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Aaron, R. $ 235 $ 235
Baxter, T. $1,200 300 $ 1,500
Clark, J. $ 50|$ 200|$ 500|$ 750
Zak, R. 325 525|$ 850
Total $1,200 $ 535 $ 375 $ 200 $1,025 $ 3,335

— Based on past experience, the business
estimates the percentage of uncollectible

accounts in each time category.

Aging Schedule

Aaron, R. $ 235 $235
Baxter, T. $1,200 300 $1,500
Clark, J. $ 50|$ 200|$ 500| $750
Zak, R. 325 525 | $850

Total

1,200

% Uncollectible
1T [ 1T ]

These percentages are then multiplied
by the appropriate column totals.

535

375

! Aging Schedule

200

1,025 $ 3,335

The column totals are then added to
arrive at the total estimate of
uncollectible accounts of $531.

Aaron, R. $ 235 $235
Baxter, T. $1,200 300 $1,500
Clark, J. $ 50[$ 200|$ 500 $750
Zak, R. — 525| $850
— — s T ———————
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The column totals are then added to
- 3 otal
arrive at the total estimate of

Custo uncollectible accounts of $531. lance
Aaron, R. $ 235 $235
Baxter, T. $1,200 300 $1,500
Clark, J. $ 50[$ 200[$ 500 $750
Zak, R. 325 525 | $850
Total 1,200 535 375 200 1,025 $ 3,335
% Uncollectible 0.01] 004] 010] 0.25] 0.40
Estimated
Uncoll. Amount |$ 12[$ 21($ 38|$ 50[$ 410 F

Aaron, R. > p
Baxter, T. $1,200 300 $ 1,500
Clark, J. $ 50|$% 200|$ 500($ 750
Zak, R. 325 525| $ 850
Total $1,200 $ 535 $ 375 $ 200 $1,025 $ 3,335
% Uncollectible 0.01 0.04 0.10 0.25 0.40
Estimated

Uncoll. Amount |$ 12|$ 21|$ 38[$ 50|$ 410

F
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iAging of Accounts Receivable

GENERAL JOURNAL Page 76
Post.
Date Description Ref. Debit Credit
Dec.|31|Bad Debt Expense 331

Allowance for Doubtful Accounts

331
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= Bad debts result from credit customers who will not
pfafy us the amount they owe, regardless of collection
efforts

= Under the matching principle, we record all expenses
associated with a sale
= Bad debts are future costs we incur because customers will not
pay for current sales

= Therefore, we record bad debts in the period sales
occur

= Most businesses record an estimate of the bad debt expense
by an adjusting entry at the end of the accounting period.

Recording Bad Debt Expense

'! Estimates

Timberland estimated bad debt expense
for 2000 to be $2,395,000.

Bad Debt Expense is normally classified as a age 78

selling expense and is closed at year-end. |5 oqit

Datq
Dec.|31[Bad Debt Expense (E+) || 2,395,000
Allowance for Doubtful Accounts (XA+) 2,395,000
N

Contra asset account

Allowance for Doubtful Accounts

Balance Sheet Disclosure

Accounts receivable (Gross)

Less: Allowance for doubtful accounts
R ————— e
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Allowance for Doubtful Accounts

Balance Sheet Disclosure

Accounts receivable (Gross)
Less: Allowance for doubtful accounts

Net realizable value of accounts receivable

Amount the business
expects to collect.

AR is not directly credited because

we cannot identify WHICH A/R will go bad

Writing Off Uncollectible Accounts

= During the year, we may learn about the fate of
specific receivables (for which we already
recognized an expense when the sale occurred).

= When it is clear that a specific customer’s account
receivable will be uncollectible, the amount should

be

i Removed from the Accounts Receivable account (i.e credit A/R)
2 Charged to the Allowance for Doubtful Accounts (i.e debit the

Allowance)

= Net A/R on the BS will not change and there will be no
effect on the income statement.

! Writing Off Uncollectible Accounts

On May 6, Timberland wrote off a
specific account receivable with

a balance of $1,480.
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Writing Off Uncollectible Accounts

On May 6, Timberland wrote off a
specific account receivable with
a balance of $1,480.

GENERAL JOURNAL Page 37
Date Description Debit Credit
May| 6 [Allowance for Doubtful Accounts 1,480
Accounts Receivable 1,480

6

! Accounting for bad debts

Methods of estimating bad debts in the
period of the sale:

= Percent of credit sales
= Aging of accounts receivable

Percentage of Credit Sales

= An income statement approach

= Assume that a certain percentage of our credit sales for
the period is not going to be collected

= The percentage it t—
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’ Percentage of Credit Sales

What is the estimate of bad debts
expense for 2011?

$60,000 x .01 = $600

What is the required adjusting entry?
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! Percentage of Credit Sales

GENERAL JOURNAL
Date Description Debit || Credit
Dec.[31|Bad Debt Expense 600
Allowance for Doubtful Accounts 600

1

! Percentage of Credit Sales

Bad debt expakstmm——mllowance for doubtful acc
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i Percentage of Credit Sales

Bad debt expense Allowance for doubtful acc
200
600 600
600 800
The ending balance of the allowance//'

is determined as a function of the

expense
12

!Agmg of Accounts Receivable

= A balance sheet approach
= Certain accounts receivable are more likely to be
uncollected than others

= We can analyze the accounts receivable balances at
the end of the period and determine what should be
the ending balance
= Need to determine the desired amounts of Allowance
for Doubtful Accounts on the balance sheet.
= Allowance for Doubtful Accounts is calculated directly
= Bad Debt Expense is calculated indirectly
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Aging of Accounts Receivable

Accounts Receivable
x % Estimated Uncollectible
Desired Balance in Allowance Account
- Allowance Account Credit Balance
Amount of Journal Entry

[ Accounts Femimrir— |
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Aging of Accounts Receivable

Accounts Receivable
x % Estimated Uncollectible
Desired Balance in Allowance Account
- Allowance Account Credit Balance
Amount of Journal Entry

Accounts Receivable
x % Estimated Uncollectible
Desired Balance in Allowance Account
+ Allowance Account Debit Balance
Amount of Journal Entry

! Aging Schedule

Each customer’s account is aged by
breaking down the balance by showing
the age (in number of days) of each
part of the balance.
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An aging of accounts receivable for Kid’s
Clothes in 2011 might look like as
follows:





