ACCOUNTING FOR  PROVISION FOR DOUBTFUL DEBTS AND WRITE OFF  OF  BAD DEBTS .
    SCENARIO- 1

When a Debt is considered   IRRECOVERABLE  and hence BAD,   It should be  Written off   from the   Books of Account   by passing the following two  entries.  In reality,  there is  nothing   like  creating a  provision for Bad Debts.  Provisioning is only for Doubtful Debts:
	 Date 
	Particulars
	LF
	Debit (Rs)
	Credit  ( Rs) 

	31-3-200X
	  Bad Debts Written off A/c Dr   

    To Individual  Party’s A/c
( Being the entry to  write off irrecoverable debts  as BAD ) 
	
	 1000-00
	1000-00

	31-3-200X
	   Profit  & Loss Account  Dr 

    To  Bad   Debts Written off    

( Being the  Bad debts written off transferred to P & L Account)        
	
	 1000-00
	1000-00


   SCENARIO -2

If it is desired   not to  pass  the above said two entries fearing that  the  individual party’s account  gets credited  which may adversely affect  the  follow-up action and  recovery,   you may directly debit  the  Profit  & Loss Account  by passing  the following  entry without  touching  the  individual Party’s A/c.     However, please note  that  this entry  does  not appear  advisible,  because  it may pose  problems during IT Assessments.  Under I-T law,  Bad Debts  should be written off in the accounts of the assessee. .    I feel,    Accounts mean  necessarily the  Individual Party’s  account maintained by the Assessee in his Ledger  and not  merely  the   P & L Account which is  just a summary of  all nominal accounts.
	31-3-200X
	Profit  & Loss Account  Dr 

   To  Bad  Debts Written off A/c   

      
	
	1000-00
	1000-00


  SCENARIO -3


1) When a Debt is considered  doubtful of recovery,  it is called Doubtful Debts and since the exact amount of  recovery is  not known,  an element of estimation creeps in.  Then,  a  Provision  may be  created by passing the following entry for the amount that may not be  recovered:

	31-3-200x
	   Profit  & Loss Account   A/c   Dr 

    To  Provision  for Doubtful  Debts     

      
	
	xxxx
	xxxx


   2)   If you have  passed  the  above entry  at  Sl No. 1 and   in the next year when the  above said Doubtful debts  actually  turn  bad and  hence  cannot be    recovered, the following entries (A)  and (B)  are   passed :   
   (A)
	31-3-2009
	     Bad  Debts  written  off  A/c 

        To Individual Party’s  A/c 

(Being the  amount receivable from  M/s…..   proved  irreecoverable ,  now written off)  
	
	1000-00
	1000-00


                                      -and -
       B)

	31-3-2009
	Provision  for Doubtful  Debts   A/c Dr    

     Bad  Debts  written  off  A/c 
( Being the Bad debts written off  adjusted against the Provision available)   
	
	1000-00
	1000-00



By passing this entries at Sl  No (A) and (B),   please note that  the P & L Account does not bear the   load of   Bad Debts written off  since  the  existing  Provision for Doubtful Debts A/c  only gets debited. 

   SCENARIO -4:
   Suppose,  it  is desired to give   the effect of  actual  bad debts written off  to the Profit  & Loss  Account  and THERE IS NO PROVISION AVAILABLE ,   the  two  entries under SCENARIO -1   are  to be passed,  i.e., . 

	 Date 
	Particulars
	LF
	Debit (Rs)
	Credit  ( Rs) 

	31-3-200x
	  Bad Debts Written off A/c Dr   

       To Individual  Party’s A/c

( Being the entry to  write off irrecoverable debts  as BAD ) 
	
	 1000-00
	1000-00

	31-3-200x
	   Profit  & Loss Account  Dr 

    To  Bad   Debts Written off    

( Being the  Bad debts written off transferred to P & L Account)        
	
	 1000-00
	1000-00


   SCENARIO -5:

Suppose,  it  is desired to give   the effect of  actual  bad debts written off  to the Profit  & Loss  Account  THOUGH  THERE IS ALREADY A  PROVISION AVAILABLE,   the  following  3    entries  at  ( a), (b) and (c)   are  to be passed. 

    (a)
	31-3-200x
	     Bad  Debts  written  off  A/c 

        To Individual Party’s  A/c 

(Being the  amount receivable from  M/s…..   proved  irreecoverable ,  now written off)  
	
	1000-00
	1000-00


   (b)
	31-3-200x
	Profit & Loss Account   A/c Dr    

   To  Bad  Debts  written  off  A/c 

( Being the Bad debts written off  transferred  to P & L A/c)   
	
	1000-00
	1000-00


                                           - and importantly-
     (c )           
	31-3-200x
	Provision for Doubtful debts  no  longer required              withdrawn A/c   Dr  

      To  Profit & Loss  A/c   
	
	   1000-00
	1000-00


