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Unit Test – Provision for Bad and Doubtful Debts

Eddie, the owner of a mobile phone store, started his business on 1st January 2001.  At the end of his financial year 31st December 2001, debtors amounted to $76,000, before deducting the provision for doubtful debts (4%) and the provision for discounts allowed (2%), was shown on the balance sheet.

In the following two years, the year-end balances of debtors, provision for doubtful debts and the provision for discounts allowed were as follows:

	Year-end 

31st Dec.
	Net debtors
	Provision for doubtful debts
	Provision for discounts allowed

	2002
	$70,000
	5%
	2%

	2003
	$88,000
	3%
	2%


Details of doubtful debts were as follows:

	2002
	Apr. 3
	Ken
	$680

	
	May 11
	Sue
	$5,100

	
	
	
	

	2003
	Jan. 15
	Wong
	$400

	
	Feb. 26
	Ted
	$750

	
	
	
	


On 7th May 2003, Sue repaid $2,000 to the firm by cheque.
Required

Prepare for Eddie the following accounts for the year ended 31st December 2002 and 2003:

(a) Bad debts account

(b) Provision for doubtful debts account

(c) Provision for discounts allowed account

(d) Bad debts recovery account for the year ended 31st December 2003.

(e) Profit and loss account (extracts) for the years ended 31st December 2003 and 2004.

(f) Balance sheet (extract) showing net debtors as at 31st December 2004.

Total marks = 
/ 20
(Round-off to the nearest dollar)

Suggested Answers:

	Bad debts

	2002

Apr. 31
	Ken
	$

680
	2002

Dec. 31
	Profit and loss account
	$

5,780

	May. 11
	Sue
	5,100
	
	
	

	
	
	5,780
	
	
	5,780

	2003

Dec. 31
	Wong
	400
	2003

Dec. 31
	Profit and loss account
	1,150

	“
	Ted
	750
	
	
	

	
	
	1,150
	
	
	1,150

	
	
	
	
	
	


	Provision for Bad Debts

	2002

Dec. 31
	Balance c/d

($70,000 x 5%)
	3,500
	2002

Jan. 1
	Balance b/d

($76,000 x 4%)
	$

3,040

	
	
	
	
	Profit and loss account
	460

	
	
	3,500
	
	
	3,500

	2003

Dec. 31
	Profit and loss account
	860
	2003

Jan. 1
	Balance b/d
	3,500

	“ 
	Balance c/d

($88,000 x 3%)
	2,640
	
	
	

	
	
	3,500
	
	
	3,500

	
	
	
	2004

Jan. 1
	Balance b/d
	2,640


	Provision for Discounts Allowed

	2002

Dec. 31
	Profit and loss account
	$

130
	2002

Jan. 1
	Balance b/d

[($76,000 - $3,040) x 2%]
	$

1,460

	
	Balance c/d

[($70,000 - $3,500) x 2%]
	1,330
	
	
	

	
	
	1,520
	
	
	1,520

	2003

Dec. 31
	Balance c/d

[($88,000 - $2,640) x 2%]
	1,707
	2003

Jan. 1
	Balance b/d
	1,330

	 
	
	
	Dec. 31
	Profit and loss account
	377

	
	
	1,707
	
	
	1,707

	
	
	
	2004

Jan. 1
	Balance b/d
	1,707


	Bad debts recovered

	2003

Dec. 31
	Profit and loss account
	$

2,000
	2003

May 7
	Sue
	$

2,000

	
	
	
	
	
	


	Eddie

Profit and Loss Accounts

for the years ended 31 Dec (extracts)

	
	
	$
	
	
	$

	2002
	Bad debts
	5,780
	2002
	Provision for discounts allowed
	130

	
	Provision for doubtful debts (Increase)
	460
	
	
	

	
	
	
	
	
	

	2003
	Bad debts
	1,150
	2003
	Provision for doubtful debts (Reduce)
	860

	
	Provision for discounts allowed 
	377
	
	Bad debts recovered
	2,000

	
	
	
	
	
	

	
	
	
	
	
	


	Eddie

Balance Sheet

as at 31 Dec. 2003 (extract)

	
	Current Assets
	
	$
	$

	
	Debtors (net)
	
	88,000
	

	
	Less: Provision for doubtful debts
	2,640
	
	

	
	Less: Provision for discounts allowed
	1,707
	4,347
	83,653
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