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On April 2nd, a significant transaction took place involving the purchase of merchandise worth $4,600
from Lyon Company. This transaction was made under specific credit terms of 2/15, N/60, as per the
invoice date. Understanding the details of this purchase, including the credit terms, accounting
implications, and strategic considerations, provides valuable insights into effective business
management and financial accounting practices. This article explores the key aspects of this
transaction in depth.

Understanding the Transaction Details

Purchase Date and Description
The purchase occurred on April 2nd, when the company acquired merchandise valued at $4,600 from
Lyon Company. This transaction is classified as a typical procurement of inventory or goods intended
for resale or internal use. The invoice issued by Lyon Company on the same date serves as the official
record of this transaction.

Credit Terms Explained: 2/15, N/60
Credit terms specify the conditions under which the buyer will pay for the merchandise. In this case,
the terms are 2/15, N/60, which can be broken down as follows:

2/15: The buyer receives a 2% discount if the payment is made within 15 days from the invoice
date.

N/60: The net (full) amount is due within 60 days if the discount is not taken.

This arrangement incentivizes early payment by offering a discount, while also providing a longer
period (60 days) to settle the invoice without penalty.

Accounting for the Purchase



Recording the Initial Journal Entry
When the merchandise is purchased, the company records the transaction in its accounting system.
The initial journal entry typically involves debiting inventory (or purchases, depending on the
accounting method) and crediting accounts payable.

Debit: Inventory (or Purchases) $4,600

Credit: Accounts Payable $4,600

This entry reflects the company's obligation to pay Lyon Company and the addition of merchandise to
inventory.

Impact of the Discount If Paid Within 15 Days
Should the company choose to pay within the 15-day window to avail of the discount, the accounting
treatment involves recording the payment net of the discount.

Suppose the company pays within 15 days, taking advantage of the 2% discount:

Discount amount = $4,600 x 2% = $92

Net payment = $4,600 - $92 = $4,508

The journal entry upon payment would be:

Debit: Accounts Payable $4,600

Credit: Cash $4,508

Credit: Purchase Discounts Forfeited (or similar account) $92

This recording ensures the accounting reflects the discount received and the actual cash outflow.

Strategic Considerations for the Business

Timing of Payment and Cash Flow Management
Deciding whether to pay early to take advantage of the discount involves strategic cash flow



planning. Paying early can reduce costs, but it might also impact liquidity. Therefore, businesses must
evaluate their cash reserves and operational needs before making early payments.

Vendor Relationship and Negotiation Leverage
Consistent early payments and timely settlements can foster strong relationships with suppliers like
Lyon Company, potentially leading to better credit terms in the future or priority in supply.

Cost Savings and Profitability
Taking advantage of discounts directly contributes to cost savings, improving profit margins.
Managing accounts payable efficiently ensures maximum benefit from such credit terms.

Implications for Financial Reporting

Accounts Payable Management
Accurate recording and management of accounts payable are critical. Ensuring that payments are
made within the discount period when advantageous can optimize financial performance.

Impact on Financial Ratios
Timely payments and utilization of discounts influence key financial ratios, such as current ratio, quick
ratio, and days payable outstanding (DPO). Proper management enhances the company's liquidity
profile and creditworthiness.

Inventory Valuation
Depending on the inventory valuation method (FIFO, LIFO, weighted average), the purchase price and
discount may affect the cost of goods sold and ending inventory balances.

Best Practices for Managing Similar Purchases

Maintain Clear Records
Accurate documentation of invoice dates, payment deadlines, and discount periods ensures the
company maximizes benefits and avoids late payment penalties.



Implement Effective Accounts Payable Policies
Establishing policies for early payment, discount utilization, and supplier communication helps
streamline processes and improve vendor relationships.

Leverage Technology
Using accounting software to track due dates, discounts, and payments can reduce errors and
enhance efficiency.

Conclusion
The purchase made on April 2nd of $4,600 from Lyon Company with credit terms of 2/15, N/60
exemplifies a common yet strategically important business transaction. Proper understanding and
management of credit terms, timely payments, and accurate accounting entries are essential to
optimize costs, manage cash flows, and maintain strong supplier relationships. By adhering to best
practices and leveraging technology, businesses can ensure they capitalize on favorable terms,
enhance profitability, and uphold sound financial management principles.

Frequently Asked Questions

What does the credit term '2/15, N/60' mean in the purchase
from Lyon Company?
It indicates that the buyer can take a 2% discount if payment is made within 15 days; otherwise, the
net (full) amount is due within 60 days.

How should the purchase of $4,600 on April 2 be recorded in
the accounting books?
The purchase should be recorded as a debit to Merchandise Inventory for $4,600 and a credit to
Accounts Payable for $4,600.

When is the discount period for the merchandise purchased
from Lyon Company?
The discount period lasts for 15 days from the invoice date, ending on April 17, assuming the invoice
date is April 2.

What is the importance of understanding credit terms like
'2/15, N/60' when managing accounts payable?
Understanding these terms helps businesses optimize cash flow by taking advantage of discounts and
ensures timely payments to avoid penalties.



If the company pays the invoice on April 10, should they take
the discount?
Yes, since April 10 is within the 15-day discount period (by April 17), the company can take advantage
of the 2% discount.

What journal entry is needed if the company pays the invoice
within the discount period?
Debit Accounts Payable for $4,600, credit Cash for the discounted amount (e.g., $4,508 if 2% discount
applied), and credit Merchandise Inventory or a Purchase Discount account for the discount amount.

Additional Resources
Accounting Transactions

---

Introduction

In the world of business, understanding the nuances of purchasing merchandise and the associated
accounting entries is crucial for maintaining accurate financial records. The transaction dated April 2,
involving the purchase of $4,600 worth of merchandise from Lyon Company on credit, with specific
payment terms, exemplifies a typical yet essential event in corporate accounting. This article delves
into the details of this transaction, exploring the terms, journal entries, and broader implications for a
company's financial management.

---

Context and Details of the Purchase

The Transaction Overview

On April 2, a company purchased merchandise valued at $4,600 from Lyon Company. This purchase
was made on credit, meaning the company did not pay cash immediately but agreed to settle the
amount at a later date, under specified terms.

The Credit Terms: 2/15, N/60

Understanding the credit terms is vital as they directly influence cash flow, potential discounts, and
overall financial planning. The terms "2/15, N/60" break down as follows:

- 2/15: The buyer is eligible for a 2% discount if the invoice is paid within 15 days of the invoice date.
- N/60: The net amount (full invoice amount) is due 60 days from the invoice date, with no discount
applied if paid after 15 days but within 60 days.

These terms incentivize early payment, benefitting both buyer and seller: the seller secures quicker
cash inflow, and the buyer reduces costs through discounts.



Invoice Date and Its Significance

The invoice date is essential because it marks the starting point for calculating the discount period
and the payment deadline. Although the exact invoice date isn't specified in the prompt, it is typically
the same as the transaction date unless otherwise noted.

---

Analyzing the Purchase Transaction

Step 1: Recording the Purchase

When the merchandise is purchased on credit, the company must recognize the inventory increase
and the corresponding liability.

Journal Entry on April 2:

| Account | Debit | Credit |
|-----------------------|------------|------------|
| Inventory | $4,600 | |
| Accounts Payable | | $4,600 |

- Inventory: Reflects the increase in assets due to the purchase.
- Accounts Payable: Represents the obligation to pay Lyon Company in the future.

This entry ensures the company's balance sheet accurately reflects the new stock of merchandise and
the owed amount.

Step 2: Considering the Discount

The potential 2% discount adds complexity. If the company plans to pay within 15 days, it can reduce
the payable amount by 2%. Calculating the discount:

Discount Calculation:

\[ \text{Discount} = \$4,600 \times 2\% = \$4,600 \times 0.02 = \$92 \]

Net payable if paid within 15 days:

\[ \$4,600 - \$92 = \$4,508 \]

Step 3: Recording the Discount if Paid Early

Suppose the company intends to take advantage of the discount and pays within the discount period.
The journal entry on the payment date would be:

| Account | Debit | Credit |
|------------------------------|------------|------------|
| Accounts Payable | $4,600 | |
| Cash | | $4,508 |
| Purchase Discounts | | $92 |



- Accounts Payable: Eliminated by the payment.
- Cash: Reduced by the net amount paid.
- Purchase Discounts: Recognized as a reduction of expenses or as a separate contra-expense
account, depending on the company's accounting policy.

If the company does not pay within 15 days, then the full amount of $4,600 is due at the end of 60
days, and no discount is recorded.

---

Broader Implications and Best Practices

Strategic Use of Credit Terms

Understanding and utilizing credit terms effectively can significantly impact a company's cash flow
and profitability:

- Early Payment: Taking advantage of discounts can reduce costs.
- Payment Planning: Knowing the due date helps in cash management and avoiding late fees.
- Supplier Relations: Consistent timely payments can foster good relationships with suppliers, possibly
leading to better terms in the future.

Accurate Record-Keeping

Proper documentation and timely recording of transactions are crucial for:

- Financial reporting: Accurate inventory and liabilities reporting.
- Tax compliance: Deductibility of discounts and proper expense recognition.
- Audit readiness: Clear audit trails enhance credibility and compliance.

The Role of Technology

Modern accounting software simplifies managing such transactions by automating:

- Discount calculations.
- Due date alerts.
- Journal entries.

This automation reduces errors and streamlines financial management.

---

Practical Example: Payment and Recording Scenario

Scenario 1: Payment within Discount Period

Suppose the company receives the invoice on April 2 and plans to pay on April 10, well within the 15-
day window.

Payment date: April 10



Journal entry:

| Account | Debit | Credit |
|------------------------------|------------|------------|
| Accounts Payable | $4,600 | |
| Cash | $4,508 | |
| Purchase Discounts | $92 | |

Note: The Purchase Discounts account is often recorded as a reduction of Inventory or as a separate
expense account, depending on accounting policies.

Scenario 2: Payment after Discount Period

If the company pays on May 1 (beyond the 15-day window), the entry would be:

| Account | Debit | Credit |
|------------------------------|------------|------------|
| Accounts Payable | $4,600 | |
| Cash | $4,600 | |

No discount is recognized, and full payment is made.

---

Broader Accounting Principles Illustrated

Matching Principle

The purchase of inventory should be matched with the revenue generated from selling that inventory.
Recording inventory at its cost, including any discounts, aligns with this principle.

Conservatism

Recognizing discounts only when they are utilized or expected to be utilized reflects a conservative
approach, ensuring financial statements are not overly optimistic.

Consistency and Comparability

Applying consistent policies in recording discounts and inventory purchases allows for comparable
financial statements over periods, aiding in trend analysis.

---

Conclusion

The transaction on April 2 involving the purchase of $4,600 worth of merchandise from Lyon Company
encapsulates several fundamental accounting principles and practices. From recognizing inventory
and liabilities to understanding and leveraging credit terms like 2/15, N/60, each step influences the
company's financial health, operational efficiency, and strategic relationships.

By meticulously recording these transactions and understanding the implications of payment timing



and discounts, businesses can optimize their cash flow, reduce costs, and maintain accurate financial
records. Modern tools and a strong grasp of accounting principles make managing such transactions
straightforward, ensuring transparency and compliance.

In essence, this transaction serves as a quintessential example of everyday business activity that,
when properly understood and executed, lays the foundation for sound financial management and
sustained corporate success.
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