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SHORT EXERCISES

Identify each of the following decisions as most directly related to (a) cash flow man-
agement, (b) profitability management, (c) choice of inventory system, or (d) control of
merchandising operations:

1. Determination of how to protect cash from theft or embezzlement

2. Determination of the selling price of goods for sale

3. Determination of policies governing sales of merchandise on credit

4. Determination of whether to use the periodic or the perpetual inventory system

Using the following data, prepare an income statement for Martin’s Hardware for the
month ended February 28:

Cost of goods sold $30,000
General and administrative expenses 8,000
Net sales 50,000
Selling expenses 7,000

A dealer buys tooling machines from a manufacturer and resells them to its customers.

a. The manufacturer sets a list or catalogue price of $6,000 for a machine. The manu-
facturer offers its dealers a 40 percent trade discount.

b. Freight charges are FOB shipping point. The cost of shipping a machine is $350.

c. The manufacturer offers a sales discount of 2/10, n/30. The sales discount does not
apply to shipping costs.

‘What is the net cost of the tooling machine to the dealer, assuming it is paid for within

ten days of purchase?

Record in journal form the following transaction for Jenny’s Crafts Store:

Apr. 19 A tabulation at the end of the day showed $400 in Visa® invoices, which are
deposited in a special bank account at full value less 5 percent discount.

Record in journal form each of the following transactions, assuming the perpetual inven-
tory system is used:

Aug. 2 Purchased merchandise on credit from Bean Company, invoice dated August
1, terms n/10, FOB shipping point, $2,300.
3 Received bill from Ace Shipping Company for transportation costs on August
2 shipment, invoice dated August 1, terms n/30, $210.
7  Returned damaged merchandise received from Bean Company on August 2
for credit, $360.
10 Paid in full the amount due to Bean Company for the purchase of August 2,
part of which was returned on August 7.

Record in journal form the following transactions, assuming the perpetual inventory sys-
tem is used:

Aug. 4 Sold merchandise on credit to Konner Company, terms n/30, FOB destination,
$1,200. (Cost = $720.)
5 Paid transportation costs for sale of August 4, $110.
9 Part of the merchandise sold on August 4 was accepted back from Konner
Company for full credit and returned to the merchandise inventory, $350.
(Cost = $210.)
Sept.3 Received payment in full from Konner Company for merchandise sold on
August 4, less the return on August 9.

Record in journal form the transactions in SE 5, assuming the periodic inventory system
is used.

Using the following data and assuming cost of goods sold is $230,000, prepare the cost
of goods sold section of a merchandising income statement (periodic inventory system),
including computation of the amount of purchases for the month of October:

Freight in $12,000
Merchandise inventory, Sept. 30, 2 33,000
Merchandise inventory, Oct. 31, 20xx 44,000
Purchases 2

Purchases returns and allowances 9,000
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Record in journal form the transactions in SE 6 using the periodic inventory system.

Forrester Company had beginning merchandise inventory of $14,800 and ending mer-
chandise inventory of $19,200. Where would these numbers appear on the work sheet
and in the closing entries under (. 1) the perpetual inventory system and (2) the periodic
inventory system?

On April 15, Farid Company sold merchandise to Smarte Company for $1,500 on terms
of 2/10, n/30. Record the entries in both Farid’s and Smarte’s records for (1) the sale,
(2) a return of merchandise on April 20 of $300, and (3) payment in full on April 25.
Assume both companies use the periodic inventory system.

EXERCISES

The decisions that follow were made by the management of Shanahan Shoe Company.

Indicate whether each decision pertains primarily to (a) cash flow management,

(b) profitability management, (€) choice of inventory system, or (d) control of mer-

chandise operations.

1. Decided to mark each item of inventory with a magnetic tag that sets off an alarm if
the tag is removed from the store before being deactivated

2. Decided to reduce the credit terms offered to customers from 30 days to 20 days to
speed up collection of accounts

3. Decided that the benefits of keeping track of each item of inventory as it is bought
and sold would exceed the costs of such a system

4. Decided to raise the price of each item of inventory to achieve a higher gross margin
to offset an increase in rent expense

5. Decided to purchase a new type of cash register that can be operated only by a per-
son who knows a predetermined code

6. Decided to switch to a new cleaning service that will provide the same service at a
lower cost

The operating budget and actual performance for the six months ended June 30, 20x3,
for Pacific Hardware Company appear below

Actual

Selling expenses

Sales salaries expense $102,030
Sales supplies expense 1,642
Rent expense, selling space 18,000
Utilities expense, selling space 11,256
Advertising expense 21,986
Depreciation expense, selling fixtures 6,778
Total selling expenses $143,500 $161,692
General and administrative expenses
Office salaries expense $ 50,000 $ 47,912
Office supplics expense 1,000 782
Rent expense, office space 4,000 4,000
Depreciation expense, office equipment 3,000 3,251
Utilities expense, office space 3,000 3,114
Postage expense 626
Insurance expense 2,700

Miscellaneous expense 481
866

558

Total general and administrative expenses

Total operating expenses





