Accounting 131 – Summer 2005
Concepts and Competencies for Exam 2

Chapter 5

Important concepts and terminology

	Merchandise inventory
	Sales discount
	Gross profit

	Perpetual inventory system
	Contra revenue account
	Gross profit rate

	Periodic inventory system
	Single-step income statement
	Profit margin ratio

	Cost of goods sold
	Multiple-step income statement
	

	Purchase discount
	Nonoperating activities
	


Competencies

· Identify business and accounting differences between merchandising and service companies

· Identify characteristics of perpetual and periodic inventory systems and differences between the two systems

· Record (journal entries) purchases and returns of merchandise, freight on merchandise purchased, and purchase discounts in a perpetual inventory system

· Record (journal entries) sales and returns of merchandise and sales discounts in a perpetual inventory system

· Identify differences between a single-step and a multiple-step income statement

· Prepare a multiple-step income statement, classifying accounts in the appropriate sections

· Calculate cost of goods sold in a periodic inventory system

· Compute profitability ratios: Gross profit rate, Profit margin ratio
Chapter 6

Important concepts and terminology

	FOB shipping point
	Inventory cost flow assumptions
	Lower of cost or market

	FOB destination
	First-in, first-out (FIFO)
	Inventory turnover ratio

	Consigned goods
	Last-in, first-out (LIFO)
	Days in inventory

	Specific identification
	Average cost
	


Competencies

· Identify goods to be included or excluded from a company’s ending inventory count

· Calculate cost of goods purchased, goods available for sale and cost of goods sold in a periodic inventory system

· Compute ending inventory and cost of goods sold in a periodic inventory system using the FIFO, LIFO or Average cost flow assumptions

· Compute ending inventory and cost of goods sold in a perpetual inventory system using the FIFO, LIFO or Average cost flow assumptions

· Identify the circumstances in which the lower of cost or market valuation is used

· Compute inventory management ratios:  Inventory turnover ratio, Days in inventory

Chapter 7

Important concepts and terminology

	Internal control
	NSF checks
	Bank reconciliation

	Outstanding checks
	Cash equivalents
	

	Deposits in transit
	Cash budget
	


Competencies

· Identify objectives and principles of internal control

· Identify internal control weakensses

· Prepare a bank reconciliation and related journal entries

· Identify basic principles of cash management

