A %

a
WANchurchwindows
4“4 MANAGEMENT SOFTWARE ' Loans or Mortgages

(Rev 9/22)

There are several ways to set up a loan or mortgage. The selection should be dependent upon what you want
to see on reports. Four Methods with Pros and Cons are shown below.

Method #1 — Enter Bills and Pay Bills for the total amount of the payment. Pro: This is an easy way to handle the
loan. Con: Will not show a remaining loan principal balance and does not split principal and interest expense
accounts for budgeting purposes.

Method #2 - Enter Bills and Pay Bills for the full payment amount, separating the amounts for principal and
interest each month. Pro: Principal and interest show separately for budgeting. Con: Loan balance is not
shown.

Methods 1 & 2 - Uses the initial entry of the Loan as a Debit to the (1) Asset account and a Credit to the
(4) Income which is linked to the General Fund.

Method #3 - Enter Bills and Pay Bills choosing the liability as the Vendor to show a reduction of the loan principal
balance. Pro: Current balance of the Loan is shown in the liability. Con: Principal expense is not shown in the
budget, more cash outflow than the budget shows.

Method #4 - Enter Bills and Pay Bills choosing the liability as the Vendor, showing the loan balance while still
expensing the principal and interest each month. Pro: Shows the loan balance. Tracks the interest and
principal each month. Con: The loan balance reduction is only adjusted once a year.

Methods 3 & 4 - Uses the initial entry of the Loan as a Debit to the (1) Asset account and a Credit to the
(2) Liability.

Our Scenario: The church has gotten a Construction Loan for $10,000 from HomeTown Bank and is
making its February payment. The Methods below correspond to the Methods above, showing how
Loan payments are handled.

Method #1 - Create a Vendor for the Loan Payee and create a Loan (5) Expense account linked to the
General (3) Fund.

Example: HomeTown Bank Vendor D Enter Bils [ ][ = ]
501 . 1 23 - Loan EXpenSG Date Occurred Ellnvoice & @ ElDue pate |3 Recurring Transactions |
viem [ B :
Select Vendor Payee 8] Transaction Comments IW
Input the monthly transaction for the Home Ton Bark DEEY
Ioan payment Of $1 ;000’ |Expenseﬂnc0me Accounts |Am0unt | CR Memao | #ine Item Comments ‘ | |
e Click on Transactions>Enter Bills. {
e Select the HomeTown Bank 501,123 - Loan Bxpense Looe.o0 [ B BEE
account, as the Vendor and
Loan Expense 501.123 for = = poyrmpes F—————
$1,000- lear lransacoon - 1! . = [s =5}
e Pay Bills for $1,000. @ Pay Bills = =
Select Vendor Payee To Pay ; 5
IR
Unposted Payments Batch (1)
Default Date Occurred Default Asset Account Default Pay Method
02{12/20 [v][x] 100,100 - Cf [] (3¢ Computer Check [v][X]

Date Occurred | Vendor Asset Amount to Pay | Payment Method Check or Ref # | *Transaction Comments INS

Home Town Bank [5)| 100.100 - Chedk... | [i] 1,000.00 | Computer Check

Outstanding |Pa\-I MNow | Invoice# | Amount | Due Date | Transaction Comments |
Bills 1,000.00
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Enter Bills and Pay Bills for the full amount of the payment, just as you would pay any other bill. This method
will NOT show a loan balance.

Method #2 - Set up (5) Expense accounts linked to the General (3) Fund — one Expense account for the
Loan Principal and one Expense account for the Loan Interest. Each month, Enter Bills for the entire
amount, divided between the Principal and the Interest Expense accounts. Pay Bills for the total amount.

Example: HomeTown Bank Vendor
501.123 — Loan Principal Expense
501.124 — Loan Interest Expense

@ Enter Bills =B
Date Occurred m Invoice # (@) m Due Date | Zi  Recurring Transactions |
. o2/ B Bd = _
Input the monthly transaction for the = seec vendor fPayee ’ 8] Transaction Comments IW
loan payment of $1,000: Home Town Bark EEE
° CIICk on TransaCtIOHS>Enter |Expenseﬂncome Accounts | Amount | CR Memo | *Line Item Comments | | |
Bills.
e Select the Vendor 501,123 - Loan Principal Expense ? 71000 [ [E] FEE
HomeTown Bank 501,124 - Loan Interest Expense 2000 [ [E)| HEE
¢ Eé(gre]nps f?n_ClspeallegB?C']Cg :l; nt | [ clear Transaction | Total: $1,000.00 [ DoNE-AddToBatch (cul4) | |
and enter the amount | & Payéills oo/
of $71 O, select Loan Select Vendor Payee To Pay f i
Interest 501.124 and S
enter the amount of Unposted Payments Batch (1)
$290 Default Date Occurred Default Asset Account Default Pay Method
: 02/12/20 M 100,100 - Cf [v] ] Computer Check [v|[x]
b Pa.y BI”S for $1 !000 Date Occurred | Vendar Asset Amount to Pay | Payment Method Check or Ref # | *Transaction Comments NS
Home Town Bank [1E)| 100.100 - chedki... | [[§] 1,000.00 | Computer Check
Outstanding |Pa\-I Mow | Invoice# |Amount | Due Date | Transaction Comments |
Bills 1,000.00

The expense line items for the principal and interest will show how much you have paid that year toward the
loan.

Method #3 - Set up a (2) HomeTown Bank Liability account and (5) Expense account linked to the General
(3) Fund for Loan Interest. Enter Bills for the amount of the Interest, and Pay Bills for the entire amount.

Example:
201.134 - HomeTown Bank Liability
501.124 — Loan Interest Expense

Input the monthly transaction for

the loan payment of $1,000, 9 Enter Bl o el
. . Date Occurred Bivoice 2 @ #|Due Date | 28 Recurring Transactions |
e Click on Transactions> o/l X U _
Enter BI”S e mTransaction — |.§E Show Running Balance |
° Se|eCt the HomeTOWn HomeTaown Bank Liability ( E
Bank accou nt, 201 1 34 |Expenseﬂncome Accounts Kﬁm}unt |CR Memao | *Line Item Comments | |
as the Vendor and Loan 501,124 - Loan Interest Expense 290.00% EI E B
Interest Expense
501.124 and enter the
amount of the interest
$290. | ’m Total: 0.00 DONE - Add To Batch (Ctrl +) | |
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3 Pay Bill =3 iCh ==
Select Vendor/Payee To Pay
: . v dd teh (Ctrl
o Pay Bills edit the M)
Unposted Payments Batch (1)
payment to $1 ’000 Default Date Occurred Default Asset Account Default Pay Method

02/12/20 [v[x] 100,100 - Ct ][] Computer Check [v](%]
Date Occurred | Vendor Asset Amount to Pay | Payment Method Chedk or Ref # | *Transaction Comments NS

HomeTown Bank Liabiity | []| 100.100 - chedk... |[;

02/12/2022

Computer Chedk

| Amount | Due Date

| Transaction Comments ‘

Outstanding |Pa\«I Now |In\r0|ce#
Bills

290,00

Method # 4 - Showing the amount of the loan as a balance in the liability account while still expensing both

the principal and interest each month.

Example:
201.134 - HomeTown Bank Liability
501.123 — Loan Principal Expense
501.124 — Loan Interest Expense

Input the February monthly | & Entergils - - - E=S{EeR ==
transaction for the Ioan ay- Date Occurred Invoice # (3 Due Date 1 Recyrring Transactions
£ $1,000 P o™ I BlEy (lniiasinianim
ment o $ ’ ’ Select Vendor Payes Eﬁransacﬁon Comments I‘;E Show Runnin Balance I
e Click on Transactions> HomeTown Bark Liability _’ M
Enter BI”S' |Expenseﬂnmme Accounts |A|110unt |CR Memo |"1ine Iten Comments | |
e Select the Loan 501.124 - Loan Interest Expense f 20008 [ [E]| HEE=
Ilablllty account, 501.123 - Loan Principal Expense 700 [ [E] HEE
201.134.
e Expense - select ac-
count Loan Principal |[ Clear Transaction ‘ Total: $710.00 DONE - Add To Batch (Ctrl 4) ] |
501.123 and enter
the amount of $710, & PayBils fo e ]
select Loan Interest  seect vendorpayee Topay
501.124 and enter e
the amount of $290 Unposted Payments Batch (1)
L4 P ay Bills for $1 ,000 Default Date Occurred Default Asset Account Default Pay Method
02/12/20 V¢ 100,100 - ¢ ][] Computer Check [v][]

Date Occurred | Vendor Asset Amount to Pay

HomeTown Bank Lisbiity | [18]| 100.100 - Chedi... | [

Payment Method Check or Ref # | *Transaction Comments

1,000.00 | Computer Chedk

| Amount | Due Date

| Transaction Comments |

1,000.00

Outstanding |Pa\|I MNow |Inv0|ce#
Bills

During the year, anyone who wanted to know the true balance of the Loan Liability account could calculate
that amount by subtracting the loan principal payments (from the Treasurer’s Report) from the amount
shown on the Balance Sheet. However, throughout the year, the entire loan payment is reflected in the

Treasurer’s Report, so the cash budgeting matches the actual payments.

At the end of the year, we post a Journal Entry to reduce the loan Liability by the amount of the Principal

payments.

Journal Entry
Credit Loan Principal Expense - total for the year
Debit Loan Liability for the same amount
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