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Writing Off Bad Debt
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This guide walks through various methods for writing off bad debt. It is intended for
advanced users.

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 which are detailed below:

° Crediting an invoice (https://aaceé.knowledgeowl.com/help/writing-off-bad-debt#CreditingASpecificlnvoice) — Useful for

adjusting a specific invoice
e Using the adjustment column on a receipt (https://aaceé.knowledgeowl.com/help/writing-off-bad-

debt#UsingAdjustmentColumninreceipts) — Useful for quick corrections in simple bad-debt scenarios

° USinE a credit invoice (https://aace6.knowledgeowl.com/help/writing-off-bad-debt#UsingACreditInvoice) — Useful for

reversing a batch of invoices

Crediting a Specific Invoice

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

(https://aace6 knowledgeowl.com/help/issuing-a-customer-credit) tO €liminate the bad debt. USing an adjustment

invoice will keep a clear history on the order, update the sales tax amounts appropriately,
and result in accurate sales amounts.

The invoicing history for an order where the original invoice was reversed in its entirety
might look like this:
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# Deleted Print/  Acions A

Order: 60294 = Mishawaka School District 08/19/22 oreN @
Sales Order Management __Job Costs & Approvals 2 Motices Tasks B Emals & Docs i
Overvhew Involcing Procurement Fulfillment Shipping & Receiving Tasks & Preferences +
Order Thers To brsice Inveiced Remain % T Inweice Irmvesiced Remain micices 3
- P-0ill5 | O Paint - Set of 15 10 1] 10 100°% 550.00 000 550.00 100% 2 .

Invoices Progress Billing

a Irmvoice Diake Title Billing Te Balance Pt Exp Tracking Status Status
60258 oane22 Mishawaka School District Net 30 0.00 05/18/22 -+
- G0259 0818722 Credit/Adjust nv #60258 Met 30 0.00 05/18/22 o
A+ Dept A Asgn By EH Asgn T MH 1, Tracking Stabus Quote ﬁ.

Using the Adjustment Column in Receipts

When you have to consider only a few invoices, 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 NiS Will change the amount applied to
the balance of the related invoice. It 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 $1,406.30 and $10,769.27, they have sent checks for $1,406.03 and
$10,768.72. Posting these checks would result in the invoices remaining open with balances
of $00.27 and $00.55. To resolve the issue, the A/R rep could receive the two checks as
they are written, then record the imbalance amounts in the Adjustment column as discounts

given to the customer:
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ade Receipts a
Receipt: 60080 Correcting transposed amts - ORD60023/48  08/19/22 = renong )

Customer Payment Details | Notices Tasks 5 Emails Docs &

Payment Info —— Bank Info
Comparry > Bank Account >
Westbury Catholic High Schoal 1120 | Undeposited Funds - Cash/Checks
Pt Method Check # 3 customer Credit Card Motification Stus Deposit On Deposit Status Babch Bank Rec Status > Recongled
CHECK ognyyzz O
Invoices
[nvoice Date Tithe Ordiér Suggedted Balance 3 Adjustment Total X
1 = 0205 L 0723122 Westhury Catholic High Schoal = 60048 = 1,406.30 0.27 DISC 1,406.30 X ~
= 60085 L 072622 Westhury Catholic High School > 0023 = 10,769.27 3 : 0.55 DISC 10,769.27 =
Tatal Aliocated 12,174.75 [H
Out of Balance 0.00
A+ Office Al 3 Tracking Status Pmnt Taken By EH Caneel

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

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.

First, create a credit invoice that includes negative values for the sum total of what is being
written off (e.g. -3 widgets that are 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

(https://aaceé.knowledgeowl.com/help/moving-a-customer-payment-from-one-invoice-to-another).

Depending on your business needs and policies, you can construct your credit invoice in two
ways (detailed below):

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

o 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 $4,550.00. Your A/R rep would create a new 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)

¢ 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

a L ] Invoices B

Invoice: 60266 @ Cognitio 08/19/22 oPeN @
Invoice Details | Hotices Tasks G Emals i Docs &

Bill To + Description ) Payment Comments

Custoener (Bl Te) = 9o r Oirder >

Cogritio 60087

Samuel Johnson M Bllng Terms

RaEE™ rsaoa i

Irweoice (Duse Pmint Expected

05/18/22 a8 ©

Invoice Items Invoice Items Override
Code Description Order Quantity Unit Price: Uit Ad) Total Tax Profile

L= HP-200-T HP 200 Series Toner Cartridge - 60087 -100 28.00 0.00 -2,800.00 OUT

* HP-300-T HE* 300 Series Toner Cartridge - BOOBT =50 35.00 0.00 -1,750.00 OUT
Subtatal -4,550.00
Adjustment .00 @
Receipts | Adjustments Refunds Tatal -4,550.00
D Fecept Date Parymernt Ref Memo Amount Shipging [1X1] 0.00
= Tax ouT 0.00 | | Eeempt

Grand Total -4,550.00
Balance -4,550.00 100%

A Dept Al Asgn To AK | Tracking Status T Ba Sant Rpcur Trarsaction = ﬂ‘
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When the A/R rep saves and opens the invoice, it would result in general ledger entries that

reverse the values for each LIC / tax profile combo.

-
aoe General Ledger -]
% Record: 1of3 Delete 3 Print /@ Actions A

General Ledger s s acount o

) Inv-60266 B~
B Account Transaction ID Dt Office. Dept Cindee 70 Order PO Debit Credit Dehit Balance Status
1202 | Accounts Receivable

= 1202 > INW-G0266 A& o192 AL AL > 60087 4,550.00 4,550.00 CR OPEN . A -
1202 Accounts Recaivable 4,550.00 4,550.00 CR
4002 | Product Sales

> 4002 > INV-G0266 & 081922 Al Al > HP-200-T > G008T 2,800.00 2,800.00 OPEM . A -
= 4002 = INW-G0266 A 0819722 Al Al > HP-300-T B0087 1,750.00 1,750.00 OPEM . o -
4002 Product Sales 4,550.00 4,550.00
LList Totals 4,550.00 4,550.00 LX)

Show All | Constrain to B/S Accounts | Constrain to If5 Accounts

Constrain to Inventoried Mems |~ Omit Inventonied Items ~ Mors Finds v

Redated Rocords v

Next, the A/R rep would create a new customer payment at the Receipts module. This

credit/adjustment receipt should have a Total Allocated of $0.00, and should include all the

bad debt invoices plus the new credit invoice. (Note: This step is identical to moving a

payme nt (https://aaceé.knowledgeowl.com/helD/moving—a—customer—Davment—from-one—invoice—to—another).)
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feoe Receipts 8

Receipt: 60087 Crdt/Adj for Bad Debt - Cognitio

Customer Payment Details

08/19/22 = penomng O

Hotices Tasks G Emals & Docs i
Payment Info Bank Info
Company Amourt Bank Account +3
Cogritio - 000 1120 | Undepasited Funds - CashfChecks
Pmint Method Reference # n Custorner Credit Card b tion St Deposit On Deposit Status Batch Bank Rec Status > Reconcied
CREDIT/AD) ogfiaz2 o
Invoices
Inwoice Date Title Order Suggested Batance X Total 3
- 60207 L 02522 Cognitic - G0087 = 4,550.00 > 4,550.00 X -
- Gl266 L 08/19722 Cognitio - G0087 = ~4,550.00 »» -4,550.00 X
Total Alacated 0.00 ©
Out of Balance 0.00
&+ Offce AT L] Tracking Stwts P Takan By EH 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.)
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ese Line Item Codes 8
= 5 Record: 101 Newds Edt# Deleted Prit/@  Actions A
Code: BAD DEBT Used for writing off bad debt AcTIVE @
Code | Setup | Notices (3 Tesks(G  Emalsil Do
Accounting Setup Commissions and Rate Setup
Revenue Aotount > Corst Artount = Pt Type Ruate Value VIS Price
9001 | Bad Debts 9001 | Bad Debts Fixed Price 000 WV 0.00
Department > Comm Type Comm Value VCS Commission
Accounts Recervable Mot Applicable
Preferances: These: saftings impact befirvior Hroughoot the syster, Pagses consull the JACE knowiedpe Base for additional infb, Finance & Accounting Additional Info
Sales Entry Huto-Updates
Showe in Code: drop-down lst for orders, guotes and involces.
X Print by default.
Enfrce rate cand billing
Exifiaie CUSTOMEs discount Racord ACCESS
X Enatie AwvaTax. Optional code: N Acoessivle bo all offices,
Accessitie to selected offices ony.
Al Offices
Dversight Notifications
Send notice when an order or PO B opened.
Send notice If scid with marngin less than: o
+
i e

As an example of using this method, suppose you need to zero out multiple invoices for a
customer that total $1,131.42. Your A/R rep would create an invoice for that customer:

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

e LICs — Populated with the single LIC for Bad Debt

e Quantity — Set to one

¢ Unit Price — Negative value equal to the 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).
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r %
aoe Invoices B

E § Record: 2002

Mewdp Edt#f Deleted Print/@  Actions A

Invoice: 60267 | NSACS Bad Debt 08/19/22 oPeN @
Invaice Details Hotices £} Tasks B Emals & Docs &
Bill To Always use the Mastercard on fe o Description ) Payment Comments
Custeener (Bl Te) = Q custro Oirdier >
New Start Acaderny Charter School
memm Billng Terms
North River, NJ 08882 Net 30 Additional Info
Trweciice: Due Pront Expected

0518122 oe/i8f22 ©

Invoice Items Invoice Items Override

Code: Description Order Quanktity Unit Price: Uinit: Ad) Total Tax Profile
= BAD DEBT Used far writing off bad debt 1 -1,131.42 0.00 -1,131.42 OUT L
Subtatal -1,131.42
[ Adjustment 0.00 @
| Receipts | Adjustments | Refunds Total 215142
D secert Date Payment Ref Memo Aehounk Shipping 000 0.00
= Tax ouT 0.00 | | Exempt
Grand Total -1,131.42
Balarce -1,131.42  100%
#+ Dept A Asgn To AK 0, Tracking Status To Ba Sant Racur Transaction » :’.
[

Next, the A/R rep creates a new customer payment from the Receipts module. This
credit/adjustment receipt should should have a Total Allocated of $0.00, and should include
all the bad debt invoices plus the new credit invoice. (Note: This step is identical to moving a

Receipt: 60089 Crdt/Adj for Bad Debt - NSACS 08/19/22 = renome O

| customer Payment Details | Motces @) Tasks(h  Emoksi@ Do
1nfo Bank Info

Company = Amourt Bank Account =

New Start Acaderny Charter School Q 000 1120 | Undepasited Funds - Cash/Checks -

Pmint Method Reference # 1B custeemer Crede Card Motification Status Deposit On Deposit Status Busteh Bank Rec Stabes > Reconcled

CREDIT/AD) ogf1a22 O

Invoices

Inwoice: Date Title Order Suggested Balance X Aot Adjustment Total 3

L= 40163 o 0ar10/22 Mew Start Academy Charter School = 60028 = 1,131.42 % 1,131.42 0.00 1,131.42 % ~
1 = G267 o 08/19/22 MNSACS Bad Debt = =1,131.42 B N -1,131.42 0.00 -1,131.42 %
Total Alocated o.00 &
Out of Balance 0,00
A Office AL Q| Tracking Stwtus Pmnt Taien By EH Cancel m
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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 of this when creating a receipt that
includes a bad debt adjustment or when 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 QrOﬁles https://aace6 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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