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Quiz #4

Answers and explanations in BOLD:
1.
When a company uses the perpetual inventory method, purchase returns are recorded by:

a.
Crediting Accounts Payable 
b.
Crediting Purchase Returns and Allowances

c.
Crediting Inventory

d.
Debiting Purchase Returns and Allowances

2.
A firm that uses the periodic inventory method returned defective merchandise costing $2,000 to one of its suppliers. The entry to record this transaction would include a credit to:

a.
Accounts Payable
b.
Accounts Receivable
c.
Inventory

d.
Purchase Returns and Allowances

3.
Candy Corporation had the following account balances:

Sales revenue (gross)

$100,000

Beginning inventory 

20,000

Purchases 

40,000

Sales discounts 

2,000

Purchase discounts 

1,500

Freight-in 

500

Ending inventory 

15,000

Purchase returns and allowances 

1,000

Given this information, gross margin is:

a.
$43,000

b.
$45,000

c.
$53,000

d.
$55,000
Net sales = 100,000-2,000=98,000

COGsold = 20,000+40,000-1,500+500-1,000-15,000=43,000

Gross margin = 98,000-43,000
4.
If cost of goods sold is $12,000 and the ending inventory balance is $6,000, the:

a.
Beginning inventory is $18,000
b.
Cost of goods available for sale is $18,000

c.
Purchases are $6,000
d.
Net income is $6,000

5.
If the ending inventory balance is understated, net income of the same period (ignore taxes) will be:

a.
Overstated

b.
Understated

c.
Unaffected

d.
Cannot be determined from the above information
Beginning inventory+Net purchases- ending inventory = COGSold

If ending inventory is understated, COGSOld is overstated, income understated

6.
Which of the following would be true if inventory costs were increasing?

a.
FIFO would result in lower net income and higher ending inventory than would LIFO

b.
LIFO would result in a lower net income amount but a higher ending inventory than would FIFO
c.
LIFO would result in lower net income and lower ending inventory than would FIFO

d.
None of the above would be true
Read page 312
7.
SweetTooth Store had the following data about its purchases and sales for the year 2001:

Purchases During 2001


Sales During 2001
1st purchase
700
units at $2/unit
1st sale
400
units at $ 7/unit
2nd purchase
1,000
units at $3/unit
2nd sale
750
units at $ 8/unit
3rd purchase
500
units at $4/unit
3rd sale
500
units at $ 9/unit
4th purchase

500
units at $5/unit
4th sale

500
units at $10/unit

2,700
units

2,150
units

Beginning inventory for the year was 100 units at $1 each. Given this information, what is the value of ending inventory if the periodic FIFO costing alternative is used?

a.
$400

b.
$500

c.
$1,250

d.
$3,100

Available = 2,800 units; sold 2,150; ending inventory = 650 units
Cost of goods available for sale = 100+1,400+3000+2,000+2,500=9,000
COGSold = 5,900

EInventory =3,100

Use the following information to answer the next 3 questions:


Trendy Clothing Outfitters sells jeans. During January 2003, its inventory records for one brand of designer jeans were as follows:

Beginning inventory 

10 
pairs at $22/pair = $220

January 6 purchase 

4
pairs at $25/pair = $100

January 10 sale 

5
pairs at $60/pair = $300
January 15 purchase 

7
pairs at $30/pair = $210

January 20 sale 

10
pairs at $60/pair = $600
January 25 purchase 

4
pairs at $30/pair = $120

8.
Using this information, periodic LIFO cost of goods sold is:

a.
$300
b.
$330
c.
$360
d.
$430 (4*30)+(7*30)+(4*25)
9.
Using this information, average cost of goods sold (periodic) is:

a.
$330
b.
$375
c.
$390  
d.
$450
Cost of goods available for sale = 650/25 (units for sale) = 26 * 15
10.
Using this information, perpetual LIFO cost of goods sold is:

a.
$375

b.
$398 (4*25)+ (1*22) + (7*30) + (3*22)
c.
$403
d.
$430
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