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How to write-off Bad Debts on a Ledger Card

A common problem Millennium users ask us about is the correct method to write-off
bad debts due to non-payment of bills and disbursements by clients. This is particularly
important where there is a VAT element involved, and the practice wishes to claim
back the VAT from Customs & Excise.

From Millennium V5.037 onward there are two methods by which Bad Debts can be
written off, but which one to use depends on what end result you want:-

Before you proceed any further, ask yourself the following key questions:-
Q. Isthere a VAT element that I wish to reclaim?
Q. Do I want to write off non-payment of a Disbursement or a Bill?

Q. Whatif I have already posted write-offs, but not used the right method to
reclaim VAT?

Initially we will provide an overview of the methods, then a summary of the method to
use, followed by the appropriate step-by-step procedure.

Method 1 - Overview

In Millennium V5.037 a new feature was introduced to make writing off money on a
matter easier. This can be found in the Office Postings screen on the Posting Type
drop-down menu. There are two new options called “Write-off” and “Reverse write-
off”.
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Do NOT use this method to write off bills if you want to reclaim its VAT from
Customs & Excise.

Method 1 automatically utilises the Bad Debts write-off nominal account which should
be set up once in the system configuration. To check this go to menu Setup, then
Special Accounts, and check whether there is a nominal account code against the “Bad
debt write off account”. If not then this nominal account should be set up in the Chart
of Accounts, normally in the Overheads / Bad Debts category (typically range 79000-
79999), as an Expense type nominal account called “Bad Debts”, (with a cleardown
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account, type Nominal, probably under Capital & Reserves / Partners Capital, and
called “Profit for Year”).

When a “Write off” posting type is selected from the drop-down menu, it
automatically selects transaction type Receipt. Proceed to select the disbursements or
bills, and the amount that you wish to write off.

The “Reverse Write off” posting type is used to contra an incorrectly posted Write
Off. Note that you would need to use Manual Cash Allocation first to “Un-Pay a Bill
or Disbursement” previously allocated to the Write-off posting, before you can post
the Reverse Write off.

Method 1 is an improvement over Method 2 because it eliminates an extra posting,
automatically assigns the Bad Debts nominal account, and automatically enters
appropriate descriptions for you, thereby saving time.

Method 2 — Overview

Before Method 1 above was available, this was the original way of writing off a bad
debt for both disbursements and bills, whether VAT was applied or not.

If the client has not paid any of the bill amount, for example due to a fee disagreement,
or adjustment to the charge, then a fee credit note can be posted, but if part-payment
has already been received, and the remaining bad debt is to be written off then the
following method should be applied.

This method involves two postings. First a receipt into the office account on the matter
ledger card using a Bad Debts bank account, and secondly a payment from the Bad
Debts bank account to the Bad Debts nominal expense account.

It is this second-half, the Nominal posting, which allows you to reclaim VAT by
entering the VAT amount as required. This way will ensure that reclaimed VAT
appears on the VAT Report for the Bad Debts nominal expense.

To distinguish write-off transactions and keep them separate from normal office bank
transactions it is best to set up a Bad Debts and Write-offs bank account, if one doesn't
already exist, using the Banks Maintenance window.

PROCEDURE
Considering our original questions we can proceed as follows:-

Q. Is there a VAT element that | wish to reclaim?

A. Method 1 is the quicker, easier way to write off unbilled disbursements with
or without VAT. Bills may also be written off using this method but if you
wish to reclaim any VAT on the Bill you should use Method 2.

Do | want to write off a disbursement or a bill?

©

A. Unbilled Disbursements can safely be written off using Method 1 regardless
of whether they have VAT or not. Usually Method 2 will be used to write-off
a Bill, unless it has no VAT or it is negligible and considered not worth

claiming.
Reclaim VAT? | Disbursement Bill
Yes Use Method 1 Use Method 2
No Use Method 1 Use Method 1
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Method 1 - Procedure

When a “Write off” posting type is selected from the drop-down menu, it
automatically selects transaction type Receipt. Proceed to select the disbursements or
bills, and the amount that you wish to write off.

1. Display the Office Account Posting wizard (View | Accounts Posting menu).
2. On the wizard's 'Main Details' screen, select Write off.
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Note that the Bank code box has disappeared now because the transaction will
be handled automatically through the Bad Debts nominal special account, and
transaction type Receipt is automatically selected.

3. Click Next and select disbursements or bills in the normal way to allocate the
Write-off against.
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Method 2 - Procedure
The following is the old way of doing write offs:

NB: Set up a Bad Debts and Write-offs bank, if one doesn't already exist, using the
Banks Maintenance window.

NB2: Set up a Bad Debts nominal Expense account, if one doesn't already exist, using
the Nominals Maintenance window.

There are two parts to the posting procedure, one involving the Office Account Posting
wizard and one involving the Nominal Posting wizard.

Part 1 - Office Account Posting
1. Display the Office Account Posting wizard (View | Accounts Posting menu).

2. On the wizard's 'Main Details' screen, select Use office bank and type the code
number of the bad debts bank.
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Specify the appropriate client matter number.
4. Click on the Receipt radio button.

Complete the wizard by posting the receipt to the value of the write-off,
allocating the write-off to the bill or disbursement as required.

6. Proceed to Part 2 of the procedure.
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Part 2 - Nominal Posting

1. Once you have completed Part 1, display the Nominal Posting wizard
(View | Accounts Posting menu).
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2. In the Main Details screen, click on the Bank radio button to specify the Source
Account.

3. Type the code number of the bad debts bank into the next field.
Select Payment, click Next.

5. Fill in the Detail & amount screen with a suitable description, and the total
amount of the write-off, then click Next.
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6. Click on the 'Nominal' tab to specify the destination account:-
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7. Click Add to add the nominal code, which should be your 'Bad Debts' expense
nominal account in the Nominal code box.

8. Enter the total Amount (including VAT) to be written off (this will default to
the total amount initially).

9. Select appropriate VAT code if there is VAT to be reclaimed. It will calculate
the VAT for the total amount at the set VAT rate. Remember to adjust this to
the actual value of VAT being reclaimed, for example a bill might include non-
VATable disbursements, so the actual VAT to be reclaimed should be reduced.

10. Complete the remaining wizard screens as required and click Post.

What if | have already posted Bill write-offs, but not used the
right method to reclaim VAT?

In instances where you might have already written-off Bills using Method 1 described
above, and you expected the VAT to be reclaimed and show up on the VAT Report,
you could correct this in a couple of ways.

You might have posted write-offs to several different matters using Method 1 for Bills
with VAT. One method is to post individual Reverse Write-offs to each matter, but you
must de-allocate the Write-off transaction from the Bill before you can post the
Reverse Write-off. However, the simplest and quickest correction is to make a single
adjustment to the Bad Debts Expense nominal account.

Calculate the grand total for ALL the write-offs to the various matters and their
associated total VAT to be reclaimed.

Ensure that only Bills are included in the total, as disbursements will have already
been written off to this account.

The office account transactions for the ledger cards have already been handled, so all
that is required is to:-

1. Post a single Receipt using the Nominal Posting screen, specifying the Bad
Debts bank account as the Source bank, the Bad Debts Expense nominal as the
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destination account, for the grand total amount of ALL the write-offs already
made to the matters inclusive of VAT, but do not specify any VAT in this
posting — in other words this will be a single grand total correction or “Reverse
write off” of the original multiple postings.

2. Now post the equivalent Method 2, Part 2 posting as described earlier, but for
the grand total of the Amount, and this time also specifying the VAT
(remember the VAT will be calculated automatically at the VAT rate, and you
might need to adjust this where some bills had non-VAT Disbursements).

OPSIS Practice Management Solutions Ltd June 2002



	How to write-off Bad Debts on a Ledger Card
	Method 1 - Overview
	Method 2 – Overview
	PROCEDURE
	
	Disbursement

	Yes

	Method 1 - Procedure
	Method 2 - Procedure
	Part 1 - Office Account Posting
	Part 2 - Nominal Posting

	What if I have already posted Bill write-offs, but not used the right method to reclaim VAT?


