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Flounder Company Purchased Merchandise On Account From A Supplier For $32,100,
Terms 2/10, N/30. Flounder is a common scenario in business accounting that highlights important
principles related to purchase transactions, credit terms, and financial reporting. Understanding how
to record and analyze such transactions is vital for accurate financial statements and effective cash
flow management. This article explores the intricacies of this purchase, the implications of the credit
terms, and best practices for accounting and financial analysis.

Understanding the Purchase Transaction

Details of the Purchase
Flounder Company acquired merchandise valued at $32,100 from a supplier on credit. The terms of
the purchase are 2/10, N/30, which means:

2/10: A 2% discount is available if the invoice is paid within 10 days.

N/30: The net (full) amount is due within 30 days if the discount is not taken.

This type of credit term encourages early payment and rewards the buyer with a discount, which has
implications for cash management and accounting.

Implications of Credit Terms
The terms 2/10, N/30 influence several aspects of business operations:

Cash Flow Management: The company may choose to pay early to benefit from the discount,
reducing overall expenses.

Accounts Payable Management: Proper tracking to ensure timely payments and avoid late
fees or damaged supplier relationships.

Financial Reporting: Accurate recording of the purchase and any discounts taken affects the
cost of goods sold and inventory valuation.



Recording the Purchase in Accounting Records

Initial Entry for the Purchase
When Flounder purchases merchandise on account, the initial journal entry reflects the increase in
inventory and accounts payable:

Debit: Inventory — $32,100
Credit: Accounts Payable — $32,100

This entry increases assets (inventory) and liabilities (accounts payable), aligning with the accrual
accounting principles.

Impact of the Discount if Paid Early
Suppose Flounder pays within the discount period to take advantage of the 2% discount. The
calculation is as follows:

Discount = $32,100 × 2% = $642
Amount payable if paid early = $32,100 - $642 = $31,458

The journal entry upon early payment would be:

Debit: Accounts Payable — $32,100
Credit: Cash — $31,458
Credit: Purchase Discounts — $642

This entry reduces accounts payable to zero, reflects the cash paid, and recognizes the purchase
discount as a reduction in inventory cost or as a separate expense, depending on the company’s
accounting policies.

Financial Analysis and Decision-Making

Analyzing the Cost of Merchandise
Properly accounting for discounts impacts the reported cost of goods sold (COGS) and gross profit.
When the discount is taken, the effective cost of merchandise is lower, improving profitability metrics.



Strategic Payment Decisions
Businesses must evaluate whether paying early to secure the discount aligns with their cash flow
position. Factors influencing this decision include:

Availability of cash reserves

Cost of borrowing (if cash is borrowed to pay early)

Supplier relationship and reliability

Impact on working capital

Best Practices for Managing Purchase Transactions

Accurate Recordkeeping
Maintaining detailed records of purchase invoices, payment dates, and discounts ensures
transparency and accuracy in financial reporting.

Timely Payments
Establishing internal controls to pay within discount periods can reduce costs and strengthen supplier
relationships.

Monitoring Credit Terms
Regularly reviewing supplier terms and negotiating better conditions can lead to cost savings and
improved cash flow management.

Conclusion
The purchase of merchandise on account for $32,100 with terms 2/10, N/30, exemplifies fundamental
aspects of business accounting that influence financial statements, cash flow, and profitability. By
understanding how to properly record and analyze such transactions, companies like Flounder can
optimize their purchasing strategies, manage liabilities effectively, and improve their overall financial
health. Implementing best practices in recordkeeping, timely payments, and analysis ensures that
businesses maximize the benefits of favorable credit terms and maintain strong supplier
relationships. Whether for small or large enterprises, mastering these concepts is essential for sound
financial management and sustainable growth.



Frequently Asked Questions

What does the payment term 2/10, N/30 mean for Flounder
Company?
It means Flounder Company can receive a 2% discount if they pay within 10 days; otherwise, the net
(full) amount is due in 30 days.

How much would Flounder pay if they take advantage of the
discount?
If they pay within 10 days, they would pay $32,100 minus 2%, which is $32,100 x 0.98 = $31,458.

What journal entry should Flounder record upon purchasing
merchandise on account?
Debit Inventory for $32,100 and credit Accounts Payable for $32,100.

If Flounder pays within the discount period, what is the
journal entry?
Debit Accounts Payable for $32,100, credit Cash for $31,458, and credit Inventory for $642 (the
discount amount).

What is the significance of the N/30 term in this transaction?
It indicates that the full amount is due in 30 days if the discount is not taken.

How does the discount affect Flounder's financial statements?
Taking the discount reduces the total payable and can decrease the cost of inventory, improving
profit margins.

What accounting method does Flounder likely use to record
discounts?
They probably use the gross method, recording the full amount initially and then adjusting for
discounts if taken.

What happens if Flounder misses the discount period and
pays after 10 days?
They pay the full amount of $32,100 without any discount, and the cash account decreases by this
amount.



How should Flounder record the payment if they decide not to
take the discount?
Debit Accounts Payable for $32,100 and credit Cash for $32,100.

Why are purchase discounts like 2/10, N/30 important for
businesses?
They incentivize early payment, which can improve cash flow and reduce costs associated with
inventory purchases.

Additional Resources
Flounder Company Purchased Merchandise On Account From A Supplier For $32,100, Terms 2/10,
N/30. Flounder

In the dynamic world of commerce, understanding the nuances of purchase transactions is essential
for maintaining accurate financial records and optimizing cash flow. Recently, Flounder Company
engaged in a significant procurement activity—buying merchandise on credit from a supplier under
specific payment terms. This transaction, though routine on the surface, involves several accounting
considerations that can impact the company's financial statements and cash management strategies.
This article delves into the details of this purchase, unpacking the terms, accounting entries, and best
practices for recording such transactions with clarity and precision.

---

Understanding the Purchase Transaction

The Core Details of the Purchase

At the heart of this scenario lies a simple yet instructive transaction:

- Purchase amount: $32,100
- Payment terms: 2/10, N/30

This indicates that Flounder Company acquired inventory valued at $32,100 on credit from a supplier.
The payment terms specify that the company can take advantage of a 2% discount if paid within 10
days; otherwise, the net amount is due within 30 days.

Significance of Payment Terms

Terms like 2/10, N/30 are common in trade credit arrangements and serve as incentives for early
payment. Deciphering these:

- 2/10: A 2% discount is available if the invoice is paid within 10 days from the invoice date.
- N/30: The net (full) amount is due within 30 days if the early payment discount is not taken.

These terms influence both the company's cash flow planning and its accounting entries, especially



when considering whether to record the purchase at the discounted amount or the full invoice
amount.

---

The Impact of Payment Terms on Accounting

Recording the Initial Purchase

Upon receiving the merchandise and the invoice, Flounder Company must record the transaction in its
accounting system. The initial entry typically reflects the amount owed to the supplier, which is the
invoice price:

- Debit: Merchandise Inventory (or Purchases) for $32,100
- Credit: Accounts Payable for $32,100

This initial recognition assumes that the company intends to pay within the discount period and plans
to take advantage of the discount, making the purchase amount net of any potential discounts.

Considering the Discount

If Flounder Company plans to pay within the discount period (within 10 days), the accounting entry
should reflect the discounted amount. To determine this:

- Calculate the discount: 2% of $32,100 = $642
- Discounted amount: $32,100 - $642 = $31,458

In practice, the company would record the inventory at the discounted amount because it intends to
take advantage of the discount, and the payable at the full amount until the payment is made.

Recording the Discount and Payment

When the company pays within the discount window, the journal entries would be as follows:

1. At the time of purchase (if recording at the discounted amount):

- Debit Merchandise Inventory for $31,458
- Credit Accounts Payable for $31,458

2. At the time of payment (within 10 days):

- Debit Accounts Payable for $31,458
- Credit Cash for $31,458

Alternatively, if the company initially records the purchase at the full invoice amount and later takes
the discount, the entries are:

- Initial entry:

- Debit Merchandise Inventory for $32,100
- Credit Accounts Payable for $32,100



- When paying within the discount period:

- Debit Accounts Payable for $32,100
- Credit Cash for $31,458
- Credit Purchase Discounts Forfeited (or similar account) for $642

Note: The preferred method depends on company policy; many companies record at the invoice
amount initially and recognize discounts when paid.

---

Practical Application: Journal Entries Step-by-Step

Let's explore the detailed journal entries based on the company's intended behavior and the
accounting standards.

Scenario 1: Recording at the Discounted Price

Step 1: Record the purchase

- Date: Purchase date
- Entry:

```
Debit Merchandise Inventory $31,458
Credit Accounts Payable $31,458
```

Step 2: Payment within the discount period

- Date: Payment date (within 10 days)
- Entry:

```
Debit Accounts Payable $31,458
Credit Cash $31,458
```

Outcome: The company benefits from the discount, reducing both inventory and cash outflow.

---

Scenario 2: Recording at Full Invoice Price and Recognizing Discount Later

Step 1: Record the purchase

- Date: Purchase date
- Entry:

```
Debit Merchandise Inventory $32,100



Credit Accounts Payable $32,100
```

Step 2: Payment within the discount period

- Date: Payment date (within 10 days)
- Entry:

```
Debit Accounts Payable $32,100
Credit Cash $31,458
Credit Purchase Discounts Earned (or similar account) $642
```

Outcome: The discount is recognized when payment is made, and inventory remains recorded at the
original cost.

---

The Effect on Financial Statements

Understanding how these entries impact the financial statements is crucial for accurate reporting.

Income Statement

- The purchase affects inventory valuation and, subsequently, cost of goods sold (COGS) when
inventory is sold.
- Recognition of purchase discounts (if applicable) can influence gross profit margins.

Balance Sheet

- Accounts payable reflects the company's obligations, adjusted for discounts taken.
- Merchandise inventory is recorded at the net cost, considering any discounts.

Cash Flow Statement

- The timing of payments and discounts impacts operating cash flows.
- Early payments and discounts improve cash flow efficiency, which is beneficial for the company's
liquidity management.

---

Strategic Considerations for Flounder Company

Cash Flow Optimization

Taking advantage of early payment discounts can significantly reduce costs over time. Flounder
should:

- Monitor invoice dates diligently.
- Ensure sufficient cash reserves to pay within the discount window.



- Incorporate discount opportunities into cash flow forecasts.

Inventory Management

Accurate inventory valuation is vital. Recording purchases at the discounted cost enhances accuracy
in calculating gross profit and inventory valuation.

Internal Controls

Implementing controls to track payment deadlines and discounts can prevent missed opportunities
and late payments, which may incur penalties or lose discounts.

---

Practical Tips for Businesses

1. Always verify payment terms: Understanding the exact terms helps in planning payments and
maximizing discounts.
2. Record transactions promptly: Accurate and timely entries ensure financial statements reflect true
obligations and assets.
3. Leverage accounting software: Modern systems can automate discount calculations and reminders.
4. Train staff: Proper training minimizes errors and ensures adherence to accounting policies.
5. Review supplier discounts regularly: Negotiating better terms can enhance profitability.

---

Conclusion

The transaction involving Flounder Company’s purchase of merchandise for $32,100 under terms
2/10, N/30 exemplifies the importance of understanding credit terms and their implications for
accounting and cash management. By carefully recording the purchase and subsequent
payment—especially when discounts are involved—businesses can optimize costs, maintain accurate
financial records, and improve liquidity management. As commerce continues to evolve, mastering
these fundamental principles remains a cornerstone of sound financial stewardship and strategic
planning for companies like Flounder.
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