1
4

The New Approach – Accounts Receivable
Month-End Reconciliation Procedures
Author:  Steve L. Seawall, CPA



Copyright 2015 Custom Micro Works All rights reserved

Revised 4/20/2016
Overview

At the end of each month you should “reconcile” Accounts Receivable.  As with any set of accounting records, reconciliation procedures provide assurance that the underlying records are accurate and complete.
Accounts Receivable Customer Account Balances
· Print the Monthly Accounts Receivable Summary Report (AR/Reports/Monthly Accounts Receivable Summary).

The beginning unpaid balance for the YTD should equal the ending unpaid balance at end of the prior budget year and should not change during the year.
The beginning unpaid balance for the month should equal the ending unpaid balance for the prior month.

· Monthly Payments Breakdown.  The vast majority of payments applied to customer accounts come from cash payments by customers.  However, there are two other sources of “payments” on customer account balances – 1) Credit Adjustments, and 2) Customer Deposits.
Cash Payments.  Customer cash payments are recorded first as an OTC cash receipt in the electronic CR Book.  From the CR Book entry, the customer cash payments are tracked all the way to the bank deposit using an integrated procedure in the following sequence - 1) AR customer payment entry, 2) BA cash receipt entry (posting process), and 3) BA cash receipt deposit.
Credit Adjustment Payments.  A credit adjustment payment is the equivalent of a cash payment for AR purposes.  That is, the customer’s unpaid account balance is reduced by the amount of the adjustment.  The difference is that the source of the cash is a fund.  Put another way, cash is transferred from the “paying” fund to one or more “receiving” funds as designated in the unpaid billing invoices in the AR records.
Customer Deposit Payments.  A customer deposit payment is similar to a credit adjustment payment in that the customer’s unpaid account balance is reduced.  The difference is that the “paying” fund is the Customer Deposit Clearing Fund.
· Points of Emphasis in AR Summary Report.  

Monthly Payments Breakdown.  The report shows a "Monthly Payments Breakdown" to reconcile to the total of the Payments report column.  This breakdown starts with the customer cash payments for the period (month).  The customer cash payments total is reduced by the payment amounts NOT allocated to customer account balances (i.e., overpayment amounts applied to customer deposit accounts).  The result is the net customer cash payments applied to customer unpaid account balances.
This report breaks down the customer cash payments based on the fund(s) the payments were allocated to.  With one exception, all customer cash payment amounts are applied to customer account balances.  That is, they are recorded in the AR records as reductions to customer account balances.
The exception is when the cash payment exceeds the unpaid customer account balance, the excess payment amount is “allocated” to the customer’s deposit account balance and is classified as an "OverPayment" deposit.  Such overpayment amounts SHOULD be applied to the customer’s next billing invoice, or refunded.
Reconcile AR Customer Payments and Budgetary Accounting Cash Receipts
· Print the Reconciliation of Customer Cash Payments (Per AR) to Cash Receipts (Per BA).  Use AR/Reports/Monthly Customer Payment Reconciliation, select month-end date, and click on Customer Payments ( BA Cash Receipts.
This report breaks down the customer cash payments based on the fund(s) the payments were allocated to.  With one exception, all customer cash payment amounts are applied to customer account balances.  That is, they are recorded in the AR records as reductions to customer account balances.

The "Customer Cash Payment Allocation Breakdown" should be tied to the Monthly AR Summary Report (printed in first step above).

Important:  Note that there are several "total" amounts in the report that "normally" will tie to the customer cash payments total for the period (month).  These totals do not all come from the same source of transactional data.  That is why we perform the reconciliation procedures - to track the cash payment from the OTC collection stage until it hits the bank account as a cash receipt deposit.
· Reconcile Customer Cash Payments Allocated in AR to BA Cash Receipts (Postings from AR to BA).  The individual fund amounts shown in the Allocation report column normally should tie to the amounts posted from AR to BA.  These "posted" amounts are shown in the BA Amount report column.
Investigate Differences.  If you see differences in the AR Allocation amount and the BA Amount (i.e., posted amount) they should be investigated and explained in a memo to file.  
To investigate differences you can use the reporting tools in BA/Inquiries/Cash Receipts.
Reconcile AR Customer Cash Payments and OTC Cash Receipts
· Print the Reconciliation of Customer Payments to OTC Cash Receipts.  Use AR/Reports/Monthly/Customer Payment Reconciliation, select month-end date, and click on Customer Payments --- OTC Cash Receipts.
This report compares AR customer cash payments to OTC “customer payment” entries.  Any variance between the two records will be included in the report.  Also, an explanation should be provided, with accompanying documentation, for all variances.
Customer Deposits
· Print the Monthly Customer Deposits Summary Report (AR/Reports/Monthly Customer Deposits Report).

This report breaks down customer deposits by customer deposit type.  It also monitors customer deposit activity month to month and year to year for reconciliation purposes.
The beginning balance for the YTD should equal the ending balance at end of the prior budget year and should not change during the year.

The beginning balance for the month should equal the ending balance for the prior month.

· Reconcile Ending Balance to BA.
The ending balance should be the same for both the month and the year-to-date, and should tie to the ending cash balance for the Customer Deposit Clearing Fund in BA.
· Reconcile Deposits to Customer Payment Allocations By Fund.

The monthly customer deposits total should tie to the Deposit Clearing Fund total on the Customer Payment Allocations By Fund report.

· Reconcile Refunds to Monthly AR Summary Report.

The monthly customer “Overpayment” refunds total should tie to the Customer Deposit Payments on the Monthly AR Summary Report.

Adjustments to Customer Account Balances
Billing adjustments are used to change a customer’s account balance.  Debit adjustments add to the customer’s unpaid account balance.  Credit adjustments reduce the customer’s unpaid account balance.

Debit adjustments are needed primarily to enter customer beginning unpaid balances when starting up.  Credit adjustments are needed for a variety of reasons, most typically of course to give the customer a credit on their account balance.
· Print the Monthly Billing Adjustments Summary Report (AR/Reports/Monthly Billing Adjustments Report).  This report breaks down billing adjustments by billing adjustment type.
· Reconcile Monthly Credits to AR.

The monthly credit adjustments total should tie to the Billing Adjustment Payments on the Monthly AR Summary Report.
Billings By Utility
· Print the Billings By Utility report for the monthly period being reconciled (AR/Reports/Billings By Utility Report).

The billing totals for each utility should tie to the same monthly amounts in the Monthly Accounts Receivable Summary Report.

Review Inactive Customer Accounts
· Review Inactive Customer Accounts.  Every city has utility customer turnover.  The extent of the turnover will vary from city to city, but you will always have new customers coming into the city, and old customers leaving the city.
It is not critical to the month-end reconciliation that you review inactive customer accounts every month.  Rather, the issue is maintaining your customer accounts to a manageable level by inactivating accounts that are simply not active.
Suggestion:  Periodically you should review the customer accounts and inactivate those for customers who have left the city.  To do this you need to follow the guidelines in the AR download document AR Customer Close-Out Procedures.
