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I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to uncollectible accounts. 

 •  identify accounting concepts and practices related to uncollectible accounts. 

 •  figure estimated uncollectible accounts expense. 

 •  journalize and post entries related to uncollectible accounts. 

 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

 

III.  Anticipatory Set: 

 If sales on account are offered, customers may buy merchandise today even though they will not have 

the cash needed until later.  Although many businesses sell on account, they do expect full payment within the 

terms of sale.  Most businesses thoroughly investigate customers before selling to them on credit.  Even with a 

thorough credit investigation, however, some accounts receivable will be uncollectible. 

 

 

 

IV.  Learning Activities: 
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Uncollectible accounts - accounts receivable that cannot be collected.  Also known as bad debts. 

 

 If a business fails to collect from a customer, the business loses part of the asset Accounts Receivable. 

 Revenue was earned when the sale was made.  Failing to collect an account does not cancel the sale and  

  decrease revenue. 

 Therefore, the loss is treated as an expense of doing business.  The amount of the accounts receivable  

  not collected is recorded as an expense in an account called Uncollectible Accounts Expense. 

 

 

 

ESTIMATING and RECORDING UNCOLLECTIBLE ACCOUNTS EXPENSE 

 Risk of loss occurs when a business sells on account.  This potential loss is present even though several  

  months may pass before the actual loss becomes known. 

 

 Accurate financial reporting requires that expenses be recorded in the fiscal period in which the   

  expenses contribute to earning revenue. 

 

 A business does not know at the time sales are made which customer accounts will become   

  uncollectible.  However, at the end of each fiscal period, a business can calculate and record an  

  estimated amount of uncollectible accounts expense. 

 

 Estimating and recording uncollectible accounts expense at the end of a fiscal period accomplishes two  

   objectives: 

  1)  An up-to-date value of uncollectible accounts prevents an overstatement of the value of  

   accounts receivable on the balance sheet. 

  2)  Recording the estimated uncollectible accounts expense prevents an understatement  of  

   expenses on the income statement. 

 

 To record estimated uncollectible accounts, an adjusting entry is made affecting two accounts: 

  •  Uncollectible Accounts Expense 

  •  Allowance for Uncollectible Accounts  (Bad Debts or Doubtful Accounts) 



 3

 Uncollectible Accounts Expense - has a normal debit account balance. 

 Allowance for Uncollectible Accounts - a contra account to Accounts Receivable.  Has a normal credit  

  account balance. 

 

 Allowance method of recording losses from uncollectible accounts - crediting the estimated   

  value of uncollectible accounts to a contra account. 

 

 Book value of accounts receivable - the difference between the balance of Accounts Receivable and  

  its contra account, Allowance for Uncollectible Accounts. 

   The book value is reported on a balance sheet. 

 

 A contra account is usually assigned the next account number following its related account: 

  Accounts receivable is #1125, therefore, Allowance for Uncollectible Accounts is #1130. 

 

 Estimating uncollectible accounts expense      (pg. 571) 

  Many businesses use a percentage of total sales on account to estimate uncollectible accounts  

   expense. 

  Since a sale on account creates a risk of loss, estimating the percentage of uncollectible accounts  

   expense for the same period matches sales revenue with related uncollectible accounts  

   expense. 

 

  The percentage is arrived at based on past experience. 

  Total Sales on Account  x  Percentage  =  Estimated Uncollectible Accounts Exp. 

     $922,700.00  x  1%  =  $9227.00 

 

 

 Analyzing an adjustment for uncollectible accounts expense 

  An adjustment is made to record estimated uncollectible accounts expense. 

  Uncollectible Accounts Expense is debited to show the increase in the balance of the expense. 

  Allowance for Uncollectible Accounts is credited to show the increase in the balance of this  

   contra asset account. 



 4

 Entering an adjustment for uncollectible accounts expense on a work sheet 

  At the end of a fiscal period, an adjustment for uncollectible accounts expense is planned on a  

   work sheet. 

  Overhead/Pg. 571. 

  The percentage of total sales on account method of estimating uncollectible accounts expense  

   assumes that a portion of every sale on account dollar will become uncollectible. 

  Book (pg. 571) - Trial Balance Credit, etc. 

 

 

 Journalizing an adjusting entry for uncollectible accounts expense 

  Information used to journalize an uncollectible accounts expense adjusting entry is obtained  

   from a work sheet’s Adjustments columns. 

  Overhead/Pg. 572. 

 

 

 Posting an adjusting entry for uncollectible accounts expense 

  Overhead/Pg. 573. 

  The balance, $68,240.00, in Accounts Receivable, is the total amount due from customers. 

  The balance, $9492.00, of the contra account, Allowance for Uncollectible Accounts, is to be  

   subtracted from the balance of its related account, Accounts Receivable, on the balance  

   sheet. 

  The balance, $9227.00, in Uncollectible Accounts Expense is the estimated uncollectible   

   accounts expense for the current fiscal period. 

 

 

 The book value of accounts receivable is calculated as follows: 

  Accounts Receivable  -  Balance of Allow. Uncoll. Accts.  =  Book Value of AR 

     $68,240.00  -  $9492.00  =  $58,748.00 
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Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 1 - 3, pg. 581. 

   •  the answers to questions 1 - 12, pg. 581. 

   •  answer Cases 1 & 2, pg. 581. 

   •  do Drill 21-D1, pg. 582. 

   •  do Problem 21-1, pg. 583. 

   •  read pages 574 - 580. 

 

 

 

 

CANCELING UNCOLLECTIBLE ACCOUNTS RECEIVABLE 

 The journals and ledgers of a business are known as the company’s “books”; therefore, the book  

  value is the value as it is recorded in the “books.” 

 When a customer account is determined to be uncollectible, a journal entry is made to cancel the   

  uncollectible account. 

 This entry cancels the uncollectible amount from the general ledger account Accounts Receivable as  

  well as the customer account in the accounts receivable subsidiary ledger. 

 

 Writing off an account - canceling the balance of a customer account because the customer does not  

  pay. 

 

 Journalizing writing off an uncollectible account receivable   (pg. 574) 

   

  January 3, 19-- 

   Wrote off North Star Co.’s past-due account as uncollectible, $556.00.    

    Memorandum No. 2. 

  Overhead/Pg. 575. 
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  Allowance for Uncollectible Accounts is debited to reduce the balance of this contra asset  

   account.  This specific amount is no longer an estimate because the account of North Star 

   Co. has been determined to be uncollectible and is deducted from the allowance account. 

  Accounts Receivable is credited to reduce the balance due from customers. 

  North Star’s account is also credited to reduce/cancel the amount they owe us. 

 

 The book value of accounts receivable is the same both before and after writing off an uncollectible  

  account because the same amount is deducted from both the accounts receivable account and the  

  allowance account.  (pg. 575) 

 

 Posting an entry to write off an uncollectible account receivable 

  Overhead/Pg. 576. 

  The words Written Off are written in the Item column of the customer account to show the full  

   credit history for the customer. 

 

 

 

 

COLLECTING WRITTEN-OFF ACCOUNTS RECEIVABLE 

 Occasionally, after an account has been written off, the customer pays the delinquent account.  Several  

  accounts must be changed to recognize payment of a written-off account receivable. 

 

 

 Journalizing collecting a written-off account receivable   (pg. 576) 

   

  January 7, 19-- 

   Received cash in full payment of North Star Co.’s account, previously written off  

    as uncollectible, $556.00.  Memorandum No. 3 and Receipt No. 4. 
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  The accounts must be changed to show that North Star did pay its account.  The accounts also  

   should be changed to show a complete credit history of North Star’s dealings with  

   Celluphone. 

 

  Two journal entries are recorded for the collection of a written-off account receivable: 

   1)  A general journal entry to reopen the customer account 

   2)  A cash receipts journal entry to record the cash received on account 

 

  General journal entry to reopen the customer account  (pg. 577) 

   -  Accounts Receivable is debited to replace the amount previously written off. 

   -  Allowance for Uncollectible Accounts is credited to replace the amount in the   

    allowance account that was removed when North Star’s account was previously  

    written off. 

   -  North Star’s account in the accounts receivable ledger is debited to reopen the account. 

   This entry is the exact opposite of what we did to write off the account. 

   Overhead/Pg. 577. 

 

 

  Cash receipts journal entry to record cash received for an account previously written off.  

    -  Cash is debited. 

    -  Accounts Receivable is credited. 

    -  North Star’s account in the accounts receivable ledger is credited. 

    Overhead/Pg. 578. 

 

 

 Posting an entry for collecting a written-off account receivable  (pg. 578) 

  Overhead/Pg. 578. 

  North Star’s account balance is zero. 

  The entries in North Star’s account show a complete history of North Star’s credit dealings with  

   Celluphone. 

  The words Reopen account are written in the Item column to describe this entry. 
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SUMMARY  of ACCOUNTING for UNCOLLECTIBLE ACCOUNTS RECEIVABLE 

 Page 579. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  accounting term 4, pg. 581. 

   •  the answers to questions 13 & 18, pg. 581. 

   •  do Problem 21-2 & 21-3, pg. 583. 

 

 

Assignment: 

  •  do Problem 22-M, pg. 569. 

 

 

 

 

 

 

V.  Closure: 

 To review for test do Study Guide 21 and Problem 21-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problem 21-M, and Chapter 21 test. 


