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Accounting I

Assignment Lesson 33 KEY
1. Explain the difference between the perpetual inventory system and the periodic inventory system. What are the advantages and disadvantages to each?

i. The perpetual inventory system: used by large businesses or smaller businesses with automated accounting systems.

1. The perpetual inventory system keeps constant, up-to-date records of the merchandise on hand.

2. This system can tell business owners what kind of merchandise is on hand with the click of a button.

3. With this system, each time a purchase or sale is made, the Merchandise Inventory account is changed, in addition to the cost of sale being recorded in all proper accounting records.

4. This system allows the business to see exactly what it owns at any point in time. The business can then order any items that have a low

ii. The periodic inventory system: used by small businesses that prepare manual accounting records

1. In a periodic inventory system, inventory records are only updated after the merchandise is physically counted. They are not changed with every sale.

2. When businesses take a physical count of their merchandise, it is called taking inventory. This occurs at least once a year.

3. The physical count of inventory keeps records current. 
Advantages and disadvantages vary: Perpetual system could be costly, but efficient; Periodic system could be time consuming, but far less expensive. 
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