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Principles of Accounts
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February 16, 2005 (Day 6)

Time allowed: 
40 minutes
Unit Test – Provision for Bad and Doubtful Debts

After trading for several years, Trinity & Co. had a year-end debtors’ balance of $20,650 and provision for bad debts of $1,500 on 30th June 2004 respectively.  

During the year ended 30th June 2005, the following transactions took place:

1. Cash sales totalled $8,250. 

2. Credit sales totalled $30,150.

3. Cheques received from debtors were $24,000.

4. Discounts allowed amounted to $2,600.

5. Bad debts incurred $4,000 in total.

6. On 30th June 2005, one of the debtors declared bankrupt.  His $1,400 debts owed to the company should be written off as bad.  This amount was included in the bad debts above.

7. It was thought prudent to make a provision of 3% against the remaining debts.

During the year ended 30th June 2006, the following transactions took place:

1. Credit sales totalled $40,210.  No cash sales took place.

2. Cheques received from debtors were $33,000.

3. Goods returned from customers (debtors only) amounted to $5,910.

4. Bad debts written off amounted to $7,000.

5. A debt of $1,000 written off last year was collected on 10 April 2006.  This amount was included in the cash received from debtors.

6. Discounts received from creditors amounted to $1,700.

7. The company decided to change its provision on bad debts to 5%.

Required

(a) Show the recording of the above information in the following ledger accounts and show the transfers to profit and loss account for the years ended 30th June 2005 and 2006:

1) Debtors


4) Discounts allowed

2) Bad debts


5) Provision for bad debts



3) Bad debts recovered






(28 marks)

(b) Prepare the balance sheet (extract) as at 30th June 2006 only.  

(2 marks)

Total marks = 
/ 30
Suggested Answers:

	Debtors

	2004

Jul. 1
	Balance b/d
	$

20,650
	2005

Jun. 30
	Bank
	24,000

	2005

Jun. 30
	Sales
	30,150
	“
	Discounts allowed
	2,600

	
	
	
	“
	Bad debts
	4,000

	
	
	
	“
	Balance c/d
	20,200

	
	
	50,800
	
	
	50,800

	2005

Jul. 1
	Balance b/d
	20,200
	2006

Jun. 30
	Bank
	33,000

	2006

Jun. 30
	Sales
	40,210
	“
	Returns inwards
	5,910

	“
	Bad debts recovered
	1,000
	“
	Bad debts
	7,000

	
	
	
	“
	Balance c/d
	15,500

	
	
	61,410
	
	
	61,410

	
	
	
	
	
	


	Bad Debts

	2005

Jun. 30
	Debtors
	$

4,000
	2005

Jun. 30
	Profit and loss account
	$

4,000

	
	
	
	
	
	

	2006

Jun. 30
	Debtors
	7,000
	2006

Jun. 30
	Profit and loss account
	7,000

	
	
	
	
	
	


	Provision for Bad Debts

	2005

Jun. 30
	Profit and loss account
	894
	2004

Jul. 1
	Balance b/d
	1,500

	“
	Balance c/d

($20,200 x 3%)
	606
	
	
	

	
	
	1,200
	
	
	1,500

	2006

Jun. 30 
	Balance c/d

($15,500 x 5%)
	775
	2005

Jul. 1
	Balance b/d
	606

	“ 
	
	
	2006

Jun. 30
	Profit and loss account
	169

	
	
	775
	
	
	775

	
	
	
	2006

Jul. 1
	Balance b/d
	775


	Discounts allowed

	2005

Jun. 30
	Debtors
	$

2,600
	2005

Jun. 30
	Profit and loss account
	$

2,600

	
	
	
	
	
	


	Bad debts recovered

	2006

Jun. 30
	Profit and loss account
	$

1,000
	2006

Jun. 30
	Debtors
	$

1,000

	
	
	
	
	
	


	Trinity & Co.

Profit and Loss Accounts

for the years ended 30 June (extracts)

	
	
	$
	
	
	$

	2005
	Bad debts
	4,000
	2005
	Provision for bad debts (Reduce)
	894

	
	Discounts allowed
	2,600
	
	
	

	
	
	
	
	
	

	2006
	Bad debts
	7,000
	2006
	Discounts received
	1,700

	
	Provision for bad debts (Increase)
	169
	
	Bad debts recovered
	1,000

	
	
	
	
	
	

	
	
	
	
	
	


	Trinity & Co.

Balance Sheet

as at 30 June 2006 (extracts)

	
	Current Assets
	
	$
	$

	
	Debtors
	
	15,500
	

	
	Less: Provision for bad debts
	
	775
	14,725
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