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Understanding how to accurately record merchandising transactions is
essential for maintaining precise financial records and ensuring compliance
with accounting standards. Cabelas, a prominent retailer specializing in
outdoor gear and apparel, employs a systematic approach to recording its
transactions through journal entries. These entries not only reflect the
company's financial activities but also help in analyzing its performance and
making informed business decisions. In this comprehensive guide, we will
explore how to prepare journal entries for various merchandising transactions
that Cabelas encounters, providing clarity on the accounting processes
involved.

Overview of Merchandising Transactions in
Retail Businesses

Before diving into specific journal entries, it’s important to understand the
typical merchandising transactions that a retailer like Cabelas handles.
These transactions include purchasing inventory, selling goods, returning
merchandise, and adjusting for various expenses or revenues related to
inventory management.

Common Merchandising Transactions
- Purchasing inventory for resale
- Selling merchandise to customers
- Returning merchandise from customers
- Returning inventory to suppliers
- Recording sales discounts and allowances
- Recognizing cost of goods sold (COGS)
- Adjusting inventory levels

Each of these transactions impacts different accounts and requires precise
journal entries to reflect the company's financial position.

Fundamental Accounts Involved in Merchandising
Transactions

Cabelas’ merchandising activities involve several key accounts:

- Inventory: The stock of goods held for sale.
- Accounts Payable: The liability incurred when purchasing inventory on
credit.
- Accounts Receivable: The amount owed by customers from sales.
- Sales Revenue: Income from selling merchandise.
- Cost of Goods Sold (COGS): The expense related to the inventory sold.



- Purchase Returns and Allowances: Reductions in inventory cost due to
returns.
- Sales Returns and Allowances: Reductions in sales revenue from returns.
- Cash: When transactions are settled immediately.
- Sales Discounts: Concessions granted to customers for early payment.

Understanding these accounts is vital for accurately preparing journal
entries corresponding to each transaction.

Step-by-Step Guide to Recording Merchandising
Transactions for Cabelas

Let’s examine specific transactions Cabelas might encounter, along with
detailed journal entries for each.

1. Purchasing Inventory on Credit

When Cabelas purchases inventory on credit, the company increases its
inventory asset and records a liability.

Transaction Example:
Cabelas purchases $50,000 worth of outdoor equipment from a supplier, with
terms 2/10, net 30.

Journal Entry:
- Debit Inventory $50,000
- Credit Accounts Payable $50,000

Explanation:
This entry reflects the increase in inventory and the obligation to pay the
supplier later.

2. Paying for Inventory Within the Discount Period

If Cabelas pays within the discount period, it records the discount received.

Transaction Example:
Cabelas pays $50,000 invoice within 10 days, qualifying for a 2% discount.

Calculation:
$50,000 x 2% = $1,000 discount

Journal Entry:
- Debit Accounts Payable $50,000
- Credit Cash $49,000
- Credit Inventory (or Purchase Discounts) $1,000

Note:
Some companies record discounts directly to inventory, reducing its cost.



3. Purchasing Inventory Without Discount

If payment is made after the discount period, no discount applies.

Journal Entry:
- Debit Inventory $50,000
- Credit Cash or Accounts Payable $50,000

4. Selling Merchandise to Customers

When Cabelas makes a sale, it recognizes revenue and the related COGS.

Transaction Example:
Cabelas sells merchandise costing $20,000 for $40,000 on credit.

Journal Entry for Sale:
- Debit Accounts Receivable $40,000
- Credit Sales Revenue $40,000

Journal Entry for COGS:
- Debit Cost of Goods Sold $20,000
- Credit Inventory $20,000

Explanation:
The sale increases accounts receivable and revenue, while COGS decreases
inventory and recognizes expense.

5. Recording Customer Returns and Allowances

If a customer returns merchandise, Cabelas must adjust sales revenue and
inventory accordingly.

Transaction Example:
Customer returns $5,000 worth of goods that cost $2,500.

Journal Entry:
- Debit Sales Returns and Allowances $5,000
- Credit Accounts Receivable $5,000

For COGS:
- Debit Inventory $2,500
- Credit Cost of Goods Sold $2,500

Note:
Returns reduce revenue and increase inventory.

6. Recording Payment Received from Customer

When the customer pays the invoice, the company records receipt of cash.

Transaction Example:
Customer pays $40,000 owed on credit.



Journal Entry:
- Debit Cash $40,000
- Credit Accounts Receivable $40,000

7. Returning Inventory to Supplier (Purchase Returns)

If Cabelas returns some inventory to the supplier, it reduces inventory and
accounts payable.

Transaction Example:
Returns $3,000 worth of inventory.

Journal Entry:
- Debit Accounts Payable $3,000
- Credit Inventory $3,000

8. Recording Purchase of Merchandise via Cash

If Cabelas pays cash upfront for inventory:

Transaction Example:
Purchases $10,000 worth of goods.

Journal Entry:
- Debit Inventory $10,000
- Credit Cash $10,000

Additional Considerations for Accurate Journal
Entries

Proper recording involves attention to detail, especially regarding
discounts, returns, and allowances. Here are some tips:

- Always record discounts at the time of payment if applicable.
- Use separate accounts for sales discounts and returns to track reductions
accurately.
- Ensure inventory and COGS are updated simultaneously to reflect the true
cost and value.
- Maintain documentation for all transactions to support journal entries.

Impact of Merchandising Transactions on
Financial Statements

Correct journal entries directly affect the balance sheet and income
statement:

- Assets: Inventory increases or decreases based on purchases and returns.
- Liabilities: Accounts payable reflect obligations to suppliers.
- Revenues and Expenses: Sales and COGS influence net income.



- Equity: Changes in net income affect retained earnings.

Understanding these impacts helps in analyzing Cabelas’ financial health and
operational efficiency.

Summary of Key Journal Entries for Cabelas

| Transaction | Debit | Credit | Description |
|--------------|--------|---------|--------------|
| Purchase inventory on credit | Inventory | Accounts Payable | Increase in
inventory and liabilities |
| Payment within discount period | Accounts Payable | Cash / Inventory |
Payment and discount reduction |
| Sale of merchandise | Accounts Receivable | Sales Revenue | Recognition of
revenue and receivables |
| Cost of goods sold | Cost of Goods Sold | Inventory | Expense recognition
and inventory reduction |
| Customer return | Sales Returns and Allowances | Accounts Receivable |
Reduction in sales |
| Return of inventory | Accounts Payable | Inventory | Reduction in
liabilities and inventory |
| Receipt of customer payment | Cash | Accounts Receivable | Cash inflow from
sales |

Conclusion

Mastering the process of preparing journal entries for merchandising
transactions is fundamental for accurate financial reporting. Cabelas'
operations encompass a variety of transactions that require careful recording
to reflect the true state of its financial position. By understanding the
accounts involved and following systematic procedures, accountants and
financial managers can ensure transparency, compliance, and insightful
financial analysis. Whether dealing with purchases, sales, returns, or
discounts, precise journal entries form the backbone of reliable financial
statements and effective business management.

Frequently Asked Questions

How do you record the purchase of inventory for
Cabelas using the perpetual inventory system?

You debit the Inventory account and credit Accounts Payable for the purchase
amount, e.g., Debit Inventory and Credit Accounts Payable.

What journal entry is made when Cabelas sells
merchandise to a customer on credit?

Debit Accounts Receivable and credit Sales Revenue; also, debit Cost of Goods
Sold and credit Inventory to record the cost of the sold merchandise.



How should Cabelas record sales returns and
allowances?

Debit Sales Returns and Allowances and credit Accounts Receivable;
simultaneously, debit Inventory and credit Cost of Goods Sold to reflect
returned merchandise.

What is the journal entry for Cabelas when it pays
freight charges on merchandise purchase?

Debit Inventory (or Freight-In) and credit Cash or Accounts Payable,
depending on whether freight is paid immediately or billed.

How does Cabelas record purchase discounts taken on
early payment?

Debit Accounts Payable for the full amount, credit Cash for the amount paid,
and credit Inventory for the discount received if the discount reduces the
cost of inventory.

What journal entries are made when Cabelas receives a
purchase return from a supplier?

Debit Accounts Payable and credit Inventory to reduce the liability and
inventory asset accordingly.

How are sales discounts recorded in Cabelas' books?

Debit Sales Discounts and credit Accounts Receivable for the discount amount
offered to customers for early payment.

What is the appropriate journal entry for Cabelas to
record bad debt expense related to merchandise sales?

Debit Bad Debt Expense and credit Allowance for Doubtful Accounts to
recognize estimated uncollectible accounts.

Additional Resources
Prepare Journal Entries To Record The Following Merchandising Transactions Of
Cabelas, Which Uses The perpetual inventory system, is a fundamental skill
for accounting students and professionals working in retail and merchandising
environments. Properly recording these transactions ensures accurate
financial statements, reflects inventory changes correctly, and maintains the
integrity of the company's accounting records. In this comprehensive guide,
we will explore the step-by-step process of preparing journal entries for
various common merchandising transactions, illustrating how Cabelas, a
renowned outdoor gear retailer, would handle these scenarios within their
accounting system.

---

Understanding the Context: Cabelas and Merchandising Transactions



Cabelas operates as a retailer that sells outdoor apparel, hunting, fishing,
camping gear, and related products. As a merchandising company, it engages in
purchasing inventory from suppliers and selling to customers, necessitating
precise accounting for inventory, sales, returns, and other related
activities.

Given that Cabelas uses the perpetual inventory system, inventory updates
occur continuously with each transaction, providing real-time data on
inventory levels and cost of goods sold (COGS). This system requires
meticulous recording of each purchase and sale, including discounts, returns,
and allowances.

---

The Importance of Accurate Journal Entries

Proper journal entries form the backbone of accurate financial reporting.
They:

- Record the acquisition of inventory
- Capture sales revenue and associated COGS
- Record returns and allowances
- Reflect payment transactions
- Track inventory adjustments

In the context of Cabelas, mastering these journal entries helps in
maintaining accurate financial statements, managing cash flows, and making
informed business decisions.

---

Common Merchandising Transactions and Their Journal Entries

Below, we will analyze typical transactions faced by Cabelas, providing
detailed steps and explanations for preparing the corresponding journal
entries.

---

1. Purchasing Inventory on Credit

Scenario: Cabelas purchases $50,000 worth of outdoor gear from a supplier on
credit, terms 2/10, net 30.

Journal Entry:

- Debit: Inventory $50,000
- Credit: Accounts Payable $50,000

Explanation:
When Cabelas receives inventory, it increases its inventory asset account,
reflecting the acquisition. The credit to accounts payable recognizes the
liability owed to the supplier.

---

2. Recording Purchase Discounts

Scenario: Cabelas pays within the discount period and receives a 2% discount.



Calculation:
$50,000 × 2% = $1,000 discount

Journal Entry:

- Debit: Accounts Payable $50,000
- Credit: Cash $49,000
- Credit: Inventory $1,000

Explanation:
Since the discount reduces the amount payable, Cabelas pays $49,000 in cash
and reduces inventory by $1,000 to reflect the discount received on inventory
cost.

---

3. Recording Sale of Merchandise

Scenario: Cabelas sells merchandise costing $20,000 for $35,000 cash.

Journal Entry at Sale:

- Debit: Cash $35,000
- Credit: Sales Revenue $35,000

Journal Entry at Cost of Goods Sold:

- Debit: Cost of Goods Sold $20,000
- Credit: Inventory $20,000

Explanation:
The sale increases cash and revenue, while the COGS entry reduces inventory
and records the expense associated with the sale. This aligns with the
perpetual inventory system, updating inventory in real-time.

---

4. Recording Returns by Customers (Sales Return)

Scenario: A customer returns merchandise worth $5,000, which cost Cabelas
$3,000.

Journal Entry for Return:

- Debit: Sales Returns and Allowances $5,000
- Credit: Accounts Receivable (or Cash if cash sale) $5,000

To record the return of inventory:

- Debit: Inventory $3,000
- Credit: Cost of Goods Sold $3,000

Explanation:
Sales returns decrease revenue and accounts receivable. The inventory is
increased because the returned goods are added back to stock, and COGS is
decreased accordingly.

---



5. Recording Allowances and Discounts on Sales

Scenario: Cabelas grants a $1,000 allowance to a customer due to a defect.

Journal Entry:

- Debit: Sales Returns and Allowances $1,000
- Credit: Accounts Receivable $1,000

This reduces the receivable and reflects the allowance granted.

---

6. Purchasing Inventory with Freight Costs

Scenario: Cabelas incurs $2,000 freight charges on inventory purchased.

Journal Entry:

- Debit: Inventory $2,000
- Credit: Cash or Accounts Payable $2,000

Explanation:
Freight costs are capitalized as part of inventory because they are necessary
costs to bring inventory to saleable condition.

---

7. Paying off Accounts Payable

Scenario: Cabelas pays $45,000 to its supplier within the discount period.

Calculation:
Original invoice: $50,000
Discount: $1,000
Payment: $49,000 (as previously recorded)

Journal Entry:

- Debit: Accounts Payable $50,000
- Credit: Cash $49,000
- Credit: Inventory $1,000

(Same as in purchase discount scenario)

---

Special Considerations in Cabelas' Merchandising Transactions

Handling Sales with Multiple Elements

Cabelas often sells bundled products or items with discounts, requiring
careful separation of revenue and COGS. When multiple items are involved,
each item’s cost and sale price are tracked separately to ensure accurate
profit analysis.

Managing Inventory Write-Downs

If inventory becomes obsolete or damaged, Cabelas needs to record a loss:



- Debit: Loss on Inventory Write-Down
- Credit: Inventory

This reflects the reduced value of inventory on hand.

Record-Keeping for Returns and Allowances

Returns and allowances often involve adjustments beyond initial entries,
requiring careful tracking to ensure they are correctly reflected in the
financial statements.

---

Practical Tips for Preparing Journal Entries

- Always verify the transaction details before recording.
- Use the correct accounts—inventory, COGS, sales, receivables, payables.
- Remember that in a perpetual system, inventory is updated immediately.
- Record discounts and freight costs as they affect inventory or expenses.
- Maintain supporting documentation for all transactions.

---

Conclusion

Prepare Journal Entries To Record The Following Merchandising Transactions Of
Cabelas, Which Uses The perpetual inventory system, is essential for accurate
financial reporting and inventory management. By understanding the nature of
each transaction—purchases, sales, returns, discounts, and
freight—accountants can ensure that Cabelas’s financial records accurately
reflect its operations. Mastery of these journal entries enhances the
reliability of financial statements, supports effective decision-making, and
ensures compliance with accounting standards.

Whether you are an accounting student, a professional accountant, or a retail
manager, applying these principles diligently will help you handle
merchandising transactions confidently and accurately.
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