LibreTextsw

5.2: Analyze and Record Transactions for Merchandise Purchases Using the
Perpetual Inventory System

The following example transactions and subsequent journal entries for merchandise purchases are recognized using a perpetual
inventory system. The periodic inventory system recognition of these example transactions and corresponding journal entries are
shown in Appendix: Analyze and Record Transactions for Merchandise Purchases and Sales Using the Periodic Inventory System.

Basic Analysis of Purchase Transaction Journal Entries

To better illustrate merchandising activities, let’s follow California Business Solutions (CBS), a retailer providing electronic
hardware packages to meet small business needs. Each electronics hardware package (see Figure 6.9) contains a desktop computer,
tablet computer, landline telephone, and a 4-in-1 desktop printer with a printer, copier, scanner, and fax machine.

Figure 6.9 California Business Solutions. Providing businesses electronic hardware solutions. (credit: modification of
“Professionnal desk” by “reynermedia”/Flickr, CC BY 2.0)

CBS purchases each electronic product from a manufacturer. The following are the per-item purchase prices from the manufacturer.

Product Price per Unit
Desktop computer $400
Tablet computer 60
Landline telephone 60
4-in-1 desktop printer 100

Cash and Credit Purchase Transaction Journal Entries

On April 1, CBS purchases 10 electronic hardware packages at a cost of $620 each. CBS has enough cash-on-hand to pay
immediately with cash. The following entry occurs.

JOURNAL

Date Account Debit Credit
Apr. 1 Merchandise Inventory: Packages 6,200
Cash 6,200
To recognize purchase of 10 packages

Merchandise Inventory-Packages increases (debit) for 6,200 ($620 x 10), and Cash decreases (credit) because the company paid
with cash. It is important to distinguish each inventory item type to better track inventory needs.

On April 7, CBS purchases 30 desktop computers on credit at a cost of $400 each. The credit terms are n/15 with an invoice date of
April 7. The following entry occurs.
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JOURNAL
Date Account Debit Credit
Apr.7 Merchandise Inventory: Desktop Computers 12,000
Accounts Payable 12,000
To recognize purchase of 30 computers on credit, n/15

Merchandise Inventory is specific to desktop computers and is increased (debited) for the value of the computers by $12,000 ($400
x 30). Since the computers were purchased on credit by CBS, Accounts Payable increases (credit).

On April 17, CBS makes full payment on the amount due from the April 7 purchase. The following entry occurs.

JOURNAL
Date Account Debit Credit
Apr. 17 Accounts Payable 12,000
Cash 12,000
To recognize payment in full

Accounts Payable decreases (debit), and Cash decreases (credit) for the full amount owed. The credit terms were n/15, which is net
due in 15 days. No discount was offered with this transaction. Thus the full payment of $12,000 occurs.

Purchase Discount Transaction Journal Entries

On May 1, CBS purchases 67 tablet computers at a cost of $60 each on credit. The payment terms are 5/10, n/30, and the invoice is
dated May 1. The following entry occurs.

JOURNAL
Date Account Debit Credit
May 1 Merchandise Inventory: Tablet Computers 4,020
Accounts Payable 4,020
To recognize purchase of 67 tablets, 5/10, n/30

Merchandise Inventory-Tablet Computers increases (debit) in the amount of $4,020 (67 x $60). Accounts Payable also increases
(credit) but the credit terms are a little different than the previous example. These credit terms include a discount opportunity
(5/10), meaning, CBS has 10 days from the invoice date to pay on their account to receive a 5% discount on their purchase.

On May 10, CBS pays their account in full. The following entry occurs.

JOURNAL
Date Account Debit Credit
May 10 Accounts Payable 4,020
Merchandise Inventory: Tablet Computers 201
Cash 3,819
To recognize payment, less purchase discount

Accounts Payable decreases (debit) for the original amount owed of $4,020 before any discounts are taken. Since CBS paid on May
10, they made the 10-day window and thus received a discount of 5%. Cash decreases (credit) for the amount owed, less the
discount. Merchandise Inventory-Tablet Computers decreases (credit) for the amount of the discount ($4,020 x 5%). Merchandise
Inventory decreases to align with the Cost Principle, reporting the value of the merchandise at the reduced cost.

Let’s take the same example purchase with the same credit terms, but now CBS paid their account on May 25. The following entry
would occur instead.

JOURNAL
Date Account Debit Credit
May 25 Accounts Payable 4,020
Cash 4,020
To recognize payment for tablets, no discount

Accounts Payable decreases (debit) and Cash decreases (credit) for $4,020. The company paid on their account outside of the
discount window but within the total allotted timeframe for payment. CBS does not receive a discount in this case but does pay in
full and on time.
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Purchase Returns and Allowances Transaction Journal Entries

On June 1, CBS purchased 300 landline telephones with cash at a cost of $60 each. On June 3, CBS discovers that 25 of the phones
are the wrong color and returns the phones to the manufacturer for a full refund. The following entries occur with the purchase and
subsequent return.

JOURNAL
Date Account Debit Credit
Jun.1 Merchandise Inventory: Phones 18,000
Cash 18,000
To recognize phone purchase with cash

Both Merchandise Inventory-Phones increases (debit) and Cash decreases (credit) by $18,000 ($60 x 300).

JOURNAL
Date Account Debit Credit
Jun.3 Cash 1,500
Merchandise Inventory: Phones 1,500
To recognize return of 25 phones, cash refund

Since CBS already paid in full for their purchase, a full cash refund is issued. This increases Cash (debit) and decreases (credit)
Merchandise Inventory-Phones because the merchandise has been returned to the manufacturer or supplier.

On June 8, CBS discovers that 60 more phones from the June 1 purchase are slightly damaged. CBS decides to keep the phones but
receives a purchase allowance from the manufacturer of $8 per phone. The following entry occurs for the allowance.

JOURNAL
Date Account Debit Credit
Jun.8 Cash 480
Merchandise Inventory: Phones 480
To recognize allowance for 60 phones

Since CBS already paid in full for their purchase, a cash refund of the allowance is issued in the amount of $480 (60 x $8). This
increases Cash (debit) and decreases (credit) Merchandise Inventory-Phones because the merchandise is less valuable than before
the damage discovery.

CBS purchases 80 units of the 4-in-1 desktop printers at a cost of $100 each on July 1 on credit. Terms of the purchase are 5/15,
n/40, with an invoice date of July 1. On July 6, CBS discovers 15 of the printers are damaged and returns them to the manufacturer
for a full refund. The following entries show the purchase and subsequent return.

JOURNAL
Date Account Debit Credit
July 1 Merchandise Inventory: Printers 8,000
Accounts Payable 8,000
To recognize printer purchase on credit, 5/15, n/40

Both Merchandise Inventory-Printers increases (debit) and Accounts Payable increases (credit) by $8,000 ($100 x 80).

JOURNAL
Date Account Debit Credit
July 6 Accounts Payable 1,500
Merchandise Inventory: Printers 1,500
To recognize return of 15 printers, AP reduction

Both Accounts Payable decreases (debit) and Merchandise Inventory-Printers decreases (credit) by $1,500 (15 x $100). The
purchase was on credit and the return occurred before payment, thus decreasing Accounts Payable. Merchandise Inventory
decreases due to the return of the merchandise back to the manufacturer.

On July 10, CBS discovers that 4 more printers from the July 1 purchase are slightly damaged but decides to keep them, with the
manufacturer issuing an allowance of $30 per printer. The following entry recognizes the allowance.
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Date Account Debit Credit
July 10 Accounts Payable 120
Merchandise Inventory: Printers 120
To recognize allowance for 4 printers, AP reduction

Both Accounts Payable decreases (debit) and Merchandise Inventory-Printers decreases (credit) by $120 (4 x $30). The purchase
was on credit and the allowance occurred before payment, thus decreasing Accounts Payable. Merchandise Inventory decreases due
to the loss in value of the merchandise.

On July 15, CBS pays their account in full, less purchase returns and allowances. The following payment entry occurs.

JOURNAL

Date Account Debit Credit
July 15 Accounts Payable 6,380
Merchandise Inventory: Printers 319
Cash 6,061
To recognize payment, less discount, return and allowance

Accounts Payable decreases (debit) for the amount owed, less the return of $1,500 and the allowance of $120 ($8,000 — $1,500 —
$120). Since CBS paid on July 15, they made the 15-day window, thus receiving a discount of 5%. Cash decreases (credit) for the
amount owed, less the discount. Merchandise Inventory-Printers decreases (credit) for the amount of the discount ($6,380 x 5%).
Merchandise Inventory decreases to align with the Cost Principle, reporting the value of the merchandise at the reduced cost.

Summary of Purchase Transaction Journal Entries

The chart in Figure 6.10 represents the journal entry requirements based on various merchandising purchase transactions using the
perpetual inventory system.

Purchase
Transaction
Journal Entries
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Figure 6.10 Purchase Transaction Journal Entries Using a Perpetual Inventory System. (attribution: Copyright Rice University,
OpenStax, under CC BY-NC-SA 4.0 license)

Note that Figure 6.10 considers an environment in which inventory physical counts and matching books records align. This is not
always the case given concerns with shrinkage (theft), damages, or obsolete merchandise. In this circumstance, an adjustment is
recorded to inventory to account for the differences between the physical count and the amount represented on the books.

YOUR TURN

Recording a Retailer’s Purchase Transactions

Record the journal entries for the following purchase transactions of a retailer.

https://biz.libretexts.org/@go/page/62193


https://libretexts.org/
https://creativecommons.org/licenses/by-nc-sa/4.0/
https://biz.libretexts.org/@go/page/62193?pdf
https://cnx.org/contents/mrS6bR5I@4.26:Fj1zJ0uB@3/6-3-Analyze-and-Record-Transactions-for-Merchandise-Purchases-Using-the-Perpetual-Inventory-System#OSX_Acct_F06_03_Summary
https://cnx.org/contents/mrS6bR5I@4.26:Fj1zJ0uB@3/6-3-Analyze-and-Record-Transactions-for-Merchandise-Purchases-Using-the-Perpetual-Inventory-System#OSX_Acct_F06_03_Summary

LibreTextsm

Purchased $500 worth of inventory on credit with terms 2/10,

Dec. 3 .
n/30, and invoice dated December 3.
Dec. 6 Returned $150 worth of damaged inventory to the manufacturer
’ and received a full refund.
Dec. 9 Paid the account in full
Solution
JOURNAL
Date Account Debit Credit
Dec. 3 Merchandise Inventory 500
Accounts Payable 500
To recognize inventory purchase, 2/10, n/30
Dec.6 Accounts Payable 150
Merchandise Inventory 150
To recognize inventory return
Dec.9 Accounts Payable 350
Merchandise Inventory 7
Cash 343
To recognize payment, less discount and return

LINK TO LEARNING

Bean Counter is a website that offers free, fun and interactive games, simulations, and quizzes about accounting. You can “Fling
the Teacher,” “Walk the Plank,” and play “Basketball” while learning the fundamentals of accounting topics. Check out Bean
Counter to see what you can learn
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