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Introduction

On January 6, Crane Company sells merchandise on account to Harley Inc. for $7,000, with payment
terms of 1/10, N/30. This transaction is a typical example of credit sales in the business world,
illustrating how companies extend credit to customers and manage receivables. Understanding the
accounting implications of this sale, including revenue recognition, receivables management, and the
impact of early payment discounts, is vital for accurate financial reporting and effective cash flow
management.

In this article, we'll explore the details of this transaction, the meaning of the terms involved, and the
accounting entries required. We'll also discuss the importance of credit policies, discount policies, and
how to handle subsequent payments and discounts in the company's accounting records.

Understanding the Sale Transaction

Details of the Sale

On January 6, Crane Company records a sale of merchandise valued at $7,000 to Harley Inc., a
customer. The transaction is made on credit, meaning Harley Inc. will pay for the goods at a later
date, rather than immediately in cash.

The transaction includes specific payment terms:

- 1/10: The customer receives a 1% discount if they pay within 10 days.
- N/30: The net (full) amount is due within 30 days if the discount is not taken.

These terms incentivize early payment, helping Crane Company improve its cash flow and reduce the
risk of bad debts.

Payment Terms Explained

Understanding the payment terms is crucial for both the seller and the buyer:

- 1/10: The buyer can deduct 1% from the invoice amount if payment is made within 10 days.
- N/30: If the buyer does not take advantage of the discount, the full amount is due within 30 days.



In this case, Harley Inc. has the opportunity to save 1% if they pay early, which is a common practice
in credit sales to encourage prompt payment.

Accounting for the Sale

Initial Journal Entry by Crane Company

At the time of sale on January 6, Crane Company records the revenue and accounts receivable as
follows:

Journal Entry:

| Date | Account Titles | Debit | Credit |
|----------------|----------------------------|-----------|-----------|
| January 6 | Accounts Receivable | $7,000 | |
| | Sales Revenue | | $7,000 |

Explanation:

- Debit Accounts Receivable to recognize that Harley Inc. owes Crane Company $7,000.
- Credit Sales Revenue to recognize the sale of merchandise.

This entry complies with revenue recognition principles, recording the sale at the gross amount, even
if discounts may later be applied.

Handling Payment and Discounts

Scenario 1: Harley Inc. Pays Within the Discount Period

Suppose Harley Inc. pays on January 10, which is within the 10-day discount window. They will pay:

- Amount due: $7,000
- Discount: 1% of $7,000 = $70
- Payment amount: $7,000 - $70 = $6,930

Journal Entry upon Payment:

| Date | Account Titles | Debit | Credit |
|----------------|----------------------------|-----------|-----------|
| January 10 | Cash | $6,930 | |
| | Sales Discounts | $70 | |
| | Accounts Receivable | | $7,000 |



Explanation:

- Debit Cash for the amount received.
- Debit Sales Discounts for the discount amount to recognize the discount taken.
- Credit Accounts Receivable to clear Harley Inc.'s account.

Note: The Sales Discounts account is a contra-revenue account, reducing total sales revenue in the
income statement.

Scenario 2: Harley Inc. Pays After the Discount Period

If Harley Inc. pays after January 10 but within 30 days, say on January 20, they pay the full $7,000,
with no discount.

Journal Entry:

| Date | Account Titles | Debit | Credit |
|----------------|----------------------------|-----------|-----------|
| January 20 | Cash | $7,000 | |
| | Accounts Receivable | | $7,000 |

Explanation:

- Debit Cash for the full amount.
- Credit Accounts Receivable to clear the receivable.

Impact on Financial Statements

Revenue Recognition

The initial sale is recognized as revenue of $7,000 at the time of the sale, regardless of when
payment is received, consistent with accrual accounting principles.

Accounts Receivable

Accounts receivable increases by $7,000 at the sale date. When Harley Inc. pays, the receivable
decreases accordingly, reflecting the collection process.

Sales Discounts and Revenue Impact

If Harley Inc. takes advantage of the discount, the company's revenue is effectively reduced by the



discount amount, reflected in the Sales Discounts account.

Managing Credit Policies and Risks

Effective credit management is vital for maintaining a healthy cash flow and minimizing bad debts.
Companies establish credit policies, including:

- Credit limits for customers.
- Payment terms and discounts.
- Credit approval procedures.
- Collection strategies.

In this scenario, Crane Company offers a standard 1% discount for early payment, encouraging
prompt settlement and reducing the risk of overdue accounts.

Best Practices for Recording and Monitoring Credit
Sales

To ensure accurate financial reporting, companies should:

- Maintain detailed records of sales and payments.
- Record discounts accurately when taken.
- Regularly review accounts receivable aging reports.
- Follow up promptly on overdue accounts.
- Use accounting software to automate entries and alerts.

Summary of Key Points

- The sale on January 6 is recorded at gross amount ($7,000).
- Early payment within 10 days triggers a 1% discount ($70).
- Proper journal entries for sales, discounts, and payments ensure accurate financial statements.
- Adjustable payment terms incentivize early payments, improving cash flow.
- Effective credit management minimizes financial risks.

Conclusion

The transaction on January 6 between Crane Company and Harley Inc. exemplifies standard credit
sale procedures, highlighting the importance of understanding payment terms, discounts, and their
impact on financial records. By properly recognizing revenue, receivables, and discounts, businesses
can maintain accurate financial reporting, optimize cash flow, and implement effective credit policies.

Whether your company is a manufacturer, retailer, or service provider, mastering the accounting for



credit sales ensures compliance with accounting standards and supports sound financial decision-
making. As demonstrated in this scenario, careful management of receivables and discounts benefits
both the seller and the buyer, fostering healthy business relationships and financial stability.

---
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Frequently Asked Questions

What are the key details of the sale between Crane Company
and Harley Inc. on January 6?
Crane Company sold merchandise valued at $7,000 to Harley Inc. on January 6, with payment terms
of 1% discount if paid within 10 days, otherwise the net amount is due in 30 days.

How do the payment terms '1/10, N/30' affect Harley Inc.'s
payment options?
Harley Inc. can take a 1% discount if they pay within 10 days; if they miss this window, they must pay
the full $7,000 within 30 days without a discount.

What journal entry should Crane Company record on January 6
for this sale?
Crane would debit Accounts Receivable for $7,000 and credit Sales Revenue for $7,000 on January 6.

How does the 1% discount impact the accounting entries if
Harley Inc. pays within 10 days?
If Harley pays within 10 days, Crane records a $70 discount (1% of $7,000), debits Cash for $6,930,
credits Accounts Receivable for $7,000, and debits Sales Discounts for $70.

What is the significance of the 'N/30' payment term for Crane
Company?
'N/30' indicates that the net amount of $7,000 is due within 30 days, after which the account may be
considered overdue or in default if unpaid.

What are the potential cash flow implications for Crane



Company due to these terms?
The terms encourage early payment with a discount, potentially improving cash flow, while also
allowing for full payment up to 30 days, providing flexibility for Harley Inc.

Additional Resources
Understanding the January 6 Sale: Crane Company Sells Merchandise on Account to Harley Inc. for
$7,000, Terms 1/10, N/30

On January 6, Crane Company records a significant sales transaction when it sells merchandise on
account to Harley Inc. for $7,000, with credit terms of 1/10, N/30. This transaction encapsulates many
fundamental principles of accounting, credit management, and financial analysis that are crucial for
both businesses and accounting professionals. In this guide, we'll break down the details of this
transaction, explore the implications of the credit terms, and analyze how it impacts both companies'
financial statements.

---

The Core Transaction

What Happened on January 6?

Crane Company, a supplier or manufacturer, sold merchandise valued at $7,000 to Harley Inc., a
customer or retailer, on credit. The sale was made with specific payment terms:

- 1/10: A 1% discount is available if the invoice is paid within 10 days.
- N/30: The net (full) amount is due within 30 days if the discount isn’t taken.

This type of transaction is common in business-to-business sales, especially when the seller offers
incentives for early payment.

---

Breaking Down the Terms: 1/10, N/30

What Do These Terms Mean?

Credit terms dictate how and when a customer should pay and what discounts are available. Here’s a
detailed explanation:

- 1/10: The buyer can take a 1% discount if they pay within 10 days of the invoice date.
- N/30: The net amount (full invoice price) is due within 30 days if the early payment discount is not
utilized.

Why Are These Terms Important?

Credit terms serve multiple purposes:

- Encouraging early payments: Offering discounts incentivizes prompt payment, improving the seller’s



cash flow.
- Managing credit risk: Clear terms help set expectations and reduce misunderstandings.
- Financial planning: Both parties can better forecast cash inflows and outflows based on payment
patterns.

Calculating the Discount

If Harley Inc. pays within 10 days, they can deduct 1% from the invoice amount:

- Discount amount = $7,000 × 1% = $70
- Amount payable if paid early = $7,000 - $70 = $6,930

If the payment is made after 10 days but within 30 days, Harley Inc. pays the full $7,000.

---

Journal Entries for Crane Company

Recording the Sale on January 6

When Crane Company makes the sale, it must record the revenue and accounts receivable:

Date: January 6

Entry:

| Debit | Credit | Explanation |
|---|---|---|
| Accounts Receivable | $7,000 | To record the receivable from Harley Inc. |
| Sales Revenue | $7,000 | To recognize revenue from the sale |

This journal entry recognizes the income earned and the amount owed by Harley Inc.

Recognizing the Discount if Paid Early

Suppose Harley Inc pays within 10 days, on January 10. The payment and discount are recorded as:

Date: January 10

| Debit | Credit | Explanation |
|---|---|---|
| Cash | $6,930 | Payment received, net of discount |
| Sales Discounts | $70 | To recognize the discount taken |
| Accounts Receivable | $7,000 | To clear the receivable |

This entry reflects the receipt of cash at the discounted rate and the reduction of the receivable.

If Harley Inc Pays After 10 Days

Suppose payment occurs after January 10, say on January 20. The entry would be:



Date: January 20

| Debit | Credit | Explanation |
|---|---|---|
| Cash | $7,000 | Full payment received |
| Accounts Receivable | $7,000 | To clear the receivable |

No discount is recorded since the early payment discount was not utilized.

---

Impact on Financial Statements

For Crane Company

- Revenue Recognition: The sale increases sales revenue by $7,000.
- Accounts Receivable: The receivable increases by $7,000 initially and decreases when payment is
received.
- Cash Flow: Cash inflows occur when Harley Inc. pays, either within 10 days or after.

For Harley Inc.

- Purchases and Expenses: The merchandise becomes inventory or expense, depending on accounting
policies.
- Accounts Payable: Harley Inc. records a liability until payment is made.
- Cash Outflow: The payment reduces cash and accounts payable.

---

Additional Considerations

Effect of Early Payment Discounts on Business

Offering discounts like 1/10 can:

- Improve cash flow by incentivizing early payments.
- Reduce the risk of overdue receivables.
- Potentially encourage customers to pay sooner, enhancing liquidity.

Cost-Benefit Analysis

Businesses should analyze whether the discount is beneficial overall:

- Pros:
- Faster cash collection.
- Reduced collection efforts.
- Cons:
- Slight reduction in revenue per sale.
- Possible impact on profit margins.

Managing Credit Risk



- Companies often perform credit checks before extending credit.
- Establishing clear credit policies helps mitigate default risks.

---

Practical Example: Scenario Analysis

Let’s examine a typical scenario involving the transaction:

Scenario 1: Harley Inc pays within 10 days.

- Payment received: $6,930
- Discount taken: $70
- Effect on Crane’s books:
- Increase cash by $6,930.
- Record a sales discount of $70.
- Reduce accounts receivable by $7,000.

Scenario 2: Harley Inc pays after 10 days but within 30 days.

- Payment received: $7,000
- No discount applied.
- Effect:
- Increase cash by $7,000.
- Reduce accounts receivable by $7,000.

Scenario 3: Harley Inc delays beyond 30 days.

- Potentially, the sale could be considered overdue, and the company might need to assess whether
to record an allowance for doubtful accounts.

---

Best Practices for Businesses Handling Similar Transactions

- Clear Documentation: Always specify credit terms explicitly on invoices.
- Timely Recording: Record sales and receivables promptly to ensure accurate financial statements.
- Monitoring Accounts Receivable: Regularly review outstanding receivables to identify overdue
accounts.
- Applying Discounts Strategically: Use discounts as a tool to improve cash flow without sacrificing too
much profit.
- Customer Communication: Maintain open communication with customers regarding payment
expectations and discounts.

---

Conclusion

The January 6 transaction where Crane Company sells merchandise on account to Harley Inc. for
$7,000 with terms 1/10, N/30 encapsulates important principles of credit sales, revenue recognition,
and cash flow management. Understanding these terms and their implications helps businesses



optimize their receivables processes, improve liquidity, and maintain strong customer relationships.
Whether you're an accountant, a business owner, or a financial analyst, mastering the nuances of
such transactions is essential for sound financial management and strategic decision-making.

---

Key Takeaways:

- The 1/10, N/30 credit terms provide a clear incentive for early payment.
- Proper journal entries are vital for accurate financial reporting.
- Monitoring receivables and managing credit policies help mitigate risks.
- Strategic use of discounts can enhance cash flow without significantly harming profit margins.

By comprehensively understanding transactions like these, businesses can better navigate the
complexities of credit sales and ensure their financial health remains robust.
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