

11,340




Inventory 


11,340

CUMULATIVE COVERAGE (Continued)

(b) (Continued)


Aug. 11 
Accounts Payable 

12,250




Cash 


12,250


12 
Sales Returns and Allowances

 750




Accounts Receivable 


750


12 
Inventory 

510




Cost of Goods Sold 


510


15 
Salaries Expense 

4,200




Cash 


4,200


17 
A. John, Drawings
 
3,800




Cash 


3,800


19 
Cash ($16,000 - $320)

 15,680



Sales Discounts ($16,000 x 2%)

320




Accounts Receivable ($16,750 - $750)

16,000


21 
Inventory 

9,900




Accounts Payable 


9,900


23 
Accounts Payable 

800




Inventory


 800


24 
Cash 

525




Unearned Sales Revenue 


525


26
Inventory 

4,500




Cash 


4,500


29 
Advertising Expense 

1,200




Cash 


1,200

CUMULATIVE COVERAGE (Continued)

(b) (Continued)


Aug. 30 
Accounts Payable ($9,900 - $800) 

9,100




Inventory ($9,100 x 2%)


182




Cash ($9,100 - $182)


8,918


31 
Cash

 775




Accounts Receivable


 775

CUMULATIVE COVERAGE (Continued)
(c) 

THE BOARD SHOP

Trial Balance

August 31, 2008

ADVANCE \u7


Debit 
Credit
Cash 

$ 5,227

Accounts receivable 

2,200

Inventory 

132,078

Store supplies 

3,005

Prepaid insurance 

4,140

Store equipment

 53,800

Accumulated amortization—store equipment 


$ 13,450

Accounts payable


26,720

Unearned sales revenue 


5,345

Notes payable 


36,000

A. John, capital 


54,650

A. John, drawings 

44,800

Sales 


791,300

Sales returns and allowances

 12,595

Sales discounts

4,125

Cost of goods sold

 536,720

Salaries expense 

97,100

Advertising expense 

10,825

Rent expense

 18,600

Interest expense 

     2,250
_______


Totals

 $927,465 
$927,465
CUMULATIVE COVERAGE (Continued)
	(d)
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


Aug. 
31 
Insurance Expense ($4,140 x 4/12) 

1,380




Prepaid Insurance 


1,380


31 
Store Supplies Expense 



($3,005 - $610)

2,395




Store Supplies 


2,395


31 
Amortization Expense ($53,800 ÷ 8) 

6,725




Accumulated Amortization




—Store Equipment 


6,725


31 
Interest Expense 



($36,000 x 6.5% x 2/12) 

390




Interest Payable


 390


31 
No entry required—reclassification on balance 



sheet only.


31 
Unearned Sales Revenue 

3,570




Sales  


3,570



Cost of Goods Sold
 
2,430




Inventory 


2,430


31 
Salaries Expense 

3,080




Salaries Payable


 3,080


31 
Cost of Goods Sold 



($129,648 - $127,620) 

2,028




Inventory 


2,028

CUMULATIVE COVERAGE (Continued)
(e) 

THE BOARD SHOP

Adjusted Trial Balance

August 31, 2008


Debit 
Credit
Cash 

$ 5,227

Accounts receivable 

2,200

Inventory 

127,620

Store supplies

 610

Prepaid insurance 

2,760

Store equipment 

53,800

Accumulated amortization—store equipment 

$ 20,175

Accounts payable 


26,720

Unearned sales revenue 


1,775

Notes payable 


36,000

Interest payable 


390

Salaries payable


 3,080

A. John, capital


 54,650

A. John, drawings

 44,800

Sales 


794,870

Sales returns and allowances 

12,595

Sales discounts

4,125

Cost of goods sold 

541,178

Salaries expense 

100,180

Advertising expense 

10,825

Rent expense

 18,600

Interest expense 

2,640

Insurance expense 

1,380

Store supplies expense 

2,395

Amortization expense 

      6,725
_______


Totals 

$937,660 
$937,660
CUMULATIVE COVERAGE (Continued)
(f)

THE BOARD SHOP

Income Statement

Year Ended August 31, 2008

ADVANCE \u7

ADVANCE \d6Sales revenues


Sales

$794,870


Less:  Sales returns and allowances

$12,595



Sales discounts

   4,125
  16,720


Net sales

778,150

Cost of goods sold

 541,178
Gross profit

236,972

Operating expenses


Salaries expense

$100,180


Advertising expense

10,825


Rent expense

18,600


Insurance expense 

0001,380


Store supplies expense

2,395


Amortization expense

      6,725


Total operating expenses

 140,105

Income from operations

96,867

Other expenses


Interest expense

     2,640
Net income

$ 94,227

ADVANCE \d6THE BOARD SHOP

Statement of Owner’s Equity

Year Ended August 31, 2008

ADVANCE \u7

ADVANCE \d6A. John, capital, September 1, 2007

$  54,650

Add: Net income

  94,227

148,877

Less: Drawings

    44,800

A. John, capital, August 31, 2008

$104,077
 CUMULATIVE COVERAGE (Continued)
(f) (Continued)

THE BOARD SHOP

Balance Sheet

August 31, 2008

ADVANCE \u7

ADVANCE \d3Assets

Current assets


Cash

$   5,227


Accounts receivable 

2,200


Inventory

127,620


Store supplies

610


Prepaid insurance

    2,760


Total current assets

138,417

Property, plant and equipment


Store equipment

$53,800


Less:  Accumulated amortization

  20,175
    33,625



Total assets

$172,042

ADVANCE \d3Liabilities and Owner's Equity

Current liabilities


Accounts payable

$ 26,720

Unearned sales revenue

1,775


Interest payable

390


Salaries payable

3,080


Current portion of note payable

    6,000



Total current liabilities

37,965

Long-term liabilities


Note payable

   30,000


Total liabilities

67,965

Owner's equity


Andrew John, capital

  104,077



Total liabilities and owner's equity

$172,042

CUMULATIVE COVERAGE (Continued)
	(g)
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


Aug. 
31 
Sales 

794,870




Income Summary 


794,870


31 
Income Summary 

700,643




Sales Returns and Allowances 


12,595




Sales Discounts


4,125




Cost of Goods Sold 


541,178




Salaries Expense 


100,180




Advertising Expense 


10,825




Rent Expense 


18,600




Interest Expense 


2,640




Insurance Expense 


1,380




Store Supplies Expense 


2,395




Amortization Expense


 6,725


31 
Income Summary 

94,227




A. John, Capital 


94,227


31
A. John, Capital 

44,800




A. John, Drawings 


44,800

CUMULATIVE COVERAGE (Continued)
(h)

THE BOARD SHOP

Post-closing Trial Balance

August 31, 2008

ADVANCE \u7


Debit 
Credit
Cash 

$   5,227
Accounts receivable 

2,200

Inventory 

127,620

Store supplies 

610

Prepaid insurance 

2,760
Store equipment 

53,800

Accumulated amortization—store equipment


$  20,175

Accounts payable


 26,720
Unearned sales revenue 


1,775

Interest payable 


390
Salaries payable 


3,080

Notes payable 


36,000

A. John, capital 

_______
  104,077

Totals

 $192,217 $192,217
	BYP 5-1 FINANCIAL REPORTING PROBLEM


(a) The Foranzi Group is involved in merchandising, selling at the retail level through its corporate-owned stores and at the wholesale level to its franchise operators. 

(b) Volume rebates and other supplier discounts are included in income when earned.

(c) They do not show the amount of sales returns. The amount may not be significant enough to show separately on the financial statements.

(d) Non-operating items reported on the income statement are: 1) loss on write-down of investment, 2) interest expense and 3) amortization expense. However, normally amortization is reported as an operating expense.
(e) 1. 
Percentage change in revenue from 2005 to 2006



($1,129,404 - $985,054) ÷ $985,054 = 14.7%


2.
Percentage change in operating earnings before under noted items from 2005 to 2006



($69,153 - $76,469) ÷ $76,469 = - 9.6%

3.
Gross profit margin
2006: $383,091 ÷ $1,129,404 = 33.9%



2005: $333,896 ÷ $985,054 = 33.9%

4.
Profit margin
2006: $13,757 ÷ $1,129,149 = 1.2%



2005: $21,545 ÷ $985,054 = 2.2%

(f)
Based on the above we can conclude that The Foranzi Group is less profitable in 2006 than it was in 2005. Its revenue increased 14.7% in 2006 over the previous year. Despite the increase in revenue its operating earnings before under noted items have decreased by 9.6%. While its gross profit margin percentage is unchanged its profit margin decreased from 2.2% to 1.2%.

	BYP 5-2 INTERPRETING FINANCIAL STATEMENTS


(a) Gross profit 


2005 = $106,109 [$206,674 - $100,565]

2004 = $107,147 [$213,354 - $106,207]


2003 = $88,333 [$185,036 - $96,703)]



Net income


2005 = $8,097 [$106,109 - $85,478 - $7,837 - $4,697]


2004 = $14,426 [$107,147 - $78,376 - $6,643 - $7,702]


2003 = $12,253 [$88,333 - $61,824 - $5,506 - $8,750]

(b) Percentage change in net revenue:
11.7% 


[($206,674 - $185,036) ÷ $185,036]


Percentage change in net income:
-33.9% 


[($8,097 - $12,253) ÷ $12,253]

(c) Gross profit margin


2005 = 51.3% [$106,109 ÷ $206,674]


2004 = 50.2% [$107,147 ÷ $213,354]


2003 = 47.7% [$88,333 ÷ $185,036]


Gross profit margin increased from 2003 to 2004 and then again in 2005.

(d) Profit margin


2005 = 3.9% [$8,097 ÷ $206,674]


2004 = 6.8% [$14,426 ÷ $213,354]


2003 = 6.6% [$12,253 ÷ $185,036]


Profit margin increased slightly from 2003 to 2004 and then decreased significantly in 2005.

(e) Sleeman has not managed operating expenses well as shown by the decrease in profit margin. In particular in 2005 the gross profit margin was up slightly but the profit margin decreased.

	BYP 5-3 COLLABORATE LEARNING ACTIVITY


All of the material supplementing the collaborative learning activity, including a suggested solution, can be found in the Collaborative Learning section of the Instructor Resources site accompanying this textbook.

	BYP 5-4 COMMUNICATION ACTIVITY


(a) and (b)

memorandum

to:
President, The Great Canadian Snowboard Company

FROM:


SUBJECT:
Revenue Recognition Principle / Matching Principle

date:
As you know, the financial statements for The Great Canadian Snowboarding Company are prepared in accordance with generally accepted accounting principles. One of these principles is the revenue recognition principle, which provides that revenues should be recognized when they are earned. Another principle, the matching principle, provides that expenses should be recorded when efforts are made and costs are incurred in the generation of revenue. 

Typically, sales revenues are earned when the goods are transferred from the buyer to the seller. At this point, the sales transaction is completed and the sales price is established. In this situation Dexter has made a down payment before the snowboard is complete and they should record the amount as unearned revenue. Revenue on the snowboard ordered by Dexter is earned at event No. 7, when Dexter picks up the snowboard. As well, according to the matching principle, it is at this point that all expenses incurred should be recorded or “matched” to the revenue earned.

BYP 5-4 (Continued)

Whether Dexter makes a down payment with the purchase order is irrelevant in recognizing sales revenue because at this time, you have not done anything to earn the revenue. A down payment may be an indication of Dexter’s “good faith.” However, its effect on your financial statements is limited entirely to recognizing the down payment as unearned revenue.

If you have further questions about the accounting for this sale, please let me know.

	BYP 5-5 ETHICS CASE


(a)
Rita Pelzer, as a new employee, is placed in a position of responsibility and is pressured by her supervisor to continue delaying payments to creditors. Delaying payment is not an unethical practice. Companies can pay their bills late, but they do risk incurring interest charges or impairing their credit ratings. What is unethical is lying and blaming the late payment on the mail room or post office in order to avoid interest charges or affecting the company’s credit rating.


Rita’s dilemma is to decide whether to (1) delay payments and place inappropriate blame for these late payments on the mail room and / or post office, or (2) risk offending her boss and possibly lose the job she just assumed.

(b)
The stakeholders (affected parties) are:


Rita Pelzer, the assistant controller.


Jamie Caterino, the controller.


Liu Stores, the company.


Creditors of Liu Stores (suppliers).


Mail room / post office employees (those assigned the blame).

(c)
Rita’s alternatives:


1.
Tell the controller (her boss) that she will prepare and mail creditors’ cheques to take advantage of the full credit period but will not delay mailing the cheques beyond their due dates. This may offend her boss and may jeopardize her continued employment.

BYP 5-5 (Continued)

(c) (Continued)


2.
Tell the controller (her boss) that she will be happy to delay the payment four days but will not blame others for this delay when asked. This is contrary to current practice and may also offend her boss and jeopardize her continued employment.


3.
Join the team and continue the practice of delaying payments and lay blame on others for the delay.


4.
Go over her boss’s head and take the chance of receiving just and reasonable treatment from an officer superior to Jamie. The company may not condone this practice. 
Rita definitely has a choice, but probably not without consequence. To continue the practice of lying is definitely unethical. If Rita submits to this request, she may be asked to perform other unethical tasks. If Rita stands her ground and refuses to participate in this unethical practice, she probably won’t be asked to do other unethical things—if she isn’t fired. Maybe nobody has ever challenged Jamie’s unethical behaviour and his reaction may be one of respect rather than anger and retribution. Being ethically compromised is no way to start a new job.
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