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Understanding how businesses acquire inventory is fundamental to effective financial management and
accurate accounting. When a company purchases merchandise inventory from wholesalers on account, it
involves specific terms and conditions that influence the timing of payments, ownership transfer, and
overall cost management. This article explores the detailed process of purchasing inventory on account,
focusing on the key terms "/15, N/eom, FOB Shipping Point," and their implications for accounting and

business operations.

Understanding Merchandise Inventory Purchases on Account

Purchasing inventory on account refers to acquiring goods from suppliers without immediate cash
payment. Instead, the buyer agrees to pay within a specified period, which affects cash flow management

and financial reporting.

Key Concepts in Inventory Purchases

- Accounts Payable: A liability account that records amounts owed to suppliers.
- Purchase Terms: Conditions agreed upon regarding payment timing and transfer of ownership.

- Inventory Costs: The total cost of goods purchased, including purchase price and related expenses.

The Purchase Process

When a business orders merchandise from a wholesaler:

1. Order Placement: The buyer places an order based on inventory needs.
2. Receiving Goods: Upon delivery, the buyer inspects the goods for quality and quantity.

3. Recording the Purchase: The transaction is recorded in the accounting system, reflecting inventory



increase and accounts payable increase.
4. Payment Settlement: At the end of the credit period, the buyer settles the payable according to agreed

terms.

Key Terms in Merchandise Purchases

The specific terms "/15, N/eom, FOB Shipping Point" significantly influence the accounting treatment,

ownership transfer, and payment schedule.

/15 — Payment Terms

- Meaning: The buyer agrees to pay the invoice within 15 days of the invoice date.

- Implication: Prompt payments may qualify for early payment discounts; delayed payments could incur
penalties.

- Accounting Impact: The Accounts Payable account is settled within the agreed period, affecting cash flow

planning.

N/eom (Net End of Month) — Payment Terms

- Meaning: The total amount is due at the end of the month in which the invoice date occurs.

- Implication: The buyer has until the end of the current month to settle the invoice, providing flexibility
in cash management.

- Accounting Impact: The payable remains outstanding until the end of the month unless early payment is

made.

FOB Shipping Point — Transfer of Ownership

- Meaning: Ownership of the goods transfers from the seller to the buyer at the shipping point (when
goods leave the seller’s warehouse).
- Implication: The buyer bears the cost and risks associated with transportation from the shipping point.

- Accounting Impact: The inventory is recorded when goods leave the seller’s location, not upon arrival.



Implications of FOB Shipping Point on Inventory and Costs

Understanding FOB Shipping Point is crucial for accurate inventory recording and cost allocation.

Ownership Transfer

- The buyer assumes ownership once the goods are shipped.

- The risk of loss or damage during transit shifts to the buyer at this point.

Inventory Recording

- Inventory is debited when the goods leave the wholesaler’s warehouse.

- The recorded cost includes the purchase price and any transportation costs paid by the buyer.

Transportation Costs

- Since ownership transfers at shipping point, transportation costs are part of the inventory cost.

- These costs can include freight charges paid by the buyer, which are added to inventory.

Accounting for Purchases on Account with Terms /15, N/eom,
FOB Shipping Point

Proper accounting ensures accurate financial statements and compliance with accounting standards.

Journal Entries at Purchase

When inventory is purchased:

- Debit: Merchandise Inventory

- Credit: Accounts Payable



Example:

If goods costing $10,000 are purchased with terms /15, N/eom, FOB Shipping Point:
“plaintext

Dr. Merchandise Inventory $10,000

Cr. Accounts Payable $10,000

If transportation costs of $500 are paid by the buyer:

“plaintext

Dr. Merchandise Inventory $500
Cr. Cash or Accounts Payable $500

Recording Payment

Depending on the payment terms:
- Within 15 days:

“plaintext
Dr. Accounts Payable $10,000
Cr. Cash $10,000

- At end of month (N/eom):

Payment is made at the end of the month, with the same journal entry, just timed accordingly.

Impact on Financial Statements

- Balance Sheet: Inventory increases, accounts payable increases.

- Income Statement: Cost of Goods Sold is affected when inventory is sold.



Additional Considerations and Best Practices

Effective management of inventory purchases involves understanding the nuances of terms and their

impact.

Managing Payment Terms

- Take advantage of early payment discounts when available.
- Plan cash flows to meet payment deadlines, especially with /15 terms.

- Monitor accounts payable to avoid late payments and penalties.

Shipping and Delivery Management

- Confirm the shipping terms (FOB Shipping Point) to understand when ownership transfers.
- Track shipping costs as part of inventory costs.

- Coordinate with logistics to ensure timely delivery and minimize risks.

Inventory Valuation

- Include transportation costs in inventory valuation under FOB Shipping Point.

- Use consistent methods (FIFO, LIFO, weighted average) for inventory valuation.

Compliance and Record-Keeping

- Maintain detailed records of purchase invoices, shipping documents, and payment receipts.

- Ensure accurate recording of inventory and payables for audit purposes.

Conclusion

Purchasing merchandise inventory from wholesalers on account with terms like /15, N/eom, and FOB
Shipping Point requires a detailed understanding of credit terms, ownership transfer, and cost

management. Properly recording these transactions ensures accurate financial reporting and effective



inventory management. Businesses must carefully interpret and apply these terms to optimize cash flow,
minimize risks, and maintain compliance with accounting standards. By mastering these concepts,

companies can improve their procurement strategies and enhance their overall financial health.
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Frequently Asked Questions

What does the term 'Terms /15, N/eom' mean when purchasing

merchandise inventory?

It indicates that the buyer has 15 days to pay the invoice, and if not paid within that period, the full amount

becomes due at the end of the month (end of month).

How does FOB Shipping Point affect ownership of inventory during

transit?

FOB Shipping Point means ownership of the merchandise transfers to the buyer as soon as the goods leave

the seller’s location, making the buyer responsible for shipping costs and risks during transit.

What journal entry is made when purchasing inventory on account with
terms /15, N/eom, FOB Shipping Point?

Debit Inventory and credit Accounts Payable for the purchase amount; additional entries depend on freight

costs if paid separately.

How are freight costs handled under FOB Shipping Point when
purchasing inventory?

Freight costs are typically paid by the buyer and are added to the cost of inventory, increasing its total

value on the books.



What is the significance of 'N/eom' in purchase terms?

'N/eom’ stands for 'net end of month,' meaning the invoice is due in full at the end of the month following

the purchase unless paid earlier.

How does purchasing merchandise inventory on account impact a

company's financial statements?

It increases inventory and accounts payable on the balance sheet; no effect on the income statement until

sales are made or inventory is adjusted.

‘What should a company do if it receives merchandise damaged during

transit under FOB Shipping Point terms?

Since ownership transfers at shipping point, the buyer is responsible for damages and should file a claim

with the carrier or adjust inventory accordingly.

Why are purchase discounts, like /15, important to consider in inventory

transactions?

They provide an incentive to pay early, reducing the total cost of inventory and improving cash flow

management.

How does FOB Shipping Point influence the timing of inventory
recognition?

Inventory is recognized when goods leave the seller's location, not when they arrive at the buyer's

premises.

In what scenarios would a company prefer FOB Shipping Point over
FOB Destination?

A company might prefer FOB Shipping Point to gain control of goods earlier and potentially take

advantage of shipping discounts or faster inventory turnover.

Additional Resources

Purchased Merchandise Inventory On Account From Wholesalers, Terms /15, N/eom, Fob Shipping Point

In the intricate landscape of modern supply chain management and financial accounting, understanding the



nuances of inventory transactions is crucial for businesses aiming to maintain accurate records, optimize cash
flow, and ensure compliance with accounting standards. One such transaction—purchasing merchandise
inventory on account from wholesalers—embodies a multifaceted process influenced by specific credit
terms, shipping agreements, and timing of recognition. This article delves deeply into this transaction,

exploring its components, implications, and best practices for businesses navigating these complex waters.

Understanding the Basics: Purchasing Merchandise Inventory on

Account

What Does It Mean to Purchase Inventory on Account?

Purchasing inventory on account refers to acquiring goods from a supplier without immediate cash
payment. Instead, the buyer agrees to settle the invoice at a later date, creating a liability known as
accounts payable. This credit arrangement allows businesses to conserve cash flow, purchase larger

quantities, or take advantage of supplier discounts—provided they adhere to the agreed-upon terms.
Key Components of an Inventory Purchase on Account:

- Seller (Wholesaler): The supplier providing the inventory.
- Buyer (Retailer/Business): The entity purchasing inventory.
- Invoice: The document detailing the goods, quantities, prices, and payment terms.

- Terms: Conditions dictating payment deadlines, discounts, and other contractual details.

The Role of Wholesalers in the Supply Chain

Wholesalers act as intermediaries between manufacturers and retailers or end-users. Their purchasing
power and inventory holdings significantly influence market prices and availability. When a retailer
purchases inventory from a wholesaler, they typically do so in bulk, often under negotiated terms that can

include discounts or special conditions.



Dissecting the Payment Terms: /15, N/eom

Understanding Credit Terms: /15, N/eom

Payment terms are critical in managing cash flow and establishing supplier relationships. In our scenario,

the terms are specified as /15, N/eom, which carry specific implications:

- /15: Indicates that the buyer has 15 days to pay the invoice from the date of the invoice or shipment.

- N/eom (Net End Of Month): Means that the net payment is due at the end of the month in which the
invoice date or shipment occurs, but the 15-day period begins from the invoice date.

Interpreting the Terms:

The combined term "/15, N/eom" suggests that the buyer has a 15-day window to settle the invoice,
starting from the invoice date, with the full amount due by the end of that month. Essentially, the buyer
can choose to pay within 15 days or settle the entire amount by the end of the month, whichever is earlier.
Implications for Businesses:

- Cash Flow Planning: Businesses need to monitor invoice dates closely to avoid late payments.

- Discount Opportunities: Some suppliers may offer early payment discounts if paid within the 15-day

window.

- Late Payment Risks: Failure to adhere can result in penalties or strained supplier relationships.

Other Common Credit Terms

While /15, N/eom is specific, businesses also encounter other terms like 2/10, net 30 or net 60, which

influence payment strategies.

FOB Shipping Point: Who Bears the Costs and Risks?

What Is FOB Shipping Point?



FOB (Free On Board) Shipping Point indicates that ownership and risk transfer from the seller to the
buyer as soon as the goods leave the seller’s shipping dock. In this case, FOB shipping point means the

buyer assumes responsibility at the point of shipment.
Key Points About FOB Shipping Point:

- The buyer records the inventory and the related payable at the shipment point.
- The seller recognizes revenue and removes inventory from their books once goods are shipped.

- Shipping costs are typically borne by the buyer unless specified otherwise.

Implications for Accounting and Costing

- Recognition of Inventory: The buyer records the inventory when goods are shipped, not when they
arrive.

- Transportation Costs: Since ownership transfers at shipping point, transportation costs are usually included
in inventory cost if paid by the buyer.

- Risk Management: The buyer bears the risk of loss or damage during transit once goods are shipped.

Practical Example of FOB Shipping Point

Suppose a retailer orders 1,000 units from a wholesaler with FOB shipping point terms. The shipment
leaves the wholesaler’s warehouse on January 5th. The retailer records inventory on January 5th, even if
the goods arrive in their warehouse later. If the transportation cost is paid by the retailer, it is added to the

inventory cost.

Step-by-Step Analysis of the Transaction Process

1. Initiation of Purchase

The retailer places an order with the wholesaler, agreeing on the quantity, price, and payment terms (/15,

N/eom). The wholesaler prepares an invoice, which details:

- Quantity and description of goods

- Price per unit



- Total amount payable
- Payment terms

- Shipping details

2. Shipment and Transfer of Ownership

The wholesaler ships the goods FOB Shipping Point. The shipping date becomes the critical date for

accounting:

- The retailer records inventory and accounts payable on the shipment date.

- The transportation costs, if paid by the retailer, are added to the inventory account.

3. Receipt and Inspection

Upon arrival, the retailer inspects the goods for quality and accuracy. Any discrepancies are addressed with

the wholesaler.

4. Payment Processing

Within 15 days of the shipment date, the retailer is expected to pay the invoice amount, or by the end of

the month, per the /15, N/eom terms. This involves:

- Recording a debit to Accounts Payable

- Making a credit entry upon payment, reducing cash or bank balances

5. Impact on Financial Statements

- Inventory: Recognized at shipment date, including any freight costs paid by the buyer.
- Accounts Payable: Recognized as a liability at shipment.
- Cash/Bank: Reduced upon payment.



Accounting Entries: Practical Illustration

Below is a typical set of journal entries for a purchase under these conditions:
At Shipment (when goods are shipped FOB Shipping Point):

- Debit Merchandise Inventory
- Credit Accounts Payable

Example:

Purchase of $10,000 worth of inventory with freight costs of $200 paid by the buyer.

Entries:

Debit Merchandise Inventory $10,200
Credit Accounts Payable $10,200

(assuming freight is paid directly by the buyer and added to inventory)

Upon Payment within 15 Days:

Debit Accounts Payable $10,200
Credit Cash/Bank $10,200

Strategic Considerations for Businesses

Managing Credit Terms Effectively

Businesses should:

- Track invoice dates meticulously to maximize early payment discounts.
- Negotiate favorable terms, such as longer payment periods or higher discounts.

- Maintain good supplier relationships by adhering to agreed terms.



Optimizing Inventory Costs

- Include freight costs in inventory valuation when FOB Shipping Point.
- Recognize that transportation costs paid by the buyer are part of inventory costs.

- Use inventory management systems to monitor shipment dates and payment deadlines.

Legal and Risk Management

- Understand when ownership transfers to minimize risks.
- Clarify who bears transportation costs and risks in shipping agreements.

- Document all transactions carefully to ensure compliance and accurate reporting.

Conclusion: Navigating the Complexities of Inventory Purchases

Purchasing merchandise inventory on account from wholesalers under terms like /15, N/eom, and FOB
shipping point encapsulates a confluence of logistical, financial, and legal considerations. For businesses,
mastering these elements is vital to maintaining healthy cash flows, accurate financial statements, and solid

supplier relationships.
The key takeaways include:

- Recognizing the importance of credit terms in managing payable timelines.
- Understanding how shipping terms influence when inventory and liabilities are recorded.
- Ensuring precise documentation and accounting entries to reflect the true state of inventory and

liabilities.

In an increasingly competitive marketplace, such nuanced understanding equips businesses to strategize
effectively, optimize operational efficiency, and uphold financial integrity. As supply chains evolve and
global trade expands, the mastery of these concepts remains paramount for sound business management and

financial stewardship.
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