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Section B
Michael provides the following business transactions:
· The business sells USD 160,000 on credit.
· 25% of the balance is received as cash and 10% by cheque.
· 5% of the balance has become irrecoverable and is written off.
· A provision of 5% is made for the remaining balance in year 1, and 3% in year 2 where the balance remained unchanged.
a. Pass the journal entries to accommodate the above transactions
	Item
	Debit (in USD)
	Credit (in USD)

	Accounts Receivable
	160,000
	

	Inventory
	
	160,000

	Cash
	40,000
	

	Accounts Receivable
	
	40,000

	Cheque
	16,000
	

	Accounts Receivable
	
	16,000

	Provision (Year 1)
	8,000
	

	Balance (Year 1)
	
	8,000

	Provision (Year 2)
	4,800
	

	Balance (Year 2)
	
	4,800



b. Explain the double entries for an increase and decrease in allowances for doubtful debts, and explain the double entries for irrecoverable debts written off.

c. What circumstances might lead one to write off a debt as bad?

Debt that is considered to be no longer collectable is deemed worthless to 
the creditor, and as a result, this debt becomes written off as bad. Bad debts often 
occur as a result of a debtor entering bankruptcy, or when the costs of debt pursuit
for the creditor will be larger than the total amount to be collected.
Bad debt can also sometimes signify that the company’s collection 
department has poor leverage over the clients it intends to collect from. In this 
case, the company will likely record the debt as a bad debt and write it off at 
salvage value, which will likely be the price a collection agency will offer to the 
company for approval. At that point, the debt is turned over to the agency, and any
monies collected from that will no longer go to the original compan
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