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Understanding the transaction between Crane Company and Blue Company on March 2 offers
valuable insights into sales accounting, credit terms, and financial management. This article explores
the details of this sale, the significance of credit terms such as 2/10, N/30, and how businesses can

effectively manage such transactions to optimize cash flow and profitability.

Overview of the Sale Transaction

On March 2, Crane Company entered into a significant sales agreement with Blue Company, selling
merchandise valued at $830,000 on credit. This type of transaction is common in B2B (business-to-

business) sales, where payment is deferred rather than immediate.

Key Details of the Sale:
- Date of Sale: March 2
- Seller: Crane Company
- Buyer: Blue Company
- Sale Amount: $830,000

- Payment Terms: 2/10, N/30



Understanding these components helps clarify the nature of the transaction and sets the foundation for

analyzing subsequent accounting entries and cash flow implications.

Understanding Credit Terms: 2/10, N/30

The credit terms provided—2/10, N/30—are standard in commercial transactions and indicate the

payment options available to the buyer.

What Do the Terms Mean?

- 2/10: A 2% discount is available if the invoice is paid within 10 days from the invoice date.

- N/30: The net (full) amount is due within 30 days if the discount is not claimed.

In essence:
- If Blue Company pays within 10 days, they can deduct 2% of the invoice amount.

- If they miss this window, they must pay the full amount within 30 days.

Importance of Credit Terms in Business

- Cash Flow Management: Clear terms encourage early payments, improving cash flow.
- Customer Incentivization: Discounts motivate customers to pay sooner.

- Trade-offs: Offering discounts can reduce revenue but may lead to faster cash inflow.



Accounting for the Sale

Proper recording of this transaction is crucial for accurate financial statements and effective financial

management.

Initial Journal Entry at the Date of Sale

When Crane Company makes the sale on March 2, the following journal entry is typically recorded:

| Account Title | Debit | Credit |

I | I
| Accounts Receivable | $830,000 | |

| Sales Revenue | | $830,000 |

Explanation:
- Accounts Receivable increases as the amount is owed by Blue Company.

- Sales Revenue increases, reflecting the income earned from the sale.

Recognizing the Cost of Goods Sold (COGS)

If the company's inventory system tracks COGS, an additional entry is made:

| Account Title | Debit | Credit |

I | I
| Cost of Goods Sold | [Cost Amount] | |

| Inventory | | [Cost Amount] |

Note: The actual COGS depends on the cost basis of the merchandise sold.



Managing Payment and Discount Benefits

Suppose Blue Company takes advantage of the discount and pays within 10 days. Here's how the

accounting would be handled.

Receipt of Payment within Discount Period

- Date of Payment: Within 10 days of March 2 (e.g., March 8)
- Payment Amount:

$830,000 - 2% discount = $830,000 x 98% = $813,400
Journal Entry for Crane Company:
| Account Title | Debit | Credit |

I | I
| Cash | $813,400 | |

| Sales Discounts | $16,600 | |
| Accounts Receivable | | $830,000 |

Explanation:
- Cash increases by the amount received.
- Sales Discounts records the discount granted.

- Accounts Receivable is reduced by the full invoice amount.

Implications of Offering Discounts

- Encourages early payment, improving liquidity.
- Slight reduction in revenue due to discounts.

- Demonstrates customer-friendly credit policies.



Handling Payment After Discount Period

If Blue Company does not pay within 10 days but settles within 30 days, they pay the full amount of
$830,000.

Journal Entry for Crane Company:
| Account Title | Debit | Credit |

I | I
| Cash | $830,000 | |

| Accounts Receivable | | $830,000 |

Impact:

- No discount is applied, and revenue remains unaffected.

Impact on Financial Statements

The sale transaction influences various financial statement components:

Income Statement

- Recognizes revenue of $830,000.

- If discounts are taken, sales discounts reduce gross sales.



Balance Sheet

- Accounts Receivable increases by $830,000 initially.
- Upon payment, receivables decrease accordingly.

- Inventory decreases based on COGS.

Cash Flow Statement

- Reflects cash inflows from customer payments.

- Early payments (within 10 days) result in quicker cash inflow.

Strategies for Managing Credit Sales and Terms

Effective management of credit sales like the March 2 transaction is vital for maintaining healthy cash

flow and minimizing bad debt risks.

Best Practices for Businesses

1. Clear Credit Policies: Define credit limits and payment terms upfront.

. Prompt Invoicing: Send invoices immediately after sale to accelerate payment.

. Incentives for Early Payment: Use discounts strategically to encourage prompt settlement.
. Credit Checks: Assess customer creditworthiness before extending credit.

. Follow-up Procedures: Implement systematic follow-ups on overdue accounts.
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. Monitoring Accounts Receivable: Regularly review aging reports to identify potential collection

issues.



Leveraging Technology

- Use accounting software to automate invoicing and payment reminders.
- Implement electronic payment systems for faster transactions.

- Utilize customer relationship management (CRM) tools to manage credit interactions.

Legal and Ethical Considerations

Ensuring compliance with legal standards and maintaining ethical practices are crucial when managing

credit sales.

Key Points:

- Clearly specify credit terms in sales agreements.
- Maintain transparency about discounts and payment obligations.
- Ensure proper documentation of all transactions.

- Respect confidentiality and data security in customer dealings.

Conclusion

The sale made by Crane Company to Blue Company on March 2 exemplifies a typical credit
transaction with specific payment terms designed to benefit both parties. Understanding the nuances of
2/10, N/30 terms, and the associated accounting entries is essential for accurate financial reporting

and effective cash flow management. By implementing strategic credit policies and leveraging



technology, businesses can optimize their receivables, enhance liquidity, and foster strong customer

relationships.

Whether managing early payment discounts or handling overdue accounts, an informed approach
ensures that companies like Crane and Blue can sustain profitable and sustainable operations in

competitive markets.

Frequently Asked Questions

What does the terms 2/ 10, N/30 mean in the sale transaction
between Crane Company and Blue Company?

It indicates that Blue Company can take a 2% discount if they pay within 10 days; otherwise, the net

amount is due in 30 days.

How should Crane Company record the sale of $830,000 on March 2

with terms 2710, N/ 309

Crane Company should record the sale at the gross amount of $830,000 and recognize a potential

sales discount if Blue Company pays within 10 days.

If Blue Company pays within the discount period, how much will they
pay for the merchandise?

They will pay $813,400, which is $830,000 minus 2% ($16,600 discount).

What journal entry does Crane Company make when Blue Company



pays within the discount period?

Debit Cash $813,400, debit Sales Discounts $16,600, and credit Accounts Receivable $830,000.

What is the significance of the net 30-day payment term in this sale?

It indicates that the full payment is due within 30 days if the discount is not taken during the 10-day

window.

How does the sale impact Crane Company's financial statements?

It increases sales revenue by $830,000, and if paid early, it also recognizes a sales discount expense;

accounts receivable is increased accordingly.

What should Blue Company do if they miss the 10-day discount
window but pay before 30 days?

Blue Company should pay the full $830,000 without any discount, settling the account within the net 30

days.
How does the sale terms affect Blue Company's cash flow planning?
Blue Company might aim to pay within 10 days to benefit from the 2% discount, reducing their cash

outflow.

Are there any tax implications for Crane Company when offering sales
discounts?

Sales discounts reduce gross sales revenue, which can affect taxable income, depending on the

company's accounting policies.



What are common reasons companies offer terms like 2/10, N/ 302

To incentivize early payment, improve cash flow, and reduce accounts receivable collection time.

Additional Resources

On March 2, Crane Company Sold $830,000 Of Merchandise On Account To Blue Company, Terms
2/10, N/30

Introduction

In the intricate world of commercial transactions, understanding the nuances of sales agreements and
credit terms is vital for both financial accuracy and strategic decision-making. The transaction on
March 2, where Crane Company sold $830,000 worth of merchandise to Blue Company under specific
credit terms, exemplifies a typical yet complex business scenario that warrants a comprehensive
analysis. This article delves into the details of this transaction, exploring its accounting implications,

strategic significance, and the broader context within which such sales operate.

The Transaction Overview

On March 2, Crane Company extended a significant credit sale to Blue Company, amounting to
$830,000. The terms specified were 2/10, N/30, a standard notation in credit sales agreements that

indicates:

- A 2% discount is available if the invoice is paid within 10 days.

- The net amount ($830,000) is due within 30 days if the discount is not taken.



This transaction is not merely a simple sale; it embodies a strategic balance of incentivizing early

payment while managing credit risk, cash flow, and profitability.

Understanding Credit Terms: 2/10, N/30

What Do the Terms Mean?

The notation 2/10, N/30 is shorthand for:

- 2/10: A 2% discount is available if the customer pays within 10 days.

- N/30: The net (full) amount is due within 30 days, with no discount.

This incentivizes Blue Company to pay promptly, reducing the seller’s credit risk and improving cash

flow.

Implications for Both Parties

- For Crane Company:
- Encourages early payment, reducing the likelihood of overdue accounts.
- Potentially accelerates cash inflow, aiding liquidity.

- Offers a discount, which may impact profit margins if taken.

- For Blue Company:

- Provides an incentive to pay early to save 2%, which on an $830,000 sale equates to $16,600.

- Offers flexibility to pay later without penalty, up to 30 days.

Accounting for the Sale: Initial Recognition



Recording the Sale

Upon the sale on March 2, Crane Company must recognize:

- Revenue: The full amount of $830,000.

- Accounts Receivable: An asset reflecting the amount owed by Blue Company.

Journal Entry on March 2:

Dr. Accounts Receivable $830,000
Cr. Sales Revenue $830,000

This entry records the sale and recognizes the receivable at face value.

Estimating and Recording the Discount

When to Record the Discount

Since the discount is contingent on Blue Company paying within 10 days, Crane Company must

estimate the likelihood of early payment. Historically, companies may base this on past experience or

industry standards.

Key considerations include:

- The attractiveness of the 2% discount.

- Blue Company's payment history.

- External economic conditions affecting cash flows.



Expected Discount Revenue

If Crane Company expects a certain percentage of customers to take advantage of early payment

discounts, it may record an estimated discount as a contra-revenue or discount allowed account.

Example:

Suppose Crane Company estimates 60% of Blue Company's payment will qualify for the discount.

- Discount amount per sale: 2% of $830,000 = $16,600.
- Expected discount revenue: 60% of $16,600 = $9,960.

Possible journal entries:

Dr. Accounts Receivable $830,000

Cr. Sales Revenue $830,000

(If recognizing expected discounts upfront)

Dr. Discount Allowed (or Sales Discount) $9,960

Cr. Allowance for Sales Discounts $9,960

However, most companies recognize discounts when payments are received, not upfront, to match

revenue with realizable amounts.

Payment Processing and Final Settlement



Customer Payment Scenarios

- Within 10 days: Blue Company pays $814,400 (which is $830,000 minus 2% discount of $16,600).

- Between 11 and 30 days: Blue Company pays the full $830,000.

Accounting for Payment Within Discount Period:

Dr. Cash $814,400

Dr. Sales Discounts Forfeited $16,600
Cr. Accounts Receivable $830,000

Accounting for Payment After Discount Period:

Dr. Cash $830,000

Cr. Accounts Receivable $830,000

Impact on Cash Flow and Profitability

By incentivizing early payment, Crane Company can improve cash flow and reduce the risk of bad

debts. The discount, however, reduces the revenue recognized per sale, which must be carefully

balanced in financial analysis.

Broader Context: Strategic and Financial Implications



Risk Management

Offering credit terms like 2/10, N/30 involves assessing the creditworthiness of Blue Company. Proper

credit analysis minimizes the risk of default.

Revenue Recognition Standards

Under accounting standards (such as GAAP or IFRS), revenue should be recognized at the amount

expected to be received, considering discounts and allowances.

Impact on Financial Ratios

- Accounts Receivable Turnover: The speed with which Blue Company settles balances affects liquidity

ratios.

- Gross Profit Margin: The discount reduces gross profit per sale.

- Days Sales Outstanding (DSO): The credit terms influence how quickly receivables are converted

into cash.

Industry and Market Considerations

Typical Credit Terms

The 2/10, N/30 terms are common in many industries, especially manufacturing, wholesale, and

distribution sectors, where maintaining competitive credit policies is vital.

Competitive Strategies

Offering favorable credit terms can be a competitive advantage, attracting larger or more reliable

customers like Blue Company.



Ethical and Regulatory Considerations

Transparency in credit terms and consistent application are essential to meet legal and ethical

standards. Accurate recording and disclosures are necessary for financial reporting.

Conclusion

The sale on March 2 by Crane Company to Blue Company, under the terms 2/10, N/30, encapsulates
a strategic balance between incentivizing early payment and managing credit risk. This transaction
highlights critical aspects of revenue recognition, discount accounting, cash flow management, and

strategic credit policy implementation.

Understanding the detailed mechanics of such transactions provides valuable insights into the
operational and financial health of businesses. For stakeholders, whether internal management,
investors, or auditors, a thorough grasp of these elements is essential for accurate financial analysis

and strategic planning.

As businesses navigate an increasingly competitive and regulated environment, mastery of credit
terms and their accounting implications remains a cornerstone of sound financial management. The
March 2 transaction serves as a textbook example of how companies leverage credit policies to

optimize their financial performance while maintaining customer relationships.
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Note: This analysis is based on standard accounting principles and hypothetical assumptions about
expected collections. Actual accounting treatment may vary based on specific company policies and

evolving standards.
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