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Help Guide: Understanding Contra Posting in Accounting 
 

What is a Contra Posting? 

 
A contra posting is an accounting entry that offsets one account against another, typically when a business 

acts as both a supplier and a customer to another entity. This method allows for the netting of mutual debts 
without the need for actual cash transactions, simplifying the reconciliation of accounts. 

 

When to Use Contra Postings 
Contra postings are commonly used in scenarios where: 

• A company both sells to and purchases from the same entity. 

• There are outstanding sales and purchase invoices between the two parties. 

• The goal is to offset mutual debts to reflect the net payable or receivable amount.  

 
How Contra Posting Works 

Example Scenario: 
 

• Your company has issued a sales invoice to Company A for £1,000. 

• Company A has issued a purchase invoice to your company for £700. 

• By applying a contra posting, you offset £700 from both accounts, resulting in: 

A net receivable of £300 from Company A. 

Both the sales and purchase ledgers accurately reflecting the remaining balances. 
  

Accounting Entries: 

• Debit: Purchase Ledger Control Account £700 

• Credit: Sales Ledger Control Account £700 
  

This entry reduces both the accounts receivable and accounts payable by the same amount, effectively netting 
the mutual debts.  

  

http://www.profile.co.uk/


 
 
 
 

 
  
 

www.profile.co.uk       tel: 01442 236311 
  

 

Page 2 of 6 
Registered office, as above, Profile Technology Services Ltd. Registration number 02328351 

Steps to post a Contra entry in Opera 3 

   

Prerequisites: 
Ensure you have an account to post the in and out transactions in the Nominal ledger. 

I have set up an example below.   

 
Ensure you have set up the adjustment types in the Sales Ledger and Purchase Ledger pointing to the correct 

Nominal ledger account.  As displayed below: 
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Steps to post the Contra. 

 

Contra Amount: Enter the lesser of the two invoice amounts. 
Date: Use the date agreed upon for the contra. 

Reference: Add any relevant notes or references. 
Review Ledgers: Confirm that the ledgers reflect the updated balances. 

Detailed below: 

 
Check the invoices on both Sales Ledger and Purchase Ledger exist. 

 
Sales entry 
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Go to the action button on the Sales ledger account and select Adjustment: 

Enter in the required transaction details and ensure to select Contra from the Reference 2 dropdown.   

Enter the value as a negative value to reduce the sales balance. 

 
Select OK and Yes to the prompt to continue. 

 
Purchase Entry 
Repeat the steps followed above on the Purchase ledger account. 

Enter the value as a negative value to reduce the purchase balance. 
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Allocation 

You can now allocatee the Invoice with the Adjustment Contra posting.   

In both ledgers.   
 

Sales 

 
 

Purchase 
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In Pegasus Opera 3, contra entries are posted to the nominal ledger but do not affect the cash book, as no 

actual funds are transferred.  

 
Important Considerations 

• Currency Consistency: Both accounts must operate in the same currency to apply a contra. 

• Partial Offsets: If invoice amounts differ, only the smaller amount is offset, leaving a balance on the 

larger invoice. 

• No Cash Movement: Contra postings do not involve actual cash transactions and thus do not appear 
in bank reconciliations. 

• Audit Trail: Maintain clear documentation for each contra entry to ensure transparency and ease of 

auditing. 

  
Benefits of Contra Posting 

• Efficiency: Reduces the number of transactions and simplifies account reconciliation. 

• Clarity: Provides a clear view of net balances between entities. 

• Cash Flow Management: Improves cash flow by offsetting mutual debts without actual payments. 

 
Conclusion 

Contra postings are a valuable tool in accounting for managing mutual debts between entities that have both 
receivables and payables with each other. By accurately applying contra entries, businesses can streamline their 

accounting processes, maintain accurate financial records, and improve overall financial management. 

 

http://www.profile.co.uk/

