
main difference between perpetual and periodic - the time at which 
cost of goods sold is calculated
revenues from sale of merchandise are recorded when sales are made 

on the date of sale, cost of merchandise sold is not recorded in 
a periodic inventory system

in a perpetual inventory system
merchandise inventory asset accounts are adjusted for each 
transaction affecting inventory (such as freight, discounts, etc) 
merchandise inventory account on the trial balance shows the 
ending inventory balance

in a periodic inventory system
different accounts are used for each transaction
accounts are temporary expense accounts rather than 
permanent asset accounts
merchandise inventory account on the trial balance represents 
the beginning inventory balance or ending balance from the 
previous period

Recording Purchases of Merchandise

purchases are a temporary expense account reported on the income 
statement
normal balance is a debit

Freight Costs
FOB Shipping Point

debit freight in
credit cash



is a temporary expense account with a normal balance of a debit
freight is part of the cost of goods purchased in a periodic inventory 
system
cost of goods purchased includes freight charges incurred in bringing 
goods to the buyer

Purchase Returns and Allowances

purchase returns and allowances are a temporary account with a 
normal balance of a credit
is a contra expense account whose balance is subtracted from the 
purchases account

Purchase Discounts

purchase discounts are a temporary account with a normal balance of 
a credit
is a contra expense account subtracted from the purchases account 
NET PURCHASES = PURCHASES INVENTORY - PURCHASES 
RETURNS AND ALLOWANCE - PURCHASE DISCOUNTS
NET PURCHASES + Freight (fob shipping point) = COST OF GOODS 
PURCHASED



Recording Sales of Merchandise
only one entry is needed to record for sales

Freight Costs
freight costs incurred by the seller on outgoing merchandise are an 
operating expense to the seller
costs are debited to the freight out or delivery expense account

Sales Returns and Allowances

Sales Discounts

Perpetual Inventory System VS. Periodic Inventory System 



Calculating Cost of Goods Sold
calculate cost of goods purchased
determine the cost of goods on hand (ending inventory) at the end of 
the accounting period
calculate the cost of goods sold

Cost of Goods Purchased
purchases, freight in, purchase returns and allowances and purchase 
discounts all combine to determine the costs of goods purchased

Cost of Goods on Hand
count the units on hand for each item of inventory
apply unit costs to the total units on hand for each item
total costs for each item of inventory -> determines total cost of goods 
on hand

Cost of Goods Sold
add the costs of goods purchased to the cost of goods on hand at the 



beginning of the period (beginning inventory)
results in the cost of goods available for sale

subtract the cost of goods on hand at the end of the period (ending 
inventory) from cost of goods available for sale

result: cost of goods sold




