Irrecoverable
debts and
Provision for
Doubtful debts



BAD AND DOUBTFUL DEBTS

Bad depts: The credit customerS who are unable to settle their debts are called,

bad debts.
I. To_wwte Q;H: had debt
bad  debt etpence dr
trade.  recewables o

d. To _close the bad debt RIC
neome  statement dr
bad debt erpense ct

Note:- Sinte there art mo atciuals or piepayments in bad debts there will pe no
opening of closing  bolane on pad det erpense altount.

Exam ple 1

f business  expeienced  the  fotlowing  duving the year ended 31t December 0.

3" Apal :- The batance on david’s acouft of $200 WA wrtten oft as bad. debt.

iﬂ flug:- A Credit Costomer  Amit with outstanding balance of 4600 went into
liqudation and. Said 35 ceats for every $1.The remalning Oalance on

his account wat written off as bed debt.

A :
3F'Dec:- Wrote off various trade rveceivables 0¢ bad debt 3udO.

0. Prepare o bad debt account .
b. Prepare AvMit’s account.



Bad Der Eypense

031 $ |20 3
18" apr  David 200
3 hug A 130
31 e Trade Receivables(Varions) U0 |31%Dec Income Statement 1010
1630 1030
Rmit
Q03| AN 204l R
\Jan  batance bid 600 |31Aug bank (receipte) 156
____|dlAug  bad debt _us6
460 600
Amit  $€00 2
%\ >:($d.as
Recetpr: $£00 x$0.95 - $150
Rad debt= 600 - 150 - $US0
Bad Oebts Recovered :- The credit customers who wete written off o bad debt i

Previcus years, it pay the amount afe referred as bod
debt vecoyered..

1 Trade Recevables dr
Bad debt Lecovered o
[To reopen  the trade reccivabies ale whe were Writken off as bad debt)
3. Bank [ cash d.y
Trade receivables cr

[To vecord the coltections fram these  customers]



3 To_close bad debt rtecovered  Gecount

Bad Debt vecovered

dr

Intlome  Statement ct

Note:- Bad debrs are shown as an  expense in mcome statement whereas bad
debts recovered ate part of other iloMe and goinS.

Example -

kamidullah, a credit customer wWhose outsmndmg balance of $900 Was Wntten
off as bad debt W A4 pad the amount in fu on 15" July 63!,

Qg‘d\md x

Pepare

6. Hamidullah's account

b.Bad Debt Recavered AUt

hamidullon
204l $ | Qca $
15"Juty bad debr recovared 400 fiS"Juy  Cashibank 900
300 A
Bad Debt Reesyered
031 $ | a0al $
3rtDec  Income Stakement —960 frishJuly  Hamidullah 466
Q00 4900

—

|




Pravicion foc Daubdul Oebts :- Ik (s the estimated amounl of lad debts that can

arise. from  credit customers from whom the amount hos mot yer been received

1. fagt expenence

i (redit worthiness of  (ustomers

i. Fpancial qnd liquidity position of credic customefs

iv. Aqeing of trade receivables

v. Effictenty of credit  control department

vi. hverage collection Peficd of trade teceivables - Trade recewaoleg « 363- days
Credit sales

.. Whea tne prowsion ie  (reated  for tne, fitgt time -

Mcome Statement dv
plovigion for doubtful debts cr

Noke:- whea provigon ¢ created for the Hirst time the foll amount of provicion
s recorded 0¢ an expense in Inwme Statement.

). ( inte [ HEST6)
1 10Ctence. 10 pravigion - Lexpencel
Nncome Statement dr

provigion fof doubtful debts cr

Note: | the cwrent year’s provision s higher than the previgus year, then
it i< recoded 0s on expgnse in Lls with the amount of incredse .

w. Dectease 10 provision - Cother income]
Provigion for doubtful debts dr
esme  starement oy

Nobe I the cufrenl year’ provision i lece Than the previows year, then it is
YeCorded. as an ncome N Tis with the amouwnt of decrease.



Excample - The {ououomq details are availahle

2014 2019 2030
Trade vecewables £ 20,000 $au,000 £21,000
Rate of provision fof Aoubttul debt X 51, x 5. 51,
Provision 51,000 $ 1,260 $1,050

Requited_

epare Provigion  for doubtful debts  awount.

Pavizion tor Daubtiul Debte
018 S | 018 §

3 dee. 10 Come Statement (ncrease) 1000

A 0. batance cld 1000 S
1000 1000

1019 3019
1Jan  balance bld 10600

31 Dec Income, Stakement (incerease) 200

Aec  batance cld 1200 .
1200 1200
2030 2030
2ixc  \ncome Satemenl (Decynce) 150 [1Jan balance  bid. |00
31Dec  balance cld -
1200 '900
G6al 204\
1Jan  balance bld 1090

Note ' When preparing  the statement of financial positisn away< the curtent
years  pravicion ¥ deducted fom trade teceivaples {igure o get the
net oatstanding Tade tecervabies.

Example - Ralanc rad Q 0

- 4
(frent  Rgeets gross outstanding
Trade  recewables trade trecivablee 30006

O Provigion fos doubtful debts (1059) 13430 > met outg[qndiﬂz(
trade recewabl
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