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(UNDERSTANDING THE INTRICACIES OF BUSINESS TRANSACTIONS IS VITAL FOR BOTH ACCOUNTING PROFESSIONALS AND BUSINESS
OWNERS. THE SALE OF MERCHANDISE ON CREDIT, SUCH AS THE TRANSACTION BETWEEN FreT CoMPANY AND BABSON COMPANY

ON MARCH ]2, EXEMPLIFIES FUNDAMENTAL PRINCIPLES OF REVENUE RECOGNITION, CREDIT SALES, AND FINANCIAL RECORD-KEEPING.
THIS ARTICLE DELVES INTO THE DETAILS OF THIS TRANSACTION, ITS SIGNIFICANCE, AND THE ACCOUNTING PROCESSES INVOLVED.

OVERVIEW OF THE TRANSACTION

DETAILS OF THE SALE

ONMarcH 12, FReT COMPANY, A RETAILER OR MANUFACTURER, COMPLETED A SALE OF MERCHANDISE VALUED AT $8,200 To
BaesoN CoMPANY. THE TRANSACTION WAS CONDUCTED ON CREDIT, MEANING BABSON COMPANY DID NOT PAY CASH
IMMEDIATELY BUT AGREED TO SETTLE THE AMOUNT IN THE FUTURE ACCORDING TO SPECIFIED TERMS.

UNDERSTANDING CREDIT TERMS

CREDIT TERMS DEFINE THE CONDITIONS UNDER WHICH THE BUYER AGREES TO PAY THE SELLER. COMMON COMPONENTS INCLUDE:
* PAYMENT PERIOD: THE TIMEFRAME WITHIN WHICH PAYMENT 1S DUE (E.G., 30 DAYS, 60 DAYS).
o DISCOUNTS: ANY EARLY PAYMENT DISCOUNTS OFFEReD (E.G., 2/ 10, NeT 30).

o DUE DATE: THE SPECIFIC DATE BY WHICH PAYMENT MUST BE MADE.

IN THIS CASE, WHILE THE EXACT CREDIT TERMS ARE NOT SPECIFIED IN THE INITIAL STATEMENT, TYPICAL TERMS MIGHT BE “2/10,
NET 30,” MEANING A 2% DISCOUNT IF PAID WITHIN 10 DAYS, OTHERWISE THE NET AMOUNT IS DUE WITHIN 30 DAYS.

SIGNIFICANCE OF CREDIT SALES IN BusiNess OPERATIONS

ADVANTAGES OF SELLING oN CREDIT

SELLING MERCHANDISE ON CREDIT OFFERS SEVERAL BENEFITS:

1. SALES GROWTH: EXTENDS PURCHASING FLEXIBILITY TO CUSTOMERS, ENCOURAGING LARGER OR MORE FREQUENT
PURCHASES.

2. CoMPETITIVE EDGE: ATTRACTIVE CREDIT TERMS CAN DIFFERENTIATE A BUSINESS FROM COMPETITORS.

3. CUSTOMER RELATIONSHIPS: BUILDS TRUST AND LOYALTY WITH CUSTOMERS WHO PREFER DEFERRED PAYMENT OPTIONS.



Risks AND CHALLENGES

DESPITE THESE ADVANTAGES, CREDIT SALES COME WITH INHERENT RISKS!
* BAD DEBTS: THE POSSIBILITY THAT SOME CUSTOMERS MAY DEFAULT ON PAYMENTS.
o CAsH FLow IMPACT: DELAYED CASH INFLOWS CAN AFFECT OPERATIONAL LIQUIDITY.

¢ ADMINISTRATIVE BURDEN: MANAGING RECEIVABLES REQUIRES DILIGENT RECORD-KEEPING AND COLLECTION EFFORTS.

ACCOUNTING FOR THE SALE

RECORDING THE SALE

W/ HEN FRET COMPANY SELLS MERCHANDISE ON CREDIT, IT MUST RECORD THE TRANSACTION IN ITS ACCOUNTING RECORDS. THE
TYPICAL JOURNAL ENTRY ON MARCH 12 wouLbD BE:

Debit: Accounts Receivable — Babson Company $8,200
Credit: Sales Revenue $8,200

THIS ENTRY INCREASES THE ACCOUNTS RECEIVABLE ASSET ACCOUNT, REFLECTING THE AMOUNT OWED BY BABSON, AND
RECOGNIZES REVENUE EARNED FROM THE SALE.

IMPACT ON FINANCIAL STATEMENTS

- BALANCE SHEET: ACCOUNTS RECEIVABLE INCREASES BY $8,200, REPRESENTING AMOUNTS OWED BY CUSTOMERS.
- INCOME STATEMENT: SALES REVENUE INCREASES BY $8,200, CONTRIBUTING TO NET INCOME.

SuUBSEQUENT COLLECTION AND CASH RECEIPT

PAYMENT CoLLECTION PROCESS

W/HEN BABSON COMPANY PAYS THE AMOUNT OWED, FReT COMPANY WILL RECORD THE RECEIPT OF CASH AND REDUCE THE
RECEIVABLE:

Debit: Cash $8,200
Credit: Accounts Receivable — Babson Company $8,200

IF THE PAYMENT OCCURS WITHIN THE DISCOUNT PERIOD, FReET COMPANY MIGHT RECORD A SALES DISCOUNT:

Debit: Cash $8,086
Debit: Sales Discounts Allowed $164
Credit: Accounts Receivable — Babson Company $8,250

(ASSUMING A 2% DISCOUNT oN $8,200, 1E., $164)



HANDLING UNCOLLECTIBLE ACCOUNTS

IF BABSON COMPANY DEFAULTS OR IS UNABLE TO PAY, FRET COMPANY MAY NEED TO WRITE OFF THE RECEIVABLE AS A BAD
DEBT:

Debit: Bad Debt Expense $8,200
Credit: Accounts Receivable — Babson Company $8,200

THIS REFLECTS THE LOSS AND ENSURES ACCURATE FINANCIAL REPORTING.

IMPORTANCE OF PROPER DOCUMENTATION AND INTERNAL CONTROLS

MAINTAINING ACCURATE RECORDS

PROPER DOCUMENTATION OF CREDIT SALES INVOLVES:
® SALES INVOICES DETAILING THE TRANSACTION
o CREDIT TERMS AGREEMENT

® RECEIPTS AND COLLECTION RECORDS

INTERNAL CONTROLS TO MINIMIZE Risks

EFFECTIVE CONTROLS INCLUDE:
o CREDIT APPROVAL PROCEDURES

® REGULAR RECONCILIATION OF ACCOUNTS RECEIVABLE

MONITORING AGING REPORTS TO IDENTIFY OVERDUE ACCOUNTS

¢ |MPLEMENTING COLLECTION POLICIES

STRATEGIC CONSIDERATIONS FOR FRET CoMPANY AND BABSON COMPANY

FReT COMPANY’s PERSPECTIVE

FReT COMPANY NEEDS TO EVALUATE:

- THE CREDITWORTHINESS OF BABSON COMPANY BEFORE EXTENDING CREDIT.
- THE IMPACT OF THE SALE ON CASH FLOW AND PROFITABILITY.

- THE EFFECTIVENESS OF ITS CREDIT POLICIES AND COLLECTION EFFORTS.

BaBsoN COMPANY’s PERSPECTIVE

BassoN COMPANY BENEFITS FROM:



- EXTENDED PAYMENT OPTIONS TO MANAGE CASH FLOW.
- OPPORTUNITIES TO PURCHASE MORE INVENTORY OR SERVICES.

HO\X/EVER, IT MUST MANAGE ITS RECEIVABLES DILIGENTLY TO AVOID PENALTIES OR DAMAGED CREDIT REPUTATION.

CoNcLUSION

THE TRANSACTION ON MARCH 12 BETWEEN FRET CoMPANY AND BABSON COMPANY EXEMPLIFIES A COMMON BUSINESS
PRACTICE—SELLING MERCHANDISE ON CREDIT. RECOGNIZING THE IMPORTANCE OF PROPER ACCOUNTING TREATMENT,
UNDERSTANDING CREDIT TERMS, AND MANAGING RECEIVABLES ARE ESSENTIAL COMPONENTS OF SOUND FINANCIAL MANAGEMENT.
SUCH TRANSACTIONS, WHEN EXECUTED WITH CAREFUL OVERSIGHT, CAN FOSTER GROWTH AND STRENGTHEN CUSTOMER
RELATIONSHIPS, ULTIMATELY CONTRIBUTING TO THE LONG-TERM SUCCESS OF BOTH COMPANIES.

KevyWwoORDS: CREDIT SALE, MERCHANDISE SALE, ACCOUNTS RECEIVABLE, CREDIT TERMS, REVENUE RECOGNITION, BAD DEBT,
FINANCIAL STATEMENTS, COLLECTION PROCESS, INTERNAL CONTROLS, BUSINESS TRANSACTION

FREQUENTLY ASkeD QUESTIONS

\WHAT ARE THE TYPICAL CREDIT TERMS ASSOCIATED WITH MERCHANDISE SALES LIKE THE
$8,200 sALe To BaesoN CoMPANY ON MARCH 12?

CREDIT TERMS USUALLY SPECIFY THE PAYMENT PERIOD, SUCH AS NET 30 OR NET 60 DAYS, AND MAY INCLUDE DISCOUNTS FOR
EARLY PAYMENT, LIKE 2/ 10 NeT 30. THE SPECIFIC TERMS FOR THIS SALE WOULD CLARIFY BABSON COMPANY'S PAYMENT
DEADLINE AND ANY EARLY PAYMENT INCENTIVES.

How DOES RECORDING THE SALE ON MARCH 12 AFrFecT FRET COMPANY'S FINANCIAL
STATEMENTS?

ReCORDING THE $8,200 SALE INCREASES FRET COMPANY'S REVENUE AND ACCOUNTS RECEIVABLE ON MARCH 12, REFLECTING
THE EARNED INCOME AND THE AMOUNT OWED BY BABSON COMPANY UNTIL PAYMENT IS RECEIVED.

\WHAT JOURNAL ENTRY DOES FRET COMPANY MAKE TO RECORD THIS CREDIT SALEP

THE TYPICAL JOURNAL ENTRY WoULD BE: DEBIT ACCOUNTS ReceIVABLE $8,200; CrepIT SALES ReVENUE $8,200,
INDICATING THE SALE ON CREDIT TO BAaBSON COMPANY.

WHAT IMPLICATIONS DOES THIS SALE HAVE FOR FRET COMPANY’S CASH FLOW
MANAGEMENT?

SINCE THE SALE IS ON CREDIT, FReT COMPANY WILL NOT RECEIVE CASH IMMEDIATELY. |T NEEDS TO MONITOR RECEIVABLES AND
PLAN FOR POTENTIAL COLLECTION OR BAD DEBT ISSUES UNTIL BABSON COMPANY MAKES PAYMENT.

How MIGHT THE CREDIT TERMS IMPACT BABSON COMPANY’S PURCHASING DECISIONS?

FLEXIBLE CREDIT TERMS CAN ENCOURAGE BABSON COMPANY TO PURCHASE MORE MERCHANDISE BY PROVIDING THEM WITH MORE
TIME TO PAY, POTENTIALLY STRENGTHENING THE BUSINESS RELATIONSHIP AND INCREASING SALES FOR FreT COMPANY.

\WHAT ARE THE POTENTIAL RISKS FOR FRET COMPANY WITH A CREDIT SALE LIKE THIS?

THE MAIN RISKS INCLUDE DELAYED PAYMENT, NON"PAYMENT (BAD DEBT), OR DISPUTES OVER THE AMOUNT OWED. PROPER CREDIT



EVALUATION AND COLLECTION PROCEDURES HELP MITIGATE THESE RISKS.

How cAN FRET COMPANY TRACK AND MANAGE ITS ACCOUNTS RECEIVABLE FROM SALES
LIKE THE MARCH 12 TRANSACTION?

FReT COMPANY CAN USE ACCOUNTING SOFTWARE TO RECORD, MONITOR, AND FOLLOW UP ON RECEIVABLES, ENSURING TIMELY
COLLECTION AND MAINTAINING ACCURATE FINANCIAL RECORDS RELATED TO CREDIT SALES.

ADDITIONAL RESOURCES

ONMarcH 12, FrReT CoMPANY SoLb MerCHANDISE IN THE AMOUNT OF $8,200 To BassoN ComPaNY, W/ITH CREDIT
TerMs

ON MarcH 12, FReT COMPANY ENGAGED IN A SIGNIFICANT SALES TRANSACTION, PROVIDING MERCHANDISE VALUED AT $8,200
To Bagson COMPANY ON CREDIT. THIS EVENT NOT ONLY MARKS AN IMPORTANT POINT IN THE COMPANY’S SALES ACTIVITIES
BUT ALSO EXEMPLIFIES FUNDAMENTAL PRINCIPLES OF ACCOUNTING AND FINANCIAL REPORTING. UNDERSTANDING THE INTRICACIES
OF THIS TRANSACTION—FROM RECORDING THE SALE TO ITS IMPLICATIONS ON FINANCIAL STATEMENTS—OFFERS VALUABLE
INSIGHTS INTO HOW BUSINESSES MANAGE CREDIT SALES AND THE ACCOUNTING PROCESSES THAT UNDERPIN THEM.

THe CoNTEXT oF THE SALE: FRET CoMPANY AND BABsoN COMPANY

BEFORE DELVING INTO THE TRANSACTION DETAILS, IT’S ESSENTIAL TO UNDERSTAND THE ENTITIES INVOLVED. FRET COMPANY IS
A RETAILER OR MANUFACTURER THAT SELLS GOODS TO OTHER BUSINESSES OR CONSUMERS, GENERATING REVENUE THROUGH
SUCH SALES. BABSON COMPANY, THE PURCHASER, IS LIKELY A RESELLER OR END-USER THAT RELIES ON CREDIT ARRANGEMENTS
TO MANAGE ITS CASH FLOWS EFFICIENTLY.

THE TRANSACTION OCCURS WITHIN THE BROADER FRAMEWORK OF CREDIT SALES, WHICH ARE FUNDAMENTAL TO COMMERCE,
ESPECIALLY IN B2B (BUSINESS-TO-BUSINESS) ENVIRONMENTS. OFFERING CREDIT TERMS ALLOWS BUYERS TO ACQUIRE GOODS
WITHOUT IMMEDIATE CASH PAYMENT, FACILITATING SMOOTHER COMMERCIAL EXCHANGES BUT ALSO NECESSITATING PRECISE
ACCOUNTING TO CAPTURE THE ASSOCIATED RECEIVABLES AND REVENUE.

DETAILS OF THE MARCH 12 SALE

SALE AMOUNT AND GooDs DESCRIPTION

THE SALE INVOLVES MERCHANDISE WORTH $8,200 \WHILE THE SPECIFIC PRODUCTS ARE NOT DETAILED, THE TRANSACTION’S
MONETARY VALUE INDICATES A SUBSTANTIAL SALE THAT IMPACTS BOTH COMPANIES’ FINANCIAL RECORDS.

CreDIT TERMS AND THEIR SIGNIFICANCE

THE PHRASE “WITH CREDIT TERMS” SUGGESTS THAT BABSON COMPANY DID NOT PAY CASH IMMEDIATELY BUT AGREED TO PAY
AT A LATER DATE. T YPICAL CREDIT TERMS MIGHT SPECIFY:

- PAYMenT PerioD (e.G., NeT 30, NeT 60)
- DISCOUNT FOR EARLY PAYMENT (£.G., 2/10, NeT 30)

- METHOD OF PAYMENT (E.G., CHECK, BANK TRANSFER)

THESE TERMS INFLUENCE THE TIMING OF REVENUE RECOGNITION AND THE RECORDING OF ACCOUNTS RECEIVABLE, AS WELL AS
POTENTIAL CASH FLOW CONSIDERATIONS FOR FRET COMPANY.

ACCOUNTING FOR THE SALE: RECORDING THE TRANSACTION
RECOGNIZING REVENUE
UNDER GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (GAAP), REVENUE FROM A SALE IS RECOGNIZED WHEN IT IS EARNED AND

REALIZABLE. IN THIS CASE, THE SALE OCCURS WHEN FReT COMPANY TRANSFERS CONTROL OF THE GOODS TO BABSON
COMPANY, WHICH IS TYPICALLY AT THE POINT OF DELIVERY.



THE JOURNAL ENTRY TO RECORD THE SALE ON MARCH 12 GENERALLY INVOLVES:

- DEBITING ACCOUNTS RECEIVABLE FOR $8,200
- CREDITING SALES ReVENUE For $8,200

THIS ENTRY INDICATES THAT FRET COMPANY HAS EARNED REVENUE AND HAS A CORRESPONDING RECEIVABLE FROM BABSON
COMPANY.

RecorbpING CosT oF Goobs SoLb

IN ADDITION TO RECORDING REVENUE, FReT COMPANY MUST RECOGNIZE THE COST ASSOCIATED WITH THE MERCHANDISE SOLD,
WHICH IMPACTS GROSS PROFIT ANALYSIS.

SUPPOSE THE COST OF THE MERCHANDISE WAS $5,000. THE JOURNAL ENTRY WOULD BE:

- DeeiTiINg CosT oF Goops SoLp For $5,000
- CREDITING INVENTORY FOR $5,000

THIS ILLUSTRATES THE EXPENSE ASSOCIATED WITH THE SALE, REDUCING INVENTORY AND INCREASING COSTS.
IMPACT ON FINANCIAL STATEMENTS
INCOME STATEMENT

THE SALE INCREASES REVENUE BY $8,200, WHICH, AFTER DEDUCTING THE COST OF Goobs soLb ($5,000), RESULTS IN
GROSS PROFIT OF $3,200. THIS FIGURE CONTRIBUTES TO THE OVERALL PROFITABILITY ASSESSMENT OF FRET COMPANY.

BALANCE SHEET

ON THE BALANCE SHEET, ACCOUNTS RECEIVABLE INCREASES BY $8,200, REFLECTING THE AMOUNT OWED BY BABSON
CoMPANY. THIS ASSET WILL BE COLLECTED IN CASH AT A FUTURE DATE, DEPENDING ON THE CREDIT TERMS.

MANAGING CREDIT RISk AND ACCOUNTS RECEIVABLE

OFFERING CREDIT TO CUSTOMERS INTRODUCES THE RISK OF NON-PAYMENT OR DELAYED PAYMENT. FRET COMPANY MUST
MONITOR ITS ACCOUNTS RECEIVABLE TO ENSURE TIMELY COLLECTION, WHICH INVOLVES!

- REGULAR AGING ANALYSIS TO IDENTIFY OVERDUE ACCOUNTS
- ESTABLISHING CREDIT POLICIES AND LIMITS

- ENGAGING IN COLLECTION EFFORTS IF NECESSARY

IN soME CASES, COMPANIES MAY NEED TO RECORD AN ALLOWANCE FOR DOUBTFUL ACCOUNTS IF THERE’S A SIGNIFICANT RISK OF
DEFAULT.

CasH FLow CONSIDERATIONS

\W/HILE THE SALE INCREASES REVENUE AND ACCOUNTS RECEIVABLE IMMEDIATELY, CASH INFLOW OCCURS ONLY AFTER THE
CUSTOMER MAKES PAYMENT. MANAGING THIS TIMING IS CRUCIAL FOR MAINTAINING LIQUIDITY, ESPECIALLY FOR COMPANIES WITH
TIGHT CASH FLOW MARGINS.

SUBSEQUENT TRANSACTIONS AND ADJUSTMENTS

THE INITIAL RECORDING ON MARCH 12 IS JUST THE BEGINNING. AS PAYMENT IS RECEIVED, FReT COMPANY WILL:

- DeBIT CASH FOR THE AMOUNT RECEIVED
- CREDIT ACCOUNTS RECEIVABLE ACCORDINGLY

|F DISCOUNTS ARE OFFERED FOR EARLY PAYMENT, ADJUSTMENTS MAY BE NECESSARY TO REFLECT THE ACTUAL AMOUNT
COLLECTED.



IMPLICATIONS FOR BUSINESS OPERATIONS AND STRATEGY
BUILDING CUSTOMER RELATIONSHIPS

OFFERING CREDIT TERMS CAN STRENGTHEN BUSINESS RELATIONSHIPS, ENCOURAGING REPEAT SALES AND CUSTOMER LOYALTY.
HO\X/EVER/ IT REQUIRES A BALANCE BETWEEN COMPETITIVENESS AND RISK MANAGEMENT.

CrepIT PoLicy DEVELOPMENT
FReT COMPANY’S MANAGEMENT MUST DEVELOP CLEAR CREDIT POLICIES, INCLUDING:

- CREDIT APPROVAL CRITERIA

- PAYMENT TERMS

- COLLECTION PROCEDURES

- WRITE-OFF POLICIES FOR UNCOLLECTIBLE ACCOUNTS

FINANCIAL ANALYSIS AND PLANNING

ACCURATE RECORDING AND ANALYSIS OF CREDIT SALES INFORM KEY FINANCIAL METRICS SUCH AS RECEIVABLES TURNOVER, DAYS
SALES OUTSTANDING (DSO), AND OVERALL PROFITABILITY.

REGULATORY AND ETHICAL CONSIDERATIONS

BUSINESSES MUST ADHERE TO ACCOUNTING STANDARDS AND LEGAL REGULATIONS REGARDING REVENUE RECOGNITION AND CREDIT
MANAGEMENT. TRANSPARENCY AND ACCURATE REPORTING FOSTER TRUST AMONG STAKEHOLDERS AND ENSURE COMPLIANCE.

CoNCLUSION

THE SALE BY FRET CoMPANY To BaBsoN COMPANY ON MARCH 12 EXEMPLIFIES A TYPICAL, YET CRITICAL, ASPECT OF
CORPORATE FINANCE——CREDIT SALES AND THEIR ACCOUNTING TREATMENT. FROM RECORDING THE INITIAL TRANSACTION TO
MANAGING RECEIVABLES AND ANALYZING THE IMPACT ON FINANCIAL HEALTH, EACH STEP UNDERSCORES THE IMPORT ANCE OF
PRECISE ACCOUNTING PROCEDURES AND STRATEGIC CREDIT MANAGEMENT. AS COMPANIES NAVIGATE THE COMPLEXITIES OF
EXTENDING CREDIT, UNDERSTANDING THESE PROCESSES BECOMES ESSENTIAL FOR SUSTAINING PROFITABILITY, ENSURING LIQUIDITY,
AND MAINTAINING SOUND FINANCIAL PRACTICES.
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