CHAPTER 5
EXERCISE 5-3

(a)
Sept.	2	Merchandise Inventory (75 × $20)		1,500
                                                	Accounts Payable			1,500

	10	Accounts Payable		40
			Merchandise Inventory			40

	11	Accounts Receivable (26 × $30)		780
			Sales			780

		Cost of Goods Sold (26 × $20)		520
			Merchandise Inventory			520

	14	Sales Returns and Allowances		30
			Accounts Receivable			30

		Merchandise Inventory		20
			Cost of Goods Sold			20

	21	Accounts Receivable (30 × $30)		900
			Sales			900

		Cost of Goods Sold (30 × $20)		600
			Merchandise Inventory			600
	
	29	Accounts Payable ($1,500 – $40)		1,460
			Cash			1,460

	30	Cash ($900 – $9)		891
		Sales Discounts ($900 × 1%)		9
			Accounts Receivable			900

	
		
		

	


EXERCISE 5-3 (Continued)

(b)	
Merchandise Inventory
Sept. 1
Bal.
200
Sept.10

40
2

1,500
11

520
14

20
21

600
Sept. 30 
Bal.
560




Cost of Goods Sold
Sept. 11  

520
Sept. 14

20
21

600



Sept. 30 
Bal.
1,100




(c)

Number of calculators at September 30:  10 + 75 – 2 – 26 + 1 – 30 = 28

Cost of calculators at September 30:  28 × $20 = $560

EXERCISE 5-8

(a)
BLUE DOOR CORPORATION
Income Statement (Single-step)
Year Ended December 31, 2012
	
Revenues  
             Sales		                                                $2,400,000
Less:	Sales returns and allowances	$41,000
		Sales discounts		  8,500	      49,500
	Net sales		2,350,500
	Interest revenue 		30,000
	Rent revenue 		      24,000	$2,404,500
Expenses
	Cost of goods sold		  $1,085,000
	Salaries expense		675,000
	Depreciation expense		125,000
	Interest expense		70,000
	Advertising expense		55,000
	Freight out		25,000
	Insurance expense		      15,000	 2,050,000
Profit before income tax		354,500
Income tax expense		      70,000
Profit			$  284,500









EXERCISE 5-8 (Continued)

(b)
BLUE DOOR CORPORATION
Income Statement (Multiple-Step)
Year Ended December 31, 2012
	
Sales			$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		 1,085,000
Gross profit		1,265,500
Operating expenses
	Salaries expense		$675,000
	Depreciation expense		125,000
	Advertising expense		55,000
	Freight out		25,000
	Insurance expense		   15,000
		Total operating expenses		   895,000
Profit from operations		370,500
Other revenues and gains 
	Interest revenue 		$30,000
	Rent revenue		  24,000	     54,000
												424,500
Other expenses and losses
	Interest expense		      70,000
Profit before income tax		354,500
Income tax expense		      70,000
Profit			$  284,500



	•	The Blue Door Corporation is classifying its expenses by nature which is a method of classifying expenses that reflects their natural classification with no allocation of expenses required between functions.


PROBLEM 5-2A


	•	Phantom Book Warehouse Ltd. is a wholesaler. Its suppliers are publishers and its customers are book stores.

(b)
June	1	Merchandise Inventory (160 × $16)		2,560.00	
			Accounts Payable			2,560.00

	3	Accounts Receivable (120 × $20)		2,400.00	
			Sales			2,400.00

		Cost of Goods Sold (120 × $16)		1,920.00
			Merchandise Inventory			1,920.00

	5	Accounts Payable		160.00
			Merchandise Inventory			160.00

	8	Accounts Receivable (125 × $20)		2,500.00
			Sales			2,500.00

		Cost of Goods Sold (125 × $16)		2,000.00
			Merchandise Inventory			2,000.00

	9	Sales Returns and Allowances		100.00
			Accounts Receivable			100.00

	11	Merchandise Inventory (110 × $15)		1,650.00
			Accounts Payable			1,650.00

	12	Cash	($2,400 – $48)		2,352.00
		Sales Discounts ($2,400 × 2%)		48.00				Accounts Receivable 			2,400.00

	17	Cash	($2,400 – $48)		2,352.00
		Sales Discounts ($2,400 × 2%)		48.00				Accounts Receivable ($2,500 – $100) 			2,400.00


	PROBLEM 5-2A (Continued)

(b) (Continued)

June 22		Accounts Receivable (100 × $22)		2,200.00
			Sales			2,200.00

		Cost of Goods Sold (100 × $15.29)		1,529.00
			Merchandise Inventory			1,529.00


	25	Sales Returns and Allowances		330.00
			Accounts Receivable			330.00

		Merchandise Inventory (15 × $15.29)		229.35
			Cost of Goods Sold			229.35
	
	29	Accounts Payable ($2,560 – $160)		2,400.00
			Cash			2,400.00

	
(c)
Merchandise Inventory
May 	31
2,240.00
June	3	7 720
1,920.00
June 	1
2,560.00
	5
	160.00
 	11
1,650.00
	8
2,000.00
	25
229.35
	22
1,529.00
June 30 Bal.
1,070.35




(d)	  Books on hand at June 30 = 140 + 160 – 120 –10 – 125 + 110 – 100 + 15
			    	= 70 

      Average cost per book 

		= $1,070.35  70 = $15.29





(b)

Dec. 	31	Insurance Expense ($3,000 × 11/12)		2,750
		Prepaid Insurance			2,750

	31	Supplies Expense		2,190
			Supplies ($2,940 – $750)			2,190

	31	Depreciation Expense		10,500
			Accumulated Depreciation—Buildings			6,000
			Accumulated Depreciation—Equipment 			4,500

	31	Salaries Expense		750
					Salaries Payable			750

	31	Interest Expense		735
			Interest Payable			735

	31	Unearned Revenue ($4,000 – $975)		3,025
			Sales			3,025

		Cost of Goods Sold		2,000
			Merchandise Inventory			2,000

	31	Income Tax Expense		500
					Income Tax Payable			500

	31	Cost of Goods Sold		2,950
					Merchandise Inventory			2,950
	($28,750 – $2,000 = $26,750 – $23,800 = $2,950 shortage)


PROBLEM 5-7A (Continued)


(a) and (b)

Cash
Dec. 31	17,000
 
Dec.31 Bal.	17,000 


Accounts Receivable
Dec. 31	31,700
 
Dec.31 Bal.	31,700 


Merchandise Inventory 
Dec.31         28,750
Dec. 31	 2,000 

Dec. 31	2,950
Dec. 31 Bal. 	23,800


Supplies 
Dec. 31	2,940     
Dec. 31    2,190 
Dec. 31 Bal. 	750


Prepaid Insurance
Dec. 31 	3,000 
 Dec. 31	 2,750
Dec. 31 Bal.	250 


Land
Dec. 31	30,000

Dec.31 Bal. 	30,000 


Building
Dec. 31	150,000

Dec.31 Bal.150,000 


Accumulated Depreciation—
Building

 Dec. 31 	24,000
 Dec. 31    	6,000

 Dec. 31 Bal.	   30,000




Equipment
Dec. 31	45,000

Dec.31 Bal.	45,000


Accumulated Depreciation—
Equipment

 Dec. 31	18,000
 Dec. 31	4,500

 Dec. 31 Bal.  22,500

Accounts Payable

Dec. 31	         33,735 

Dec.31 Bal.  33,735 

Unearned Revenue
Dec. 31	    3,025
Dec. 31	      4,000

Dec.31 Bal. 	975

Salaries Payable

Dec. 31	   750 

Dec. 31 Bal.	750

Interest Payable

Dec. 31	           735 

Dec. 31 Bal.  	735 

Income Tax Payable

Dec. 31	              500 

Dec. 31 Bal. 	     500 

Mortgage Payable

Dec. 31       147,100 

Dec.31 Bal. 	147,100 


PROBLEM 5-7A (Continued)

(a) and (b) (Continued)

Common Shares

Dec. 31	        13,000 

Dec.31 Bal. 	 13,000

Retained Earnings

Dec. 31	        31,425 

Dec.31 Bal. 	31,425 

Dividends
Dec. 31	         2,000 

Dec. 31 Bal. 	 2,000 


Sales

 Dec. 31	265,770

Dec. 31	3,025

 Dec.31Bal.268,795

Sales Returns and Allowances
Dec. 31	         2,500 

Dec. 31 Bal. 	2,500 


Sales Discounts
Dec. 31	         3,275 

Dec. 31 Bal. 	3,275 


Cost of Goods Sold
Dec. 31 	171,225

Dec. 31	      2,000

Dec. 31	2,950

Dec.31Bal.	176,175





Salaries Expense
Dec. 31	30,950

Dec. 31	750              

Dec. 31 Bal.31,700 



Depreciation Expense
Dec. 31       10,500 

Dec. 31 Bal.10,500 


Utilities Expense
Dec. 31	         5,100 

Dec. 31 Bal. 	5,100 


Insurance Expense
Dec. 31	2,750          

Dec. 31 Bal. 	2,750 


Supplies Expense
Dec. 31	         2,190 

Dec. 31 Bal. 	2,190 


Interest Expense
Dec. 31	           8,090 

Dec. 31              735 

Dec. 31Bal.   8,825 


Income Tax Expense
Dec.31          5,500          

Dec. 31            500             

Dec.31 Bal. 6,000 



PROBLEM 5-7A (Continued)

(c)
MESA INC.
Adjusted Trial Balance
December 31, 2012



Debit

Credit
	Cash		
	Accounts receivable			
	Merchandise inventory		
	Supplies		
	Prepaid insurance		
	Land		
	Buildings		
	Accumulated depreciation—buildings		
	Equipment		
	Accumulated depreciation—equipment		
	Accounts payable		
	Unearned revenue		
	Salaries payable		
	Interest payable		
	Income tax payable		
	Mortgage payable		
	Common shares		
	Retained earnings		
	Dividends		
	Sales		
	Sales returns and allowances		
	Sales discounts		
	Cost of goods sold		
	Salaries expense		
	Depreciation expense	
	Utilities expense		
	Insurance expense		
	Supplies expense				
	Interest expense		
	Income tax expense		
		Totals	

$  17,000
31,700   23,800
   750
       250     
30,000
150,000    

45,000
   





      


2,000 

2,500
3,275
176,175
31,700 
   10,500
5,100
2,750
2,190
8,825
      6,000
$549,515
 









$ 30,000
  
22,500   
    33,735
975
750
735
500   
147,100
 13,000
  31,425   

268,795









0000 000
$549,515


PROBLEM 5-7A (Continued)

(d) 

MESA INC.
Income Statement
Year Ended December 31, 2012
	

Sales revenues
Sales				$268,795
Less:  Sales returns and allowances		$2,500
	Sales discounts		  3,275	      5,775
Net sales		263,020
Cost of goods sold 		  176,175
Gross profit		86,845
Operating expenses
Salaries expense 		$31,700
	Depreciation expense		10,500
Utilities expense		5,100
Insurance	 expense		2,750
Supplies expense		   2,190
	Total operating expenses		   52,240
Profit from operations		34,605
Other expenses and losses	
	Interest expense		     8,825
Profit before income tax			25,780
Income tax expense			     6,000
Profit				$ 19,780

PROBLEM 5-7A (Continued)

(d) (Continued)
MESA INC.
Statement of Changes in Equity
Year Ended December 31, 2012







Common

Retained

Total

Shares

Earnings

Equity






Balance, January 1
 $10,000 

 $31,425 

 $41,425 
Issued common shares
     3,000 



       3,000 
Profit


   19,780 

     19,780 
Dividends
_ _____ 

   (2,000)

   (2,000)
Balance, December 31
$13,000 

$49,205 

$62,205 


MESA INC.
Statement of Financial Position
December 31, 2012
			

Assets
Current assets
Cash		$ 17,000
Accounts receivable 			31,700
Merchandise inventory			23,800
Supplies			750
Prepaid insurance 			       250
Total current assets			73,500
Property, plant, and equipment
Land			$  30,000
Buildings		$150,000
Less: Accumulated depreciation		   30,000	120,000
Equipment		$45,000
Less: Accumulated depreciation		  22,500	   22,500
	Total property, plant, and equipment				  172,500
Total assets			$246,000

PROBLEM 5-7A (Continued)

(d) (Continued)

Liabilities and Shareholders’ Equity

Current liabilities
Accounts payable			$ 33,735
Unearned revenue			975
Salaries payable			750
Interest payable			735
Income tax payable			500
Current portion of mortgage payable			     9,800
	Total current liabilities			46,495
Long-term liabilities
	Mortgage payable ($147,100 – $9,800)			 137,300
		Total liabilities			183,795
Shareholders’ equity
	Common shares		  $13,000
	Retained earnings		  49,205
		Total shareholders’ equity		   62,205
	Total liabilities and shareholders’ equity		$246,000




(a)	($ in thousands)


2010
2009
2008
 
 



 
 
 
 
 

 
 
Current ratio
 
$54,836
=
3.1 :1
 
$48,056
=
4.4 :1
 
$49,853
=
4.4 :1

 
$17,958


 
$10,967


 
$11,205


 
 
 
 
 
 
 
 
 
 

 
 

Gross profit margin

($164,217
– $77,438)
=
52.8%
($162,106
– $88,589)
=
45.4%
($163,550
– $87,365)
=
46.6%

$164,217


$162,106


$163,550


 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
Profit margin
$7,219 
=
4.4%
($2,309)
=
(1.4)%
$12,892
=
7.9%

$164,217


$162,106


$163,550


 
 
 
 
 
 
 
 
 
 
 
 
 

The company’s current ratio remained the same from 2008 to 2009 but declined significantly in 2010. In spite of the decline, the ratio itself is still very strong, covering current liabilities 3.1 times. Danier Leather’s gross profit margin declined in 2009, then recovered significantly in 2010. However, the loss in 2009 caused the profit margin to drop to a negative percentage before it improved in 2010. The company improved its gross profit margin from 2009 to 2010 which helped improve the profit margin in 2010. 

(b)
2010
Industry Average
2010
Danier Leather Inc.
Current ratio
3.4:1
3.1:1
Gross profit margin
49.2%
52.8%
Profit margin
9.8%
4.4%

Danier’s current ratio is slightly lower than the industry average and its profit margin is much lower than the industry average. Danier’s gross profit margin is higher than the industry average. This indicates that Danier’s operating expenses are proportionately higher than the industry.




	•	Travel Warehouse Ltd. is a wholesaler. Its suppliers are suitcase manufacturers and its customers are stores.

(b)
July	2	Merchandise Inventory (50 x $40)		2,000.00
			Accounts Payable			2,000.00

	3	Accounts Payable		200.00
			Merchandise Inventory			200.00

	6	Accounts Receivable (40 x $75)		3,000.00
			Sales			3,000.00

		Cost of Goods Sold (40 x $40)		1,600.00
			Merchandise Inventory			1,600.00

	7	Sales Returns and Allowances		375.00
			Accounts Receivable			375.00

		Merchandise Inventory		200.00
			Cost of goods Sold (5 x $40)			200.00

	9	Accounts Receivable (5 X $80)		400.00
			Sales			400.00

		Cost of Goods Sold (5 X $40)		200.00
			Merchandise Inventory			200.00

	11	Accounts Payable ($2,000 – $200)		1,800.00
			Merchandise Inventory ($1,800 x 1%)		18.00
			Cash ($1,800 – $18)			1,782.00

	13	Accounts Receivable (25 x $80)		2,000.00
			Sales			2,000.00

		Cost of Goods Sold (25 x $40)		1,000.00
			Merchandise Inventory			1,000.00

PROBLEM 5-2B (Continued)

(b) (Continued)

July	16	Merchandise Inventory		3,000.00
			Accounts Payable			3,000.00

	17	Sales Returns and Allowances		160.00
			Accounts Receivable			160.00

	20	Cash	 ($3,025 - $30.25)		2,994.75
		Sales Discounts ($3,025 x 1%)		30.25	
			Accounts Receivable
			($3,000 - $375 + $400)			3,025.00

	27	Cash ($1,840 - $18.40)		1,821.60
		Sales Discounts ($1,840 x 1%)		18.40
			Accounts Receivable ($2,000 - $160)		1,840.00

	

(c)
Merchandise Inventory
July 	1

1,000.00
July   3

200.00
	2

2,000.00
6

1,600.00
	7

	200.00
9

200.00
	16

3,000.00
11

18.00



13

1,000.00
July	31
Bal.
3,182.00





(d)	Number of suitcases on hand at July 31
= 25 + 50 – 5 – 40 + 5 – 5 – 25 + 60 = 65

$3,182  65 = $48.95





 (b)

Nov. 30		Insurance Expense ($1,800 × 4/12)		600
		Prepaid Insurance			600

	30	Supplies Expense		700
			Supplies ($1,650 – $950)				700

	30	Depreciation Expense		9,560
				Accumulated Depreciation—Equipment			5,360
				Accumulated Depreciation—
					Leasehold Improvements			4,200
		
	30	Salaries Expense		1,210
		Salaries Payable				1,210

	30	Interest Expense		175
		Interest Payable				175

	30	Unearned Revenue		2,400
		Sales Revenue				2,400

		Cost of Goods Sold		1,560
		Merchandise Inventory				1,560

	30	Income Tax Expense		1,100
		Income Tax Payable				1,100

	30	Cost of Goods Sold		940
					Merchandise Inventory			940
	($27,500 – $1,560 = $25,940 – $25,000 = $940 shortage)
PROBLEM 5-7B (Continued)

(a) and (b)


Cash
Nov. 30	22,000
 
Nov.30Bal.	22,000


Accounts Receivable
Nov.30	30,600
 
Nov.30Bal.	30,600 


Merchandise Inventory 
Nov. 30         27,500
Nov. 30	   1,560 

Nov. 30	940
Nov. 30 Bal. 	25,000


Supplies 
Nov. 30	          1,650
Nov. 30	     700 
Nov. 30 Bal. 	950


Prepaid Insurance
Nov. 30	1,800 
 Nov. 30	 600
Nov. 30 Bal.	1,200 


Long-term Investments
Nov.30        37,000 

Nov.30 Bal. 	37,000 


Equipment
Nov.30        26,800 

Nov.30Bal.	26,800


Accumulated Depreciation—
Equipment

 Nov. 30	10,720
 Nov. 30	5,360

 Nov. 30 Bal.	   16,080


Leasehold Improvements
Nov. 30	42,000

Nov.30Bal.	42,000


Accumulated Depreciation—
Leasehold Improvements

Nov. 30	8,400
Nov. 30	4,200

 Nov. 30 Bal.	12,600

Accounts Payable

Nov. 30	         34,400 

Nov.30 Bal. 34,400 

Salaries Payable

Nov. 30	          1,210

Nov. 30 Bal.  	1,210

Interest Payable

Nov. 30	           175

Nov. 30 Bal. 	175

Income Tax Payable

Nov.30            1,100

Nov. 30 Bal.   1,100

Unearned Revenue
Nov. 30	    2,400
Nov. 30	3,000

Nov. 30 Bal. 	600

Bank Loan Payable

Nov. 30	        35,000

Nov.30 Bal. 	35,000 


PROBLEM 5-7B (Continued)

(a) and (b) (Continued)


Common Shares

Nov. 30        	50,000

Nov.30 Bal. 	50,000

Retained Earnings

Nov. 30	        30,000

Nov.30 Bal. 	30,000

Dividends
Nov.30        10,000 

Nov.30 Bal. 	10,000 


Sales

Nov. 30	248,500

Nov. 30	2,400

Nov.30Bal.	250,900

Sales Discounts
Nov. 30	         4,520 

Nov. 30 Bal. 	4,520 


Sales Returns and Allowances
Nov. 30	         4,600 

Nov. 30 Bal. 	4,600


Cost of Goods Sold
Nov. 30	157,000

Nov. 30	1,560

Nov. 30	940

Nov.30Bal.159,500


Salaries Expense
Nov. 30	32,600    

Nov. 30	1,210

Nov. 30 Bal.33,810 




Depreciation Expense
Nov. 30	9,560

Nov.30 Bal.  9,560 


Rent Expense
Nov. 30	13,850

Nov. 30 Bal.13,850 


Advertising Expense
Nov. 30	        2,100 

Nov. 30 Bal.	 2,100 


Supplies Expense
Nov. 30	          700 

Nov. 30 Bal. 	700 


Insurance Expense
Nov. 30	         600 

Nov. 30 Bal. 	600 


Interest Expense
Nov. 30         4,000
Nov. 30           175 

Nov. 30 Bal. 4,175  


Income Tax Expense
Nov. 30	2,000          

Nov. 30	1,100           

Nov. 30 Bal. 3,100 




PROBLEM 5-7B (Continued)

(c)
FASHION CENTRE LTD.
Adjusted Trial Balance
November 30, 2012



Debit

Credit
Cash		
Accounts receivable			
Merchandise inventory		
Supplies		
Prepaid insurance		
Long-term investments		
Equipment		
Accumulated depreciation—Equipment		
Leasehold improvements		
Accumulated depreciation—Leasehold impro	
Accounts payable		
Salaries payable		
Interest payable		
Income tax payable		
Unearned revenue	
Bank loan payable		
Common shares		
Retained earnings		
Dividends		
Sales		
Sales discounts		
Sales returns and allowances	
Cost of goods sold		
Salaries expense		
Rent expense	
Depreciation expense	
Supplies expense	
Insurance expense		
Interest expense		
Advertising expense	
Income tax expense		
	Totals	

$ 22,000
    30,600
    25,000
950     
1,200
37,000
26,800

42,000





      



 10,000
   
4,520
4,600
  159,500
   33,810 
13,850
9,560
700
 600
    4,175
2,100  
      3,100
$432,065 









$ 16,080    

12,600   
       34,400
1,210
175
1,100   
600
35,000
 50,000
    30,000   

250,900










0000 000
$432,065

PROBLEM 5-7B (Continued)

(d) 
FASHION CENTRE LTD.
Income Statement
Year Ended November 30, 2012
			

Sales revenues
Sales			$250,900
Less:  Sales returns and allowances		$4,600
	   Sales discounts		  4,520	      9,120
Net sales		241,780
Cost of goods sold 		 159,500
Gross profit		82,280
Operating expenses
Salaries expense 		$33,810
Rent expense		13,850
Depreciation expense		9,560
Advertising expense		2,100
Supplies expense		700
Insurance expense 		       600
	Total operating expenses		   60,620
Profit from operations		21,660
Other expenses and losses
	Interest expense		     4,175
Profit before income tax		17,485
Income tax expense		     3,100
Profit		$ 14,385

PROBLEM 5-7B (Continued)

(c) (Continued)

FASHION CENTRE LTD.
Statement of Changes in Equity
Year Ended November 30, 2012







Common

Retained

Total

Shares 

Earnings

Equity






Balance, December 1, 2011
 $ 45,000 

 $30,000 

$75,000 
Issued common shares
       5,000 



    5,000 
Profit


14,385

14,385
Dividends
 _______

 (10,000)

(10,000)
Balance, November 30, 2012
$ 50,000 

$ 34,385 

$ 84,385 



FASHION CENTRE LTD.
Statement of Financial Position
November 30, 2012
			

Assets
Current assets
Cash 		$22,000
Accounts receivable 		30,600
Merchandise inventory		25,000
Supplies		950
Prepaid insurance 		   1,200
Total current assets			$ 79,750
Long-term investments		37,000
Property, plant, and equipment
Equipment		$26,800
Less: Accumulated depreciation		   16,080	$10,720
Leasehold improvements		$42,000
Less: Accumulated depreciation		   12,600	  29,400
	Total property, plant, and equipment		    40,120
Total assets			$156,870

PROBLEM 5-7B (Continued)

(d) (Continued)

Liabilities and Shareholders’ Equity

Current liabilities
Accounts payable			$ 34,400
Salaries payable			 1,210
Interest payable			175
Income tax payable			 1,100
Unearned revenue			600
Current portion of bank loan payable			     5,000
	Total current liabilities			42,485
Long-term liabilities
	Bank loan payable ($35,000 – $5,000)			   30,000
		Total liabilities			72,485
Shareholders’ equity
	Common shares		  $50,000
	Retained earnings		 34,385
		Total shareholders’ equity		   84,385
	Total liabilities and shareholders’ equity		$156,870




	

(a)
July		2


Purchases (50 x $40)	
	Accounts Payable	

2,000.00


2,000.00





          3

Accounts Payable		
200.00



        Purchase Returns and Allowances	

200.00





		6

Accounts Receivable (40 x $75)	
	Sales	
3,000.00


3,000.00





		7

Sales Returns and Allowances	
	Accounts Receivable	
	375.00

375.00





		9

Accounts Receivable (5 x $80)	
	Sales	
400.00


400.00





	11	Accounts Payable ($2,000 – $200)		1,800.00
			Purchase Discounts ($1,800 x 1%)			18.00
			Cash ($1,800 – $18)			1,782.00

	13	Accounts Receivable (25 × $80)		2,000.00
			Sales			2,000.00
		
	16	Purchases		3,000.00
			Accounts Payable			3,000.00

	17	Sales Returns and Allowances		160.00
			Accounts Receivable			160.00

	20	Cash	 ($3,025 – $30.25)		2,994.75
		Sales Discounts ($3,025 × 1%)		30.25	
			Accounts Receivable
			$3,000 – $375 + $400)			3,025.00

	27	Cash ($1,840 – $18.40)		1,821.60
		Sales Discounts ($1,840 × 1%)		18.40
			Accounts Receivable ($2,000 – $160)			1,840.00


*PROBLEM 5-11B (Continued)

(b) 	The advantages of the periodic inventory system are that it is simpler and cheaper compared to a perpetual inventory system. There are fewer accounting entries and cash registers, for example, need not be able to read bar codes to apply the appropriate cost as is required in the perpetual inventory system.

However, a perpetual inventory system enables management to monitor purchases and sales to make the optimum use of the money available for stocking inventory. Fewer stock-outs are experienced when using the perpetual system as reduction in inventory levels can be quickly identified and restocking done before the business runs out of inventory. With the perpetual system, cost of goods sold can be reported at any time and consequently, timely reporting of results can be achieved. When customers make inquiries concerning the availability of stock from a merchant, a quick reply can be obtained and provided when a perpetual inventory system is available. 



