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CHAPTER 4 

Accounting For A Merchandising Enterprise 

 حسابداری شرکت فروشنده کالا

Accounting For Merchandising Transactions 
 حسابداری خرید و فروش کالا

Merchandising enterprises acquire merchandise for resale to customers.

 

 
It is the selling of merchandise, instead of a service, that makes the activities of 

merchandising enterprises differ from the activities of service enterprises. 

 

 
The accounting system for a merchandising enterprise must accommodate the recording 

of transactions between buyers and sellers of merchandise. 

 

 

Accounting For Purchases 
 حسابداری خرید
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Purchases of merchandise, which may be made for cash or on account, are usually  
identified in the ledger as Purchases. 

 

 
For purchases of merchandise on account, the credit terms may allow cash discounts for 

early payment. 

 

 
Such discounts are recorded by the buyer as purchases discounts and are usually viewed 

as a deduction from the amount initially recorded in Purchases. 

 

 
Likewise, when merchandise is returned or a price adjustment is granted, the buyer 

records the adjustment as a purchases return and allowance. 

Accounting For Sales 
 حسابداری فروش

Merchandise sales, which may be for cash or on account, are usually identified in the 

ledger as Sales. 
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The liability for sales tax is ordinarily incurred at the time the sale is made and is 

recorded by the seller as a credit to the sales tax payable account. 

 

 
The offsetting debit will be to Accounts Receivable if the merchandise is purchased on 

account, or to Cash if the cash is collected at the time of the sale. 

ات بر فروشلیمرتبط با ما

 

 
The seller refers to the discounts taken by the buyer for early payment as Sales Discounts, 

which are viewed as a reduction in the amount initially recorded in Sales. 

 

 

Transportation Costs 
 هزینه های حمل

The terms of a sale between a buyer and a seller will include provisions concerning when 

ownership of the merchandise passes to the buyer and which party is to bear the cost of 

delivery merchandise to the buyer. 
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If the ownership passes to the buyer when the seller delivers the merchandise to the 

shipper, the buyer is to absorb the transportation costs  and the terms are said to be FOB 

shipping point. 

 

 
If the ownership passes to the buyer when the merchandise is received by the buyer, the 

seller is to assume the cost of transportation and the terms are said to be FOB 

destination. 

 

 

Merchandise Inventory Systems and Cost of Merchandise 

Sold 
 سیستم های نگهداری موجودی کالا و بهای تمام شده کالای فروش رفته

Under the periodic system of accounting for merchandise, no attempt is made to record 

the cost of merchandise sold until the end of the period. 
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It is only by a detailed listing of merchandise on hand (called a physical inventory) at the 

end of the accounting period that a determination is made of (1) the cost of merchandise 

sold during the period (2) the cost of inventory on hand at the end of the period. 

 
Under the periodic system, the cost of merchandise sold and the beginning and ending 

inventories are reported in the income statement. 

 

 
Under the perpetual system of accounting for merchandise inventory, both the sales 

amount and the cost of merchandise sold amount are recorded when each item of 

merchandise is sold. 

 

 

Periodic Reporting for Merchandising Enterprises 
 گزارشگری ادواری در شرکتهای فروشنده کالا

The summarization and reporting procedures for a merchandising enterprise are 

similar to those of a service enterprise. 

 

 
In a merchandising enterprise, however, merchandise purchased during the period will 

be recorded in a purchases account. 
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To properly match revenues and expenses, an accounting must be made for both the sold 

and the unsold merchandise. 

 

 
The work sheet for a merchandising enterprise is completed in a similar fashion to that of 

a service enterprise. 

 

 
The primary difference is in the treatment of beginning and ending merchandise 

inventory. 

 

 
The beginning inventory appears in the income statement debit column. 

 

 
The ending inventory appears in both the income statement credit and the balance sheet 

debit columns. 

 

 

Financial Statements for Merchandising Enterprises 
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 صورتهای مالي شرکتهای فروشنده کالا

The basic financial statements for a merchandising enterprise are the income statement, 

retained earnings statement, and balance sheet. 

 
There are two widely used forms for the income statement : multiple-step and single-step. 

 

 
The multiple-step income statement is so called because of its many sections, subsections, 

and intermediate balances. 

 

 
The single-step income statement derives its name from the fact that the total of all 

expenses is deducted from the total of all revenues. 

The retained earnings statement summarizes the changes that have occurred in the 

retained earnings account during a fiscal period. 
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It is not unusual to add the analysis of retained earnings at the bottom of the income 

statement to form a combined income and retained earnings statement. 

 

 
The balance sheet may be prepared using the account form or the report form. 

 

 
The account form lists assets on the left-hand side of the statement, with liabilities and 

stockholder’s equity on the right-hand side. 

 

 
The report form lists assets, liabilities, and stockholder’s equity in a downward sequence. 

 

 

Adjusting Entries and Closing Entries 
 ثبتهای اصلاحي و ثبتهای بستن حسابها

The adjusting entries are prepared from the work sheet adjustments columns. 

 

 
After the adjusting entries have been posted, the balances of all asset, liabilities, revenue, 

and expense accounts corresponds exactly to the amounts reported in the financial 

statements. 
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The closing entries are recorded in the journal immediately following the adjusting 

entries. 

 
All the temporary owner’s equity accounts are cleared of their balances, reducing them to 

zero. 

 

 
The final effect of closing out such balances is a net increase or decrease in the retained 

earnings account. 

 

 
The final closing entry reduces the dividends account to a zero balance by transferring it  

to retained earnings. 

 

 
After the adjusting and closing entries have been recorded, it is advisable to take another 

trial balance to verify the debit-credi equality of the ledger as of the beginning of the 

following year. 
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MATERIAL FOR TRANSLATION 

 
Cost of goods sold is the cost of the merchandise sold to customers during a period of 

time. 

…………………………………………………………………………………………

The difference between cost of goods sold and net sales revenue is gross margin on sales. 

…………………………………………………………………………………………

 
We then deduct operating expenses from gross margin to calculate net operating margin. 

…………………………………………………………………………………………

Adding other revenues and deducting other expenses gives net income or net loss. 
…………………………………………………………………………………………

A service business has only revenues and operating expenses. 

…………………………………………………………………………………………

The sales revenue accounts are Sales, Sales Returns and Allowances, and Sales 

Discounts. 

…………………………………………………………………………………………

Deducting the balances in Sales Returns and Allowances and Sales Discounts from the 

balance in Sales gives net sales revenue. 

…………………………………………………………………………………………

Under the periodic inventory system, we calculate the cost of goods sold and the inventory 

balance only at the end of each accounting period. 

…………………………………………………………………………………………
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Under the perpetual inventory system, we determine the cost of the product sold and 

inventory balance on hand as we record each sale during the accounting period. 

…………………………………………………………………………………………

We add the Purchases and Transportation In accounts to compute the gross delivered 

cost of purchases. 

…………………………………………………………………………………………

From this amount, subtract the balances in the Purchases Returns and Allowances 

account and  Purchases Discounts account to find the net cost of purchases. 

…………………………………………………………………………………………

       

We add the net cost of purchases to the inventory balance from the beginning of the 

period to get the cost of goods available for sale. 

…………………………………………………………………………………………

From this total, we subtract the ending inventory balance, resulting in the cost of goods 

sold during the period. 

…………………………………………………………………………………………

The multiple-step income statement provides net sales, gross margin, net operating 

margin, and net income in steps.

………………………………………………………………………………………… 

 
Because this detail is necessary for management decisions, internal reporting uses this 

format. 
…………………………………………………………………………………………. 

 
The single-step income statement deducts total expenses from total revenues in one step. 
…………………………………………………………………………………………. 

 
Operating expenses are expired costs incurred for goods or services used in operating the 

business. 
…………………………………………………………………………………………. 
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We classify these expenses into selling or general and administrative categories. 
………………………………………………………………………………………….

 
We extend the beginning inventory in the trial balance to the Adjusted Trial Balance and 

the Income Statement Debit columns. 
…………………………………………………………………………………………. 

 
We enter the ending inventory in the Income Statement Credit column and in the 

Balance Sheet Debit column. 
…………………………………………………………………………………………. 

 
The rest of the work sheet is the same. 
…………………………………………………………………………………………. 

The closing entries remove the beginning balance and insert the ending balance in 

Merchandise Inventory. 
…………………………………………………………………………………………. 

 
The net price method identifies the discounts the company has been offerd but has not 

taken. 
…………………………………………………………………………………………. 

 
This procedure records purchases at net invoice price minus cash discounts. 
…………………………………………………………………………………………. 

 
We enter discounts not taken in a Purchases Discounts Lost account. 
…………………………………………………………………………………………. 

 
This makes it easy for managers to identify whether the company is taking advantage of 

available discounts. 
…………………………………………………………………………………………. 

 
The loss of available discounts may indicate a problem such as lack of bank credit or 

slowness in processing invoices for payment. 
…………………………………………………………………………………………. 

 
One adjusting entry removes (credits) the amount of the beginning inventory from the 

Merchandise Inventory account and debits Income Summary. 
…………………………………………………………………………………………. 
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Another adjusting entry establishes the new inventory amount by debiting the 

Merchandise Inventory account and crediting Income Summary. 
…………………………………………………………………………………………. 

 
Since we need both amounts to compute cost of goods sold, we extend both debit and 

credit amounts in the Income Summary to the Adjusted Trial Balance columns and also 

to the Income Statement columns. 
………………………………………………………………………………………… 
………………………………………………………………………………………… 

 

 

 

 

 

TRUE- FALSE QUESTIONS 

 
Write The Letter T or F In The Parentheses 

 
1)The accounting for operating expenses of a trading concern is different from that of a 

service company.(     ) 

 
2)Sales Returns and Allowances has a normal credit balance.(     ) 

 
3)Cash discounts are used to encourage customers to pay their bills early.(     ) 

 
4)Cost of Goods Sold is an expense account.(     ) 

 
5)Purchases refers to the acquisition of goods and services.(     ) 

 
6)Goods available for sale = beginning merchandise inventory + purchases +  
freight-in – purchases returns and allowances.(     ) 

 
7)Sales returns and allowances are added to gross sales to arrive at net sales.(     ) 

 
8)Ending inventory appears on the balance sheet as a current asset.(     ) 

 
9)If there are no nonoperating items to report on the income statement, then operating 

income is the same as net income.(     ) 
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10)The term merchandise refers to goods held for resale to customers.(     ) 

 
11)Revenue from sales represents the selling price of merchandise soldduring the period. 

(     ) 

 
12)The difference between revenue from sales and the cost of goods available for sale is 

called gross profit.(     ) 

 
13)Gross profit may also be called gross margin.(     ) 
14)If a merchandising business is to operate profitably, its operating expenses must 

exceed its gross profit.(     ) 

 
15)The net income of a merchandising company is the excess of revenue over the sum of 

the cost of goods sold and the operating expenses of the business.(     ) 

 
16)The term net sales means total sales revenue plus sales returns and allowances and 

sales discounts.(     ) 

 
17)Sales revenue is earned in the period in which the merchandise is ordered by the 

customer.(     ) 

 
18)The revenue earned in a given accounting period may differ considerably from the 

cash receipts of that period.(     ) 

 
19)Sales Returns and Allowances is a contra-revenue account.(     ) 

 
20)The cost of merchandise still on hand at year-end appears in the balance sheet as an 

asset called inventory.(     ) 

 
21)The beginning inventory is added to net purchases in order to determine the cost of 

goods sold during the period.(     ) 

 
22)The cost of the ending inventory is added to the cost of goods available for sale to 

determine the cost of goods sold during the period.(     ) 

 
23)Under the periodic inventory system, no entries are made in the Inventory account to 

record the costs of merchandise bought and sold during the period.(     ) 
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24)The Purchases account indicates whether the purchased goods have  been sold or are 

still on hand.(     ) 

 
25)Since a new accounting period begins as soon as the old one ends, the beginning 

inventory of one accounting period becomes the ending inventory of the next period.  
(     ) 

26)The credit balance of the Purchase Discounts account should be deducted in the 

income statement from the debit balance of the Purchases account.(     ) 

 
27)The Transportation-in account is combined with the Purchases account in the  

income statement to determine the cost of goods available for sale.(     ) 

 
28)Freight charges and other expenses incurred in making deliveries to customers are 

regarded as selling expenses.(     ) 

 
29)Traditionally, the perpetual inventory system has been used by companies selling items 

of low unit value.(     ) 

 
30)Discounts taken by the buyer for early payment of an invoice are called purchases  
discounts.(     ) 

 

SELF-TEST QUESTIONS 

 
 

1)If merchandise purchased on account is returned, the buyer may inform the seller of 

the details by issuing : 
a)a debit memorandum       b)a credit memorandum       c)an invoice       d)a bill 

 

 
2)If merchandise is sold on account to a customer for $1,000, terms FOB shipping point, 

n/30, and the seller prepays $50 in transportation cost, the amount of the discount for 

early payment would be : 
a)$ 0                            b)$ 5                            c)$ 10                            d)$ 15.50 

 

 
3)For an enterprise using the periodic inventory system, which of the following is added 

to merchandise inventory at the beginning of the period in computing the cost of 

merchandise sold? 
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a)purchases discounts                                                                                b)merchandise 

inventory at the end of the period 
c)purchases returns and allowances                                                                       d)none of 

the above 

 

 
4)A distinguishing characteristic of the financial statements for a merchandising concern 

is that : 
a)The balance sheet shows a subtotal for working capital. 
b)The income statement discloses the amount of cash paid for merchandise, net of any 

purchase discounts or returns. 
c)The income statement includes an amount for the cost of goods sold. 
d)The income statement must be prepared in the multiple-step format. 

 

 
5)The accounting records of Alpha company include the following for January : 
Sales………………. $ 32,600             Transportation-in………………...$ 2,000 
Purchase…………… 260,000             Purchase Returns & Allowances...   9,000 
Sales Discounts………  6,000 

A physical count determined the cost of inventory on hand at January 31 to be           $ 

34,000. If gross profit amounts to 25% of net sales, compute the beginning inventory at 

January 1. 
a)$ 25,500               b)$ 19,500               c)$ 47,000               d)$ 21,000 

 

 
6)The closing entries for a merchandising company using a periodic inventory system 

would not include : 
a)a debit to Inventory(ending)                b)a debit to Transportation-in 
c)a credit to Purchases                            d)a credit to Inventory(beginning)

 

 
7)When a perpetual inventory system is in use ; 
a)The Inventory ledger account does not reflect the amount of merchandise on hand 

between financial statement dates. 
b)The ending inventory figure is more accurate than when a periodic inventory system is 

in use. 
c)A single ledger account is used to record the cost of goods sold. 
d)There is no need to perform a physical count of inventory. 

 

 
8)A net income will always result if : 



 روز کردینویسنده: فی                                                                                                                                           www.17march.blogfa.com                                                                                                                                       حسابداری   زبان تخصصی 
 

21 
 

a)cost of goods sold exceeds operating expenses. 
b)revenues exceed cost of goods solds. 
c)revenues exceed operating expenses. 
d)gross margin from sales exceeds operating expenses. 

 

 
9)A sale is made on June 1 for $200, terms 2/10, n/30 on which a sales return of $50 is 

granted on June 7. The dollar amount received for payment in full on June 9 is : 
a)$200                    b)$150                    c)$147                    d)$196 

 
10)If beginning and ending merchandise inventories are $400 and $700, respectively, and 

cost of goods sold is $3,400 net purchases are : 
a)$3,700                 b)$3,400                 c)$3,100                 d)cannot be determined 

 

 
11)The entry to record the payment within the discount period for a purchase of $1,000 

under terms of 2/10, n/30 on which a purchase return of $300 was made would include a 

credit to Cash for : 
a)$980                         b)$700                          c)$686                         d)$680 

 

 
12)A purchase of merchandise for $750 including freight of $50 under terms of 2/10, 

n/30, FOB shipping point would include : 
a)a debit to Freight In of $50.                        b)a debit to Purchases of $750 
c)a credit to Accounts Payable of $700.        d)a credit to Freight Payable of $50 

 

 
13)Which of the accounts that follow can only result from using the net method of  
recording purchases? 
a)Purchases Returns and Allowances              b)Purchases Discounts Lost 
c)Purchases                                                      d)Purchases Discounts 

 

 
14)Under which of the following inventory methods would a wholesaler most likely know 

the exact quantity in inventory of a particular item on hand in the middle of a month? 
a)Periodic inventory method 
b)Perpetual inventory method 
c)Either the periodic or perpetual inventory method 
d)Neither the periodic nor perpetual inventory method 
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15)Samuel’s company has beginning merchandise inventory of $12,000 and ending 

merchandise inventory of $14,000. Under the periodic inventory method, the 

Merchandise Inventory account at the end of the accounting period would have the 

following balances, respectively, before and after adjusting  and closing entries : 
a)$12,000 and $14,000                                              b)$14,000 and $12,000 
c)$14,000 and $14,000                                              d)$12,000 and $12,000 

 
16)The closing entries for a merchandising concern would contain a debit to : 
a)Sales Discounts          b)Purchases          c)Freight In          d)Purchases Discounts 

 
17)Which of the following would appear as an operating expense on the income 

statement of a merchandising concern? 
a)Freight In                                                   b)Freight Out 
c)Sales Returns and Allowances                   d)Purchases Returns and Allowances 

18)Beginning inventory plus net purchases will equal : 
a)cost of goods sold                                        b)cost of goods manufactured 
c)cost of goods purchased                              d)none of the above 

 
19)The difference between what was available for sale and what is left at the end of the 

year is known as the : 
a)cost of goods sold                                 b)goods available for sale 
c)ending inventory                                   d)none of the above 

20)Under a perpetual inventory system it is : 
a)necessary to take a physical inventory. 
b)best to use standard cost. 
c)hard to take a physical inventory. 
d)not necessary to take a physical inventory. 
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21)Merchandising companies sell products : 
a)they manufacture.                                     b)in the same form as purchased. 
c)based on cost.                                           d)in raw material form. 

 
22)Star company had sales of $360,000, during the current period and a gross profit rate 

of 40%. The company’s cost of merchandise available for sale during the period was 

$324,000. The company’s ending inventory must have been : 
a)$36,000                    b)$108,000                    c)$129,000                    d)$194,400 
23)A company makes a profit of 7% selling goods which cost $2,000; it also makes a 

profit of 6% selling a machine which costs the company $5,000. How much total profit 

did the company make on both transactions/ 
a)$300                         b)$400                         c)$420                         d)$440 

 
24)For a merchandising business, the difference between net sales revenue and gross 

margin on sales is equal to : 
a)net operating margin.                                       b)net income. 
c)cost of goods sold.                                           d)gross profit. 

 
25)On an income statement for a merchandising concern : 
a)transportation out is deducted directly from sales to determine net sales. 
b)sales returns and allowances are included in the calculation of cost of goods sold. 
c)sales discounts are subtracted directly from gross sales to determine gross margin on 

sales. 
d)none of the above 

26)The cost of goods sold in a periodic inventory system is computed by : 
a)deducting the cost of the ending inventory from the net cost of purchases. 
b)deducting the cost of the ending inventory from the cost of goods available for sale. 
c)deducting the cost of the beginning inventory from the cost of goods available for sale. 
d)adding the net cost of purchases to the cost of the ending inventory. 
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27)On a multiple-step income statement, the excess of net sales over the cost of 

merchandise sold  is called : 
a)operating income.     b)income from operation     c)gross profit     d)net income 

 

 

 

Accounting Terms 
 

Accounting for purchases……………………………………………….. 

Accounting for sales……………………………………………………. 

Acquisition………………………………………………………..……………… 

Assume……………………………………………………………..………… 

Bank credit…………………………………..……………………………….. 

Beginning merchandise inventory………..…………………. 

Bill…………………………………………..………………………………... 

Buyer………………………………………..…………………………………….. 

Cash discounts……………………………….…………………………… 

Combined income and retained earnings statement 

-Contra-revenue ……………………………………….………. 

Cost of goods available for sale……………………… 

Cost of goods manufactured………………………… 

Cost of goods sold………………………………..……. 

Cost of inventory on hand………………………………… 

Cost of merchandise sold……………………………... 

Cost of purchases……………………………..…………………… 

Cost of the product sold…………………………….. 

Cost of transportation……………………………………………………….. 

Credit memorandum………………………….……………………….. 

Credit terms……………………………………...…………………... 
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Debit-credit equality…………………………….……………… 

Debit memorandum………………………………………………………. 

Discount……………………………………………………………………………. 

Discount period……………………………………….……………………... 

Early payment……………………………………………..……... 

Ending merchandise inventory…………………………….… 

Expired cost………………………………………………….. 

FOB destination……………………………………………………………… 

FOB shipping point…………………………………………….. 

For cash…………………………………………………………..……………. 

Freight charges…………………………………………………..………. 

Freight in…………………………………………………………..…. 

Freight out………………………………………………………….... 

General and administrative expenses……………………….. 

Gross margin………………………………….. 

Gross margin on sales…………………….……………….. 

Gross profit……………………………….………………………………… 

Gross sales………………………………….……………………………... 

Income from operations……………………..…………………... 

Internal reporting……………………………..……………………… 

Inventory methods………………………………. 

Management decisions……………………………………………….. 

Merchandise inventory……………………………………………………. 

Merchandise inventory system……………….…………… 

Merchandise sales…………………………………………………………… 

Merchandise business / company / concern / enterprise……….. 

Merchandise transactions……………………………………….….. 
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 مچهار ایان فصل پ
 

 مطلب ادامه دارد ...
 


