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What happens when you write off bad debt in retail 
accounting! 
____________________________________________________________________________________ 

Small retail businesses often sell merchandise on credit. The accounting entries are to credit 

sales and debit accounts receivable. Bad debts are accounts receivable that a company has 

identified as uncollectible. The two accounting methods for bad debts are direct and allowance. 

Writing off bad debts removes the corresponding amounts from a company's balance sheet. 

Direct Method 

In the direct method, a retailer writes off an overdue account balance as a bad debt only after it 

decides that it cannot collect on the account. The accounting entries are to debit bad debt 

expense and credit accounts receivable. Therefore, the income statement reflects actual bad 

debt losses only, and the accounts receivable balance on the balance sheet reflects the gross 

receivable amounts. This method can be confusing because it does not match revenues to bad 

debt expenses in the same accounting period. A small business may use this method only if it 

expects insignificant bad debt losses. 

Allowance Method 

Companies with considerable bad debt expenses must use the allowance method for financial 

reporting purposes. This method involves estimating bad debt expenses for each accounting 

period. A small business could use experience and the aging of its accounts receivable to 

estimate potential bad debts. "Aging" refers to the arranging of accounts receivable by the 

number of days each account is overdue. The longer an account is overdue, the more likely it is 

to become uncollectible. The accounting entries for estimating bad debts are to debit bad debt 

expense and credit allowance for doubtful accounts, which reduces accounts receivable.  

A company can write off an overdue balance after it has exhausted all reasonable means of 

collecting on the account. The accounting entries to record a write-off and remove the bad debt 

amount from a company's books are to debit allowance for doubtful accounts and credit 

accounts receivable. In the allowance method, a write-off affects only balance sheet accounts. 

Recovery 

A retailer may recover previously written-off amounts from time to time. To record these 

recoveries, the retailer should reverse the write-off -- debit accounts receivable and credit 

allowance for doubtful accounts -- and record the collection -- debit cash and credit accounts 

receivable. The recovery of bad debts does not affect the net income of an accounting period. 

Strategies 

Small businesses can reduce bad debt expenses by improving their collection processes and 

tightening credit approvals. For example, a small business could insist on cash payments from 

new businesses and arrange flexible payment options for long-time customers who are 

experiencing financial difficulties. Following up with overdue customers and offering electronic 

payment options could speed up the collection process. 
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Debits/Credits 

Debits increase asset and expense accounts, and decrease revenue, liability and shareholders' 

equity accounts. Credits decrease asset and expense accounts, and increase revenue, liability 

and shareholders' equity accounts. Debits decrease allowance for doubtful accounts, while 

credits increase it. 

Source: smallbusiness.chron.com 

 

About Profitera Corporation Sdn. Bhd. 

Profitera Corporation is a leading technology provider of Revenue & Arrears Collections, Debt Recovery 

and Agency Management Software Solutions. Profitera provides specific solutions to help its Customers 

focus on their clients, reduce arrears and optimize profits throughout their Revenue and Profitability 

Lifecycle. As experts in Revenue & Arrears Collections, Debt Recovery and Agency Management, 

Profitera continuously brings enterprise level scalable software technologies to the doorstep of its 

Customers. This helps to reduce Arrears Delinquency, Bad Debt and Improve Tracking & Profitability. 

Profitera, being a MSC status and TUV Quality certified company has its global HQ in Malaysia and 

leverages on partners for regional presence in ASEAN, Asia South, Middle East and Africa. 

 

Enterprise Revenue Collections & Debt Recovery Software Systems 

SMS Notification and 2-way SMS Interaction software platform 

Data Management and Software Integration Services 

Data Analysis, OLAP and Multi-dimensional Cubes for Online Interactive Reporting 

 

 

 

 

 

 

 

 

 


