Many of the important ideas and concepts discussed in Chapter 5 are reflected in the following list of key
terms. Test your understanding of these terms by matching the appropriate definitions with the terms. Record
the number identifying the most appropriate definition in the blank space next to each term.

Cash discount —— Merchandise

Credit memorandum — Multiple-step income statement
Credit period — Periodic inventory system
Credit terms — Perpetual inventory system
Debit memorandum — Purchases discounts
Discount period — ___ Retained eamings statement
EOM — Sales discount

FOB —— Selling expenses

General and administrative expenses ——— Single-step income statement
Gross profit — Trade discount

Inventory — Transportation-in

List price

Merchandise inventory 2



10.

11.
12.
13.

14.

The difference between revenue and the cost of goods sold.

A method of accounting for inventories in which cost of goods sold is recorded each time a sale is made
and an up-to-date record of goods on hand is maintained.

A deduction from a list or catalogue price that is used to determine the actual sales price of goods.

A deduction from the invoice price granted to customers in return for early payment; that is, cash
discounts to customers.

Memorandum sent to notify its recipient that the sender has debited the recipient’s account in its
records.

An income statement on which cost of goods sold and the expenses are subtracted in steps to get net
income.

An abbreviation for the words end-of-month that is sometimes used in expressing the credit terms of a
sales agreement.

The nominal price of an item from which any trade discount is deducted to determine the actual sales
price; also known as the catalogue price.

A financial statement that reports the changes in a corporation’s retained earnings that occurred during
an accounting period.

The specified amounts and timing of payments that a buyer agrees to make in return for being granted
credit to purchase goods or services.

The agreed period of time for which credit is granted and at the end of which payment is expected.
Costs incurred by a purchaser for transporting purchased merchandise to its place of business.

Deductions from the invoice price of purchased items granted by suppliers in return for early payment;
that is, cash discounts from suppliers.

A memorandum sent to notify its recipient that the sender has credited the recipient’'s account in its
records.
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