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INTRODUCTION

Credit Control and Accounts queries are a nuisance for both Creditor and Debtor and are often avoidable.  This note sets out some of the background and suggests some working procedures on the parts of both the Creditor (the party issuing the Invoices) and the Debtor (the party being asked to pay them).
GOODWILL & MISCHIEF & CONFUSION.

Confusion may be genuine or contrived.  Genuine confusion may be resolved promptly in good faith or it may be exploited for purposes of delay.  Every Creditor will wish to avoid confusion.  Most Debtors will too.  Mischievous ones will take advantage of it.
In almost all cases the confusion is caused at the top level by an inability to easily reconcile what each side thinks about the account.  The Creditor has a Sales Ledger and the Debtor has a Purchase Ledger, each dealing with the Account in question.  Each will have a list of outstanding items – is it the same list?  That is the key question.

BALANCES

This is a very good “jumping off point” for exploring the problem and the solutions.

If we compare the 2 account balances (Creditor and Debtor), there are 3 possibilities to discuss.  I will add that they must be compared at the same date.  All computer Accounts software will permit an Account to be detailed as at any chosen date.  Transactions (Invoices or Payments) made after this date will form no part of the Account Balance calculated.  If both parties look at their balance on the same day that a query has arisen, they should remember that one may have very recent transactions entered which are yet  to appear on the other account.  (Delay in the post, at the bank or in posting to the Account).
Both Balances are zero.  This is ideal and will happen whenever the Debtor pays his bills promptly.  It is what should happen in a perfect world.  If it does, none of the issues raised below will occur and life is pleasant and simple.  If only…
Both Balances are non zero but Agree.  Here, both parties agree the amount owed, even though they may have different (and largely irrelevant) ideas about how it is made up.

The Balances Disagree.  Cue trouble and potentially strife.  In this situation, the next step is normally to “reconcile the accounts”.  This means trying to match each and every item (transaction) so that errors are highlighted and can be discussed.
ACCOUNT MAINTENANCE

Consider a period of say a year.  In this time, perhaps 50 invoices might be issued to a debtor, and possibly 12 payments made  -  a total of 62 transactions.  When a payment is made, the Debtor will consider it, normally, as being in respect of one or more of the Invoices he has booked onto his Purchase  Ledger account.  When the payment is received, the Creditor will consider it, normally, as payment for one or more of the Invoices booked onto his corresponding Sales Ledger account.

If both the creditor and the debtor makes the same entries, and have always done so, their two accounts will be almost completely in step, and any required reconciliation will be quick and easy, for example a misposting or a duplicated entry.  If they do not, and even more so if this is habitual, the accounts will be very different in the detailed entries and the reconciliation is a nightmare.  Most accounts software packages default to not showing or printing “matched items” (aka paid invoices) so that unless the user is prepared to do some digging, this detail is now lost.  In any event, as entries proliferate, reconciliation becomes more and more difficult.
I used the word “normally” above.  This is because it is open to both parties to book the payment as being a “Payment on Account”.  This preserves the underlying detail at the top level, but unless both parties do this, one of them will be without some of the information required.
REMITTANCE ADVICE

There is a tried and tested technique for keeping the two versions of the account in step – this is called the Remittance Advice.  The debtor (who is paying bills) sends the creditor (who is sending out the bills) the payment and tells him how to apply it.  Then if both parties stick to the details provided, the same items are marked as paid (or part paid) in the Sales Account of the creditor and the Purchase Account of the debtor.

When there is no Remittance Advice, the Creditor, the company receiving the payment, will often apply it against the oldest debt in the account.  However, this may be unpaid for a reason – perhaps the debtor has not received these invoices or has disputed them.  Meanwhile, his payment has been applied against more recent invoices.  Result:  a detail mismatch (but not a Balance Owed mismatch).

Advice 1.  For Debtors.  Some companies do not use Remittance Advice notes:  our advice – do so, or accept that there will be a need to check to see if all Balances match on either side on a frequent basis.

DIVERSE PATHS

Modern commerce has moved on from sacks of gold and clerks with quill pens.  Unfortunately faster and diverse is not altogether better.   The best way of keeping everything in step is to make the payment and send the matching Remittance Advice together.  Unfortunately this often entails using the post and using cheques, neither of which are universally admired.
A great many payments are made using BACS.  Unfortunately, even though Remittance Advice information is sometimes sent to the Bank in the hope it will be sent on to the debtor company when the payment is made, this does not often occur.  One or the other bank loses or truncates the information.
Advice 2.  For Debtors.   Send a written Remittance Advice in parallel with your payment, by email, post or fax.  
Advice 3.  For Creditors.  If there is no Remittance Advice, ask for one.  Failing that, either post the payment as a Payment on Account, or as a last resort send the Creditor a “Payment Advice” telling him how you have applied the payment.

Advice 4.  For Both Parties.  From time to time, contact each other to “Agree the Balance”.  If you do this on say July 15th, a subsequent issue arising in say October will only concern Invoices raised and Payments made since July 15th when everything balanced (regardless of how it is made up).  The alternative is a tick back reconciliation from the start of time, probably involving correspondence and bank statements.  This should be avoided if at all possible.
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