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IRRECOVERABLE AND DOUBTFUL DEBTS 

 
Money owed to a business by its customers represents a (current) asset in 

the Statement of Financial Position (Balance Sheet), identified as Receivables 

(or Debtors) 

 

Often, some customers will not pay the amount expected and some will not 
pay at all. When it becomes apparent that a debt is “irrecoverable”, the 

value of the asset needs to be adjusted. 

 

If historical data indicates that a predictable proportion of Receivables will 

not be received, then the asset is over-valued and it is prudent to reduce it 

by the amount of these “doubtful debts”. 
 

 

 

Example: Irrecoverable Debt (Bad debt) 
 

A customer owes £100 and it becomes apparent that this will not be paid. It 

should be “written off”. The Irrecoverable Debts account represents an 

expense, which will ultimately be included in the Income Statement. 
 

The journal entries are: 

Dr Irrecoverable debts        £100 

Cr Receivables            £100 

 

 
         Irrecoverable debts                    Receivables 

                                               b/fwd 50,100 

Receivables  100                         Irrecoverable  100 

                   debts 
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Example: Recovery of Money Written Off 
 

The customer who did not pay £100 is in receivership and the receiver pays 

£20 of the debt. 

 

If this occurs in the same accounting period, then the previous write-off is 

corrected. 

 
The journal entries are: 

Dr Receivables            £20 

Cr Irrecoverable debts        £20 

 

 

         Irrecoverable debts                             Receivables 
   b/fwd       50,100 

Receivables  100                                Irrecoverable  100 

                          Debts 

                         Receivables 20   Irrecoverable   20 

                                                  Debts 

 

 
 

If this occurs in a later accounting period, a new account is needed: 

Irrecoverable Debts Recovered. This account represents income and will 

ultimately be included in the Income Statement. 

 

The journal entries are: 
Dr Receivables              £20 

Cr Irrecoverable Debts Recovered       £20 

 

 

Irrecoverable Debts Recovered           Receivables 

                      Receivables  20  b/fwd  50,100 
                                         Irrecoverable  100 

                                                                          Debts 

                                                Irrecoverable  20 

                                                Debts 

 

 

 
  



© Copyright 2016 meadowgatetraining.co.uk 

Example: Provision for Doubtful Debt 
 

Receivables amount to £50,000 and it is estimated that 2% (£1,000) will not 

be recovered. (So, the value of Receivables needs to be reduced.) 

 

The journal entries are: 

Dr Allowance for Doubtful Debts Adjustment         £1,000 

Cr Allowance for Doubtful Debts             £1,000 
 

 

Allowance for Doubtful Debts  

Adjustment                              Allowance for Doubtful Debts (ADD) 

ADD         1,000                 ADD Adjustment  1,000 

 
       

The (credit) balance on the Allowance for Doubtful Debts account belongs in 

the Statement of Financial Position, where it will effectively reduce the value 

of the Receivables’ debit balance. 

 

The Adjustment account represent an expense (in this example), which will 

ultimately be included in the Income Statement. 
 

 

 

Example: Changing the Provision for Doubtful Debt  
 

In the financial period following the previous example, Receivables have 

fallen to £40,000 and it is estimated that 2% (£800) will not be recovered. 
The balance in the Allowance for Doubtful Debts account should therefore be 

reduced from £1,000 to £800. 

 

The journal entries are: 

Dr Allowance for Doubtful Debts             £200 

Cr Allowance for Doubtful Debts Adjustment         £200 
 

 

Allowance for Doubtful Debts  

Adjustment                              Allowance for Doubtful Debts 

                                              b/fwd      1,000                                                                            

                         ADD   200      ADD 

                                              Adjustment  200 
 

 

 

In this example, the Adjustment account represent an income, which will 

ultimately be included in the Income Statement. 

 
If the Allowance for Doubtful Debts requires to be increased, the resulting 

debit to the Adjustment account will represent an expense. 
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Extended Trial Balance (ETB) 
 

The ETB below shows the following examples from above: 

 Irrecoverable debt (£100) 

 Provision for Doubtful Debt (£1,000) 

 

. 
 

Account Name Ledger Balances Adjustments Income Statement Financial Position

Dr Cr Dr Cr Dr Cr Dr Cr

£ £ £ £ £ £ £ £

Receivables 50,100 100 50,000

1,000 1,000

Irrecoverable debts 100 100

ADD Adjustment 1,000 1,000

Allowance for 

Doubful Debts

 
 

 
Statement of Financial Position (SOFP) 
 

The following extract from the SOFP reflects the figures in the ETB above. 
 

Current Assets:       

Inventory       34,000 

Receivables      50,000  

Allowance for doubtful debts           (1,000)  

        49,000 
Prepayments        2,000 

Bank                         14,640 

                         99,640 


