HOW TO Book a Returned AR Check (NSF)

When NSF check is received… 

1.) Journal Entry

Bad Debts   XXX

   Cash

XXX

2.) When Cash is received

Cash             XXX

   Bad Debt            XXX

   Misc Inc
      XXX (service charge assessed to customer)

Another option…

Instead of using bad debt, post NSF check to a clearing account (maintained on the balance sheet) so that it won’t impact Income Statement (Bad Debts is reflected on the Income Statement) until you are sure the customer isn’t going to pay:

1.) Journal Entry

Clearing    XXX

   Cash

XXX

2.) When Cash is received

Cash             XXX

   Clearing             XXX

   Misc Inc
      XXX (service charge assessed to customer)

Or if Customer doesn’t pay:

Bad Debt    XXX

  Clearing       XXX

Still another option….

Can use 4.1.12 to reopen the NSF item, with invoice numbers.  Can be cumbersome if the check paid multiple invoices.  Also still need to do a journal entry so that the GL accounts are not off:

AR     XXX

Cash      XXXX

I am not a fan of this method for a few reasons:  you still have to do a journal entry; it is a hassle if there are multiple invoices.  And the biggest reason, AR is one of the 4 accounts that I don’t like to ever hit with a journal entry (also Warr AR, Warr Clearing, and AP.) We do not get that many so it is not hard to track off system.  

System Entries

Use Menu 12.2.15.  Be sure to enter the information as soon as you receive notification of an NSF.  The counter staff will see it whenever they pull up the customer in Menu 1.2 (Order Entry.)  Also, be sure to update the record when payment is received so that the counter staff also knows that it is no longer a receivable.  Also will be accessible through 4.1.9, with ‘N’ option.
