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Writing Off Bad Debt
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At times you may have one or more balances for invoices that will not be paid and need to be
zeroed out. Depending on your company policies and the specific details of the situation,
you can resolve this issue in three ways:

¢ Crediting an invoice — Useful for adjusting a specific invoice

¢ Creating areceipt that includes a bad debt adjustment — Useful for quick corrections in
simple scenarios

¢ Creating a credit invoice to reverse a batch of invoices — Useful for adjusting larger
numbers of invoices

Crediting a Specific Invoice

When you have a single invoice to consider, you can create a credit/adjustment invoice

https://aace5 knowledgeowl.com/help/issuing-a-customer-credit) t0 €liminate the bad debt. USing an adjustment
invoice will keep a clear history on the order, will update the sales tax amounts
appropriately, and will result in accurate sales amounts.

The invoicing history for an order where the original invoice was reversed in its entirety
might look like this:

0@ Orders 8
& Record: 1of 1 Newdp Edit# Delete Print/  Actions R

Order: 50120 Chadwick High School 10/19/2020 oreN @
Sales Order /—| Job Costs & Approvals Notices Emails i Docs &
Overview /ng‘ Procurement Fulfillment ippi +

Invoices

B mvoice Date Title Bill Terms Grand Total Balance Pmt Exp Tracking Status Status
> 50096 10/19/20 Chadwick High School Net 30 375.49 0.00 11/18/20 * .
> 50097 10/19/20 Credit/Adjust Inv #50096 Credit/Adjustment -375.49 0.00 10/19/20 *

0.00 0.00

Progress Billing

Date Invoice Title Invoice Description Item Desc Amt/Pct Invoice x
=B

Create Final Invoice

6 # Dept Al-Sales Assigned By Robert T Jones jssigned To Robert T Jones Tracking Status Q
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Using the Adjustment Column in Receipts

When you have only a few invoices to consider, involving relatively small adjustment
amounts, and sales tax values are not a concern, you can apply an adjustment on a receipt
item (https://aaces knowledgeowl.com/help/using-the-adjustment-field-in-receipts). 1 NS Will change the amount applied to
the balance of the related invoice. This is a quick method for resolving bad debt; however, it
does not reduce the tax liabilities of the bad debt.

For example, suppose a certain customer repeatedly transposes numbers on payments. In
paying two invoices for $3,244.73 and $3,685.97, they have sent checks for $3,244.37 and
$3,685.79. Posting these checks would result in the invoices remaining open with balances
of $00.32 and $00.18. To resolve the issue, the A/R rep would receive the two checks as
they are written, then record the imbalance amounts in the Adjustment column as discounts
given to the customer:

‘s0e@ Receipts a

Receipt: 50064 Correcting transposed amts - ORD50115/116  11/05/20 © penpinG ()
Customer Payment Details | Notices Emails &4 Docs &
Payment Info Bank Info
Company > Amount Bank Account >
St. Catherine High School 6,930.16 1120 Undeposited Funds - Cash/Checks
Pmt Methed Check # B customer Credit Card Deposit On Deposit Status Batch Bank Rec Status > Reconciled
CHECK 264584, 264587 11/03/20 &
Invoices /-_—_\
B Invoice Date Tite Order Suggested Balance 2 Amount Adjustment Total X
1 > 50098 @ 11/03/20 St. Catherine High School > 50115 * 3,244.73 3,244.37 0.32 DISC 3,24469 X ©
2 > 50099 . 11/03/20 St. Catherine High School > 50116 - 3,685.97 » 3,685.79 0.18 DISC 3,685.97 X
Q
Total Allocated 6,930.16
Out of Balance 0.00
o o Office| Al €. Pmt Taken By Alexis Kohn Cancel m

When the A/R rep posts this receipt, the invoice balances will be zero. (For other details of
the accounting impact, see our guide on using the adjustment column in receipts

https://aace5.knowledgeowl.com/help/using-the-adjustment-column-in-receipts#AdjColOnReceipt Accountinglmpact )

Using a Credit Invoice

When you need to write off a larger number of invoices or debit multiple GL accounts, and
also need to reduce the sales tax liabilities of the bad debt, you can use this two-step
process.
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First, create a credit invoice that includes negative values for the sum total of what is being
written off (e.g. -3 widgets assigned the correct tax profile). This invoice posts the total
negative amounts to the appropriate GL Accounts. Second, use a zero-value receipt to 'pay
both this credit invoice and the bad debt invoices that need to be zeroed out. (Note: This

second step is identical to moving a payment (nttps://aace5 knowledgeowl.com/help/moving-a-customer-payment-from-

one»invoice»to»another).)

You can construct your credit invoice in two ways, depending on your business needs and
policies:

e Write off the bad debt using specific line item codes (LICs) and tax profiles — This
creates a 'summary' invoice using the details from all the invoices you are writing off.

e Write off the bad debt using a generic LIC for "Bad Debt" and a generic LIC for "Tax
Lines" — This streamlines the process, while still ensuring that the values are attributed
to the appropriate GL accounts.

Write Off Bad Debt Using Specific LICs

Using the specific LICs from the bad debt invoices is helpful because it drives the negative
values to the separate GL accounts.

For example, suppose a customer went bankrupt, leaving several outstanding invoices,
totaling $4,366.85. Your A/R rep would create a new credit invoice that 'summarizes' the
customer's bad debt:

e Date — Must reflect the accounting period in which you are recording the bad debt.

e LICs — Populated with the specific items being written off (i.e. all LICs that were
included on all the bad debt invoices).

e Quantities — Converted to negative values (e.g. a bad debt invoice with 10 textbooks
should be reflected in the summary invoice as -10 textbooks).

e Unit Prices — Matched to those used on each of the bad debt invoices.

e Tax Profiles — Matched to those used on each of the bad debt invoices.

e Tax Exempt Flag — Cleared so the specified tax profiles will be applied.
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o0 e Invoices. -]

_¢ Record: 22 of 22 Newds Edit# Delete3 Print/sh  Actions 3

Invoice: 50113 Berkshire HS Bad Debt Summary 11/10/2020 oPeN @
W Notices Emails & Docs &

Bill To [=] # Description B Payment C:
Customer (Bill To) > Contact >
Berkshire Magnet High Jack Kincaid

Recur Transaction > Order >
Additional Info
Cust PO # Billing Terms Invoice Due Pmt Expected
Net 30 12/10/20 12/10/20 =
Invoice Items
Line Ttem Code Description Order Quantity Unit Price Unit Adj Total Tax Profile
1> Thit-1 Student tablet, 7" screen » -2 426.55 0.00 -853.10 NYS .
2 > Toit-2 Student Tablet, 8" screen * -2 474.05 0.00 -948.10 NYS
3 > Tbit3 Student Tablet, 9" Screen * -4 569.99 0.00 -2,279.96 NY2020
Subtotal -4,081.16
= Y o P— Adjustment 0.00 @
A
Receipts (Pay Total -4,081.16
B3 Receipt Date Payment Ref Memo Amount Shipping 0.00 0.00
- Tax out -285.69 | Exempt
Grand Total -4,366.85
Balance -4,366.85 100%
o A& Dept A-ARR Assigned To Alexis Kohn Tracking Status To Be Sent Q

When the A/R rep saves and opens the credit invoice, it would result in general ledger
entries that reverse the values for each LIC/tax profile combo.

08 General Ledger a

& Record: 10f 7 Print/  Actions 3\

General Ledger sedysccont o
inv-50113 mv

= Account Transaction ID Date Office Dept Line Item Code . Order PO Debit Credit  DebitBalance Status

1202 Accounts Receivable

> 1202 > INV-50113 # 11/10720  AE Al-A/R 4,366.85 4,366.85 CR OPEN o~ -
1202 Accounts Receivable 4,366.85 4,366.85 CR

2302 State Tax

> 2302 > INV-50113 # 11/10720 A€ A-AR > Thit1 59.72 59.72 OPEN [
> 2302 > INV-50113 A 11/10720 AE AT-AR > Tblt-2 66.37 66.37 OPEN . A =
> 2302 > INV-50113 # 11/1020  AE A-A/R > Tbit-3 159.60 159.60 OPEN or -
2302 State Tax 285.69 285.69

4020 Tablet Sales

> 4020 > INV-50113 # 11/1020  AE A-AR > Thit-1 853.10 853.10 OPEN or -
> 4020 > INV-50113 # 11/10220 AE A-AR > Thit2 948.10 948.10 OPEN o~ -
> 4020 > INV-50113 # 11/10720 A€ A-AR > Thit-3 2,279.96 2,279.96 OPEN o~ -
4020 Tablet Sales 4,081.16 4,081.16

List Totals 4,366.85 4,366.85 0.00

Show All | Constrain to B/S Accounts | Constrain to I/S Accounts | Constrain to Inventoried Items | Omit Inventoried Items | Omit Auto-Generated G) Entries | Related Records w

Next, the A/R rep would create a new customer payment at the Receipts module. This
credit/adjustment receipt should have an Amount of $0.00, and should include all the bad
debt invoices plus the new credit invoice. (Note: This step is identical to moving a payment
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00 Receipts &8

B T
Receipt: 50071 Crdt/Adj for Bad Debt - BerkshireM HS 11/10/20 © penome O

Customer Payment Details | Notices Emails &d Docs &
Payment Info Bank Info
Company > Amount Bank Account >
Berkshire Magnet High School Q 0.00 1120 Undeposited Funds - Cash/Checks Q
Pmt Method Reference # ) customer credit card Deposit On Deposit Status Batch Bank Rec Status > Reconciled
CREDIT/AD] 11/10/20 =
Invoices /\
B imvoice Date Title Order Suggested Balance > Amount \  Adjustment Total %
3 > 50111 @ 11/10/20 Berkshire Magnet High School > 50124 b g 1,927.29 » 1,927.29 0.00 192729 %X ~
4 > 50112 @ 11/10/20 Berkshire Magnet High School > 50125 + 2439.56 »» | 2,439.56 0.00 2,439.56 %
5 > 50113 . 11/10/20 Berkshire HS Bad Debt Summary * -4,366.85 »>| | -4,366.85 0.00 -4,366.85 X
Q
Total Allocated 0.00
Out of Balance 0.00
© # ofce A Q. Pmt Taken By Alexis Kohn Cancel m

Write Off Bad Debt Using a Generic Bad Debt LIC

Using a single LIC streamlines the process of writing off a batch of invoices, attributing the
value to a single GL account. Before using this method, verify whether your system already
includes a "Bad Debt" LIC for this purpose. If it does not, ask your system administrator to
create one similar to this example. (Note: The Revenue Account should reference the
account in the GL where bad debts accrue.)

00 Line ltem Codes
= % Record: 20 of 110 Newsp Edit## Delete3 Print/R  Actions A
Line Item Code: BAD DEBT Used for writing off bad debt ACTIVE @
Line Item Code Notices Emails &4 Docs &
General Info Order Item Notes
Type Rate Type Rate Value VDS
Misc Fixed Price 0.00 V
Est Unit Cost Price  Comm Type Comm Value VCS
0.00 0.00 Not Applicable 0.00
Accounting Setup Exclude from C
Revenue Account > Cost Account >
9001 Bad Debts 9001 Bad Debts
Department > Barcode Input
Accounts Receivable (AI-A/R) CODE50046

Custom Prices Offices

Rate Card Default Rate Type Rate Value VDS Price | Default Comm Type Comm Value VCS
Preferences
Show in entry list. Causes the code to appear in order, estimate, quote, and invoice value lists. Send notice when ordered. Sends ‘Line Item Code Ordered' notice when an order or PO is opened.

X| Enable AvaTax. Sends order and invoice items to AvaTax. Optional code:

(i Bos Lo

As an example of using this method, suppose you need to zero out multiple invoices for a
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customer that total $4,596.68. Your A/R rep would create a credit invoice for that
customer:

e Date — Must reflect the accounting period in which you are recording the bad debt.

e LICs — Populate it with the single LIC for Bad Debt.

e Quantity — Set toone.

e Unit Price — Enter a negative value equal to total of the invoices you are writing off.

e Tax Profiles — Leave the default setting. Usually Other-type LICs would use a 0% tax
rate.
Note: If you need to also reduce sales tax liabilities, use a separate line on the invoice.
(See below for details.)

08 Invoices. &
Invoice: 50118 NSACS Bad Debt 11/10/20 = penoine O
Invoice Details Notices Emails B Docs @
Bill To =] # Description Payment Ci
Customer (Bill To) > Contact >
New Start Academy  ©. Tony Conforto Q
Recur Transaction > Order >
Additional Info
Cust PO #  Billing Terms Invoice Due Pmt Expected
Net 30 12/10/20 12/10/20 ©
Invoice Items
EY uine 1tem code Description Order Quantity Unit Price Unit Adj Total TaxProfile ¥
1 > BADDEBT @ Used for writing off bad debt * 1 -4,596.68 0.00 -4,596.68 OUT x "
Q
Subtatal -4,596.68
Adjustment 0.00 @
Total -4,596.68
Shipping 0.00 0.00
a Tax out 0.00 Exempt
Grand Total -4,596.68
© # et AR . Assigned To Alexs Kehn | Tracking Status AT seve |

Next, the A/R rep creates a new customer payment from the Receipts module. This
credit/adjustment receipt should should have an Amount of $0.00, and should include all the
bad debt invoices plus the new credit invoice. (Note: This step is identical to moving a
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‘0@ Receipts a
Receipt: 50072 Crdt/Adj for Bad Debt - NSACS 11/10/20 = penonG O
Customer Payment Details | Notices Emails &d Docs &
Payment Info Bank Info
Company > Amount Bank Account >
New Start Academy Charter School Q 0.00 1120 Undeposited Funds - Cash/Checks
Pmt Method Reference # ) customer credit card Deposit On Deposit Status Batch Bank Rec Status > Reconciled
CREDIT/AD] 11/10/20 =
Invoices 7N\
B imvoice Date Title Order Suggested Balance > Amount \  Adjustment Total %
1 > 50114 @ 11/10/20 New Start Academy Charter School > 50126 b g 2,028.72 > 2,028.72 0.00 202872 %~
2 > 50115 @ 11/10/20 New Start Academy Charter School > 50127 + 2,567.96 > | 2,567.96 0.00 2,567.96 %

3 > 50118 @, 11/10/20 NSACS Bad Debt * -4,596.68 > | -4,596.68 0.00 -4,596.68 X

Total Allocated 0.00 [
Out of Balance 0.00

© # ofce A Q. Pmt Taken By Alexis Kohn Cancel m

Notes about Taxes

Organizations that collect sales tax may also need reversing entries for tax accounts in order
to avoid paying sales taxes on bad debt. Be mindful if using either of the last two methods
(i.e. creating a receipt that includes a bad debt adjustment and creating a credit invoice to
reverse a batch of invoices).

If adjustments to sales tax accounts are required, your system administrator can create
generic LICs for each tax jurisdiction. These should be Other-type LICs, leaving the default
0% tax rate for all tax profiles (https://aace5 knowledgeowl.com/help/setting-up-tax-profiles. VWhen your A/R rep
creates a credit invoice, he should add a line for each applicable tax jurisdiction, entering the
correct tax amount with detailed notes.
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