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There	is	often	a	lot	of	confusion	that	comes	with	Credit	accounts	vs	payable	accounts.	While	these	two	accounting	practices	are	extremely	similar,	there	are	some	subtle	differences	you	should	know.	After	all,	an	account	is	responsible	for	activities,	while	the	other	is	responsible	for	passivities.	And	without	a	clear	vision	of	one	of	these	accounts	will
influence	your	budgets	and	could	lead	to	false	accounting.	Here's	what	you	need	to	know	about	payable	accounts	vs	receivables.	Payable	accounts	vs	Credits	accounts:	A	quick	overview	If	you	are	a	TL	reader;	Dr	Type,	here	is	a	quick	overview	of	the	difference	between	payable	accounts	vs	Credit	accounts:	the	accounts	that	can	be	credited	are	the
money	to	receive	from	your	business	from	a	customer	or	customer.	Payable	accounts	are	the	money	â	€	œWhare	to	pay	"from	your	company	for	a	product	or	service	provided	by	a	seller.	It's	quite	simple,	right?	Now	let's	examine	the	subtleties	of	these	two	types	of	accounts	and	what	they	mean	from	the	prospect	of	performing	and	raising	your
business.	What	is	the	credit	of	accounts?	Here	is	a	rapid	definition	of	accounts	you	receive:	the	accounts	that	can	be	accredited	are	the	account	that	hosts	you	everything	more	at	ease.	If	this	number	is	growing,	it	means	that	the	offers	are	closing	and	the	business	is	growing.	A	good	example	of	account	that	you	can	receive	is	the	money	earned	from
the	sale	of	a	good	or	service.	On	a	financial	statement	(or	a	graph	of	accounts),	you	will	see	all	the	accounts	that	can	be	accredited,	even	if	the	payment	is	exceptional	and	has	not	yet	been	received.	So	how	do	you	get	to	collect	payments	from	your	customers	(or	anyone	else	did	you	borrow	money	from	banks	and	family	or	friends)?	Better	yet,	how	do
you	turn	your	accounts	into	a	cash	flow?	This	is	where	the	payment	terms	enter.	Your	terms	are	a	vital	part	of	a	success	story.	Let's	say	you	opted	to	give	your	customer	30	days	to	repay	the	product	or	service	you	have	provided.	In	this	case,	30	days	is	the	term	of	payment.	For	your	customer,	you	have	actually	granted	credit	(or	a	short-term	loan)
from	the	date	on	which	the	product	or	service	is	provided	up	to	the	payment	date	is	returned.	Longer	the	payment	term,	no	credit	is	extending	to	the	customer.	Creating	payment	terms	through	a	clear	cutting	contract	offers	your	customers	the	convenience	to	pay	within	a	certain	period	of	time,	and	ensures	that	you	get	paid	in	time.	A	good	to	know:
the	most	long	credit	terms	equatance	at	a	longer	interval	before	paying	customers,	which	extends	the	operating	cycle.	What	is	the	payment	of	accounts?	On	the	contrary,	payable	accounts	are	a	passive	account	that	shows	all	the	money	you	need	to	other	people	or	businesses.	This	account	will	host	your	management	expenses	inverted	that	your
organization	must,	including:	Utility	Insurance	Of	course,	there	are	many	other	supplies	and	services	that	you	need	to	keep	your	organization	running,	and	that	cost	money.	The	payable	accounts	represent	aKeeping	an	eye	on	liable	accounts	is	critical	to	maintaining	a	clear	view	of	your	organizationâ​​s	finances.	Without	this	account,	it	becomes
extremely	difficult	to	organize	your	budgets	and	forecast	for	growth.	With	accounts	payable,	you	can	start	setting	up	a	clear	way	to	track	who	you	owe,	how	much,	and	when	it’s	due.	But	growth	is	not	just	a	matter	of	financial	improvement.	It	also	means	guaranteeing	good	credit	and	maintaining	strong	relationships	with	suppliers.	To	do	this,	you
need	to	pay	your	bills	on	time	(or	even	before	the	contract	expires)	to	establish	trust.	This	trust	can	therefore	be	exploited	if	an	alternative	payment	agreement	is	to	be	drawn	up	in	the	future.Good	to	know:Check	if	your	budget	allows	for	cash	negotiations	or	extended	payment	terms	from	a	vendor.	Longer	payment	terms	shorten	the	operating	cycle
because	your	organization	can	delay	cash	payments.	However,	this	is	usually	done	at	the	cost	of	interest.Accounts	payable	vs.	accounts	receivable:	how	to	build	healthy	practicesGood	cash	flow	management	is	critical	to	the	success	of	your	business.	This	includes	a	competent	forecast	of	cash	flows	for	receivables	and	liabilities.	You	need	to	keep
careful	monitoring	and	active	management	for	both	accounts	and	develop	a	system	to	arrange	the	short	or	long	term	credit	that	you	should	and	extend.	To	do	this	efficiently	and	effectively,	consider	using	a	fintech	tool.	Procurify,	for	example,	gives	your	organization	the	ability	to	manage	and	monitor	all	assets	and	liabilities.Of	course,	checking	these
accounts	is	the	key	to	success,	so	make	sure	to	set	calendar	alerts	several	days	before	payment	to	confirm	that	there	is	enough	money	on	the	account	from	which	payment	will	be	withdrawn..	If	you	have	difficulty	making	a	timely	payment,	contact	the	seller	as	soon	as	possible	to	negotiate	an	alternative	payment	agreement.	It	is	important	that	you	pay
off	your	high-interest	debts	promptly	with	maximum	cash	flow	to	avoid	any	late	fees.	That	makes	sense	right	for	your	bottom	line.Staying	on	top	of	your	active	clients	and	payables	feeds	your	organization’s	stock.	Inconsistent	or	fragmented	attention	can	starve	growth,	while	a	smooth	process	results	in	a	well-fed	machine	that	can	achieve	all	its
goals.Want	to	find	out	more	tips	on	how	to	manage	active	and	passive	accounts?	To	learn	more	about	Procurify,	visit	our	website.Editor’s	note:	Original	author:	Tracy	Ortleib	Original	published	on:	July	26,	2016	This	blog	has	been	updated	with	new	information	and	was	republished	on	April	19,	2021.	Two	of	the	business	processes	commons	you	will
find	yourself	managing	(if	not	obsessing	above)	in	yoursystem	are	passive	accounts	and	passive	accounts.	The	concept	is	simple:	the	accounts	you	pay	are	the	money	you	owe,	while	the	accounts	you	collect	represent	the	money	you	owe.	But	there	is	something	else.	Read	this	guide	to	understand	the	differences	between	the	two	accounts,	how	to
record	them,	how	they	affect	your	business	and	strategies	used	to	optimize	them.	Â	Deposit	accounts	(A/P)	Loans	to	be	received	(A/R)	Short	definition	Debts	to	others	from	you	Imports	to	others	What	are	the	causes?	Purchase	of	credit	goods/services	from	sellers	or	suppliers	Selling	of	goods/services	to	credit	to	sellers	or	suppliers	Account	type
(current)	Activities	(current)	General	Accounting	Effects	Add	an	expense	or	activity	account	when	generated,	decreases	the	cash	when	paid	Credits	an	income	account	when	generated,	increases	the	cash	when	paid	Subledger	A/P	subledger	A/R	subledger	Payable	accounts	(A/P)	is	the	payable	term.	These	are	current	liabilities,	i.e.	liabilities	with
expiry	within	one	year.	The	diary's	voice	is	an	accretion	to	Passive	Accounts	(to	increase	it,	as	is	a	liabilities)	and	a	charge	an	expense	account.	If	you	have	purchased	a	capitalizable	asset	on	credit,	then	an	account	would	be	charged	instead.	Once	you	pay	the	bill,	charge	Accounts	to	pay	(which	emptys	the	debt)	and	credit	Cash	(to	indicate	you	paid
the	debt).	Due	to	the	high	volume	of	passive	and	passive	operations,	debts	and	credits	have	their	own	accounting	books,	called	subblendgers.	This	way	the	registration	and	monitoring	of	these	transactions	is	much	easier	among	the	people	you	buy	to	and	sell	to.	In	most	modern	accounting	systems,	the	sub-couplers	are	perfectly	integrated	into	the
general	register.	The	master	book	brings	together	the	totals	of	each	sub-bigget.	The	general	master	book	then	puts	the	amounts	in	the	accounts	of	assets,	liabilities	and	net	assets.	While	many	of	these	procedures	are	automated,	human	error	occurs.	During	your	end	of	the	month,	you	will	reconcile	your	subbledgers	with	the	general	master	book	to
identify	and	correct	any	differences	with	correction	entries.	As	for	paid	accounts,	you	register	transactions	in	the	A/P	subbledger	as	soon	as	you	receive	an	invoice	or	invoice	from	a	supplier	(or	from	whom	you	purchased).	Part	of	the	item	would	involve	the	identification	of	the	correct	provider	on	transactions.	For	example,	if	you	buy	$100	of	the
supplier’s	accreditation	office	supplies	from	ABC,	you	should	enter	a	$100	transaction	for	that	supplier’s	ABC	in	your	A/P	subbledger.	This	transaction	would	charge	your	office	supplies	account	expenses	and	credit	accounts	to	pay.	Â	Accounts	to	pay	vs.	Notes	to	be	paid	The	accounts	to	be	paid	are	amounts	due	for	the	purchase	of	credit	items,	while
the	notes	to	be	paidWritten	bills	of	exchange.	In	other	words,	loans.	In	some	cases,	such	as	in	the	case	of	expensive	equipment	purchases	from	vendors,	it	is	possible	to	register	a	note	to	be	paid	instead	of	a	bill	to	be	paid.	The	banknotes	to	be	paid	are:	long-term	liabilities,	as	most	loans	or	financing	operations	last	more	than	one	year.	However,	you
can	have	payable	short-term	bonds...	These	are	simply	loans	with	a	term	of	less	than	one	year.	ÃÊ	Accounts	to	be	received	In	front	of	the	accounts	to	be	paid	are	the	accounts	to	be	received.	These	are	amounts	owed	to	you	by	your	customers	or	customers	for	products/services	they	purchase	on	credit.	When	you	make	a	credit	sale,	you	create	a
transaction	in	the	A/R	subbledger.	An	invoice	is	also	generated	and	sent	to	the	client,	who	must	then	pay	within	the	payment	terms.	Typical	payment	terms	include	30	days	making	active	accounts	a	current	activity.	Related:How	to	Create	A	Large	Pitch	Deck	That	Secure	FinancingIn	the	journal	signup	form,	a	credit	transaction	account	debits
Accounts	receivable	and	credits	an	income	account.	When	the	customer	pays	the	invoice,	credit	accounts	(to	empty	the	credit)	and	charge	cash	(to	acknowledge	receipt	of	payment).	For	example,	if	you	were	selling	$100	worth	of	products	to	customer	ABC,	you	would	have	to	enter	this	$100	into	the	A/R	subbledger	and	edit	of	customer	ABC.	It	is
Accounts	Receivable	vs.	Note	Receivable	The	difference	between	these	two	is	the	same	as	the	difference	between	their	payable	counterparts.	Receivables	are	amounts	due	to	you	for	sale	to	clients/clients,	while	receivables	are	amounts	due	to	you	involving	a	bill	of	exchange.	You	can	have	both	short-term	and	long-term	securities,	but	accounts
receivables	are	always	short-term.	Ã©	Liability	Accounts,	Credit	Accounts	and	Working	Capital	Working	capital	(also	called	net	working	capital)	represents	your	operating	liquidity:	the	total	amount	of	assets	that	you	can	quickly	convert	into	cash	if	you	need	it.	Having	enough	working	capital	ensures	that	you	can	cover	your	short-term	obligations.
Working	capital	is	calculated	by	subtracting	current	liabilities	from	current	assets.	Positive	working	capital	covers	all	your	short-term	obligations.	However,	excess	positive	working	capital	could	mean	that	you	are	not	managing	your	assets	effectively	You	may	not	be	able	to	collect	your	debts	in	a	timely	manner,	or	you	may	have	additional	cash	that
you	can	invest	in	your	business	to	grow.	Similarly,	negative	working	capital	is	not	always	negative.	If	your	sales	are	skyrocketing,	you	will	need	to	buy	large	amounts	of	inventory	“working	capital	can	temporarily	go	into	negative.	However,	long-term	negative	working	capital	is	a	cause	for	concern.	You	can	have	difficulty	staying	afloat,	relying	on	debt
to	finance	everything.	Or	maybe	you’re	doing	well,	but	you’re	racking	up	more	debt	when	you	could	use	cash.	Debts	and	receivables	are	probably	the	largest	of	your	current	liabilities	and	activities,	so	managing	them	effectively	is	essential	to	have	sufficient	circulating	capital.	â	hanging	sales	days	and	days	to	pay	outstanding	analyzing	your	credits
entails	calculating	your	sales	daysReport,	or	DSO.	This	report	represents	the	average	amount	of	time	it	takes	to	collect	the	payment.	To	calculate	the	DSO,	divide	total	account	credits	through	the	total	number	of	credit	sales.	Thus,	multiply	the	results	for	the	number	of	days	for	the	corresponding	period	(month,	quarter,	year,	etc.).	As	for	the	payables,
you	could	understand	how	long	(on	average)	it	takes	to	pay	an	invoice	by	calculating	your	Days	Payable	Outstanding,	or	DSO.	Before	calculating	DSO,	you	need	to	know	the	cost	of	goods	sold,	or	COGS.	COGS	is	calculated	by	adding	the	total	purchases	of	the	inventory	to	the	quantity	of	inventory	you	had	at	the	beginning	of	the	period,	then	subtracting
your	inventory	amount	at	the	end	of	the	period.	You	can	also	find	this	number	on	income.	So,	divide	your	total	accounts	payable	by	COGS	and	multiply	the	result	for	the	number	of	days.	By	applying	DSO	and	DPO	by	increasing	DPO	and	decreasing	DSO	both	increase	working	capital	and	can	increase	cash	flows.	However,	they	come	to	a	cost.	If	you
increase	DPO,	you	are	taking	time	to	pay	your	suppliers.	Yes,	this	means	that	it	is	holding	to	cash	longer	and	then	increase	working	capital	â	€	"but	your	sellers	don't	like	it.	A	decrease	in	DSO	could	mean	that	you	are	giving	more	rigorous	payment	terms	than	customers	or	customers.	The	payment	terms	of	the	looser	could	reduce	working	capital,	but
could	bring	more	business.	Record	and	trace	your	payable	accounts	and	credits	add	up	to	a	lot	of	time	every	day	â	€	"the	time	you	could	use	to	grow	your	business.	If	you	are	interested	in	letting	the	experts	manage	your	A	/	P	and	a	/	r	so	you	can	do	what	better	do,	contact	CFO	Hub	today	to	plan	your	free	consultancy	without	obligation.	consultation.
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