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Allowance for Uncollectible Accounts and Bad Debt Expense 

The two most common methods of measuring bad debt expense and the allowance for 

uncollectible accounts are the percentage-of-sales method (an income statement approach) and 

the percentage-of-receivables method (a balance sheet approach). 

Income Statement Approach (Percentage of Sales) 

The income statement approach calculates bad debt expense as a percentage of credit sales 

reported on the income statement. 

 

Balance Sheet Approach (Percentage of Receivables) 

The balance sheet approach estimates the balance that should be recorded in the allowance 

based on the collectability of ending gross accounts receivable. Bad debt expense is the amount 

necessary to adjust the allowance. 

 

An entity rarely has a single rate of uncollectibility for all accounts. Thus, an entity using the 

balance sheet approach generally prepares an aging schedule for accounts receivable 
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Write-Off of Accounts Receivable 

Some customers are unwilling or unable to satisfy their debts. A write-off of a specific debt is 

recorded as follows: 

Allowance for uncollectible accounts  $XXX  

 Accounts receivable   $XXX 

Occasionally, a customer pays on an account previously written off. 

 

The following equation illustrates the reconciliation of the beginning and ending balances of gross 

accounts receivable (accounts receivable before adjustment for allowance for uncollectible 

accounts): 

 

The following equation illustrates the reconciliation of the beginning and ending balances of the 

allowance for uncollectible accounts: 
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Example  

 The Crowe Company offers 30 days of credit to its customers. At the end of the year, bad debts 

expense is estimated and the allowance for uncollectible accounts is adjusted based on an aging 

of accounts receivable. The company began 2019 with the following balances in its accounts: 

 

Required: 

1. Determine the balances in accounts receivable and allowance for uncollectible accounts 

at the end of 2019. 

2. Determine bad debt expense for 2019. 

3. Prepare journal entries to write off receivables and to recognize bad debt expense for 

2019. 

Determine the balances in accounts receivable and allowance for uncollectible accounts at the 

end of 2019. 

 

Prepare journal entries to write off receivables and to recognize bad debt expense for 2019 
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