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Chapter 4 Notes
4.1: Responsibility Accounting for a Merchandising Business

° Hﬂé”&él STATEMENTS summarize the financial information that a business
records.
o used in preparing '\’AX reports others such as those required by the QE‘ /
O prepared at least .
e  FISCAL PERIOD - \,Q_Y\(\‘W‘ ‘\\W\O “?(\Y \NV\\U(( A \OUQ\V(O&Q &\\MMAV l#& 4 YQ‘()()YJrS
AL IA VARG

Features of a Responsibility Accounting System

e  RESPONSIBILITY ACCOUNTING - A&&\Gv“vlq (\(\YHV(\\ (\" YMQ\MQQ VOVQY\UOS b(\&"“& +
RONTAT AR A YO&Y\(Y\Q\W\HN & 4 QDRUELC YAyt s

o Two Features:
= Each manager is aSSIZned responsibility for only those revenues, costs, and expenses for

which the can make (\0(‘\ Q«MS and affect
the (\\HO(\W} J

® The revenues, costs, and expenses for which a manager is responsible must be readily
identifiable with the manager’s . For example, if a manager is responsible
for advertising expense, that manager should make decisions about
A(W Q}A &\Vlﬂ . Also a separate record should be kept for the manager’s

advertising expef*se Thus, responsibility accounting traces revenues, costs, and
expenses to the individual managers who are Yo SMV\ Q\h\_o, for making
decisions about those revenues, costs and expenses

o Merchandising businesses often prepare d(m *A\ statements to show each

epartmen ’S contribu ion (0] \V\ GW
oeer beoenee - CRRVAY 0 m%ﬂm& ERTEA)

O  DIRECT EXPENSE -
A0 0 VAN ¢EA & A0OAIA

o Inpirect Exeense - (\DYANVT() YT Y\Qé WAVAANTA () QVOVAIl Y\MQWQQ
OROYANANR L VIAE 16 yENY WY 2 QACE AOD{WV\M

o DepartmenTAL Marain - YOVO YL 0 AW\O/ v 4 dapAANvHE Q\QQ HS 0t
A YAOYNANATE. A T00Q L0y O 6y iy TeaQ

o) DEPARTMENTALMARGINSTATEMI\ENT Q—\A}QV\(\M -MA;(— YQY\OY*S d()Y\é&\AW\OVl—L;\l
MAV(\\\/\ 2y A SpARC_ dopAdvoyi

o A busmess will group its departmental accounts by £E§ iQ ) . For example, accounts
under Direct Expenses — Audio are 6100 numbers and un¥ler Direct Expenses — Video are

numbers.

”x;
-

SAMPLE PROBLEM: RECORDING A DIRECT EXPENSE
April 1. Paid cash for advertising of audio merchandise, $400.00 Check No. 610.

CASH PAYMENTS JOURNAL e Mg
. ek | posT GENERAL ACCOUNTS | pURCH, DISCOUNT CREDIT . i
DATE ACCOUNT TITLE wo. | rer PAYABLE CASH CREDIT
A\ - - DEBIT CREDIT DEBIT AUDIO VIDEO
T By ( MVQV&\R\Y\% B-AUAQ BT HAQ \ME
2 2
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SAMPLE PROBLEM: RECORDING AN INDIRECT EXPENSE

April 1. Paid cash for rent, $1,500.00 Check No. 611.

CASH PAYMENTS JOURNAL e g
ck. | PosT GENERAL ACCOUNTS | pURCH, DISCOUNT CREDIT
DATE ACCOUNT TITLE Né | aer PAYABLE CASH CREDIT
A\ DEBIT CREDIT DEBIT AUDIO VIDEO
| A7) ROV BXNAVICE ol W \%2dQ
2

SAMPLE PROBLEM: IDENTIFYING DIRECT AND INDIRECT EXPENSES

Mulberry, Inc. has two departments: Crafts and Fabrics. Mulberry completed the transactions below. Fill out
the table below. For each transaction, indicate: (1) Whether the expense is a direct expense (identifiable with

a specific department) or an indirect expense and (2) the title of the expense account.

Transaction

Direct Expense or
Indirect Expense

Expense Account Title

Paid cash for utilities bill.

Wdlve

Vit Br.

Paid cash for advertising in a craft fair program. The
ad was prepared by the Craft Department and
includes craft products only.

Oive el

v .- At

Paid cash for rush delivery (delivery expense) on a
special order of fabric for a regular customer.

Do

(8

Wi B -ty

Paid cash for bimonthly payroll for all
administrative, fabric, and crafts employees.
Salesclerks are hired by specific department
managers.

i1

WA B, - A
WANEYD. - 0yl

s

Paid cash for maintenance on the company’s
website.

WVidi et

SN B~ Ay
Mg b

Paid a consultant to train all salesclerks in effective
selling techniques.

\Wdireed

Taing Bp

Paid a retainer fee to an attorney for legal advice.

Wdiveey

Mige. .

Paid cash for monthly payroll taxes (consider the
taxes on the accounting employees only).

\dwees

\

ol T4 .
%VOMV\%{W&D

Paid cash for a promotional mailing to past
customers to announce a new line of craft supplies.

Oveed

AAV &Y Bup.-CraliR

Paid cash for food and beverages for the annual
employee party.

\divact

Mde. Bep.
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4.2: Interim Departmental Statement of Gross Profit

Interim Financial Statements
e Adepartmentalized business prepares financial statements in the same form as a nondepartmentalized
business. In addition, they usually prepare reports about the performance of each

o Grossprori- ANVIWWVHE ¢ VOVOYT(L, SO §A10Q 1008 1) (0aSE
0G0AR Lald

\ o shows the relationship between sales and sales pVIO(] and W\QYOHM]&Q )

inventory and the of merchandise inventory

o can determine amount of Y VOY‘HO) remaining after the cost of_MMHﬂﬂd\_Qﬁ)
has been deducted from net &MO Q _ »
© DEPARTMENTAL STATEMENT OF GROSS PROFIT - &-‘VMW\_QVH &\/l(\WW\G GV(\&\Q ﬂﬂ\t\—‘r Q(\\f
ALY A0 A0V vy
o May show a need to: ,
= Change merchandise selling ‘(\V\CQ&
®  Change of merchandise.

= Add, delete, qr change DVN\UM&
= (\\QQQY\“Y\LM) a department.

e A successful business does not wait a full UQ(/\)/ to analyze its gross profit and take action to
reverse (\QA&HVQ) trends. Thereforé‘, businesses often prepare an
department st%tement of gross profit at the end of a month or quarter. (interim means j)(s-}\l\m Qﬂ

NS G i G AR, )

Determining Ending Merchandise Inventory
e  Two principal _rq.ethods are used to determine the actual amounts of merchandise on hand.

1. szoéf\ wvenrory - WIDVOYIAYIAISE wive vt deddraawied il 00urtiia .‘W()l('MlVK&,
G (AQANG WOME aE vy AdW o) VA4 g

2. PERPETUAL INVENTORY \MQF‘ \ \ '
COVRNUAUS VORAYT 6 WIeYIARAS | Aooysdfig, 4 DAMATE dd hAvt
e When a perpetual inventory is not kept and a monthly periodic inventory is not practical, a business may
estimate merchandise inventory:

O  GROSS PROFIT MIETHOD OF ESTIMATING AN INVENTORY - ﬂ \ :
il o edre “phvedviiAqe & q}v&% T

¥

3|Page



SAMPLE PROBLEM: IDENTIFYING DIRECT AND INDIRECT EXPENSES

The following data are obtained from the accounting records of Willow Glen Interior Design on May 31 of the

current year. Estimated merchandise inventory forms are on the next page.

Kitchen Bath
Beginning Inventory, January 1 $110,000.00 v/ $84,000.00
Estimated Beginning Inventory, May 1 111,426.00 87,072.00
Net Purchases, January 1 to April 30 42,500.00 v 30,100.00
Net Sales, January 1 to April 30 78,600.00 v 52,300.00
Net Purchases for May 8,300.00 / 5,400.00
Net Sales for May 20,200.00v/ 8,400.00
Estimated Gross Profit Percentage 48.0% / 45.0%

1. Prepare an estimated merchandise inventory sheet for each department for the month ended May 31.

ESTIMATED MERCHANDISE INVENTORY SHEET
GROSS PROFIT METHOD

DEPARTMENT \Q\—\mm DATE

i D W N -

[9))

Beginning inventory, 1anuary Lo, )
Net purchases to date wuvivesessssnrormssarsaissssssugsrionss sssnsivs s (Ll’k[d(\() + f(,’b()(}]

Merchandise available for SAlE. et e

et sales to date...........} j& LM&Q* .................. %g(m
tjests elstlmat:dtgross prom...‘\... \H/\QQ@ .............. "_f\}j(\u/\H N

(Net sales X Estimated gross profit 48.0%)
Estimated cost of merchandise sold........cccvveviiviiriivininnnn,

| Estimated ending INVENLOrY.....ociviiiniiiii i,

ESTIMATED MERCHANDISE INVENTORY SHEET
GROSS PROFIT METHOD

DEPARTMENT M\/\ DATE

D W N

(o2

Beginning inventory, January L. ....ccooieeineriniiien s o
Net purchases to date............... M (’h() lOQ'* 5&\(1(})

Merchandise available for Sal. ... iiinrserieririseersaees

Net salestodate......cooeviinivinnnns U’J'\f ’b(i()* \L{(\K(D ........ l()“ 1} ]l j
g e 3y 1 Lo

Less estimated gross profit... k

(Net sales X Estimated gross proﬁt 45.0%
Estimated cost of merchandise sold......c.ccovevvveviniivinirvnnenes

Estimated ending INVENtOrY.e s svsreravicsn svwssnion ssasssininissns
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Analyzing an Interim Departmental Statement of Gross Profit
o COMPQNENT PERCENTAGE - Y \ M%MM&MJM
(40 1dial Jr\/l% M%ikl%@ \% 1AL WYY
o Four basic components jn every sales dollar:
1. Costof MO.)/(\\M A\QQJ Sold

2. Gross an'\'l—L onO&erations

3. Total Ope‘;atin QY\DQ V\g
4. Net \H OGW Before Federal Income Tax

o Each month, the component percentage for OO&+ of merchandise sold and
GVBQS profit on operations is analyzed

o Com%onent percentages for operating Q OM Qé& and net “/M(\W are

analyzed at the end of each fiscal period.
To calculate a component percentage, divide the component by Net Sales.

Example:
Net Sales $69,429.95
Cost of Merchandise Sold 42,186.47
Gross Profit on Operations 27,243.48

1. The cost of merchandise sold percentage: 42,186.47 + 69,429.95 = .6076 or 60.8%
2. The gross profit margin percentage: 27,243.48 + 69,429.95 = .3924 or 39.2%

Determining Acceptable Levels of Performance
e Two sources are frequently used to determine acceptable performance:

1. business’s historical YQ Q(\
2. \ & performance standards

4.3: Preparing a Work Sheet for a Departmentalized Business

Proving the Accuracy of Posting to Subsidiary Led

e  SCHEDULE OF ACCOUNTS RECEIVABLE - A l&%ﬁ M&{(\W A(\C(\um& ACC(\UYH’ MMQQ&
= AL ANAWE 400 4 VI AL BSOS

o Theto al of schedule of accounts recelvale must equal he bala o
accoupt,

of the general ledger

e  SCHEDULE OF ACCOUNTS PAY LE - _\\

WALl AVIAVIE Agd 40 Al VO .
o The tota) of a schedule of accounts payable must equyal Balanees o the peneral lsdzay
QﬁmVﬁM(\ account, > K@(\(\\t q& wg, iglgmj the g dg

Expanded Work Sheet

e WorkSheet - (\c\\\va(A)( AbeAnind v u%dm Q ww 74 ¢
A\ QABWIAIS

o The work sheet for a departmentalized business has Vaddltlonal columns making
it a 12-column work sheet, rather than the standard 8-column work sheet.

6|Page



e Trial Balance on a Departmental Work Sheet

o TmaBawance- 4 NVOGE ¢F 400 Qmwr{ru af dohitS A4 o dus
VLA QAU WAGo,~

o Notice, th)ere are three mcgme summary accounts. Two are used for adjustin MVQYH‘Q
accounts related to separate departments. The other is used for other Q (\%\ﬂ ries.
o Also notice that Federal Income Tax Expense is written ;HM( } lines below DepaNmentaI

Margin. This simplifies. (i the income statement columns and calculating
additional \Y\( (V\W\VQ‘ . expense.
e Adjustments on a Work Sheet with Departmental Margins

o Some general ledger accountmre nomlt/o\fgte. The entries needed to bring accounts up to
date are planned in the columns of the work sheet.

o Adjustments are made for:

\
= uncollectible accounts Q) .
= changes in departmental inventory
= \ used

®  jnsurance Q\Ln\

= depreciation ' .

= estimated federal \AO(\MU {AY\ expense

o Forinformation on how each adjustment is calculated, see pages 104-107.
o Adjustment related vo

cab:
by acsers - SOOIS VAL Waill 8 864 R 4 iy’ ¢f
(AR W10 anocANarT AF 3 AQITIRT

n DIQP CIATION EXPENSE -“(\V‘R(\ G{:* VH” AQ\QA':\‘\\Q
QAR 24 30 AV (VT Y g L

Departmental and Company Loss on a Work Sheet

e If a department’s Departmental Margin Statements Debit column total is WW than the
Credit column total, the difference represents a op‘ératin loss. This occurs
when the total of a departments cost of Mﬂy ('& sold plus W&-

expenses exceeds its net sales.
o The net loss is written in the appropriate Departmental Margin Statements Credit column and
the Income Statement Debit column. )
e |f the Income Statement BQ\(\\—\‘ column total is larger than the CVO d\-\— column
total, the difference represents a \\ net loss. The difference represents a
AQQWAQQ} in stockholders’ equ1ty reéultlng from a net loss.
o The net loss is written in the Income Statement Credit and Balance Sheet Debit columns.

7|Page



SAMPLE PROBLEM: PREPARING A WORK SHEET WITH DEPARTMENTAL IMARGINS

Callostay Co. has two departments: Books and Music. The trial balance and adjustment information for Callostay
are provided. The work sheet is on the pages that follow.

1. Record the adjustments on the work sheet and total the adjustments columns. The adjustment
information below is used to complete the work sheet.

Uncollectible Accounts Expense, $130,200.00 < m& Oﬂ AQCQUVH'

estimated at 2.5% of sales on account

Merchandise Inventory — Books 85,200.80

Merchandise Inventory — Music 129,903.20

Supplies Used — Books 824.00

Supplies Used — Music 697.00
Supplies Used — Administrative 2,922.00
Insurance Expired 2,700.00
Depreciation Expense — Office Equipment 2,400.00
Depreciation Expense — Store Equipment, Books 3,450.00
Depreciation Expense — Store Equipment, Music 3,780.00
Federal Income Tax for the Year 10,316.18

2. Extend amounts to the proper debit and credit columns for the Departmental Margin Statements
columns. Accounts on the trial balance lines 56-65 are classified as indirect expenses. Total and rule the
work sheet.

8|Page
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4.4: Responsibility Statements for a Merchandising Business

Departmental Margin Statement . Y Q Q
e  RESPONSIBILITY STATEMENTS - ‘
3 A MMMMWT%MWMM W0, 0PAAT L SO ’

o The departmental margin statements are the responsibility statements. These are
similar to the income statement, but only A\Y@ ( expenses for that
department are included.

SAMPLE PROBLEM: PREPARING FINANCIAL STATEMENTS
Use the work sheet from the previous section.
1. Prepare departmental margin statements for the Books Department and the Music
Department. Calculate and record the component percentages for each item on the
statements. Round the percentage calculations to the nearest 0.1%.

ogetng b1 ColAI S R e

LLQS&%%S %&0&& = i —1 \%\% %"%6 153 Llo ,,,,,, - lo(())g, =
; o\ LT 0l |
'N@f&m&& d\ﬁé&vzld' BN G W TR ([
W \tn“v_m, Wuam\. 9 I KL )
PR T g S R
Qibmrew%%gm\cw B LR KL —_— . 3%% z
'%&A\ e%@%?%mn\@wm = e Txf?‘_ﬁ‘fmow ISR BT
LURS MEOYT 1V, DRLALANG. DM I KL e
Q% 6€ Mot &%\d i | - 840k 20| 4¢.| |
m&(i%&lf %El. TI7ATVE |GGG N S |10k ) TR
| r&lﬂ&m E\Lp% — RN 10|
| LS e
*&0 u)&)'wqmgés | %\{l&%} %0
IRVL B0 |
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Departmental Margin Statement—Music

BN

% of Net
Sales

L

DU | 17—

g —

g Fod o= me‘;

)0 —
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Income Statement with Departmental Margin

o Income starement - NWAVIMAL HAR VI Q\A(\\N\Y\G W YOOI 4 OYNonNees

4 280 (0NAd

o There are five columns: two for accounts and three for

company amounts and QQM(X\(\O 4 \ y (4 (\OA

SAMPLE PROBLEM: PREPARING FINANCIAL STATEMENTS, CONTINUED
Use the work sheet from the previous section.
2. Prepare an income statement. Calculate and record the component percentages for each
item on this statement. Round percentage calculations to the nearest 0.1%.

)
(VA% VSRR
Departmental Company i
Books | Music Amounts *% of
Net Sales |
%&\SA | ’L’b&%‘\% 'W(\oi\ o gl W 1000
(0920 (10471010 19455399 | 414 |
M&&D QMWM\M& WIGER AL Whede™| 514
: B L\l ot 40199 | \’wa“ Wy |
: “ wa an’l T AR W‘lmﬂg 409 |
Uuh ' DT O Y
QLW\D , L0 - | 0.9 |
%ﬁu \TLXMS Bxp M. I Rstl f 0."?
| E’L‘l@~ | R
, Ao, B LAl - B BT
&\m \m -, | ISR B 0.0
t% AQc)c QL() | 3759 - L 0%
@ | i (ESEER T e - \j}-l
N v\osvwz gmm i1 I A | TR L.
Q t. \'3 103 | 1%
N \V\QG\MQ HA 14X I WA WL
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Statement of Stockholders’ Equity

o  STATEMENT OF STOCKHOLDERS” EQUITY - 'Q Qléu QAR V] 1 -l- \QMG\NQ (‘W\ Yap &
W 4 CAYPOYEHQYIS (N\N\MVU”) 10 A MSCAL 1VIAA v

o Two major sections:

i. CAPlTALSToéK—‘\Qﬂ &MMS (S& (N!”QYM ml \HA
COYDOVAIY

2. Rrerapen Earnivas - AV AVIALVE 8AVN0A Wl A CODOVAHAYT
LV U AV S 40 SatAdES T
o DIVIDENDS - MWW\(})\Q ASNEd A0 SENAALS

SAMPLE PROBLEM: PREPARING FINANCIAL STATEMENTS, CONTINUED
Use the work sheet from the previous section.
3. Prepare a statement of stockholders’ equity. There are 2,000 shares of stock issued for
$100.00 per share and none issued during the current year.
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Balance Sheet
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SAMPLE PROBLEM: PREPARING FINANCIAL STATEMENTS, CONTINUED
Use the work sheet from the previous section. The balance sheet form is on the next page.
4. Prepare a balance sheet.

14| Page



E QUYV%%R l\&g@s%wg

%aﬁmm*

AL
33%46

J 1?:10490

Hm’,,

19 21050

i
i

| v%fén( O&L
\ AV g DVUVl

AM\ OYQ)N\\UY\(IQ Pé\x&

&M u%@
%” i

\E(LUM

wé%&&aw i

mn“ |
110 %0

4 L I L
15383"* | |

e

. -

|y

4q

0
A -

B | (A

14114740

; 1’3 :
1%106— |

15|Page



a3ed]|ot

- iz N
=) -
s -OHe ©
i DOk
A oo
5
;'.% —Wt/[/
E -1tlb)
= T
= t : ’_tm
- S TR
2o
D
e
-y |
i
! oaw mag ;

43y

‘1S4 ;

A7 LA e B
Ly VR G [ I=

L

dﬂw

M% a‘%@%

(f

N 13
V\ﬁ Vw%\ﬁ\\L

D@M%o [CE
%w -

1D

JLL anODDV

 IYN¥NOCL TVHM3ANZD

‘leuanof |esaua8 e o €T a8ed uo sauiua Sunsnipe ayy azijeulnol
1935 y4om s,Ae1s0||e) 40 suwnjod spuawisnipy ayy ur pajuasaid uoijewsopul ayy Suisn 't
"Mojaq papinoJd si puinof |p1auab b fo £T abnd "€ UO0III3S WOLf 193YS YI0M ay1 3s)

SAIYLNT DNISOTDI ANV ONILSNIAY SNIZITYNYNO[ :INTT1904d I1dINVS

POV TROST & ”PW! JUCTE SADIWY

J@Dw\ i vuao SN \)WWMMA N

W‘ \\) - SIIULNT ONILSNIAY e

ssaulisng pazue;uawuedaq e Joj saljug SUI].SI'\[pV Bum[eumor

ssauisng pazijejusawiedaq e Joj IO\ POLIRd-J0-puT Gy



Journalizing Closing Entries for a Departmentalized Business

e C‘LOSING ENTRIES - \QUVM WOS \J%Qd Jv(\ OVQDA,YQJ ‘\'QMYKVAVU AQQ(\UH"L\Q
Ty 4 ww Red (ay1dd T

o There are four closing entries (for details on each of these entries, see pages 119-121):

1. Closing entry for income statement accounts with Qredl balances
(revenue and (\(\YHVA cost accounts).

2. Closing entry for income statement accounts with dﬁb(‘l’ balances
0t , contra_YOVLY UL, ,and __ OYNIV180,
accounts). . '

3. Closing entry to record net \Vl(1 (\W or net \(\QQ in
the retained earnings account and to close the \f](‘ (\VV[Q QUW[WI&JA

|
)

account.

4. Closing entry for the A\V( (MH(K account.

SAMPLE PROBLEM: JOURNALIZING ADJUSTING AND CLOSING ENTRIES, CONTINUED

Use the work sheet from section 4.3. Pages 14-15 of a general journal are provided below.
2. Using Callostay’s work sheet, journalize the closing entries on pages 14 and 15 of a general

journal.
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GENERAL JOURNAL

CCCCCCCCC

- MU&\QJ

i P \ O

§ ‘&m I\ms‘i -MURIL,

'ij &% - % Wﬁ&‘gﬁfmm %A&M

DOC. POST.

B

18| Page



Post-Closing Trial Balance for a Departmentalized Business

e POST-CLOSING TRIAL BALANCE -~ MX M\ ﬂ Yp Y\é‘\d /XMI/ "\'m Q GQ \vld

WS Av0) [T i

o Foran example of a Post-Closing Trial Balance, see page 122.

Summary of Accounting Cycle

e  ACCOUNTING CYCLE - %QY\.O Q!C A(\C&W\nd AQ?\'\VH»LOQ \(\O\V&Od (M

VOO ANG WBMOAL Wit M4 DEeAl

o Fora \Aewew of the specific steps in the accountlng cycle see page 123.
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