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 Q: What are the rules for drawing the bad debts provisions? 
 
A: For practical need and upon approval by the local competent tax offices, the enterprises 
with foreign investment and foreign enterprises engaged in credit and leasing businesses may 
draw bad debts provisions not more than 3% of the annual balance of outstanding loans or the 
balance of the receivables at year end. The provision thus drawn is allowed for deduction 
from the taxable income of the year. Should the accounts receivable have an agreed time limit, 
that time limit shall be taken as the deadline. The creditors and the accounts receivable for 
sales on commission that do not expire shall not be withdrawn any bad debt provision. 
 
Upon verification by the local competent tax offices, the excessive part of the actual bad debt 
loss incurred over the bad debts provision drawn in previous year may be accounted into the 
losses of the current year. The part of the bad debts provision drawn in previous year over the 
actual bad debt loss should be computed into the taxable income of the current year. 
 
The losses of bad debts refer to the following receivables: 

 The receivables unrecoverable after payment with the liquidation proceeds due to 
bankruptcy of the debtors. 

 The receivables unrecoverable after payment with the inheritance of the deceased 
debtors. 

 The receivables unrecoverable due to the failure of the debtors to carry out their debt 
payment obligation for more than 2 years after maturity. 

 
The receivables having been already listed as losses and recovered entirely or partially in 
subsequent years should be re-accounted into the taxable income of the year recovering the 
receivables. 
 
Example: 
Upon approval by the competent tax office, an enterprise with foreign investment may draw 
3% of the balance of receivables of at year end as the bad debts provision. In 1999, the 
balance of receivables of the enterprise was 22 million yuan. The bad debt loss in 2000 was 
26000 yuan and the balance of receivables a t year end was 20 million yuan. In 2001, the 
receivables already offset in 2001 was recovered by 100000yuan, and the balance of 
receivables at the end of 2000 was 30 million yuan.  
 
The bad debts provision is computed as: 
Bad debt provision of 1999: 22 million yuan*3% = 660000yuan 
Bad debt loss of 2000 was 260000 yuan, and the balance of bad debt provision: 
660000yuan-260000yuan = 400000yuan 
Bad debt provision for 2000: 20million yuan*3%-400000yuan = 200000yuan 
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Since 100000 yuan recovered in 2001, the balance of bad debt provision: 
200000yuan+100000yuan = 300000yuan 
The bad debt provision drawable in 2001: 30 million yuan*3%-300000yuan = 600000yuan 

 


