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ABSTRACT

The purpose of this study is to develop methods of creation of provision for doubtful debts. It was proposed to use two methods of provisioning for
doubtful debts, both individually and in the aggregate. The first method is percentage of sales approach that is used in international standards. Its use
requires to calculate the average percentage of doubtful debt by determining the average ratio of the outstanding accounts receivable to revenue volume
over 3-5 years. This method is recommended for use to organizations with a large number of debtors with minor amounts of debts. The second method,
developed by the authors, takes into account the timing of incurring of debt, the solvency of the debtor and the risk of non-repayment. It is advisable
to apply for debtors with significant amounts of debt. Using the author’s method, the provision for doubtful debts was calculated according to the data
from the existing company “Elephant” LLC for 2015, which resulted in revealing the deviation in the amount of the provision from the actual data.
The use of the proposed methods will improve the reliability of the accounting (financial) statements in terms of the reflection of the receivables and

simplify the work of accountants in finding a method to create a provision for doubtful debts.
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1. INTRODUCTION

1.1. The Need to Create a Provision for Doubtful Debts
The reliability of assessment of balance sheet items is an important
component of managerial decision-making. Currently, the
receivables have a significant weight in many organizations and
influence the structure of current assets.

The procedure of creation of provision for doubtful debts largely
impacts the reliability of recording this balance sheet item. As
pointed out by Gerasimenko (2012), provision for doubtful debts
... is a piggy bank for the money reserved for specific purposes, in
this case — to compensate the business for the customers’ written-
off debts. In life, it is similar to saving money, for example, for
vacation...” (Gerasimenko, 2012).

In accordance with IAS 36 “Impairment of Assets,” the receivables
should be tested for impairment and write-off of the amount of bad

debts, and the amount of the remaining debt must be adjusted for
the amount of provision for doubtful debts. Provisions for assets
are created if their fair value falls below the book value. Regarding
the receivables, the provision should be accrued if the receipt of
the amount less than the original debt is expected from the debtor
(Russian Ministry of Finance, 2015).

Creation of provision for doubtful debts corresponds to the
principle of prudence formulated in the accounting regulations
“Accounting policies of an organization” (RAS 1/2008), according
to which the policies should provide a greater willingness to
recognize the expenses and liabilities in accounting than possible
revenues and assets, avoiding the creation of hidden provisions
(Russian Ministry of Finance, 2008). Nevertheless, the creation
of provision should not be contrary to p.6.3.4 of the accounting
concept in the market economy of Russia, according to which the
formation of the information in the accounting records must adhere
to prudence in judgment and estimates as to assets and income
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are not overstated and liabilities and expenses are not understated,
preventing the creation of hidden reserves (Methodological
Council for Accounting..., 1997). Definitions of the doubtful and
bad debt, the procedure of formation of provision for doubtful
debts and its use are contained both in the Russian regulatory
documents on accounting and tax bookkeeping and in international
accounting standards.

1.2. Provision for Doubtful Debts under Russian
Standards

Creation of provision for doubtful debts is mandatory in Russian
accounting and is stipulated in p.70 of the Accounting and
Reporting Regulations in the Russian Federation. Doubtful debt
is understood as “...receivables of the organization, which are not
paid or most likely will not be paid within the timeframe established
by the contract, and are not secured by appropriate guarantees”
(Russian Ministry of Finance, 1998). The concept of a bad debt is
not legally defined, but the p.77 of the regulations describes it as
receivables unreal to collect, including by reason of the expiry of
the limitation period. The basis of creation of a doubtful debt is
recognition of the debt as doubtful. The procedure of its formation
should be developed by the organization independently and be
secured in the accounting policy on the basis of the solvency of the
debtor and assessment of the likelihood of repayment in whole or in
part. The provision is determined separately for each doubtful debt.

The Russian tax bookkeeping covers the creation of provision
in Article 266 Section 25 Part 2 of the Tax Code of the Russian
Federation. It is a right of the taxpayer, not an obligation. Doubtful
debtis “... any debt to the taxpayer, which arose in connection with
the sale of goods, performance of works, provision of services,
if this debt is not paid within the period specified by the contract
and is not secured by collateral, surety, bank guarantee” (Tax Code
of the Russian Federation, 2000). The bad debt is understood as
the debt on which the limitation period has expired, as well as the
debts for which the obligation has terminated due to the inability
to execute it. The amount of provision is determined based on the
results of the inventory, depending on the period of occurrence of
debt as follows: When the period of occurrence of the debt is more
than 90 days — 100% of debt arrears; - from 45 to 90 days — 50%.
The maximum amount of the provision must not exceed 10% of
revenues for the corresponding accounting (tax) period.

As our research demonstrated, large organizations, such as JSC
“Gazprom Neft,” JSC “Vympel — Communications,” with their
highly qualified accounting personnel, are able to develop specific
Regulations for accounting provisions, which disclose methods of
formation of valuation provisions, including provision for doubtful
debts. After examining 50 accounting policies for 2014 of various
organizations of small and medium business of Krasnodar and
Krasnodar Krai, we have found that 16% of these organizations
do not create any provision for doubtful debts, 38% only indicate
the fact of creation of provision, 46% stipulate the procedure of
creation of provision, of which 16% equals to the tax bookkeeping
(Table 1).

A survey of chief accountants of these organizations has shown
that the main priorities when creating provision for doubtful debts

Table 1: Results of the study of accounting policies for
2014 in terms of the formation of provision for doubtful
debts

Indicator Number of In % to

organizations the total
number of
organizations

Provision for doubtful debts is not 8 16

secured

Only the fact of creation of provision 19 38

for doubtful debts is indicated

It is indicated that the size of provision 5 10

is established by a commission of

experts in each specific case

Procedure of creation of provision 8 16
for doubtful debts is equal to the

procedure in the tax bookkeeping
Procedure of formation of provision 10 20
for doubtful debts depends on the
period of occurrence of debt
(on average):
* Over 1 year — 100%
* 241-365 (6) days — 90%
* 181-240 days — 75%
* 121-180 days — 50%
*91-120 days — 25%
* 60-90 days — 10%
Taking into account the information
provided by the contract supervisor
Total 50 100

include the convergence of accounting and tax bookkeeping and
minimization of accounting costs.

In our opinion, provision for doubtful debts in tax bookkeeping
does not reflect a realistic assessment of the probability of non-
repayment on outstanding receivables, this method does not
take into account the financial situation of the debtor. Formally,
the organization does not violate anything by approving the
tax methodology of creation of provision for doubtful debts in
accounting policies. But it this case, the main purpose of creation
of provision in accounting — increasing the reliability of the
accounting (financial) reporting of receivables — is lost. Thus,
the methodology of calculation of the provision for doubtful
debts, in practice, is highly variable, which deprives the data of
the accounting (financial) reporting of the necessary degree of
reliability.

1.3. Creation of Provision for Impairment of
Receivables under International Standards

Under international standards, the formation of provision for
impairment of receivables is mandatory. Issues of its creation are
addressed in IAS 39 “Financial Instruments: Recognition and
Measurement” (Russian Ministry of Finance, 2015). It does not
give a definition of doubtful debt, but provides signs that the debt
is impaired: financial problems of the debtor, non-repayment or
violation of the terms of payment under the contract, existence
of concessions to the debtor, possibility of bankruptcy, etc. There
are three ways to create provision, which the organization can use
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either individually or in aggregate: method of percentage of net
sales; method of creation of provision for specific debts; method
of creation of provision by the overdue periods.

In case of using the method of percentage of net sales, the average
percentage of doubtful debt is calculated, determined by dividing
the outstanding receivables by the amount of revenue for a number
of years. The amount of provision for impairment of receivables
is determined by multiplying this percentage by the amount of the
net proceeds from the sale in the reporting period.

In case of using the method of creation of provision for specific
debts, the repeated analysis of the receivables from contractors is
carried out. Provision for impairment is created for the receivables
that will be doubtful. This method should be used when an
organization has a small number of debtors.

In case of a large number of customers, the method of creating
provision by the overdue periods is convenient. Its essence is as
follows: (1) The debt claims are grouped by terms of payment:
Bills for which the period of payment is not due yet; bills overdue
1-30 days, 31-60 days, 61-90 days, and bills overdue more than
90 days; (2) the total amount of receivables in each group of debt
is multiplied by a certain percentage of the expected doubtful
debts; (3) the total amount of the provision is found by summing up
provisions for all groups. This approach is similar to the procedure
of formation of provision for doubtful debts in the Russian tax
bookkeeping, except that the amount of provision is calculated
separately for each doubtful debt, not for a group of debts.

The second and third methods have become widely used: Provision
is created for specific debtors, about whom it is known that the
probability of recovery of their debt is low (the litigation on
debt collection or bankruptcy proceedings are underway, there is
information about a difficult financial situation), while provision
for the remaining debtors is calculated by the overdue period
(Engle and Hunton, 2001. p. 91-92; Johnson and Soenen, 2003.
p- 364-369).

1.4. Disadvantages of Creation of Provision for
Doubtful Debts

The disadvantage of the Russian accounting system is the lack of
specific procedures for the formation of provision for doubtful debts.
At present, the question is solved given the professional judgment of
the accountant. But not everyone is able to do this: Sometimes they
lack sufficient expertise, sometimes just lack time. In our opinion, it
is necessary to develop various ways to create provision in the current
legislation on accounting, depending on various criteria: The size
of the debt, the period of occurrence of debts, the level of solvency
of the debtor, etc. It would be much easier and more convenient for
the accountant to choose the procedure of creation of provision from
the methods proposed in legislation and secure it in their accounting
policies. In addition, the development and approval at the legislative
level of the methods of formation of provision for doubtful debts
would only increase the reliability of the statements, which would
affect the adoption of correct decisions by interested users.

This problem was solved by several authors (Kivva, 2011;
Pechennikova and Arbatskaya, 2011; Makarova and Ryabova,

2007; Koshkina, 2011; Shishkoedova, 2012). Detailed description
of the proposed methods, as well as their advantages and
disadvantages have already been described in our previous articles
(Korovina, 2016; Sigidov and Korovina, 2012). Therefore, we
will not dwell on them in this paper. We should note that some
of them are difficult to use, it is difficult to obtain the necessary
information on some, while others are characterized with high
labor intensity. Due to this, the solution to the issue on the creation
of specific methods of formation of provision for doubtful debts
is relevant and important.

Our proposed method is a generalization of both the international
experience of provisioning for impairment of receivables and
domestic developments to assess the solvency of debtors.

2. METHODS

2.1. Method of Percentage of Sales

We offer to use two methods of formation of provision for doubtful
debts in the Russian accounting practice, both individually and
in aggregate.

The first method is widely used in international accounting
standards — A percentage of sales approach. When using it, it is
necessary to determine the average percentage of doubtful debts,
the value of which is calculated according to the results of a
retrospective analysis and determination of the average ratio of
outstanding accounts receivable to the volume of revenue over
3-5 years:

Ear
x100%

X (1)

Where, Av%dd is average percentage of doubtful debts;
> ar is amount of the unpaid accounts receivable, rubles;
>'ris amount of revenue, rubles.

Av%dd =

Both revenue and the amount of bad debts must be taken including
VAT, because the VAT was not paid back together with the
amount of revenue. In addition, a letter from the Russian Ministry
of Finance dated 03.08.2010 No. 03-03-06/1/517 includes an
explanation for the inclusion of the VAT in the calculation of
provision for doubtful debts for tax purposes (Russian Ministry
of Finance, 2010).

The amount of provision for doubtful debts (P, is determined by
multiplying this percentage on the amount of sales revenue over
the reporting period (R):

P,,= R x A%dd )

Where,

P, is provision for doubtful debts, rubles;

R is sales revenue over the reporting period, rubles;
Av%dd is average percentage of doubtful debts.

This method is useful if an organization has a large number of
debtors with minor amounts of debts.
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2.2. Cumulative Method

The second method takes into account the period of occurrence of
the debt, the solvency of the debtor and the risk of non-repayment.
The method is developed by the authors and is a generalization of
the theory and practice of recognition of receivables as doubtful
and formation of provision for doubtful debts. This method is
useful for a formation of provision for doubtful debts for debtors
with significant amounts of receivables.

This method is based on the following components:

1. Taking into consideration the period of occurrence of doubtful
debts

2. Assessment of the debtor’s solvency.

2.2.1. Period of occurrence of receivables

As practice shows, the likelihood of doubtfulness of the debt
repayment increases with the “aging” of receivables: The longer
the overdue period, the greater the likelihood that the debt becomes
uncollectible. Accordingly, the greater the overdue period, the
greater should be the provision for doubtful debts.

In view of our study (Table 1), let’s define the following
approximate deduction rates for provision for doubtful debts based
on the period of occurrence of receivables (Table 2).

2.2.2. Assessment of the debtor s solvency

In our opinion, the approaches to assessing the debtor’s solvency
and the borrower’s creditworthiness are very similar. Therefore,
we recommend using an already established methodology, proven
in practice, for this purpose. Such methodology is the method of
determining the creditworthiness of the borrower from the rules
of providing loans to legal entities by Sberbank (Committee of
Sberbank of the Russian Federation..., 1997).

With regard to the assessment of the client’s solvency, we shall
replace the term creditworthiness of the borrower for the solvency
of the debtor.

According to this method, the main performance indicators are
the following:

»  Absolute liquidity ratio;

*  Critical liquidity ratio;

»  Current liquidity ratio;

*  Debt to equity ratio;

*  Return on sales ratio.

Each ratio is assigned a limit depending on the category of the

debtor.

1. First category — The solvency is not in doubt

2. Second category — The solvency requires a balanced approach

3. Third category — The solvency is associated with increased
risk.

Depending on the actual values, the indicators are divided into
categories (Table 3).

Each ratio is assigned a weight: R, —0.11; R, — 0.05; R, — 0.42;
R,—021;R,—-0.21.

Table 2: Recommended percentage of deductions for
provision for doubtful debts depending on the age of
overdue receivables*
Age of overdue
receivables, days

Percentage of deductions for
provision for doubtful debts

1-60 0

61-90 10
91-120 25
121-180 50
181-240 75
240-365 (6) 90
over | year 100

*The amount of percentage of deductions for provision for doubtful debts is a
recommended value. Each organization can establish their own terms based on their
experience

Table 3: Categories of indicators of the debtor’s solvency
assessment

Ratio First Second Third
category  category category

Absolute liquidity ratio (7)) >0.2 0.15-0.2 <0.15
Critical liquidity ratio (r,) >0.8 0.5-0.8 <0.5
Current liquidity ratio (r,) >20 1.0-2.0 <1.0
Debt to equity ratio (r,)

Except for trade >1.0 0.7-1.0 <0.7

For trade >0.6 0.4-0.6 <0.4
Return on sales ratio (r) >0.15 <0.15 Unprofitable

The formula for calculating the score (S) is as follows:

§=0.11x Cr, +0.05x Cr, +0.42 x Cr, + 0.21 x Cr, + 0.21 x
Cr, 3)
Where, S is the score;

Cr, is a category including ratio 7 ;

Cr, is a category including ratio ,;

Cr, is a category including ratio r;

Cr, is a category including ratio 7;

Cr, is a category including ratio r..

Taking into account the category of the debtor, we suggest to
adjust provision for doubtful debts calculated by the overdue
period:

*  Category 1 — The solvency is high, so it is not recommended
to form the provision;

* Category 2 — The solvency is in doubt, so the amount of the
calculated provision is not adjusted, the ratio of the debtor’s
solvency is 1;

» Category 3 — The solvency is associated with increased risk,
so the scale-up factor of 2.0 should be applied to the amount
of provision.

Provision for doubtful debts calculated based on the period of
occurrence of receivables is adjusted by the ratio of solvency of
the doubtful debtor.

As it was already noted, debtors differ from each other both by
the size of receivables and the nature of business. Therefore,
these features must be taken into account at the formation of
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provision for doubtful debts. Prudnikov proposed quite a complete

classification of debtors (2000).

1. “Small debtors” (Group A) are debtors for whom there is no
legitimate reason to initiate bankruptcy proceedings (legal
entities with a debt of <300 thousand rubles, citizens with a
debt of <10,000 rubles)

2. Debtors in the process of arbitration management, including
bankruptcy (Group B). Assessment of the value of property
is almost completely determined by the financial analysis of
the company and the market value of its assets

3. “Dependent” debtors (Group C). This group of entities
depends on the creditor — the seller of the receivables. They
are mainly subsidiaries

4. “Standard” debtors (Group D) are economic entities with a
constant turnover and operating business with debt of more
than 300 thousand rubles for legal entities and more than 10
thousand rubles for individuals, for whom there is a legal basis
to initiate bankruptcy proceedings

5. Debtors with zero turnover for more than 1 year (Group E).
This group is closest to the Group B, and the repayment of
such debt is most probable through arbitration

6. “New” debtors (Group F). There have been no repayment
of debt for this group or no conclusion can be made on the
interpolation of such return as an established trend.

We have proposed a method for forming provision for doubtful debts
for each group of debtors according to this classification in Table 4.

We agree with the authors who advocate the formation of
provision for doubtful debts not for each debtor but in common
(Karpova, 2003; Lavrukhina, 2007; Gerasimenko, 2012). The
organization does not know exactly to which of the debtors it
will have to “write-off” the debts in the end. As pointed out by
Gerasimenko (2012), provision is an “impersonal bag and cannot
be tied to specific clients” (Gerasimenko, 2012). Therefore, it
is recommended to make this adjustment in the regulations on
accounting and reporting in the Russian Federation and fix the
procedure for the formation of provision for doubtful debts in
common throughout the doubtful receivables.

Table 4: Process of formation of provision for doubtful

debts depending on the group of debtors

Group of debtors Method of formation
of provision for
doubtful debts

Average percentage of sales
Cumulative method

“Small debtors” (Group A)
Debtors in the process of
arbitration management,
including bankruptcy (Group B)
“Dependent” debtors (Group C) No need to create provision
for doubtful debts
Cumulative method
Cumulative method

“Standard” debtors (Group D)
Debtors with zero turnover for
more than 1 year (Group E)
“New” debtors (Group F) Cumulative method without
considering the risk of
non-repayment, because it
is impossible to carry out
this analysis
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Thus, the total amount of provision for doubtful debts will be
found as the sum of provisions for “small” and “large” debtors.

3. RESULTS

The proposed technique has been introduced in the accounting

practice of “Elephant” LLC. The core activity of the

organization is wholesale of fuel oils and building materials.

The company’s accounting policy for 2015 had a procedure

of creation of provision for doubtful debts for both tax and

accounting purposes in accordance with Article 266 of the

Tax Code of the Russian Federation (Tax Code of the Russian

Federation, 2000):

1. For the doubtful debt with the period of occurrence more than
90 calendar days — the full amount of receivables identified
on the basis of the inventory is included in the amount of
provision;

2. For the doubtful debt with the period of occurrence from
45 to 90 calendar days (inclusive) — 50% of the amount of
receivables identified on the basis of the inventory is included
in the amount of provision;

3. For the doubtful debt with the period of occurrence up to
45 days — is not included in the amount of provision.

The amount of the created provision for doubtful debts cannot
exceed 10% of the revenue in the reporting period.

As of 31.12.2015, “Elephant” LLC had the doubtful overdue
receivables in the amount of 2,248,866.44 rubles. Provision for
doubtful debts both in the tax and accounting reporting was created
on its basis (Table 5).

Let’s calculate provision for doubtful debts using our proposed
method. First, we allocate “small” debt: For legal entities — up to
300 thousand rubles, for individuals —up to 10 thousand rubles...
(Table 6).

Next, we define the average percentage of doubtful debts (4v%dd)
as measured by the average ratio of bad accounts receivable to
revenue over 3 years (Table 7).

The amount of provision for doubtful debts for “small” debtors is
determined by multiplying the percentage found by the amount of
proceeds from sales for “small” debtors in the reporting period:

P,,= Rx Av%dd = 9,478,634 rubles x 2.65%/100% =251,183.80
rubles.

Next, we make an assessment of the remaining receivables. We
will apply a cumulative method to the remaining receivables of
four debtors (JSC TEK Mosenergo, “KUBAN-SKAN” LLC,
NPO “Mostovik” LLC and “Sochiremkompleks” LLC). We will
consider the receivables of each debtor separately (Table 8).

According to an analysis of solvency of doubtful debtors, JSC
TEK Mosenergo, “KUBAN-SKAN” LLC and NPO “Mostovik”
LLC belong to the second category of solvency, so the amount
of provision calculated based on the outstanding period is not
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Table 5: Calculation of provision for doubtful debts as of 31.12.2015 (according “Elephant” LLC data), rubles

PE Klokov V.Yu. 8720.34 8720.34
JSC TEK Mosenergo 347,643.67 348,657.95 696,301.62
JSC “Betonstroiservice” 67,098.43 67,098.43
“Dorogi Uga” LLC 76,625.68 76,625.68
“Importoil” LLC 86,329.44 86,329.44
“KUBAN-SKAN” LLC 359,345.30 359,345.30
“Latona” LLC 27,328.76 64,484.32
“NPO Mostovik” LLC 411,644.09 411,644.09
“Rimel” LLC 58,842.75 58,842.75
“Sochiremkompleks” LLC 360,442.29 360,442.29
“Spetsmorstroy” LLC 53,433.06 53,433.06
“Ugspetstrans” LLC 42,754.68 427,54.68
Total 347,643.67 1,026,278.94 874,943.83 2,248,866.44
Rate of deductions to provision for doubtful debts, % 0 50 100 X
Amount of provision for doubtful debts 0 513,139.47 874,943.83 1,388,083.30

Table 6: Debts of “small” debtors to “Elephant” LLC as
of 31.12.2015, rubles

PE Klokov V.Yu. 8,720.34

JSC “Betonstroiservice” 67,098.43
“Dorogi Uga” LLC 76,625.68
“IMPORTOIL” LLC 86,329.44
“Latona” LLC 27,328.76
“Rimel” LLC 58,842.75
“Spetsmorstroy” LLC 53,433.06
“Ugspetstrans” LLC 42,754.68
Total 421,133.14

Table 7: Determination of the average percentage of bad
debts over 3 previous years

2012 2,634,987 47,539
2013 5,789,540 142,860
2014 8,354,845 253,978
Total 16,779,372 444377
Average % of 2.65

doubtful debts

adjusted for them. “Sochiremkompleks” LLC belongs to the first
category of solvency, so provision for doubtful debts is not created
for this debtor.

We will summarize the received provision for doubtful debts
by “small” and “large” debtors: 251,153.80 + 726,256.28 =
977,410.08 rubles.

Let’s compare the actual data reflected in the balance sheet with
estimated. This, the receivables excluding the provision for
doubtful accounts as of 31.12.2015 totaled 8,379,240 rubles.
The amount of provision for doubtful debts according to data
from “Elephant” LLC is 1,388,083.30 rubles, estimated amount
is 977,410.08 rubles (deviation is 410,673.22 rubles). Accounts
receivable net of provision for doubtful debts according to data
from “Elephant” LLC is 6,991,156.70 rubles, estimated amount
is 7,401,829.92 rubles (deviation is 410,673.22 rubles).

The statement of financial results also has a discrepancy in “other
expenses” item: According to data from “Elephant” LLC, it is
15,634,920 rubles, estimated amount is 15,224,246.78 rubles
(deviation is 410,673.22 rubles).

Thus, the amount of provision for doubtful debts calculated in
accordance with the author’s method appeared to be less than
provision calculated according to data from “Elephant” LLC
by more than 400 thousand rubles. This resulted in an inflated
balance sheet total and overstated retained earnings — which leads
to unreliable reflection of the accounting (financial) statements,
which further leads to inefficient managerial decisions made on
the basis of such statements.

4. DISCUSSION

Clear and balanced approach to the formation of provision for
doubtful debts solves one of the most important problems of the
balance sheet — the accuracy of its items, in particular the item
“receivables.”

The scientific and methodical approach designed by the authors
allows to expand the theoretical understanding of the formation
of provision for doubtful debts and its impact on the reliability of
the accounting (financial) statements.

The practical significance of the research results is associated with
the possibility of use of the method developed by the authors in
the accounting practices of commercial organizations. Achieved
results can be used by the accounting services of economic
subjects, as well as in teaching the disciplines of accounting,
accounting (financial) statements in higher education institutions
and in training and professional development of professional
accountants.

The developed method is not exhaustive and, of course, is not
without drawbacks. For example, the current unstable financial
situation in Russia and in the world can affect the relevance of
average percentage for doubtful debts: The situation in the current
reporting period may be radically different from the one in the past
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Table 8: Calculation of provision for doubtful debts of “Elephant” LLC using a cumulative method by “large” debtors as

of 31.12.2015
Indicator JSC TEK Mosenergo “KUBAN-SKAN” “Sochiremkompleks” NPO “Mostovik”
LLC LLC LLC

Calculation of provision for doubtful

debts by outstanding period, rubles
61-90 days - 10% 34,865.80 - - -
121-180 days - 50% - - 180,221.15 -
181-240 days - 75% - 112,500 - -
240-366 days - 90% - 8410.77 - 370,479.68
Over 1 year - 100% - 200,000 - -
Total amount of provision by 34,865.80 320,910.80 180,221.15 370,479.68
outstanding period

Analysis of the debtor’s solvency
Absolute liquidity ratio (R)) 0.01 0.17 0.34 0.16
Critical liquidity ratio (R,) 0.68 0.75 1.25 44
Current liquidity ratio (R,) 1.24 1.75 2.38 1.78
Debt to equity ratio (R,) 0.04 0.87 0.88 0.58
Return on sales ratio (R,) 0.09 0.17 0.28 0.08

0.11*3+0.05*2+0.42*2
+0.21%3+0.21%2=2.32
Debtor’s solvency ratio 1.0

Total amount of provision with 34,865.80

Score (S)

adjustment, rubles
Total amount of provision for doubtful debts, rubles

0.11*2+0.05%2+0.42%2
+0.21*¥24+0.21*1=1.79

0.11*1+0.05*%1+0.42*1
+0.21*140.21*1=1.00

0.11*2+0.05*3+0.42%2
+0.21*3+0.21*2=2.26

1.0 - 1.0
320,910.80 0 370,479.68
726,256.28

3-5 years. Assessment of the financial condition of the debtor may
be time-consuming for an accountant of a small organization, who
has to solve a great number of tasks in the daily activities anyway.
In addition, there is a difference in the amount of provision in
accounting and tax bookkeeping.

However, in the absence of legally established methods of
forming provisions for doubtful debts, the specific methodology
is developed by the authors, which can be wholly or partially
used in the accounting of the commercial organization. It
features a more detailed approach to each kind of outstanding
receivables.

5. CONCLUSION

Thus, the authors in this paper carried out an analysis of both the
current Russian legislation on accounting and tax bookkeeping
regarding the formation of provision for doubtful debts and
international accounting standards in terms of provision for
impairment of receivables. It was concluded that there are no
specific methods in accounting; provision in tax bookkeeping
is created depending on the outstanding period and generally
should not exceed 10% of the revenue in the reporting
period; international standards offer three methods: Method
of percentage of net sales; method of creating provisions
for specific debts; method of creating provisions by overdue
periods.

Analysis of accounting policies of 50 commercial organizations
showed that the main priorities in creation of provision for doubtful
debts include the convergence of accounting and tax bookkeeping
and minimization of cost accounting. In our opinion, provision
for doubtful debts in tax bookkeeping does not reflect the realistic

assessment of the probability of non-payment on outstanding
receivables, this method does not take into account the financial
situation of the debtor. The main purpose of the creation of
provision for doubtful debts in accounting — to increase reliability
of the accounting (financial) reporting of receivables — is lost.

The authors suggested to use two methods of formation of
provision for doubtful debts in the Russian accounting practice,
both individually and in aggregate. The first method is widely
used in international accounting standards — a percentage of
sales approach. When using it, it is necessary to determine the
average percentage of doubtful debts, the value of which is
calculated according to the results of a retrospective analysis
and determination of the average ratio of outstanding accounts
receivable to the volume of revenue over 3-5 years. This method
is useful if an organization has a large number of debtors with
minor amounts of debts. The second method is cumulative, taking
into account the period of occurrence of the debt, the solvency
of the debtor and the risk of non-repayment. This method is
developed by the authors and is a generalization of the theory and
practice of recognition of receivables as doubtful and formation of
provision for doubtful debts. This method is useful for formation of
provision for doubtful debts for debtors with significant amounts
of receivables.

Using the author’s method, provision for doubtful debts based
on the data from the existing company “Elephant” LLC for 2015
was calculated.

It should be noted that we only offer two options for calculating
provision for doubtful debts. It is required to develop more
methods in the future to give an economic entity an alternative of
choosing the most suitable option for them.
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