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Starting a new business involves numerous strategic decisions, especially concerning inventory
management and procurement. For Concord Company, its initial month of operations was marked by a
series of deliberate merchandise purchases designed to establish its product offerings and set the
foundation for future growth. Understanding the details of these purchases provides insight into how
new companies manage their supply chains, record transactions, and prepare for sales. This article
explores in detail the three merchandise purchases Concord Company made during its first month,
including the accounting implications, the nature of each purchase, and best practices for managing

such transactions.

Overview of Concord Company’s First Month Purchases

In the first month of operation, Concord Company engaged in three key merchandise acquisitions.
These purchases were crucial for establishing inventory levels, selecting suppliers, and determining

cost strategies. The three purchases are summarized as follows:

1. Purchase of merchandise inventory from Supplier A



2. Purchase of merchandise inventory from Supplier B

3. Purchase of additional inventory from Supplier A

Each purchase involved specific terms, costs, and recording procedures, which are essential for

accurate financial reporting and effective inventory management.

Details of the Three Purchases

1. Purchase from Supplier A

- Date of Purchase: January 3, 2024

- Quantity: 200 units

- Cost per Unit: $15

- Total Cost: $3,000

- Terms: 2/10, net 30 (2% discount if paid within 10 days, full payment due in 30 days)

- Delivery Terms: FOB shipping point

This initial purchase was meant to stock basic inventory and was recorded at gross cost, considering

the potential for early payment discounts.

2. Purchase from Supplier B

- Date of Purchase: January 10, 2024
- Quantity: 150 units
- Cost per Unit: $20



- Total Cost: $3,000
- Terms: Net 30

- Delivery Terms: FOB destination

This purchase added variety to the inventory and was made under standard payment terms without

discounts, affecting the payable accounts accordingly.

3. Second Purchase from Supplier A

- Date of Purchase: January 20, 2024
- Quantity: 300 units

- Cost per Unit: $14.50

- Total Cost: $4,350

- Terms: 2/10, net 30

- Delivery Terms: FOB shipping point

The second purchase from Supplier A was motivated by favorable pricing and terms, aiming to

increase inventory levels at a lower cost per unit.

Accounting for Purchases: Key Concepts and Journal Entries

Recording merchandise purchases accurately is vital for proper financial statements and inventory

management. Several accounting principles and methods are applicable:

Inventory Valuation Methods

- FIFO (First-In, First-Out): Assumes the earliest purchased goods are sold first.



- LIFO (Last-In, First-Out): Assumes the most recent purchases are sold first.

- Weighted Average: Averages the cost of all inventory available for sale.

The choice of method affects cost of goods sold (COGS) and ending inventory valuation, impacting net

income and tax liabilities.

Journal Entries for the Purchases

For Purchase from Supplier A (January 3):
“plaintext

Debit Inventory $3,000

Credit Accounts Payable $3,000

For Purchase from Supplier B (January 10):
“plaintext

Debit Inventory $3,000

Credit Accounts Payable $3,000

For Second Purchase from Supplier A (January 20):
“plaintext

Debit Inventory $4,350

Credit Accounts Payable $4,350

Considering Discounts (if paid within discount period):

If Concord Company pays within the discount window for the first and third purchases, the entries

would reflect the discount received:



“plaintext
Debit Accounts Payable (full amount)
Credit Cash (discounted amount)

Credit Inventory (discount amount)

This process reduces the payable and inventory costs, affecting cash flow and profit margins.

Impact of Purchases on Financial Statements

The three purchases directly influence the company's financial position:

Balance Sheet

- Assets: Increase in inventory (a current asset)

- Liabilities: Increase in accounts payable (a current liability)

Income Statement

- Cost of Goods Sold: Calculated based on inventory valuation method

- Gross Profit: Net sales minus COGS

Proper recording ensures accurate reflection of Concord Company’s initial financial health and

operational capacity.



Strategic Considerations in Merchandise Purchases

When making initial purchases, companies should consider:

e Supplier reliability and reputation

Pricing and discount opportunities

Terms of payment and delivery

Inventory turnover and storage costs

Impact on cash flow and liquidity

Effective inventory management during the first month lays the groundwork for sustainable growth and

profitability.

Managing Inventory and Purchases Post-Initial Month

After the initial purchases, companies like Concord should focus on:

Inventory Control

- Implementing inventory tracking systems



- Conducting regular stock counts

- Monitoring turnover rates

Supplier Relationships

- Negotiating better terms
- Establishing reliable supply chains

- Diversifying suppliers to mitigate risks

Financial Planning

- Budgeting for future purchases
- Analyzing purchase patterns

- Optimizing payment timing to benefit from discounts

Conclusion

In its first month of operations, Concord Company made three strategic merchandise purchases that
set the stage for its inventory management and financial health. Understanding each purchase's
details, recording procedures, and strategic implications helps ensure accurate financial reporting and
effective supply chain management. As Concord continues to grow, maintaining disciplined purchasing
practices and leveraging supplier relationships will be key to sustaining profitability and operational

Success.
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Frequently Asked Questions

What are the key considerations for Concord Company when making
its first merchandise purchases?

Concord Company should consider factors such as supplier reliability, purchase costs, inventory

management, shipping terms, and payment conditions to ensure effective initial procurement.

How can Concord Company determine the most cost-effective
purchasing strategy during its first month?

By comparing supplier prices, discounts, shipping costs, and payment terms across the three

purchases, Concord can identify the most economical options to optimize cash flow and profit margins.

What accounting methods should Concord Company use to record
these initial merchandise purchases?

Concord should use either the perpetual or periodic inventory system, recording purchases as

inventory assets and adjusting for cost of goods sold as appropriate, depending on their chosen



accounting method.

How do initial merchandise purchases impact Concord Company's
financial statements?

These purchases increase inventory on the balance sheet and, once sold, will affect the cost of goods

sold and net income on the income statement.

What are common mistakes companies like Concord make when
recording initial merchandise purchases?

Common mistakes include misclassifying purchases, failing to record freight or purchase discounts

properly, and not reconciling inventory records with supplier invoices.

How can Concord Company ensure accurate tracking of its

merchandise inventory after these purchases?

Implementing a robust inventory management system, reconciling purchase records regularly, and

maintaining detailed documentation can help ensure accurate inventory tracking.

What tax implications should Concord consider with its initial
merchandise purchases?

Concord should be aware of sales tax obligations on purchases, proper documentation for tax

deductions, and compliance with local tax laws related to inventory and procurement.

In what ways can Concord leverage its first-month purchases to build
supplier relationships?

By establishing clear communication, negotiating favorable terms, paying promptly, and maintaining

consistent order volumes, Concord can foster strong supplier relationships for future growth.



What future steps should Concord Company take after its initial
merchandise acquisitions?

Concord should analyze sales data, manage inventory levels effectively, plan for subsequent

purchases based on demand, and continuously evaluate supplier performance to optimize operations.

Additional Resources

In Its First Month Of Operations, Concord Company Made Three Purchases Of Merchandise In The
Following — a statement that marks the beginning of a business's journey into the marketplace. This
initial phase is crucial for establishing inventory, setting the foundation for sales, and understanding the
financial and operational processes involved in procurement. In this guide, we will analyze the
significance of these early purchases, break down their accounting implications, and explore best

practices for managing initial inventory acquisitions effectively.



