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Sometimes,	the	company	may	receive	the	cash	payment	from	the	customer’s	account	that	has	previously	been	written	off	and	removed	from	the	balance	sheet.	In	this	case,	the	company	needs	to	make	the	journal	entry	for	bad	debt	recovery	for	the	cash	received	by	restating	back	the	customer’s	receivable	account	and	account	for	the	cash	received	the
same	way	as	accounts	receivable	collection.The	company	usually	writes	off	the	receivable	of	a	customer’s	account	when	it	is	deemed	to	be	bad	debt	and	is	clear	that	such	an	account	will	not	be	able	to	be	collected.	However,	it	may	later	receive	the	cash	from	that	written-off	account.	In	this	case,	it	is	important	to	properly	account	for	the	cash	received
as	a	recovery	of	bad	debt	instead	of	other	events,	such	as	revenue.	For	example,	recognizing	the	cash	received	in	this	case	as	other	revenues	or	similar	items	will	go	against	the	rule	of	accounting.Receiving	the	cash	from	the	previously	written	off	receivable	shows	that	the	company	makes	an	error	in	judgment	to	write	off	the	account	receivable	in	the
first	place.	Hence,	it	needs	to	correct	its	mistake	by	reinstating	the	customer’s	account	back	to	the	balance	sheet	before	removing	it	in	form	of	the	receivable	collection	from	the	customer	which	is	different	from	removing	it	in	form	of	written	off	that	the	company	has	previously	done.Bad	debt	recovery	journal	entryWhen	the	company	receives	the	cash
payment	from	the	customer’s	account	that	had	been	written	off,	it	needs	to	make	two	journal	entries	for	the	bad	debt	recovery.First,	the	company	can	make	the	journal	entry	for	bad	debt	recovery	by	debiting	the	accounts	receivable	and	crediting	the	allowance	for	doubtful	accounts	to	reverse	the	entry	that	the	company	has	previously	made	when
writing	off	the	customer’s	account.AccountDebitCreditAccounts	receivable000Allowance	for	doubtful	accounts000After	that,	the	company	can	make	the	second	journal	entry	for	the	cash	received	from	the	customer	for	the	recovery	of	the	bad	debt	by	debiting	the	cash	account	and	crediting	the	accounts	receivable.AccountDebitCreditCash000Accounts
receivable000The	first	journal	entry	that	is	made	to	reverse	the	entry	that	the	company	made	when	writing	off	the	receivable	of	the	customer’s	account	shows	that	the	company	made	an	error	judgment	when	it	wrote	off	accounts	receivable.	So,	it	needs	to	reinstate	back	the	customer’s	account.The	second	journal	entry	of	recording	the	cash	that	the
company	receives	from	the	customer	is	the	same	journal	entry	of	accounts	receivable	collection.	Likewise,	the	credit	of	accounts	receivable	is	to	remove	it	back	from	the	balance	sheet	after	being	restated	as	the	company	has	received	cash	from	the	customer.Bad	debt	recovery	exampleFor	example,	on	November	29,	2020,	the	company	ABC	Ltd.	wrote
off	Mr.	D’s	account	that	had	a	balance	of	$800.	However,	on	June	12,	2021,	Mr.	D	paid	the	$800	amount	that	the	company	had	previously	written	off.In	this	case,	the	company	ABC	needs	to	make	two	journal	entries	for	this	bad	debt	recovery	of	Mr.	D,	by	debiting	the	$800	into	accounts	receivable	and	crediting	the	same	amount	into	the	allowance	for
doubtful	accounts	in	the	first	journal	entry.AccountDebitCreditAccounts	receivable800Allowance	for	doubtful	accounts800This	journal	entry	is	made	to	reverse	the	entry	that	the	company	ABC	made	on	November	29,	2020,	for	writing	off	the	customer’s	account.	Likewise,	this	journal	entry	will	restate	the	accounts	receivable	of	$800	back	to	the
balance	sheet	of	the	company	ABC.In	the	second	journal	entry,	the	company	needs	to	debit	the	$800	into	the	cash	account	and	credit	the	same	amount	to	the	accounts	receivable	to	remove	the	$800	receivable	from	the	balance	sheet	in	form	of	receivable	collection.AccountDebitCreditCash800Accounts	receivable800Similar	to	writing	off	accounts
receivable,	the	recovery	of	bad	debt	affects	only	the	balance	sheet	accounts;	nothing	changes	to	the	income	statement.	As	in	the	example,	the	net	effect	of	the	two	journal	entries	above	is	increasing	$800	of	cash	with	the	debit	and	increasing	$800	of	allowance	for	doubtful	accounts	with	the	credit.In	case,	we	have	a	question	of	where	will	the	$800	of
allowance	of	doubtful	accounts	go.	It	is	useful	to	note	that	the	estimation	of	allowance	of	doubtful	accounts	is	usually	made	at	period	end	adjusting	entry.	In	this	case,	the	balance	of	$800	of	allowance	of	doubtful	accounts	will	be	removed	at	the	period-end	adjusting	entry	when	the	company	ABC	makes	the	journal	entry	for	an	allowance	of	doubtful
accounts	at	the	year-end.This	is	due	to	the	receivable	account	of	Mr.	D	has	already	been	removed	as	a	result	of	the	$800	cash	collection.	So,	any	%	of	receivables	that	the	company	estimate	to	be	doubtful	and	records	in	the	allowance	of	doubtful	accounts	will	not	include	the	receivable	account	of	Mr.	D.	Hence,	the	$800	of	allowance	of	doubtful
accounts	for	Mr.	D	will	not	show	up	on	the	year-end	financial	statements	of	the	company	ABC.	May	25,	2025	May	25,	2025/	Steven	Bragg	A	bad	debt	recovery	is	a	payment	received	after	it	has	been	designated	as	uncollectible.	This	may	occur	after	legal	action	has	been	taken	to	recover	a	receivable,	as	a	partial	payment	from	a	bankruptcy
administrator,	the	acceptance	of	equity	in	exchange	for	cancellation	of	the	receivable,	or	some	similar	situation.	It	could	also	arise	simply	because	an	invoice	was	written	off	too	soon,	before	all	possible	collection	alternatives	had	been	explored.A	bad	debt	recovery	can	also	come	from	the	sale	of	a	borrower's	collateral.	For	example,	a	lender	might
repossess	a	car	after	a	borrower	on	a	car	loan	has	been	delinquent	in	making	payments.	The	lender	sells	the	car,	and	the	proceeds	from	the	sale	are	considered	a	bad	debt	recovery.Related	AccountingTools	CoursesCredit	and	Collection	GuidebookEffective	CollectionsNew	Controller	GuidebookAccounting	for	a	Bad	Debt	RecoveryThe	accounting	for	a
bad	debt	recovery	is	a	two-step	process,	as	noted	below:Reverse	the	original	recordation.	The	first	step	is	to	reverse	the	original	recordation	of	a	bad	debt.	This	means	creating	a	debit	to	the	accounts	receivable	asset	account	in	the	amount	of	the	recovery,	with	the	offsetting	credit	to	the	allowance	for	doubtful	accounts	contra	asset	account.	If	the
original	entry	was	instead	a	credit	to	accounts	receivable	and	a	debit	to	bad	debt	expense	(the	direct	write-off	method),	then	reverse	this	original	entry.Record	the	cash	receipt.	The	second	step	is	to	record	the	cash	receipt	from	the	bad	debt	recovery,	which	is	a	debit	to	the	cash	account	and	a	credit	to	the	accounts	receivable	asset	account.In	effect,
this	process	reverses	a	loss	on	the	assumed	bad	debt,	replacing	it	with	income	in	a	later	reporting	period.	This	increases	the	amount	of	taxable	income	in	the	period	in	which	the	bad	debt	recovery	is	recorded.	The	tax	treatment	of	a	bad	debt	recovery	depends	on	whether	the	taxpayer	previously	claimed	a	deduction	for	the	bad	debt.	The	options	are	as
follows:Previously	deducted	bad	debt.	If	a	business	previously	wrote	off	a	bad	debt	and	claimed	a	tax	deduction	(usually	under	the	accrual	method	of	accounting),	then	any	recovery	of	that	debt	in	a	later	year	is	taxable	income	in	the	year	it	is	received.	This	follows	the	tax	benefit	rule,	which	requires	that	recovered	amounts	be	included	in	income	to
the	extent	they	previously	reduced	taxable	income.No	prior	deduction	taken.	If	the	taxpayer	did	not	claim	a	deduction	for	the	bad	debt	in	a	prior	year,	then	the	recovery	is	not	taxable,	as	it	did	not	provide	a	previous	tax	benefit.For	example,	a	company	writes	off	a	$5,000	customer	account	in	2023	and	deducts	it	as	a	bad	debt.	In	2025,	the	customer
unexpectedly	pays	$3,000.	The	company	must	report	the	$3,000	as	taxable	income	in	2025,	since	it	previously	benefited	from	a	deduction.This	ensures	tax	neutrality	by	preventing	a	double	tax	benefit.Related	ArticlesAccounts	Receivable	AnalysisInvoice	DiscountingProvision	for	Doubtful	DebtsThe	Difference	Between	Bad	Debt	and	Doubtful	Debt	May
25,	2025/	Steven	Bragg/	Bad	debt	recovery	is	a	significant	event	in	the	financial	management	of	any	business,	often	bringing	both	relief	and	complexity.	It	occurs	when	a	company	successfully	collects	previously	written-off	debts,	prompting	adjustments	in	its	financial	reporting.	This	process	not	only	recovers	lost	revenue	but	also	necessitates
meticulous	accounting	to	ensure	transparency	and	compliance	with	financial	standards.	The	implications	extend	beyond	mere	bookkeeping,	influencing	a	company’s	financial	health	and	tax	obligations.	Understanding	how	these	recoveries	are	accounted	for	helps	stakeholders	gauge	the	robustness	of	a	company’s	financial	practices	and	its	ability	to
reclaim	assets.	Criteria	for	Recognizing	Recovered	Debts	When	a	business	recovers	a	debt	previously	deemed	uncollectible,	specific	criteria	must	be	met	before	it	can	be	recognized	in	the	financial	records.	The	foremost	requirement	is	the	actual	receipt	of	cash	or	cash	equivalents	from	the	debtor.	This	tangible	inflow	of	assets	confirms	that	the
recovery	is	not	merely	anticipated	but	realized,	providing	a	solid	basis	for	recording	in	the	accounting	system.	Additionally,	the	recovery	must	be	legally	enforceable.	This	means	that	the	payment	received	is	not	under	dispute	or	restriction,	ensuring	that	the	transaction	is	definitive	and	the	funds	are	available	for	unrestricted	use	by	the	company.	Legal
confirmation	often	involves	documentation	or	correspondence	that	substantiates	the	debtor’s	acknowledgment	and	settlement	of	the	outstanding	amount.	The	timing	of	the	recognition	also	plays	a	significant	role.	According	to	generally	accepted	accounting	principles	(GAAP),	the	recovered	amount	should	be	recorded	in	the	financial	statements	of	the
period	in	which	the	recovery	occurs.	This	practice	aligns	the	event	with	the	corresponding	fiscal	period,	thereby	maintaining	the	accuracy	and	relevance	of	financial	reporting.	Accounting	Entries	for	Debt	Recovery	When	a	company	recovers	a	debt	that	was	previously	written	off,	the	accounting	entries	reverse	the	write-off	and	acknowledge	the
receipt	of	payment.	The	initial	step	involves	debiting	the	cash	or	bank	account,	which	reflects	the	increase	in	the	company’s	assets	due	to	the	recovered	funds.	Simultaneously,	the	allowance	for	doubtful	accounts,	a	contra-asset	account	that	was	credited	when	the	debt	was	written	off,	is	debited.	This	action	effectively	removes	the	allowance	set	aside
for	the	specific	bad	debt	that	has	now	been	recovered.	The	next	entry	in	the	sequence	addresses	the	income	statement.	The	company	must	credit	a	recovery	of	bad	debts	account,	which	is	reported	as	other	income.	This	entry	recognizes	the	positive	impact	of	the	recovery	on	the	company’s	profitability.	It’s	important	to	note	that	this	does	not	inflate
sales	or	revenue	figures,	as	the	recovery	is	an	event	separate	from	the	company’s	core	operations.	Instead,	it	is	acknowledged	as	a	gain	that	contributes	to	net	income,	reflecting	an	improvement	in	financial	performance	due	to	the	reversal	of	a	previous	loss.	The	accounting	treatment	for	bad	debt	recovery	ensures	that	the	company’s	financial	records
accurately	reflect	the	change	in	its	financial	position.	By	reinstating	the	value	of	the	recovered	asset	and	recording	the	corresponding	income,	the	company’s	financial	statements	provide	a	truthful	representation	of	its	improved	financial	status.	Effects	on	Financial	Statements	The	recovery	of	a	bad	debt	has	a	dual	impact	on	a	company’s	financial
statements,	affecting	both	the	income	statement	and	the	balance	sheet.	These	changes	are	crucial	for	providing	a	clear	picture	of	the	company’s	financial	health	and	operational	success	post-recovery.	Impact	on	Income	Statement	The	recovery	of	previously	written-off	bad	debt	leads	to	an	unusual	gain	in	the	income	statement.	This	gain	is	recorded
under	‘other	income,’	which	helps	in	distinguishing	it	from	regular	operating	revenues.	The	effect	of	this	entry	is	an	increase	in	the	net	income	for	the	period,	which	can	improve	profitability	ratios	such	as	net	profit	margin.	However,	it’s	essential	for	analysts	and	investors	to	understand	that	this	gain	is	non-recurring.	This	insight	helps	in	assessing
the	company’s	regular	operational	performance	without	the	skewed	effects	of	periodic	recoveries.	Such	distinctions	are	vital	for	accurate	financial	analysis	and	forecasting.	Impact	on	Balance	Sheet	On	the	balance	sheet,	the	recovery	of	a	bad	debt	primarily	affects	two	areas:	cash	(or	cash	equivalents)	and	the	allowance	for	doubtful	accounts.	The	cash
balance	increases	due	to	the	receipt	of	the	recovered	funds,	directly	boosting	the	company’s	liquidity.	Concurrently,	reducing	the	allowance	for	doubtful	accounts	strengthens	the	net	accounts	receivable,	reflecting	a	more	favorable	financial	condition.	These	changes	enhance	the	company’s	asset	quality	and	can	positively	influence	the	perceptions	of
creditworthiness	and	financial	stability	among	investors	and	creditors.	Accurate	representation	of	these	adjustments	is	crucial	for	maintaining	the	integrity	and	reliability	of	financial	reporting.	Tax	Implications	of	Debt	Recovery	The	tax	implications	of	recovering	a	bad	debt	can	be	complex,	depending	on	the	tax	jurisdiction	and	the	specific
circumstances	of	the	debt	recovery.	Generally,	when	a	debt	previously	written	off	as	uncollectible	is	recovered,	the	amount	received	must	be	included	as	income	for	tax	purposes.	This	is	because	the	write-off	initially	provided	a	tax	benefit	by	reducing	taxable	income.	When	the	debt	is	recovered,	the	reversal	of	this	situation	means	that	the	recovered
funds	now	increase	taxable	income.	The	inclusion	of	the	recovered	amount	as	taxable	income	is	typically	required	in	the	tax	year	the	funds	are	received.	This	can	lead	to	a	higher	tax	liability	in	that	year,	which	businesses	need	to	plan	for.	It’s	advisable	for	companies	to	consult	with	tax	professionals	to	accurately	report	such	recoveries	and	manage
potential	impacts	on	their	tax	returns.	Proper	reporting	ensures	compliance	with	tax	laws	and	can	prevent	complications	during	audits.	Bad	debts	written	off	are	an	essential	part	of	ledger	accounting,	especially	for	businesses	that	extend	credit	to	their	customers.	When	it	becomes	certain	that	a	customer	will	not	pay	the	amount	owed,	the	debt	is
classified	as	a	bad	debt	and	written	off.	This	ensures	that	the	accounts	receivable	reflect	only	collectible	amounts,	providing	a	true	and	fair	view	of	the	company’s	financial	position.	This	article	explores	the	concept	of	bad	debts	written	off,	their	importance,	and	how	they	are	recorded	in	ledger	accounting,	with	practical	examples	and	journal	entries.
1.	What	Are	Bad	Debts?	Bad	debts	are	amounts	owed	by	customers	that	are	considered	uncollectible.	This	typically	happens	when	a	debtor	declares	bankruptcy,	disappears,	or	is	otherwise	unable	to	fulfill	their	payment	obligations.	Writing	off	bad	debts	removes	these	uncollectible	amounts	from	the	accounts	receivable	and	records	them	as	an
expense	on	the	income	statement.	When	to	Write	Off	a	Bad	Debt:	When	a	customer	declares	bankruptcy.	When	legal	action	to	recover	the	debt	has	failed	or	is	not	feasible.	When	a	customer	is	untraceable	after	multiple	collection	attempts.	2.	Importance	of	Writing	Off	Bad	Debts	Accurate	Financial	Reporting:	Writing	off	bad	debts	ensures	that	the
accounts	receivable	reflect	only	the	amounts	that	are	likely	to	be	collected,	providing	a	realistic	view	of	the	company’s	financial	position.	Compliance	with	Accounting	Standards:	Required	under	Generally	Accepted	Accounting	Principles	(GAAP)	and	International	Financial	Reporting	Standards	(IFRS)	to	match	expenses	with	revenues	in	the	correct
accounting	period.	Tax	Deductions:	In	many	jurisdictions,	bad	debts	that	are	written	off	can	be	claimed	as	tax-deductible	expenses.	3.	Recording	Bad	Debts	Written	Off	in	Ledger	Accounting	A.	Journal	Entry	for	Writing	Off	Bad	Debts	When	a	debt	is	written	off,	the	amount	is	removed	from	Accounts	Receivable	and	recorded	as	an	expense	in	the	Bad
Debts	Expense	account.	Example	1:	Writing	Off	a	Bad	Debt	ABC	Company	has	a	customer,	John	Smith,	who	owes	$2,000.	After	repeated	attempts	to	collect	the	payment,	it	becomes	evident	that	the	debt	is	uncollectible,	and	the	company	decides	to	write	it	off.	Journal	Entry:	Debit:	Bad	Debts	Expense	$2,000	Credit:	Accounts	Receivable	–	John	Smith
$2,000	B.	Ledger	Entries	for	Bad	Debts	Written	Off	Bad	Debts	Expense	Ledger	Date	Description	Debit	(Dr.)	Credit	(Cr.)	Balance	March	31	Write-off	of	John	Smith’s	Debt	$2,000	$2,000	Dr.	Accounts	Receivable	Ledger	(John	Smith)	Date	Description	Debit	(Dr.)	Credit	(Cr.)	Balance	Jan	15	Sale	on	Credit	$2,000	$2,000	Dr.	March	31	Bad	Debt	Written	Off
$2,000	$0	4.	Recovery	of	Bad	Debts	In	some	cases,	a	debt	that	was	previously	written	off	may	later	be	recovered.	When	this	happens,	the	amount	is	recorded	as	Bad	Debts	Recovered,	which	is	treated	as	income	in	the	period	it	is	recovered.	Example	2:	Recovery	of	a	Bad	Debt	John	Smith,	whose	$2,000	debt	was	written	off	in	March,	unexpectedly	pays
the	full	amount	in	June.	Journal	Entry	for	Recovery:	Debit:	Cash	$2,000	Credit:	Bad	Debts	Recovered	$2,000	Bad	Debts	Recovered	Ledger	Date	Description	Debit	(Dr.)	Credit	(Cr.)	Balance	June	15	Recovery	of	John	Smith’s	Debt	$2,000	$2,000	Cr.	5.	Impact	of	Bad	Debts	Written	Off	on	Financial	Statements	Income	Statement:	Bad	debts	are	recorded	as
an	expense,	reducing	net	income.	If	previously	written-off	debts	are	recovered,	they	are	recorded	as	income	in	the	period	of	recovery.	Balance	Sheet:	Writing	off	bad	debts	reduces	Accounts	Receivable,	ensuring	that	only	collectible	amounts	are	reported.	Example:	Impact	on	Financial	Statements	Income	Statement	(March):	Particulars	Amount	Sales
Revenue	$50,000	Less:	Bad	Debts	Expense	($2,000)	Net	Income	$48,000	Income	Statement	(June	–	Debt	Recovery):	Particulars	Amount	Bad	Debts	Recovered	$2,000	Net	Income	$2,000	Balance	Sheet	(After	Write-off):	Assets	Amount	Accounts	Receivable	$20,000	Less:	Bad	Debts	Written	Off	($2,000)	Net	Accounts	Receivable	$18,000	6.	Common
Errors	in	Writing	Off	Bad	Debts	Failing	to	Write	Off	Uncollectible	Debts:	Not	writing	off	bad	debts	can	overstate	assets	and	net	income.	Incorrectly	Writing	Off	Collectible	Debts:	Writing	off	debts	that	are	still	collectible	can	understate	assets.	Not	Recording	Recoveries	Properly:	Failing	to	record	recovered	debts	as	income	can	distort	financial	results.
Managing	Bad	Debts	Written	Off	in	Ledger	Accounting	Bad	debts	written	off	are	an	unavoidable	part	of	doing	business	on	credit.	Properly	accounting	for	these	debts	ensures	that	financial	statements	accurately	reflect	a	company’s	financial	position.	Writing	off	bad	debts,	and	recording	recoveries	when	they	occur,	helps	businesses	maintain	accurate
records,	comply	with	accounting	standards,	and	manage	credit	risk	effectively.	When	the	goods	are	sold	to	customers	on	credit,	there	can	be	a	situation	where	a	few	of	them	fail	to	pay	the	amount	due	to	them	because	of	insolvency	or	any	other	reason,	and	then	the	amount	that	remains	unrecovered	is	called	Bad	Debts.Journal	Entry:	Example:	Amount
due	from	Gaurav	₹5,000	is	irrecoverable	as	he	became	insolvent.Gaurav,	from	whom	the	amount	due	was	₹5,000,	became	insolvent,	and	only	60	paise	in	a	rupee	is	recovered	from	his	estate.Solution:	Bad	Debts	Recovered:When	the	amount	that	is	earlier	written	as	bad	debts,	is	now	recovered,	it	is	called	bad	debts	recovered.Journal	Entry:	Example:	A
sum	of	₹2,000	earlier	written	as	bad	debts	is	now	recovered.Solution:		Journal	Entry	for	Drawings	Journal	Entry	for	Paid	Expenses	Journal	Entry	for	Income	Journal	Entry	for	Sales	and	Purchase	of	Goods	Journal	Entry	for	Cash	and	Credit	Transactions	Journal	Entries	|	Banking	Transactions	(Part-1)	Journal	Entries	|	Banking	Transactions	(Part-2)
Journal	Entry	for	Sale	and	Purchase	of	Assets	Journal	Entry	for	Depreciation	Journal	Entry	for	Discount	Allowed	and	Received	To	know	the	accounting	for	bad	debts	recovered,	it	is	necessary	to	know	what	bad	debts	are	and	how	they	arise.When	a	company	supplies	goods	to	a	customer	or	another	business	on	credit,	the	company	has	to	recognize	the
same	amount	of	receivables	in	their	books	as	to	the	value	of	sold	items.Let’s	say	after	a	certain	period,	our	customer	goes	bankrupt	and	is	not	able	to	pay	for	our	goods	supplied	to	them.We	then	recognize	this	as	a	loss	which	is	called	bad	debts.	Let’s	assume	that	lately,	our	customer	wants	to	pay	either	in	full	or	in	partial.	We	recognize	the	payment
amount	as	our	income.	These	are	explained	in	detail	below:Initially,	a	company	recognizes	a	receivable	amount	owed	by	a	customer	to	the	company	as	a	loss	called	bad	debts.When	a	company	takes	all	the	actions	to	make	sure	receivables	are	received	in	full.	For	example,	they	may	take	legal	actions	against	the	customer	business	if	they	don’t	pay	after
official	processes.This	makes	the	company	believe	that	the	receivables	are	no	longer	recoverable.Let’s	say	the	company	has	a	receivable	amount	of	$500	from	ABC	Company.	After	bankruptcy,	the	company	will	put	the	$500	receivable	from	ABC	Company	as	bad	debts.This	means	that	the	company	has	recognized	a	loss	against	the	receivables	from
ABC	Company.	The	following	accounting	double	entry	will	be	passed	in	the	books	of	the	company:Debit					Bad	debts	$500	(P&L)						Credit						Receivables	account	$500	(BS)This	entry	will	directly	affect	both	the	income	statement	and	balance	sheet.	A	bad	debt	amount	of	$500	will	be	recognized	as	expenses	in	the	income	statement,	and	the	account
receivable	will	be	reduced	by	$500.Related	article		Journal	Entry	Bad	Debt	Expense:	Example	and	ExplanationRead	the	full	article	on	how	to	write	off	the	account	receivableBad	debt	recovery	is	the	payment	received	that	was	previously	written	off	against	a	company’s	receivables.As	the	bad	debt	creates	a	loss	for	the	company	initially	when	recorded
as	bad	debt,	bad	debt	recovery	generates	income	for	the	company	when	they	are	recovered.This	recovered	amount	may	be	a	partial	payment	received	against	the	total	of	the	written-off	amount,	or	it	may	be	a	lower	amount	agreed	with	the	company	for	the	total	written-off	amount.	In	either	case,	the	company	will	recognize	it	as	income	for	the
business.The	journal	entry	to	record	the	bad	debt	recovered	is	debit	cash	and	credit	other	income.	The	main	reason	that	it	is	recorded	as	the	other	income	since	it	is	not	the	main	source	of	income	that	the	company	generates	from	its	normal	business	activities.In	the	above	example,	we	assumed	that	our	business	had	a	receivable	amount	of	$500
against	ABC	Company.	This	total	amount	was	expensed	out	as	bad	debt	and	was	recognized	as	a	loss	or	expense	in	the	income	statement.Let’s	assume,	after	a	specific	long	time,	ABC	Company	has	started	its	operations	again	with	improved	performance	and	is	wealthy	now.	They	offered	our	company	a	settlement	of	$300	against	the	total	amount	of
$500.Our	company	has	agreed	to	ABC	Company	and	received	a	settled	$300.	As	our	company	has	recognized	a	loss	recently,	this	will	be	turned	back	into	income	with	the	rest	of	$200	still	as	a	loss.Our	company	will	perform	the	following	account	double	entry	after	the	payment	is	received	from	ABC	Company.Debit					Cash/bank	$300
(BS)						Credit								Income	$300	(P&L)The	receivables	account	is	not	affected	in	the	last	entry	because	we	have	already	credited	the	receivables	account.Even	if	the	further	$200	is	recovered	from	ABC	Company,	it	will	not	affect	the	receivables	account	because	in	either	case,	the	receivables	account	is	credited	by	the	whole	amount.Further	$200
received	will	be	treated	the	same	as	the	$300	received	from	ABC	Company.When	bad	debts	are	recovered,	the	bad	debts	recovery	account	is	other	income	in	the	income	statement.	It	is	the	amount	that	the	company	collected	or	recovered	from	the	account	receivable	that	claim	as	uncollectable	and	was	considered	based	on	the	company	policies	as	bad
debt.	The	entry	to	record	this	recover	debt	is	debit	cash	and	credit	other	income.	In	most	cases,	this	other	income	is	taxable.	Sometimes,	the	company	may	receive	the	cash	payment	from	the	customer’s	account	that	has	previously	been	written	off	and	removed	from	the	balance	sheet.	In	this	case,	the	company	needs	to	make	the	journal	entry	for	bad
debt	recovery	for	the	cash	received	by	restating	back	the	customer’s	receivable	account	and	account	for	the	cash	received	the	same	way	as	accounts	receivable	collection.The	company	usually	writes	off	the	receivable	of	a	customer’s	account	when	it	is	deemed	to	be	bad	debt	and	is	clear	that	such	an	account	will	not	be	able	to	be	collected.	However,
it	may	later	receive	the	cash	from	that	written-off	account.	In	this	case,	it	is	important	to	properly	account	for	the	cash	received	as	a	recovery	of	bad	debt	instead	of	other	events,	such	as	revenue.	For	example,	recognizing	the	cash	received	in	this	case	as	other	revenues	or	similar	items	will	go	against	the	rule	of	accounting.Receiving	the	cash	from	the
previously	written	off	receivable	shows	that	the	company	makes	an	error	in	judgment	to	write	off	the	account	receivable	in	the	first	place.	Hence,	it	needs	to	correct	its	mistake	by	reinstating	the	customer’s	account	back	to	the	balance	sheet	before	removing	it	in	form	of	the	receivable	collection	from	the	customer	which	is	different	from	removing	it	in
form	of	written	off	that	the	company	has	previously	done.Bad	debt	recovery	journal	entryWhen	the	company	receives	the	cash	payment	from	the	customer’s	account	that	had	been	written	off,	it	needs	to	make	two	journal	entries	for	the	bad	debt	recovery.First,	the	company	can	make	the	journal	entry	for	bad	debt	recovery	by	debiting	the	accounts
receivable	and	crediting	the	allowance	for	doubtful	accounts	to	reverse	the	entry	that	the	company	has	previously	made	when	writing	off	the	customer’s	account.AccountDebitCreditAccounts	receivable000Allowance	for	doubtful	accounts000After	that,	the	company	can	make	the	second	journal	entry	for	the	cash	received	from	the	customer	for	the
recovery	of	the	bad	debt	by	debiting	the	cash	account	and	crediting	the	accounts	receivable.AccountDebitCreditCash000Accounts	receivable000The	first	journal	entry	that	is	made	to	reverse	the	entry	that	the	company	made	when	writing	off	the	receivable	of	the	customer’s	account	shows	that	the	company	made	an	error	judgment	when	it	wrote	off
accounts	receivable.	So,	it	needs	to	reinstate	back	the	customer’s	account.The	second	journal	entry	of	recording	the	cash	that	the	company	receives	from	the	customer	is	the	same	journal	entry	of	accounts	receivable	collection.	Likewise,	the	credit	of	accounts	receivable	is	to	remove	it	back	from	the	balance	sheet	after	being	restated	as	the	company
has	received	cash	from	the	customer.Bad	debt	recovery	exampleFor	example,	on	November	29,	2020,	the	company	ABC	Ltd.	wrote	off	Mr.	D’s	account	that	had	a	balance	of	$800.	However,	on	June	12,	2021,	Mr.	D	paid	the	$800	amount	that	the	company	had	previously	written	off.In	this	case,	the	company	ABC	needs	to	make	two	journal	entries	for
this	bad	debt	recovery	of	Mr.	D,	by	debiting	the	$800	into	accounts	receivable	and	crediting	the	same	amount	into	the	allowance	for	doubtful	accounts	in	the	first	journal	entry.AccountDebitCreditAccounts	receivable800Allowance	for	doubtful	accounts800This	journal	entry	is	made	to	reverse	the	entry	that	the	company	ABC	made	on	November	29,
2020,	for	writing	off	the	customer’s	account.	Likewise,	this	journal	entry	will	restate	the	accounts	receivable	of	$800	back	to	the	balance	sheet	of	the	company	ABC.In	the	second	journal	entry,	the	company	needs	to	debit	the	$800	into	the	cash	account	and	credit	the	same	amount	to	the	accounts	receivable	to	remove	the	$800	receivable	from	the
balance	sheet	in	form	of	receivable	collection.AccountDebitCreditCash800Accounts	receivable800Similar	to	writing	off	accounts	receivable,	the	recovery	of	bad	debt	affects	only	the	balance	sheet	accounts;	nothing	changes	to	the	income	statement.	As	in	the	example,	the	net	effect	of	the	two	journal	entries	above	is	increasing	$800	of	cash	with	the
debit	and	increasing	$800	of	allowance	for	doubtful	accounts	with	the	credit.In	case,	we	have	a	question	of	where	will	the	$800	of	allowance	of	doubtful	accounts	go.	It	is	useful	to	note	that	the	estimation	of	allowance	of	doubtful	accounts	is	usually	made	at	period	end	adjusting	entry.	In	this	case,	the	balance	of	$800	of	allowance	of	doubtful	accounts
will	be	removed	at	the	period-end	adjusting	entry	when	the	company	ABC	makes	the	journal	entry	for	an	allowance	of	doubtful	accounts	at	the	year-end.This	is	due	to	the	receivable	account	of	Mr.	D	has	already	been	removed	as	a	result	of	the	$800	cash	collection.	So,	any	%	of	receivables	that	the	company	estimate	to	be	doubtful	and	records	in	the
allowance	of	doubtful	accounts	will	not	include	the	receivable	account	of	Mr.	D.	Hence,	the	$800	of	allowance	of	doubtful	accounts	for	Mr.	D	will	not	show	up	on	the	year-end	financial	statements	of	the	company	ABC.	Sometimes,	the	company	may	receive	the	cash	payment	from	the	customer’s	account	that	has	previously	been	written	off	and	removed
from	the	balance	sheet.	In	this	case,	the	company	needs	to	make	the	journal	entry	for	bad	debt	recovery	for	the	cash	received	by	restating	back	the	customer’s	receivable	account	and	account	for	the	cash	received	the	same	way	as	accounts	receivable	collection.The	company	usually	writes	off	the	receivable	of	a	customer’s	account	when	it	is	deemed
to	be	bad	debt	and	is	clear	that	such	an	account	will	not	be	able	to	be	collected.	However,	it	may	later	receive	the	cash	from	that	written-off	account.	In	this	case,	it	is	important	to	properly	account	for	the	cash	received	as	a	recovery	of	bad	debt	instead	of	other	events,	such	as	revenue.	For	example,	recognizing	the	cash	received	in	this	case	as	other
revenues	or	similar	items	will	go	against	the	rule	of	accounting.Receiving	the	cash	from	the	previously	written	off	receivable	shows	that	the	company	makes	an	error	in	judgment	to	write	off	the	account	receivable	in	the	first	place.	Hence,	it	needs	to	correct	its	mistake	by	reinstating	the	customer’s	account	back	to	the	balance	sheet	before	removing	it
in	form	of	the	receivable	collection	from	the	customer	which	is	different	from	removing	it	in	form	of	written	off	that	the	company	has	previously	done.Bad	debt	recovery	journal	entryWhen	the	company	receives	the	cash	payment	from	the	customer’s	account	that	had	been	written	off,	it	needs	to	make	two	journal	entries	for	the	bad	debt	recovery.First,
the	company	can	make	the	journal	entry	for	bad	debt	recovery	by	debiting	the	accounts	receivable	and	crediting	the	allowance	for	doubtful	accounts	to	reverse	the	entry	that	the	company	has	previously	made	when	writing	off	the	customer’s	account.AccountDebitCreditAccounts	receivable000Allowance	for	doubtful	accounts000After	that,	the
company	can	make	the	second	journal	entry	for	the	cash	received	from	the	customer	for	the	recovery	of	the	bad	debt	by	debiting	the	cash	account	and	crediting	the	accounts	receivable.AccountDebitCreditCash000Accounts	receivable000The	first	journal	entry	that	is	made	to	reverse	the	entry	that	the	company	made	when	writing	off	the	receivable	of
the	customer’s	account	shows	that	the	company	made	an	error	judgment	when	it	wrote	off	accounts	receivable.	So,	it	needs	to	reinstate	back	the	customer’s	account.The	second	journal	entry	of	recording	the	cash	that	the	company	receives	from	the	customer	is	the	same	journal	entry	of	accounts	receivable	collection.	Likewise,	the	credit	of	accounts
receivable	is	to	remove	it	back	from	the	balance	sheet	after	being	restated	as	the	company	has	received	cash	from	the	customer.Bad	debt	recovery	exampleFor	example,	on	November	29,	2020,	the	company	ABC	Ltd.	wrote	off	Mr.	D’s	account	that	had	a	balance	of	$800.	However,	on	June	12,	2021,	Mr.	D	paid	the	$800	amount	that	the	company	had
previously	written	off.In	this	case,	the	company	ABC	needs	to	make	two	journal	entries	for	this	bad	debt	recovery	of	Mr.	D,	by	debiting	the	$800	into	accounts	receivable	and	crediting	the	same	amount	into	the	allowance	for	doubtful	accounts	in	the	first	journal	entry.AccountDebitCreditAccounts	receivable800Allowance	for	doubtful	accounts800This
journal	entry	is	made	to	reverse	the	entry	that	the	company	ABC	made	on	November	29,	2020,	for	writing	off	the	customer’s	account.	Likewise,	this	journal	entry	will	restate	the	accounts	receivable	of	$800	back	to	the	balance	sheet	of	the	company	ABC.In	the	second	journal	entry,	the	company	needs	to	debit	the	$800	into	the	cash	account	and	credit
the	same	amount	to	the	accounts	receivable	to	remove	the	$800	receivable	from	the	balance	sheet	in	form	of	receivable	collection.AccountDebitCreditCash800Accounts	receivable800Similar	to	writing	off	accounts	receivable,	the	recovery	of	bad	debt	affects	only	the	balance	sheet	accounts;	nothing	changes	to	the	income	statement.	As	in	the	example,
the	net	effect	of	the	two	journal	entries	above	is	increasing	$800	of	cash	with	the	debit	and	increasing	$800	of	allowance	for	doubtful	accounts	with	the	credit.In	case,	we	have	a	question	of	where	will	the	$800	of	allowance	of	doubtful	accounts	go.	It	is	useful	to	note	that	the	estimation	of	allowance	of	doubtful	accounts	is	usually	made	at	period	end
adjusting	entry.	In	this	case,	the	balance	of	$800	of	allowance	of	doubtful	accounts	will	be	removed	at	the	period-end	adjusting	entry	when	the	company	ABC	makes	the	journal	entry	for	an	allowance	of	doubtful	accounts	at	the	year-end.This	is	due	to	the	receivable	account	of	Mr.	D	has	already	been	removed	as	a	result	of	the	$800	cash	collection.	So,
any	%	of	receivables	that	the	company	estimate	to	be	doubtful	and	records	in	the	allowance	of	doubtful	accounts	will	not	include	the	receivable	account	of	Mr.	D.	Hence,	the	$800	of	allowance	of	doubtful	accounts	for	Mr.	D	will	not	show	up	on	the	year-end	financial	statements	of	the	company	ABC.	Bad	debt	recovery	refers	to	a	payment	received	for	a
debt	that	had	previously	been	written	off	and	considered	uncollectible.	Because	bad	debt	usually	generates	a	loss	when	it	is	written	off,	bad	debt	recovery	generally	produces	income	for	accounting	purposes.	In	accounting,	bad	debt	recovery	credits	the	allowance	for	bad	debts	or	bad	debt	reserve	categories	and	reduces	the	accounts	receivable
category	in	the	company's	books.	Bad	debt	recovery	is	a	payment	received	for	a	debt	that	had	been	written	off	and	considered	uncollectible.Bad	debt	may	be	fully	or	partially	recovered	in	the	form	of	a	payment	from	a	bankruptcy	trustee	or	the	proceeds	a	bank	receives	when	it	sells	collateral	put	up	by	the	borrower.Bad	debts	are	reported	to	the	IRS
as	a	loss.	Bad	debt	recovery	must	be	claimed	as	income.Both	businesses	and	individuals	may	write	off	bad	debts	on	their	taxes	and	are	also	required	to	report	any	bad	debt	recoveries.	Bad	debts	are	difficult	or	impossible	to	collect,	so	they're	often	written	off	by	the	debt	holder.	In	most	cases,	a	company	or	lender	will	have	taken	many	steps	before
classifying	a	debt	as	"bad,"	including	in-house	and	third-party	collections	or	even	legal	action.	Collection	efforts	may	continue	even	after	the	debt	has	been	written	off.	When	a	full	or	partial	repayment	of	a	debt	is	received	after	it	has	been	written	off,	that's	referred	to	as	a	bad	debt	recovery.	A	bad	debt	might	be	recovered	through	a	payment	from	a
bankruptcy	trustee	or	because	the	debtor	has	decided	to	settle	the	debt	at	a	lower	amount.	A	bad	debt	may	also	be	recovered	if	an	asset	used	as	collateral	is	sold.	For	example,	a	lender	may	repossess	a	car	and	sell	it	to	pay	the	outstanding	balance	on	an	auto	loan.	A	bank	may	also	receive	equity	in	exchange	for	writing	off	a	loan	that	could	later	result
in	a	recovery	of	the	debt	and,	perhaps,	additional	profit.	Bad	debt	is	all	but	inevitable,	as	companies	will	always	have	customers	who	won't	fulfill	their	financial	obligations	for	one	reason	or	another.	That	is	what	keeps	collection	agencies	in	business.	When	a	consumer's	unpaid	debt	is	turned	over	to	a	collection	agency,	that	information	becomes	part	of
their	credit	report	and	can	remain	there	for	seven	years,	impairing	their	ability	to	obtain	credit	in	the	future.	Any	action	taken	concerning	a	bad	debt	must	be	noted	in	the	company's	books.	When	the	debt	is	written	off,	it	must	be	accounted	for	as	a	loss.	If	it	is	recovered,	the	company	must	reverse	the	loss.	So,	when	a	business	writes	off	a	bad	debt	in
one	tax	year	and	recovers	some	or	all	of	the	debt	in	the	following	tax	year,	the	Internal	Revenue	Service	(IRS)	requires	that	it	include	the	recovered	funds	in	its	gross	income.	The	business	only	has	to	report	the	amount	of	the	recovery	equal	to	the	amount	it	previously	deducted.	If	a	portion	of	the	deduction	did	not	trigger	a	reduction	in	the	company's
tax	bill,	it	does	not	have	to	report	that	part	of	the	recovered	funds	as	income.	In	some	cases,	bad	debt	deductions	do	not	reduce	tax	in	the	year	they	are	incurred,	because	of	a	net	operating	loss	(NOL).	These	losses	carry	over	for	a	set	number	of	years	before	they	expire.	If	a	company's	bad	debt	deduction	triggered	an	NOL	carryover	that	has	not
expired,	that	constitutes	a	tax	reduction,	and	the	bad	debt	recovery	must	be	reported	as	income.	However,	if	the	NOL	carryover	has	expired,	the	business	essentially	never	received	the	tax	reduction	and	does	not	need	to	report	the	corresponding	recovery.	In	some	cases,	the	IRS	allows	individual	taxpayers	to	write	off	non-business	bad	debts.	These
debts	must	be	completely	not	collectible,	and	the	taxpayer	must	be	able	to	prove	they	did	as	much	as	possible	to	recover	the	debt.	However,	the	filer	does	not	have	to	take	the	debtor	to	court.	In	most	cases,	showing	that	the	debtor	is	insolvent	or	has	declared	bankruptcy	is	adequate	proof.	For	example,	if	someone	lent	a	friend	or	neighbor	money	in	a
transaction	completely	unrelated	to	either	of	their	businesses,	and	the	borrower	failed	to	repay	the	loan,	that	is	a	non-business	bad	debt.	The	taxpayer	may	report	it	as	a	short-term	capital	loss.	If	the	debt	is	repaid	after	it	was	claimed	as	a	bad	debt,	the	tax	filer	has	to	report	the	recovered	funds	as	income.	However,	they	only	need	to	report	an	amount
equal	to	the	bad	debt	deduction	that	reduced	their	tax	obligation	in	the	year	they	claimed	the	bad	debt.	A	bad	debt	is	a	debt	that	a	business	or	individual	believes	it	stands	no	chance	of	collecting	and	decides	to	write	off	as	a	loss.	If	they	later	receive	full	or	partial	repayment	of	the	debt,	that's	referred	to	as	a	bad	debt	recovery.	Businesses	can	use	one
of	two	methods	to	report	a	bad	debt	on	their	taxes,	the	specific	charge-off	method	and	the	nonaccrual	experience	method.	The	IRS	provides	detailed	instructions	on	both	methods	in	its	Publication	535:	Business	Expenses.	The	IRS	website	provides	these	instructions:	"Report	a	nonbusiness	bad	debt	as	a	short-term	capital	loss	on	Form	8949,	Sales	and
Other	Dispositions	of	Capital	Assets,	Part	1,	line	1.	Enter	the	name	of	the	debtor	and	'bad	debt	statement	attached'	in	column	(a).	Enter	your	basis	in	the	bad	debt	in	column	(e)	and	enter	zero	in	column	(d).	Use	a	separate	line	for	each	bad	debt.	It's	subject	to	the	capital	loss	limitations."The	IRS	further	notes	that,	"A	deduction	for	a	nonbusiness	bad
debt	requires	a	separate	detailed	statement	attached	to	your	return.	The	statement	must	contain:	a	description	of	the	debt,	including	the	amount	and	the	date	it	became	due;	the	name	of	the	debtor,	and	any	business	or	family	relationship	between	you	and	the	debtor;	the	efforts	you	made	to	collect	the	debt;	and	why	you	decided	the	debt	was
worthless."	Businesses	and	individuals	can	write	off	bad	debts	on	their	taxes.	If	the	bad	debt	is	later	repaid,	however,	it	becomes	a	bad	debt	recovery,	and	they	will	have	to	report	the	amount	they	deducted	as	income.	Bad	debt	recovery	is	the	process	of	collecting	funds	previously	written	off	as	losses.	In	other	words,	when	a	customer	finally	pays	a
debt	you	thought	was	lost,	that's	a	bad	debt	recovery.This	process	offers	your	business	a	chance	to	reclaim	lost	revenue	while	keeping	your	accounting	records	accurate.	According	to	HighRadius,	the	average	bad	debt-to-accounts	receivable	ratio	across	the	tech,	healthcare,	and	manufacturing	industries	was	10.77%	in	2023,	highlighting	how	bad
debt	can	represent	a	significant	amount	of	money	worth	recovering.This	post	walks	you	through	how	to	record	a	bad	debt	recovery	journal	entry	using	two	different	accounting	methods.	You'll	also	learn	how	recovery	efforts	affect	your	financial	statements,	what	they	mean	for	your	taxes,	and	how	to	improve	your	recovery	rates.What	is	bad	debt?Bad
debt	is	money	a	customer	owes	your	business	that	you	can’t	collect;	instead,	you	record	it	as	a	loss	on	your	financial	statements.	These	uncollectible	accounts	reduce	your	profitability	and	represent	failed	credit	extensions,	so	you	need	to	properly	account	for	them	to	show	your	business’s	true	financial	position.Bad	debts	typically	happen	when	you
make	credit	sales	and	customers	don't	pay,	often	due	to	things	like	bankruptcy,	business	closure,	disputes	over	goods	or	services,	fraud,	or	other	financial	hardship.	These	issues	tend	to	become	more	common	during	economic	downturns.Bad	debt	recovery	process:	Step-by-stepRecovering	bad	debts	requires	a	structured	approach	that	balances
effective	collection	with	cost	efficiency.	Once	you	identify	an	account	as	potentially	uncollectible,	you	should	take	the	following	steps	to	improve	your	chances	of	recovery:Send	follow-up	invoices	and	past-due	notifications:	Start	with	gentle	reminders	3–5	days	after	the	due	date.	You	can	escalate	to	formal	past-due	notices	at	15,	30,	and	45	days.	Make
sure	each	message	clearly	states	the	amount	due,	payment	methods,	and	consequences	of	non-payment.Contact	the	customer	directly:	Call	or	email	during	business	hours,	and	document	all	your	communication	attempts	in	a	central	system.	Keep	your	tone	professional,	and	try	to	understand	why	they	haven't	paid	as	you	work	toward	a	solution.Offer
payment	plans	or	settlements:	For	customers	with	temporary	financial	difficulties,	consider	offering	payment	plans.	If	full	recovery	seems	unlikely	but	partial	payment	is	possible,	offer	settlements	(typically	70–80%	of	the	original	amount).Engage	third-party	collection	agencies:	Choose	agencies	with	experience	in	your	industry	and	verify	they	comply
with	debt	collection	regulations.	Understand	their	fee	structure	(usually	25–50%	of	recovered	amounts)	and	make	sure	they	represent	your	brand	appropriately.Consider	legal	action	for	larger	unrecovered	debts:	Weigh	the	debt	amount	against	legal	fees,	court	costs,	and	collection	probability.	Legal	action	usually	makes	sense	only	for	debts	over
$5,000,	when	you	have	complete	documentation,	and	when	the	debtor	has	attachable	assets.Your	approach	will	differ	based	on	your	business’s	size.	Small	businesses	often	handle	early	recovery	steps	internally	but	may	need	to	outsource	to	collection	agencies	due	to	limited	staff	or	resources.	Larger	corporations	typically	have	dedicated	collection
departments,	advanced	analytics,	and	legal	support,	allowing	for	longer	internal	collection	efforts	and	more	flexible	payment	options.Bad	debt	accounting	methods:	Direct	write-off	vs.	allowanceYou	have	two	main	methods	when	accounting	for	bad	debts:	the	direct	write-off	method	and	the	allowance	method.	The	key	difference	is	in	timing	and
estimation.Direct	write-off	methodWith	the	direct	write-off	method,	you	record	bad	debts	only	when	you	conclusively	identify	specific	customer	accounts	as	uncollectible,	usually	after	all	collection	efforts	have	failed.	This	means	you	recognize	the	expense	only	when	recovery	is	no	longer	possible,	often	months	after	the	original	sale.	Journal	entries	for
this	method	are	straightforward.Example:	If	a	$2,000	account	is	deemed	uncollectibleDebit	bad	debt	expense:	$2,000Credit	accounts	receivable:	$2,000Example:	If	the	customer	later	pays	the	$2,000Debit	accounts	receivable:	$2,000Credit	bad	debt	expense:	$2,000Debit	cash:	$2,000Credit	accounts	receivable:	$2,000This	method	works	well	if	you
run	a	small	business	with	limited	credit	sales,	a	service-based	business	with	few	customers,	or	a	business	that	primarily	sells	for	cash.	It's	practical	when	bad	debts	are	a	small	portion	of	your	total	sales	and	you	don't	need	to	estimate	them.Allowance	methodThe	allowance	method	lets	you	estimate	potential	bad	debts	at	the	end	of	each	accounting
period,	recording	an	allowance	before	identifying	specific	uncollectible	accounts.	This	creates	a	contra-asset	account,	"allowance	for	doubtful	accounts,"	which	reduces	the	net	value	of	accounts	receivable	on	your	balance	sheet.Example:	To	establish	the	allowanceDebit	Bad	Debt	Expense:	$10,000Credit	Allowance	for	Doubtful	Accounts:
$10,000Example:	When	a	specific	account	is	deemed	uncollectibleDebit	Allowance	for	Doubtful	Accounts:	$2,500Credit	Accounts	Receivable:	$2,500Example:	If	the	allowance	needs	adjustmentDebit	Bad	Debt	Expense:	$5,000Credit	Allowance	for	Doubtful	Accounts:	$5,000The	allowance	method	is	ideal	if	you	run	a	larger	business	with	substantial
accounts	receivable.	It	offers	more	accurate	financial	reporting	by	matching	expenses	to	the	period	when	sales	occur,	following	the	matching	principle	in	accounting.How	to	record	bad	debt	recovery	journal	entriesWhen	you	recover	debts	previously	written	off	or	allowed	for,	you	need	to	reverse	the	initial	accounting	entries.	This	ensures	your
transactions	are	accurately	reflected	and	provides	a	clear	audit	trail	for	tax	reporting.For	example,	say	you	write	off	$1,000	as	uncollectible,	then	later	recover	$300	from	the	customer.	The	recovery	process	involves	reversing	the	original	write-off	for	the	amount	recovered	and	recording	the	cash	receipt.Properly	reversing	write-offs	and	recording
recoveries	keeps	your	accounting	accurate	and	provides	valuable	data	for	future	credit	decisions.	If	you	don't	make	these	reversals,	your	financial	statements	could	understate	both	assets	and	income,	which	could	mislead	stakeholders	about	your	business’s	true	financial	position.Reversing	direct	write-offsFor	debts	you	previously	wrote	off	using	the
direct	write-off	method,	follow	this	two-step	process:Reinstate	the	accounts	receivable	for	the	recovered	amount.	This	reverses	the	original	write-off	for	the	recovered	portion.Debit	Accounts	Receivable:	$300Credit	Bad	Debt	Expense:	$300Record	the	cash	receipt.	This	shows	the	collection	of	the	reinstated	receivable.Debit	Cash:	$300Credit	Accounts
Receivable:	$300Reversing	allowance	write-offsFor	the	allowance	method,	adjust	both	the	customer's	account	and	the	allowance	for	doubtful	accounts:Reinstate	the	accounts	receivable	and	adjust	the	allowance.	This	reinstates	the	receivable	and	reduces	the	allowance.Debit	Accounts	Receivable:	$300Credit	Allowance	for	Doubtful	Accounts:
$300Record	the	cash	receipt.	This	records	the	actual	payment	received.Debit	Cash:	$300Credit	Accounts	Receivable:	$300For	partial	recoveries,	only	reinstate	the	recovered	portion.	If	a	$1,000	debt	results	in	a	$300	recovery,	only	process	$300	through	these	entries,	leaving	the	remaining	$700	written	off.How	bad	debt	recovery	impacts	financial
statementsWhen	you	recover	bad	debts,	you'll	see	positive	effects	across	your	financial	statements,	improving	both	your	balance	sheet	and	income	statement.	These	changes	give	stakeholders	updated	information	about	your	business’s	financial	position	and	collection	effectiveness.Balance	sheet	effectsRecovering	a	bad	debt	strengthens	your	balance
sheet	by	increasing	either	cash	(if	you	receive	payment)	or	accounts	receivable	(if	you	reinstate	the	debt	before	payment).	The	boost	in	assets	improves	key	financial	ratios,	like	your	current	ratio	and	accounts	receivable	turnover,	signaling	more	effective	collection	practices.Income	statement	effectsBad	debt	recovery	increases	your	net	income	by
either	reducing	bad	debt	expenses	or	generating	other	income,	depending	on	your	accounting	method	and	when	you	originally	wrote	off	the	debt.Under	the	direct	write-off	method,	recoveries	reduce	bad	debt	expense	in	the	same	period	or	appear	as	"other	income"	for	prior	periods.	With	the	allowance	method,	you	may	credit	the	allowance	account
instead	of	recognizing	immediate	income,	especially	if	you	anticipate	recoveries,	and	record	recoveries	as	other	income	for	older	write-offs.Tax	implications	of	bad	debt	recoveryWhen	you	recover	bad	debts,	you	generally	need	to	report	them	as	taxable	income	if	you	previously	deducted	the	original	debt	as	a	business	expense.If	you	run	a	corporation:
Report	recoveries	as	ordinary	income	on	Form	1120If	you're	in	a	partnership:	Report	on	Form	1065,	which	flows	through	to	partners'	individual	returnsIf	you're	a	sole	proprietor:	Include	recoveries	on	Schedule	C	of	Form	1040,	usually	under	"other	income”It's	important	to	talk	with	a	tax	professional	to	ensure	proper	reporting	and	make	any
necessary	adjustments	to	prior	returns.	Common	errors	include	failing	to	recognize	recoveries	as	income,	incorrectly	categorizing	recoveries	as	reduced	expenses,	or	overlooking	the	need	to	amend	prior	returns	when	using	the	specific	charge-off	method.You	can	also	time	bad	debt	recovery	to	help	optimize	your	tax	liabilities.	For	example,
corporations	might	accelerate	recoveries	in	years	with	operating	losses,	while	pass-through	entities	might	defer	them	to	years	with	lower	tax	brackets.4	strategies	for	effective	bad	debt	recoveryYou	can	maximize	your	recovery	rates	and	maintain	positive	customer	relationships	by	adopting	a	proactive,	structured	approach	to	bad	debt	recovery.	Here
are	a	few	strategies	to	do	so:Practice	proactive	invoicingSend	invoices	immediately	after	delivering	goods	or	services.	This	helps	your	business	establish	expectations	for	payment	timing	and	prevents	delays	that	could	affect	cash	flow.Establish	clear	payment	termsMake	sure	customer	contracts	clearly	outline	payment	terms,	including	late	payment
penalties,	interest	charges,	and	the	customer's	responsibility	for	collection	costs.	Consistent	follow-ups	are	crucial,	so	start	with	friendly	reminders	and	escalate	to	more	formal	communications	at	regular	intervals.Offer	flexible	repayment	optionsProviding	alternative	repayment	options,	like	installment	plans	or	partial	payment,	can	help	customers
facing	temporary	financial	difficulties.	This	approach	not	only	demonstrates	goodwill	but	ensures	the	debt	is	addressed	in	a	way	that	works	for	both	parties.Standardize	bad	debt	policies	and	proceduresDocument	a	clear	process	for	recovering	bad	debts,	from	the	initial	follow-up	through	potential	legal	action,	and	apply	it	consistently	across	all
accounts.	You’ll	also	want	to	regularly	review	the	effectiveness	of	your	process	by	tracking	things	like	recovery	rates,	cost	per	dollar	recovered,	and	time-to-collection.Streamline	your	bad	debt	recovery	with	RampEffective	bad	debt	recovery	helps	your	business	reclaim	lost	revenue	while	maintaining	positive	customer	relationships.	You	can	take	this	a
step	further	by	automating	key	aspects	of	the	recovery	process,	which	reduces	manual	effort	and	lets	you	track	your	business	finances	with	ease.Ramp’s	accounts	payable	software	uses	AI-powered	automation	to	help	you	quickly	process	invoices,	guarantee	accurate	approvals,	and	manage	your	cash	flow	all	in	one	platform.	Our	smart	features,	like
custom	approval	flows	and	automatic	recurring	bill	management,	save	you	time	and	reduce	errors,	helping	you	stay	on	top	of	your	business’s	finances.Plus,	our	platform	seamlessly	integrates	with	your	ERP	system	so	that	accounts,	vendor	information,	and	purchase	orders	sync	in	real	time.Take	your	financial	operations	to	the	next	level	and	explore
how	Ramp’s	accounts	payable	solution	can	streamline	your	business.FAQsIs	bad	debt	recovered	an	income	or	expense?Bad	debt	recovery	is	generally	treated	as	income	on	your	financial	statements.	With	the	direct	write-off	method,	it	either	reduces	your	bad	debt	expense	in	the	current	period	or	appears	as	"other	income"	if	you	wrote	off	the	original
debt	in	a	previous	period.What	is	a	double	entry	for	bad	debt	recovery?A	double	entry	for	bad	debt	recovery	usually	involves	two	steps.	First,	reinstate	the	accounts	receivable	(debit	accounts	receivable	and	credit	bad	debt	expense	or	allowance	for	doubtful	accounts).	Then,	record	the	payment	(debit	cash	and	credit	accounts	receivable).How	does
bad	debt	recovery	affect	cash	flow?Bad	debt	recovery	improves	your	cash	flow	by	generating	inflows	from	previously	written-off	accounts.	These	recoveries	appear	in	the	operating	activities	section	of	your	cash	flow	statement	and	boost	your	overall	liquidity,	without	requiring	additional	sales	or	financing.	Sometimes,	the	company	may	receive	the
cash	payment	from	the	customer’s	account	that	has	previously	been	written	off	and	removed	from	the	balance	sheet.	In	this	case,	the	company	needs	to	make	the	journal	entry	for	bad	debt	recovery	for	the	cash	received	by	restating	back	the	customer’s	receivable	account	and	account	for	the	cash	received	the	same	way	as	accounts	receivable
collection.The	company	usually	writes	off	the	receivable	of	a	customer’s	account	when	it	is	deemed	to	be	bad	debt	and	is	clear	that	such	an	account	will	not	be	able	to	be	collected.	However,	it	may	later	receive	the	cash	from	that	written-off	account.	In	this	case,	it	is	important	to	properly	account	for	the	cash	received	as	a	recovery	of	bad	debt	instead
of	other	events,	such	as	revenue.	For	example,	recognizing	the	cash	received	in	this	case	as	other	revenues	or	similar	items	will	go	against	the	rule	of	accounting.Receiving	the	cash	from	the	previously	written	off	receivable	shows	that	the	company	makes	an	error	in	judgment	to	write	off	the	account	receivable	in	the	first	place.	Hence,	it	needs	to
correct	its	mistake	by	reinstating	the	customer’s	account	back	to	the	balance	sheet	before	removing	it	in	form	of	the	receivable	collection	from	the	customer	which	is	different	from	removing	it	in	form	of	written	off	that	the	company	has	previously	done.Bad	debt	recovery	journal	entryWhen	the	company	receives	the	cash	payment	from	the	customer’s
account	that	had	been	written	off,	it	needs	to	make	two	journal	entries	for	the	bad	debt	recovery.First,	the	company	can	make	the	journal	entry	for	bad	debt	recovery	by	debiting	the	accounts	receivable	and	crediting	the	allowance	for	doubtful	accounts	to	reverse	the	entry	that	the	company	has	previously	made	when	writing	off	the	customer’s
account.AccountDebitCreditAccounts	receivable000Allowance	for	doubtful	accounts000After	that,	the	company	can	make	the	second	journal	entry	for	the	cash	received	from	the	customer	for	the	recovery	of	the	bad	debt	by	debiting	the	cash	account	and	crediting	the	accounts	receivable.AccountDebitCreditCash000Accounts	receivable000The	first
journal	entry	that	is	made	to	reverse	the	entry	that	the	company	made	when	writing	off	the	receivable	of	the	customer’s	account	shows	that	the	company	made	an	error	judgment	when	it	wrote	off	accounts	receivable.	So,	it	needs	to	reinstate	back	the	customer’s	account.The	second	journal	entry	of	recording	the	cash	that	the	company	receives	from
the	customer	is	the	same	journal	entry	of	accounts	receivable	collection.	Likewise,	the	credit	of	accounts	receivable	is	to	remove	it	back	from	the	balance	sheet	after	being	restated	as	the	company	has	received	cash	from	the	customer.Bad	debt	recovery	exampleFor	example,	on	November	29,	2020,	the	company	ABC	Ltd.	wrote	off	Mr.	D’s	account	that
had	a	balance	of	$800.	However,	on	June	12,	2021,	Mr.	D	paid	the	$800	amount	that	the	company	had	previously	written	off.In	this	case,	the	company	ABC	needs	to	make	two	journal	entries	for	this	bad	debt	recovery	of	Mr.	D,	by	debiting	the	$800	into	accounts	receivable	and	crediting	the	same	amount	into	the	allowance	for	doubtful	accounts	in	the
first	journal	entry.AccountDebitCreditAccounts	receivable800Allowance	for	doubtful	accounts800This	journal	entry	is	made	to	reverse	the	entry	that	the	company	ABC	made	on	November	29,	2020,	for	writing	off	the	customer’s	account.	Likewise,	this	journal	entry	will	restate	the	accounts	receivable	of	$800	back	to	the	balance	sheet	of	the	company
ABC.In	the	second	journal	entry,	the	company	needs	to	debit	the	$800	into	the	cash	account	and	credit	the	same	amount	to	the	accounts	receivable	to	remove	the	$800	receivable	from	the	balance	sheet	in	form	of	receivable	collection.AccountDebitCreditCash800Accounts	receivable800Similar	to	writing	off	accounts	receivable,	the	recovery	of	bad
debt	affects	only	the	balance	sheet	accounts;	nothing	changes	to	the	income	statement.	As	in	the	example,	the	net	effect	of	the	two	journal	entries	above	is	increasing	$800	of	cash	with	the	debit	and	increasing	$800	of	allowance	for	doubtful	accounts	with	the	credit.In	case,	we	have	a	question	of	where	will	the	$800	of	allowance	of	doubtful	accounts
go.	It	is	useful	to	note	that	the	estimation	of	allowance	of	doubtful	accounts	is	usually	made	at	period	end	adjusting	entry.	In	this	case,	the	balance	of	$800	of	allowance	of	doubtful	accounts	will	be	removed	at	the	period-end	adjusting	entry	when	the	company	ABC	makes	the	journal	entry	for	an	allowance	of	doubtful	accounts	at	the	year-end.This	is
due	to	the	receivable	account	of	Mr.	D	has	already	been	removed	as	a	result	of	the	$800	cash	collection.	So,	any	%	of	receivables	that	the	company	estimate	to	be	doubtful	and	records	in	the	allowance	of	doubtful	accounts	will	not	include	the	receivable	account	of	Mr.	D.	Hence,	the	$800	of	allowance	of	doubtful	accounts	for	Mr.	D	will	not	show	up	on
the	year-end	financial	statements	of	the	company	ABC.	A	bad	debt	recovery	is	a	payment	received	after	it	has	been	designated	as	un-collectible.	This	may	occur	after	legal	action	has	been	taken	to	recover	a	receivable,	as	a	partial	payment	from	a	bankruptcy	administrator,	or	some	similar	situation.	It	could	also	arise	simply	because	an	invoice	was
written	off	too	soon,	before	all	possible	collection	alternatives	had	been	explored.A	bad	debt	recovery	can	also	come	from	the	sale	of	a	creditor’s	collateral.	For	example,	a	lender	might	repossess	a	car	after	a	borrower	on	a	car	loan	has	been	delinquent	in	making	payments.	The	lender	sells	the	car,	and	the	proceeds	from	the	sale	are	considered	a	bad
debt	recovery.The	accounting	for	a	bad	debt	recovery	is	a	two-step	process,	as	follows:Reverse	the	original	recordation	of	a	bad	debt.	This	means	creating	a	debit	to	the	accounts	receivable	asset	account	in	the	amount	of	the	recovery,	with	the	offsetting	credit	to	the	allowance	for	doubtful	accounts	contra	asset	account.	If	the	original	entry	was
instead	a	credit	to	accounts	receivable	and	a	debit	to	bad	debt	expense	(the	direct	write-off	method),	then	reverse	this	original	entry.Record	the	cash	receipt	from	the	bad	debt	recovery,	which	is	a	debit	to	the	cash	account	and	a	credit	to	the	accounts	receivable	asset	account.DefinitionBad	Debt	Recovery	is	a	debt	from	a	loan,	credit	line	or	accounts
receivable	that	is	recovered	either	in	whole	or	in	part	after	it	has	been	written	off	or	classified	as	a	bad	debt.	Because	it	generally	generates	a	loss	when	it	is	written	off,	a	bad	debt	recovery	usually	produces	income.In	accounting,	the	bad	debt	recovery	would	credit	the	“allowance	for	bad	debts”	or	“bad	debt	reserve”	categories,	and	reduce	the
“accounts	receivable”	category	in	the	books.ExampleABC	LTD	sells	goods	to	DEF	LTD	for	$500	on	credit.	ABC	LTD	subsequently	finds	out	that	DEF	LTD	is	being	liquidated	and	therefore	the	prospects	of	recovering	its	dues	are	very	low.	ABC	LTD	therefore	writes	off	the	receivable	from	its	books.	However,	the	administrator	appointed	to	oversee	the
liquidation	of	DEF	LTD	instructs	the	company	to	pay	$300	to	ABC	LTD	in	full	settlement	of	its	dues.	As	$300	of	the	bad	debt	has	been	recovered,	it	is	necessary	to	cancel	the	effect	of	previously	recognized	bad	debt	expense	up	to	this	amount.	The	accounting	entry	will	therefore	be	as	follows:
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