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Merchandising Operations
Merchandising Operations
Retailers- Merchandising companies that purchase and sell directly to consumers
Wholesalers- Merchandising companies that sell to retailers.
Manufacturers- Companies that produce goods for sale to wholesalers, or others.
Merchandise Inventory = Inventory
Raw Materials- Are the basic goods and materials that are on hand and will be used in production but have not yet been sent into production.
Work in Progress- Is that portion of inventory on which production has started but is not yet complete.
Finished Goods- Inventory is manufactured items that are completed and ready for sale.
Operating Cycle- The time it takes to go from cash to cash in producing revenues.
***See Illustration 5-1 on page 229 of the textbook***
Income Measurement Process
1- Sales Revenue
2- Cost of Goods Sold- Is the total cost of the merchandise that was sold during the period.
3- Gross Profit = Sales Revenue – Cost of Goods Sold
4- Operating Expenses- Expenses that are incurred in the process of earning sales revenue.
***See Illustration 5-2 on page 230 of the textbook***
Inventory Systems
Beginning Inventory + Cost of Goods Purchased = Cost of Goods Available for sale
Perpetual Inventory System- Detailed records are maintained for the cost of each product that is purchased and sold.  These records continuously show the quantity and cost of the inventory purchased, sold, and on hand.  Under a perpetual inventory system, the cost of goods sold and the reduction in inventory-both its quantity and cost-are recorded each time a sale occurs.
Periodic Inventory System- detailed inventory records of the merchandise on hand are not kept throughout the period.  As a result, the cost of goods sold is determined only at the end of the accounting period when a physical inventory count is done to determine the cost of the goods on hand.
Recording Purchases of Merchandise
1- Purchases of Merchandise (ex. on page 234)
2- Sales Tax (to be studied more in depth later in the course)
3- Freight Costs (ex. on page 235)
a. FOB (free on board) Shipping Point- Means that the goods are delivered to the point of shipping (normally the seller’s place of business) by the seller.  The buyer pays the freight costs to get the goods from the point of shipping to the destination (normally the buyer’s place of business) and is responsible for any damages that may occur along the way.
b. FOB Destination- Means that the goods are delivered by the seller to their destination.  The seller pays the freight to get the goods from the point of shipping to their destination and is responsible for any damages that may occur along the way.
c. The cost of inventory includes not only the purchase cost but also other costs that may be incurred in bringing inventories to their present location (e.g., shipping) and ready for sale.
4- Purchase Returns and Allowances (ex. on page 235)
5- Discounts (ex. on page 236)
6- Summary of Purchase Transactions (ex. on page 237)
Recording Sales of Merchandise
1- Sales: Two journal entries are required to record each sale in a perpetual inventory system. (ex. on page 238)
2- Sales Taxes are not recorded as revenue
3- Freight Costs (ex on page 239)
4- Sales Return and Allowance: When customers return goods or are given discounts( ex. on page 240)
a. Is a contra revenue account to Sales
5- Discounts: No separate entry is made to record a quantity discount (ex. on page 241)
a. Is a contra revenue account to Sales
Gross Sales: Total sales, before deducting any sales returns and allowances and sales discounts.
Net Sales: Gross sales less returns and allowances and discounts.
***Summary of Merchandising Entries on page 242 of the textbook- EXTREMELY IMPORTANT FOR EXAMS!!***
Income Statement Presentation
Single-step Income Statement
1- Total Revenues minus Total Expenses
2- Less Informative and less time-consuming
Multi-step Income Statement
1- The multi-step income statement has five main steps
a. Net sales: Sales returns and allowances and sales discounts are subtracted from gross sales to determine net sales.
b. Gross profit: Cost of goods sold is subtracted from net sales to determine gross profit.
c. Profit from operations: Operating expenses are deducted from gross profit to determine profit from operations
d. Non-operating activities: The results of activities that are not related to operations are added (as other revenues and gains) or subtracted (as other expenses and losses) to determine profit before income tax.
e. Profit: Income tax expense is subtracted from profit before income tax to determine profit (loss).
*Note: ‘a’, ‘b’, and ‘c’ are Operating Activities*
The differences between the single-step income statement and the multi-step income statement can been seen better by comparing Illustration 5-6 on page 244 and Illustration 5-7 on page 247.
Evaluating Profitability
Gross Profit Margin = Gross Profit/Net Sales (page 249)
Profit Margin = Profit/Net Sales (page 250
[bookmark: _GoBack]*Note: Know the difference between Profitability Ratios and Liquidity Ratios (taught in Chapter 2)*
