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SECTION I 7 THE INVOICE

any times as it passes from the manufactypey
A bill of sale, or an invoice, ig 4
and purchases. From the seller’s poing

andise is bought and sold m
ailers to the final consumecr.
ack of these sales
r’s point of view, they are purchase invoices

[n business, merch
esalers and ret

Invoice A document detailing a sales through who
t of goods husiness document used to keep (r

transaction that ntams a s
are sales invoices; from the buye

e} |
WD A -y arloroo b L AC 1] TR |
pped or services rendered with dan dt of view, they

{—L‘t 1.]” COSTS
or purchase orders.
1 sales transaction. They show what merchandise

prehensive record of
“at what price, and under what cong;.

o whom. in what quantities
at from company to company, but most contain

e used extensively in business, and it 1s impor-

Invoices are a com
or services have been sold, t
tions and terms. They vary in style and forn
essentially the same information. Invoices a
tant to be able to read and understand them. In this chapter, you will learn how businesses use

voices and the math applications that relate to them.

READING AND UNDERSTANDING
THE PARTS OF AN INVOICE

RERS shinuiing potnt The buyer pays Exhibit 7-1 shows a t}fpic;%l Fon‘nul ux:‘cdq In bUSEl]ChH flttr an invoice. The impmttnm parts have

all transportation charges from 1£' : been labeled and are explained in Exhibit 7.2 Some of the terms have page references, which

e direct you to the sections in this chapter that further explain those terms and their business

B e s s o the m';.i[l'] applications. E}?hihit 7.7 also pl‘tﬂ'ﬁt‘.‘ﬂl% R}}ﬁme of the most commonly used invoice abbre-
int fnih viations. These pertain to merchandise quantities and measurements.

shipping changes to the buyer's store or 3 '
R e Lol Yhee s for these With some practice, these terms and abbreviations will become familiar to you. Take

location

charges on the invoice some time to look them over before you continue reading.

F.O.B. Term used in quoting shipping
charges meaning “free on board” or “freight SHIPPING TERMS
on board.” :

Two frequently used shipping terms that you should become familiar with are F.O.B. ship-
ping point and F.0.B. destination. F.0.B. means “free on board” or “freight on board.” These
lerms define the shipping charges and when the title (ownership) of the goods 1s transferred
1‘1*um the seller to the buyer. Ownership becomes important when insurance claims musl be
filed due to problems in shipment.

F.O.B. Shipping Poi : > terms are hippi | |
sk tpp{ d?, ‘ ]mt When the lerms are -F.O.B. :shlppmg point, the buyer pays the ship-

r,) g company 11_'0(,[‘ y. The merchandise title is transferred to the buyer at the manufacturer s

tat'mry or at a x‘hﬁippmg point such as a railroad freight yard or air freight terminal. From this |

point, the buyer 1s responsible for the merchandise. |

P.-O'B‘- Destination When the shipping terms are F.O.B. destination, the seller is respoi
sible fur prepaying the shipping charges to the destination. The Llcsli‘mumln is usually the -'
buyer’s store or warehouse. Unless prices are quoted as “delivered,” the wilur then lwilis the |
buyer on the invoice for the shipping charges. : | l
Sometimes the freight terms are stated as F.O.B. with the name of a city. For example. k|
1he 5e]l§r 1S 1N qut Worth and the buyer is in New York, F.O.B. Fort mejlh means the ttle g
1S trunstFrrcd in Fort Worth and the buyer pays the shipping charges from Fort W:mh to New |
York. If the terms are F.O.B. New York, the seller pays the hhi?hiﬂ“ charges to New York !

and then bills the buyer for those charges on the invoice. Exhibit 7; ‘\rl o ¢ Terms, Of
page 195, illustrates these transactions. e RN l
;
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ship and receive
d purchase orders

are used 1o record the details of the
transaction.

When companies
merchandise, invoices an




Seller's Invoice
Number

| . ____No. B T
| elle . INVOICE DATE  ~—~ - .
s de:tifi“t“’" - [ L Invoice Date |

! - CUSTOMER'S -
e ORDER NO. D _
bt N L Customer’s
‘soLpTO: T SHIPTO- Order Number

i
, :
r*"""'";_ ’ | i
dentification | t Address
o .Y |
— ,, ) wn e < T T D — Terms
- galesperson ‘SALESMAN SHIPPEDVIA Irems T R of Sale

FQ —
ey e S e
- shipp® —+7 aTY. ORDERED | QTY, EHIPFEDF A n?scm non L,________________..-F'O'B'
Via | S = i . UNITS | AMOUNT —
g | 4 N +—— Unit
posmeseweET © | ! 1 I
- oquantity L L LK O - Amount
Ordered | | | | _ .
- Euanti'l'y feee b | ‘
~ shipped | | l
L : |
" pescription [T — o W——— |
F | ‘ | |
i | r | , o
‘ e , e o Invoice Subtotal |

| INVOICE SUBTOTAL P .
S arges
| SHIPPING cHARGES __ O _—+—{Shipping Charg

——-—E—— Blank j
' INVOICE TOTAL _ S. - I
. ) | ) | | Invoice Total

».4:11:3¢ B8 \nvoice Terminology and Abbreviations

Invoice Terminology
A Seller's Identification—Name, H Shipped Via—Name of shipping O Amount—Etxtended total—

address, and logo or corporate company handling the shipment Quantity in units times the unit
symbol of the seller | Terms—Terms of sale—Section price for each line {p. 195)
B Seller's Invoice Number— detailing date of payment and P Invoice Subtotal—Total of the
Seller’s identification number of cash discount (p. 210) Amount column—Merchandise
the transaction ]  F.0.B.—"Free on board"— total (p. 195)
C Invoice Date—Date the invoice Section detailing who pays the Q Shipping Charges—Cost to
was written shipping company and when title physically transport the merchan-
D Customer’'s Order Number— is transferred. (p. 191) dise from the seller to the buyer
Buyer's identification number of K Quantity Ordered—Number of (b 192}
the transaction units ordered R Blank Line—Line used for other
E  Buyer’s Identification—Name L Quantity Shipped—Number of charggs such as insurance Qr
and mailing address of the buyer units shipped | | handllmg
F- Shipping Address—Address M Description—Detailed descrip- S lnvmcg T-o‘talmTotaI amount
where merchandise will be tion of the merchandise, of the‘lnumce—-wincludes mer-
shipped including model numbers chandise plus all other charges
G Salesperson—Name of salesper- N Unit—Price per unit of (p. 195)
son credited with the sale merchandise
Invoice Abbreviations
€3 _— or pair in. inch 0z ounce
. 9z or doz dozen | dm or drm drum ft et o E orar E;a mram
Jorgre gross | bbl barrel yd yard 9 -y
- bx sack mm  millimeter pt pint
= (s :::):x o 2( at cm centimeter n:;tI quialrt
L Ctor °® | 00 items m meter ga gaiion |
- an O:rctart Ei.iiin | :n ‘1!,000 items | Ib pound cwt hundred weight




of S yviON e THE INVOICE

FotoFair Distributors
3900 Crescent Way
Knoxville, TN 37994

No. 44929

INVOICE DATE

h Novemb
CUSTOMER's SreTado

\ORDER NO. 09022
g LI - - I ———————

'sOLD TO \ O o—————
SHIP TO: = -
| SHUTTERBUG CAMERA SHOPs © i
| 1518 N.W. 123rd Street Warehouse =
Chicago, llinois 60613 | 1864 N.W. 123rd Street

| Chicago, Nlinots 60613 '

S = J k J

T —

=

{’E ALESMAN ! SHIPPED via ' TERMS - ’
] ) Herman o0
i d Federal Eipress Net - 30 Days

]_ = Knoxville, TN
("qrv.omoereD | QrY. SippED | DESCRWTION T
S e ;{ | AMOUNT
12 12 p I
. ocket Pro 55—digital camera b
260.00 3,120 |00
6 6 Pocket Pro 75—digital camera 345.00 2,070}00 l
00! 2
15 13 Compact flash memory cards 24 40 366100 N
8 8 Trpods |
| 9.60 76|80 |
|
|
| '4 |
\. | !
N L
Invoice Subtotal 2,632.80
Shipping Charges 12500 |
Invoice Total $5.757.80

EXTENDING AND TOTALING AN INVOICE

Extending an invoice is the process of computing the value in the Total or Amount column for

e'flch line of _the Invoice. This number fepre-sents the tota} dollar amount of egch type of m:crchr:-m- mvoice subtotal The smadid of &I
dise or service being purchased. The invoice subtotal is the amount of all items on the 1nvoice  merchandise or services on the invoice
before shipping and handling charges; insurance; and other adjustments such as discounts,  before adjustments.

returns, and credits. The invoice total is the final amount due from the buyer to the seller. invoice total The final amount due from
the buyer to the seller.

Shipping Terms

F.0.B. Destination
F.O.B. New York

' _-f.,"’ {3

F.0.B. Shipping Point
F.O.B. Fort Worth
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STEPS 70 EXTEND AND TOTAL AN INVOICE

STP 1. For each line of the invoice, multiply the number of items by the cost per item

Extended total = Number of items X Cost per item

STEP 2. Add all extended totals to get the invoice subtotal. \

STEP 3. Calculate the invoice total by adding the freight charges, insurance, and any
other charges to the subtotal.

EXTENDING ND_TOTALING ol E
P LE AN INVOlCE D T AR S R N R ?

— e = —

From the following invoice for Computer Mart, extend each line to the Total colump
and calculate the invoice subtotal and total.

Stock #  Quantity Unit  Merchandise Description _Unit Price __Total
4334 | 17 ea. 13" Monitors $244.00 ]
1217 8 ea. 17" Monitors 525.80 N
2192 2 doz. USB Cables 24.50 o |
5606 I bx. Blu-ray discs 365.90

Invoice Subtotal
Shipping Charges $244.75
Invoice Total

R —

SOLUTIONSTRATEGY
TotTaI
13" Monitors 17 ¢ $244.00 — $4,148.00
17" Monitors 8 )4 525.80 = 4,206.40
USB Cables 2 X 24.50 = 49.00
Blu-ray discs 1 X 365.90 = - 365.90
Invoice Subtotal $8,769.30
Shipping Charges + 24475
Invoice Total $9,014.05

TRYITEXERCISE 2

From the following invoice for The
calculate the invoice subtotal and t

Kitchen Connection, extend each line to the Total column and
otal.

Stock # Quantity Unit Merchandise Description Unit Price ~~ Total i

R443 125 ea. Food Processors $89.00 ||

B776 24 ea. Microwave Ovens 225.40 P i

5133 6 doz. 12" Mixers 54.12 o :
163 1 bx. Mixer Covers 166.30

Er By o w - i TR kR [ - L)

Invoice Subtotal
Shipping Charges $194.20

Invoice Total s

“HECK YOUR ANSWERS wiTh TH¢ SOLUTIONS ON PAGE 225

R e T L S B e




A
RREVIEW EXERCISES SECTION I

what word is represented by each of the following abbreviations?

P 1. bx. Box 2. pt 3. drm. 4. kg
q:‘ 5. gro.  Gross 6. oz 7. M. 8. cwt

e
- -

Using the Panorama Products invoice below, extend each line to the Amount column and calculate the subtotal and
total. Then answer Questions 9-22. (Note: Although 26 boxes of 2-inch reflective tape were ordered, only 11 boxes

were shipped. Charge only for the boxes shipped.)

9. Seller Panorama Products 0. Invoice number R-7431
|1, Invoice date 12. Cust. order # 3
| 3. Buyer ) 14. Terms of sale -
|5. Shipping address [6. Salesperson B -
17. Shipped via 8. Insurance

20. Unit price—2" Tape

19. Shipping charges

71 Invoice subtotal

22. Invoice total

% JNVOICE 2 O AL
| No. r-7431 |
Panorama Products (INVOICE DATE h
5 h A June 16, 20XX
! 486 5th Avenue cusTomeR's
Eureka, CA 95501 ORDER NO. 2led. ]
I ="
‘SOLD TO: FHIF TO: 3
! ). M. Hardware Supply SAME
2051 West Adams Blvd ]
Lansing, Mi 48501
g - P )
SALESMAN SHIPPED VIA TERMS F.O.B.
H. Marshall Gilbert Trucking Net 30 Days Effingham, IL

$C —1 ""lrm"f

QTY. SHIPPED

21380

16 cases 16 cases Masking Tape '/;* Standard ‘

| 26:79

12 cases 12 cases Masking Tape 1/2" Standard

88 56

26 boxes 11 boxes 2* Reflective Tape

74.84
[! 37 cases 37 cases | Sandpaper Assorted | l

INVOICE SUBTOTAL

' SHIPPING CHARGES 6145
INVOICE TOTAL
o ﬂ_________...__.---l

___-_-—_—__‘._—__———u—-———‘_—'-__
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BUSINESS DECISION: MANAGING MERCHANDISE “'

i
23 You are the store manager for The Bedding Warehouse. The invoice below is dye for 5
payment to one of your vendors, Hamilton Mills.

2. Check the invoice for errors and correct any you find.

b. Your warehouse manager reports that there were three king-size sheets and fjye
queen-size sheets returned, along with four packages of queen pillow cases. Calculate

the revised total due.

¢ The vendor has offered a 4% early payment discount that applies only to the merchan-
dise, not the shipping or insurance. What is the amount of the discount?

s
e
=
£ d. What is the new balance due after the discount?
S
2
o
store managers manage stores —
pecialize in selling a specific line of
handise, such as groceries, meat, AR TR INVOICE
r, apparel, furniture, automobile parts, B ' N
-onic items, or househol I | | ' : O. 49485
. sehold appliances Hamilton Mills R e
Charlotte, North Carolina 28235 CUSTOMER'S
ORDERNO. 49485
| (sobtO: - ) (swpTO: il
The Bedding Warehouse | |
406 Maple Road SAME
Franklin, VA 23851 J
N -

SALESMAN | SHIPPED VIA TERMS - F.O.B. T '
Federal Express Net 30 Days Charlotte, N.C. |

S o o — — e .
Wr OHMHED w' SH B | = e SR o . |
( QY. orDERED | Qrv. SHipPED | DESCRIPTION J

42 | ea. {  Sheets, king | $45.10 | $1,894{20

| 65 ea. Sheets, queen $37.60 | $2.444 .00
26 pkg. Pillow Cases, queen | $17.85 $464 110

55 okg. Pillow Cases, std. | $14.35| 78925
- < |

I

| 8 ed. Sh : i
| ams 83325 |  $366/00]

INVOICE SUBTOTAL _$5.957.55
SHIPPING CHARGES __ $132.50
INSURANCE $21.15

e R T

INVOICE TOTAL $6,111.20
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SECTION I1I

_

trade discounts Reductions from the
e of marketmg functions. manufacturer’s list price given to businesses

, service, and display. that are "in the trade” for performance of

.. marketing functions.
e | S€ catalogs contain the d
@ prices. Businesses in the trade receive price sheets from  list price Suggested retail selling price of
discounts in percent tform associated

S with each item in the 2n item set by the manufacturer or suppler.
catalog. By 1ssuing updated price sheets of trade discounts, manufacturers have the flexibility The original price from which discounts are
ot changing the prices of their merchandji

: _ , taken.
| S¢ without the expense of reprinting the entire catalog, )
Trade discounts are sometimes

- quoted as a single discount and sometimes as a series
or chain of discounts. The number

of discounts is dependent on the extent of the marketing
services performed by the channel member.

CALCULATING THE AMOUNT OF A
SINGLE TRADE DISCOUNT

T'he amount of a single trade discount is calculated by multiplying the list price by the trade
discount rate.

Trade discount = List price X Trade discount rate

CALCULATING THE AMOUNT QF. ... oo
BXHM E 3 A SINGLE TRADE DISCOUNT iiisstiniasill 2o

What is the amount of the trade discount on merchandise with a list price of $2,800
and a trade discount rate of 45%?7?

 SOLUTIONSTRATEGY

Trade discount = List price X Trade discount rate
Trade discount = 2,800 X .45 = $1,260

TRYITEXERCISES

Gifts Galore, a retail gift shop, buys merch::nn
of novelty items and toys. The wholesaler exte

1s the amount of the trade discount?

dise with a list price of $7,600 from a ﬁrholesaler
ds a 30% trade discount rate to the retailer. What

for the merchandise after the ciscamn! net price The amounht a business agtuaity
e f the trade discount from o, ¢ the merchandise after the discount

has been deducted.

The net price is the amount a business actuagt)l"acting the amount 0
has been deducted. It may be calc ulated by su

the list price.

Net price = List priée — Trade discount
e e = LIS




. 3

% |
|y, merchants are more interested in knowing the net price of an item thyy the i /‘
Frequ;-‘ltlh g’ rrade discount. In that case. the net price can be calculated directly from g, - {
yunt O L. : T |
amout .« without first finding the amount of the discount. | | ,_
list pric <t price of an item '« considered to be 100%. If, for example, the trade discoyp
Th_e IS i§40% of the list price, the net price will be 60% because the two must equa)
on an “%T 60% the complement of the trade discount rate (100% — 40%), is the po;. r
f the list 100%'~ g™ .ice that is paid. Known as the net price factor, it is usually written j,
net price factor The percent o th€ tion of the list pr ‘

chandise. It 15

- iness pays for mer .
price a bus pays - the net price.

decimal form.
the multipher used tO calculat

T0 CALCULATE NET PRICE BY USING

STEPS THE NET PRICE FACTOR

TEP 1. Calculate the net price factor, complement of the trade discount rate.

i
! Net price factor = 100% — Trade discount rate

 GTEP 2. Calculate the net price.

;

i Net price = List price X Net price factor
i

Note: This procedure can be combined into one step by the formula.

Net price = List price(100% — Trade discount rate)

N B o or R R

= --..'-I_"-.u- ol e 1l,-| & :4 -:I D '
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Calculate the net price of merchandise at Astana Imports listing for $900 less a trade
discount rate of 45%.

SOLUTIONSTRATEGY

Net price = List price(100% — Trade discount rate)
Net price = 900(100% — 45%)
Net price = 900(.55) = $495

TRYITEXERCISE4

Central Hardware Store bought paint supplies listing for $2,100 with a single trade discount rate
of 35%. What is the net price of the order?

The trade discount rate can be calculated by using the now-familiar percentage formula Ral¢

= Portion - SO jon. &
n = Base. For t]‘ns application, the amount of the trade discount is the portio™ ’ 1; £
numerator, and the list price is the base, or denominator. |

Trade discount rate = Trade discount
List price
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s e TRADE DISCOUNTS—SINGLE

201

.

S STEP) FOR CALCULATING TRADE DISCOUNT RATE
s

| 5‘|'EP 1. Calculate the amount of the trade diSCOUHt.

Trade discount = List price — Net price
STEP 2. Calculate the trade discount rate.

Trade discount rate = Trad'e discount
List price

L s B L o

s

> XRMPLES CALCULATING THE SINGLE TRADE .
’ 1Y | DISCOUNT AND RATE - '

o e S R T e e ‘;_A..:' -
e iR BT (e, LY & R

s 2 F o i o6~ R AMEE L

sterling Manufacturing sells tools to American Garden Supply. In a recent trans-

action, the list price of an order was $47,750 and the net price of the order was

$32,100. Calculate the amount of the trade discount. What was the trade discount
rate? Round your answer to the nearest tenth percent.

SOLUTIONSTRATEGY

R R R g —

Trade discount = List price — Net price
Trade discount = 47,750 — 32.100 = $15.650

Trade discount rate = 1rade discount
List.price

. 15,650 B ,
Trade discount rate = 47750 = 3277 = 32.8%

TRYITEXERCISES

Wilson Sporting Goods recently sold tennis rackets listing for $109,500 to The Sports Authority.
The net price of the order was $63,300. What was the amount of the trade discount? What was the
trade discount rate? Round your answer to the nearest tenth percent.

CHECK YOUR ANSWERS WITH THE SOLUTION ON PAGE 225.

REVIEW EXERCISES SECTION II

Calculate the following trade discounts. Round all answers to the nearest cent.

List Price Trade Discount Rate Trade Discount
1. $860.00 30% $258.00
Trade discount = 860.00 X .30 = $258.00
2. 125.50 12%
3. 40 75 19%
4. 499 .00 8%

J. 88.25 50%




CHAPTER 7 » INVOICES, TRADE DISCOUNTS, AND CASH DISCOy
NTg

J

Calculate the following trade discounts and net prices to the nearest cent

List Price Trade Discount Rate Trade Discount Net Price
6. $286.00 29%0 $71.50 $214.50
7. 134.79 40% B
8. 21.29 | 8%
9. 959.00 33% i

Calculate the following net price factors and net prices by using the compe.
ment method. Round all answers to the nearest cent.

List Price Trade Discount Rate Net Pric? Factor ) Net Price
10. $3.499.00 37% 63% $2,204.37
11. 565.33 2490 B
12, 1.244.25 45.8%
13, 1.60 12 3%

to the nearest tenth of a percent.

Trade Discount Rate Net Price

List Price Trade Discount
14. $4,500.00 $935.00 20.8% $3,565.00
15. 345.50 225.00
16. 2.89 2. 15
17 Find the amount of a trade discount of 30% on a television set that has a list price of $799.95.
F. 18 Find the amount of a trade discount of 55% on a set of fine china that lists for $345.70.

19 What is the amount of a trade discount of 25% offered to a shoe store for merchandise

purchased at a total list price of $7,8007

Whole Foods Market ordered 12 cases of organic vegetable soup with a list price of

20,
$18.90 per case and 8 cases of organic baked beans with a list price of $33.50 per case.
The wholesaler offered Whole Foods a 39% trade discount.
2 What is the total extended list price of the order?
§ b. What is the total amount of the trade discount on this order?
g
_“:i «  What is the total net amount Whole Foods owes the wholesaler for the order’
O
Whole Foods Market, with 284 <ores and  21. La Bella, a chain of clothing boutiques, purchased merchandise with a total list price of
52 500 employees, is the wor Id's leading $25.450 from Sandy Sport, a manufacturer. The order has a trade discount of 34%.
hasizing natural and | |
supermarket empcsizTs 2. What is the amount of the trade discount?

d America’s first national

organic foods an
cer. In 2009, sales

» Certified Organic” gro

were $8.03 billion. | |
According to the Food Marketing Institute,

in 2009, the 35,612 U.S. supermarkets
les of $557 billion. In addition, . : _ _ _
generated sales O 22 An item with a trade discount of 41% has a list price ot $289.50. Wh

there were approximately 85,200 grocery
ctores, of which 25,900 were convenience

stores.
Source: www.supermarketnews.com and

wwwwholefoodsmarket.com

b. What is the net amount LaBella owes Sandy Sport for the merchandise”

7
ot is the net pric®



~1 Nathan and David Beauty Salon pl
- | | aces ; .
The hist price of the order is $2 SI(J)O o, Creer for beauty supplies

is the net price of the order?

24, A watceh has a ist price of $RK9
d h .
of $545.75. "l can be bought by Sterling Jewelers for 4 ne

a. What 1s the amount of the trade discount?

-
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26. You are the buyer for the housewares department of the Galleria Department Store. A
number qf vendors in your areg carry similar lines of merchandise. On sets of micrm?
al_)le serving bowls, Kitchen Magic offers a list price of $400 per dozen le;ss; a 38% tr;l; _
discount. Pro-Chef offers a similar set for a list price of $425 less a 45% tx:ade discounte.

a. Which vendor is offering the lower net price?

Photo by Robert BreChner

b. It you order 500 dozen sets of the bowls, how much money will be saved by using
the lower-priced vendor?

P’ S sl s —

General Nutrition Centers, Inc., a wholly
owned subsidiary of GNC Corporation,
consists of a worldwide network of over
6,600 locations and the www .gnc.com
website. GNC, Inc, is the largest global
specialty retailer of health and wellness
products, including vitamins, minerals
and herbal supplements, sports nutrition
products, and diet products. As of December
31, 2009, GNC had a total of 5,271 full-time
and 7,522 part-time employees. Revenues
during this period were $1.7 billion.

The GNC website, www .gnc.com, provides

an online library where consumers may
research health-related topics.

BUSINESS DECISION: QUANTITY DISCOUNT

27. You are the purchasing manager for Tiger Electronics, a company that manufactures
scanners and other computer peripherals. Your vendor for scanner motors, Enfield
Industries, is now offering “quantity discounts” in the form of instant rebates and lower
shipping charges as follows:

Quantity Net Price Rebate Shipping
1-500 motors $16 none $1.30
501-1,000 motors 16 $1.20 90
1,001-2,000 motors 16 1.80 60

a. Calculate the cost of the motors, including shipping charges, for each category.

per month, what percent would be saved per

S
b. If you usually purchase 400 motor C Round (o the nearest tenth of a percent

motor by ordering 800 every tWO month

: 2;
¢. What percent would be saved per motor by ordering 1 200 every three months® Round

to the nearest tenth of a percent.

[Ey— T —— T TT} QR
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Chain or series trade discounts Term
used when a vendor offers a buyer more
than one trade discount.
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- An industry $rade :
. ¥nown as a trade association, !
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.- mrganization founded and funded BN

businesses that operate i N

specific industry, An industry trade 3§
‘association participatesin; public JERNG

‘relations activities such as advertSing,
education, political donations, .ewea
lobbying, and publishing, but its #4%]
main focus is collaboration betweer i
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conferences, providing networki

hosting charitable events, or offer]
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classes or educational mater jals.
A directory of trade associations .

may be found at http://dir.yahoo.com
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Trade discounts are frequently offered by manufacturers to wholesalers and reta-ilers; N & Serje
of two or more, known as chain or series trade discounts. For exam;?le.. a senesf of '25% and
10% is verbally stated as “25 and 10.” It 1s written 25/10. A three-discount series 1s write,
25/10/5. Multiple discounts are given for many reasons. Some of the more common ones follgy,

el in the Channel of Distribution A manufacturer might sell to a retailey

Position or Lev '
ositi might be quoted a 30g

at a2 30% trade discount, whereas a wholesaler in the same channel
and a 15% trade discount.

Volume Buying Many manufacturers and wholesalers grant an extra disg*ount for l?uying 2
large volume of merchandise. For example, any purchase more than S,QUO units at one time may
earn an extra 7% trade discount. Retailers with many stores or those with large storage capacity
can enjoy a considerable savings (additional trade discounts) by purchasing in large quantities,

Advertising and Display Additional discounts are often given to retailers and wholesalers
who heavily advertise and aggressively promote a manufacturer’s line of merchandise.

Competition Competitive pressures often cause extra trade discounts to be offered. In
certain industries such as household products and consumer electronics, price wars are not

an uncommon occurrence.

CALCULATING NET PRICE AND THE AMOUNT OF A TRADE
DISCOUNT BY USING A SERIES OF TRADE DISCOUNTS

Finding net price with a series of trade discounts is accomplished by taking each trade dis-
count, one at a time, from the previous net price until all discounts have been deducted. Note
that you cannot simply add the trade discounts together. They must be calculated individually
unless the net price factor method—a handy shortcut—is used. Trade discounts can be taken
in any order, although they are usually listed and calculated in descending order.

For illustrative purposes, let’s begin with an example of how to calculate a series of trade
discounts one at a time; then we will try the shortcut method.

EX HMPLE CALCULATING NET PRICE AND THE AMOUNT
_ OF A TRADE DISCOUNT il vt o i

.

Calculate the net price and trade discount for merchandise with a list price of $2,000
less trade discounts of 30/20/15.

SOLUTIONSTRATEGY

$2.000 $2,000 $1,400 $1,400 $1,120 $1.120

X .30 — 600 X .20 — 280 X A5 — 168
$600/ $1,400 $280/ $1,120 $168/ $952 = Net price
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~nves The Bookworm a series
;hc order and the amount of th

¢ trade discount

emember, the net price factor is the comple-

| 5. we must find the complement of
cach trade discount to calculate the net price tactor of the

> SEries.
The net price factor indicates to buyers what percent of the list price

For example. it the net price factor of g series of discounts
that the buyer is paying 66.5% of the ljst price.

STEPS FOR CALCULATING NET PRICE BY USING THE NET
PRICE FACTOR

STEP 1. Find the complement of the trade discount rates in the
each from 100% and converting them to decimal form.

they actually do pay.
1$ calculated to be .665. this means

series by subtracting

STEP 2. Calculate the net price factor of the series by multiplying all the decimals
| together.

STEP 3. Calculate the net price by multiplying the list price by the net price factor.

Net price = List price X Net price factor

= i . '*:1!11*--: :ll.:"*

chia: b ' CALCULATING NETPRICE . . . . . s

The Crystal Gallery purchased merchandise from a manufacturer in Italy. The mer-
chandise had a list price of $37,000 less trade discounts of 40/25/10. Calculate the

net price factor and the net price of the order.

| SOLUTIONSTRATEGY

Step 1. Subtract each trade discount from 100% and convert to decimals.

100% 100% 100%
— 40% ~ 25% — 10%
60% = .6 5% = .75 90% = .9

Step 2. Multiply all the complements together to get the net price factor.

Net price factor = .6 X .75 X 9
Net price factor = 403

—_— —
CE m—

SteP - Net price = List price X Net price factor
Net price = 37,000 X 405

Net price = $14.985
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single equivalent discount A single
trade discount that equates to all the
discounts in a series or chamn.
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- barometer of inflation as well as other
ﬁmmm - fm;i-
- nprices inevitably lﬁd b *
| *consumr prices and ¢ T _"."‘f'-f*-f'.f
;nﬂatmn s
s The Producer Prlm Index {PHF&
“» weighted index of prices masured r"
ot the wholesale, oF producer, %.M
_"Jevel A monthly release from ﬂ'll;ﬁ}“ ;gbﬁg
. Bureau of Labor Statistics (BLS), ﬂéf A
~ PP shows trends in the wholesale: o },t,
markets manufacturing industries i R

mdcomumdiﬂesmarkmmof&” v‘*

physical goods-producing mduﬂrlos
that make up the U.S. economy an""; w0
included, but imports are not. The PN

S L -""‘T i ';_
R .7, ¢
N 1 +.'f-__~_f‘..

. . - i 2.

'-'lf ot

¥, e

%A ? ]
L .'I.‘ u?.

T R

TRYITEXERCISEZ

4 30720712 series of trade discounts from the Clearyia iew
merchandise with a list price of $3.500. In Septem.

a4 pet shop. always gets

June, the shop ordered

Something's Fishy,
41 order listing for $5.800.

Fish Tank Compan)
her, the shop placet

v. In
| an additon

. otor for the series of trade discounts:

. What is the net price lag

| ise purchased in June?
W hat is the nct price of the merchandise purchased in J
b. 1at 18

L] . ; - '3
W hat is the net pricc of the merchandise purchahed In Sep[cmbcr
s RIS
s WITH THE SOLUTIONS ON PAGE 225

CHECK YOUR ANSWER

THE AMOUNT OF A TRADE DISCOUNT

Sometimes retailers a
of trade discounts. This is known as the single equivalent discount. We have already

learned that the trade discounts cannot simply be added together.
Here is the logic: The list price of the merchandise 15 100%. If the net price factor is the

part of the list price that is paid, then 100% minus the net price factor 1s the part of the st
price that is the trade discount. The single equivalent discount, theretore, 1s the complemen

of the net price factor (100% — Net price factor percent).

d ‘serle‘s

= STEP TO CALCULATE THE SINGLE EQUIVALENT DISCOUNT
AND THE AMOUNT OF A TRADE DISCOUNT

STEP 1. Calculate the net price factor as before by subtracting each trade discount °
from 100% and multiplying them all together in decimal form. *

STEP 2. Calculate the single equivalent discount by subtracting the net price factor in ;
decimal form from 1.

Single equivalent discount = 1 — Net price factor

STEP 3. Find the amount of the trade discount by multiplying the list price by the :
single equivalent discount.

Trade discount = List price X Single equivalent discount

CALCULATING THE SINGLE EQUIVALENT DISCOUNT
AND THE AMOUNT OF A TRADE DISCOUNT ;.

1d wholesalers want to know the one single discount rate that equates o |
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Step 1. Calculate the net price factor,

¢
?8% ~ 10% - &
' X
90 X 95 = .5985 = Net price factor
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