
 

 

 

 

 

 

Chapter 6: Merchandising 

Accounts used in journal entries differ depending on the System used by a retailer:

Perpetual System vs. Periodic System

Asset Merchandise Inventory Purchases Expense
Expense Cost of Merchandise Sold Purchase Returns and Allowances Contra-Expense

Purchase Discounts Contra-Expense
Freight In Expense

Whereas both systems use:
Sales Revenue
Sales Returns and Allowances Contra-Revenue
Sales Discounts Contra-Revenue
Freight Out (Also known as Delivery Expense) Expense
 

FOB (Free on Board):

Where 
buyer gains 

Who Pays 
Freight

FOB Shipping Point Buyer
FOB Destination Seller

Payment Terms: 2/10, n30 Interpreted:  2 percent discount if paid within 10 days of invoice date, or net amount in 30 days

Ex:  Date of the Invoice is 15 June   Last day to get discount is 25 June

2/10 EOM Interpreted:  2 percent discount if paid within 10 days AFTER the end of the month

Ex:  Date of the Invoice is 15 June   Last day to get discount is 10 July



 

 

See Pages: 284-285 (Pearson Textbook)
278 and 291 (Cengage Texbook)

Calculate the dollar values for the journal entries.

Purchase Journal Transactions Basic Format Sales Journal Transactions

Account Debit Credit Account Debit Credit
1. Purchase on Merchandise Inventory Net Purch List Price Accounts Receivable Net Sale  1.  Sale on 
      account:         Accounts Payable Net Purch  - Trade Discount         Sales Net Sale      account:

Gross Purchase (or Sale) Cost of Goods Sold Cost 
+ Freight Costs         Merchandise Invent. Cost

Net Purchase (or Sale)

2. Purchase Accounts payable
Amount 
of Return  - Returns Sales Return & Allow

Amount 
of Return 2.  Sale

       return:
        Merchand Inventory

Amount 
of Return Net Balance Due         Accounts Receivable   

Amount 
of Return

       return:

Merchandise Inventory
Inventory 

cost  

       Cost of Goods Sold
Inventory 

cost

3.  Purchase Accounts Payable Bal Due  - Payment Discount Cash Cash 3. Sales payment
        payment:        Merchand Invent Pymt Disc Cash Payment Due Sales Discounts Pymt Disc         receipt

        Cash Cash         Accounts Receivable Bal Due

Payment Discount = Discount rate X (Net balance due - freight costs)

4.  Pay freight Merchandise Inventory
Freight 

due
Freight 

due 4. Pay Freight

        Cash      
Freight 

due         Cash
Freight 

due
  

Credit Card Expense Amt of bill 5.  Pay credit card
        Cash Amt of bill

Perpetual System: Retail Journal Entries

Freight Out Expense (or 
Delivery Expense)

 (FOB Shipping Point)       (FOB Destination)



 

Chapter 6: Merchandising (Income Statement Differences)

Service
Single-Step
Income Revenue
Statement  - Operating Expenses

Net Income

Retail

Net Sales Net Sales = Sales - Sales Discounts - Sales Returns and Allowances
 - Cost of Goods Sold (CGS) CGS = Beginning Inventory  + Cost of Merchandise Purchased - Ending inventory

Multi-Step Gross Profit Cost of Merchandise Purchased = Purchases - Purchase Discounts - Purchase Returns and Allowances + Freight In.
Income  - Operating Expenses  (AKA Net Purchases)
Statement Income from Operations

 +/- Other Income/Expenses Note:          Beginning Inventory + Cost of Merchandise = Merchandise Available for Sale (MAS)
Net Income

MAS = Ending Inventory + CGS


