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Customer Refunds: Are You Doing Them Right? 
 
Refunds - You probably wince at the word. Some refunds, like customer refunds for returns are 
fairly uncomplicated, thanks to QuickBooks' tools. Other types of refunds: not so much. You 
may find yourself unable to balance your accounts receivable.  
 
There are numerous scenarios that necessitate the use of credit memos, including 
overpayment, order cancellations and bad debt write-off. It's critical that these are entered 
correctly. If they aren't, you may lose a lot of the time that QuickBooks helped you save as you 
try to chase down a few dollars. 
 
 

 
 
Figure 1: QuickBooks helps you identify refunds quickly. 
 
Sending money back 
 
Let's say a customer pays for an order but cancels before it ships. You could: 
 

 Apply the balance to an existing invoice 
 Keep it as an available credit  
 Issue a refund  
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Click Customers | Create Credit Memos/Refunds. Select the correct customer and job (and 
A/R account, if you have more than one). Enter the items just as they appear on the original 
invoice. When you're finished, click Save & New.  The Available Credit window opens, 
displaying your options: 
 

 
 
Figure 2: The Available Credit window displays your credit balance options. 
 
You would select Give a refund and click OK. The Issue a Refund window opens and should 
already be filled in. If everything is correct, click OK. The refund check has now been entered in 
the checking register, ready to be processed. 
 
WARNING: If the invoice was paid with a credit card, it gets complicated. Your instructions will 
depend on whether you are using Intuit Merchant Service for QuickBooks or another merchant 
account service. You'll also have to deal with transaction fees. We can help you deal with this. 
 
Other refund options 
 
If the customer has open invoices, you may want to choose Apply to an invoice in the 
Available Credit window. A list opens; just select the correct invoice. Or if you want to have 
those extra funds available for other invoices but don't want to apply them immediately, click 
Retain as an available credit.  When you want to use them, click the Apply Credits button in 
the lower right corner of the invoice.  
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Figure 3: When issuing a refund, QuickBooks can hold those funds to be applied to invoices later. 
 
 
Sometimes, customers overpay an invoice or statement charge, or make a down payment for 
which there is no invoice. This is easy to fix. Open the Customer Payment screen (Customer 
Center | Transactions | Received Payments) and double-click the related payment. In the 
screen's lower left corner, you'll see this: 
 
 

 
 
Figure 4: Click the correct option here. 
 
Click the correct button, then Save & Close. The Issue a Refund window opens; you'd treat it 
the same way you did when you dispatched a return refund. 
 
Another use 
 
You can also use credit memos to write off bad debt if you are using the accrual method of 
accounting.  
 
If you don't already have a Bad Debt item in your item list, set up a new item as an Other 
Charge. Name it “Bad Debt” and match it to the correct account ( Bad Debts) expense type. 
 
Open the Credit Memo window and select the customer, then select Bad Debt as the item. 
You'll get a message saying that the item is associated with an expense account; click OK. 
Enter the write-off amount minus sales tax if taxable (be sure the Tax column is correct, for 
QuickBooks will calculate the proper sales tax), click Save & Close.  
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WARNING: Enter two lines on the credit memo if it combines both taxable and non-taxable 
items (both charged to the Bad Debt account), one for each type. Be sure that the Tax 
Columns are correct. 
 
The Available Credit window opens. Select Apply to an invoice. Put a check mark next to the 
correct one and click Done. 
 
Make refunds make sense 
 
It seemed easier in the days when you just wrote a check for a refund or made an entry in a 
paper ledger, didn't it? Using QuickBooks credit memos, though, helps you maintain records 
that follow standard accounting procedures and simplifies our understanding of your files. We'll 
be glad to help you make sure that this sometimes-complex task is done right from the start. 
 
Our company, Accounting Connections, LLC also offers consulting, along with accounting 
and tax services. We can work at your location, or we offer remote computer sessions, on a 
monthly or quarterly basis. This allows us to monitor your accounting system to ensure 
compliance with tax agencies, as well as minimize internal fraud. We prepare the necessary 
adjusting entries to make any corrections to your accounting system, along with preparing 
payroll and sales tax forms. Once we prepare your financial statements, we discuss the results 
in detail so you are completely aware of your financial condition.  

We can include in our on-site service a set time to conduct a staff meeting to insure your best 
practices are followed. These meetings would also open up for discussion any problems the 
company may be facing and how to best resolve them.  

Whether on-site or remote session, monitoring your operations insures compliance and 
minimizes fraud. It also allows the owner of a business to take a proactive role in tax planning.  

Good tax planning minimizes your exposure to income tax and allows your hard-earned profits 
to either flow to the stakeholders of your company or get reinvested into your company for 
continued growth or both. Call and schedule an appointment and let us discuss ways we may 
be of service to you. We can be reached at 770-516-5987.  

Accounting and Taxation is our business; having us a part of your team, allows you to 
concentrate on your core business.   

 
 
Diane Offutt, EA*, MAcc**, Certified QuickBooks™ ProAdvisor 
Managing Partner 
 
 
*An Enrolled Agent (EA) is a federally licensed tax professional, who has taken an extensive test in 
taxation and must comply with continuing education in tax law to maintain their license. They are 
allowed to represent clients before IRS without their clients’ presence (the same as a CPA or Tax 
Attorney).  
 
** (MAcc) Master of Accounting & Taxation 


