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INTRODUCTION

IN THE REALM OF FINANCIAL ACCOUNTING, ACCURATELY ESTIMATING BAD DEBT EXPENSE IS CRUCIAL FOR PRESENTING A TRUE AND
FAIR VIEW OF A COMPANY’'S FINANCIAL HEALTH. FOR COMPANIES LIKE CASILDA COMPANY, MANAGING RECEIVABLES EFFECTIVELY
INVOLVES EMPLOYING APPROPRIATE METHODS TO ANTICIPATE UNCOLLECTIBLE ACCOUNTS. ONE OF THE MOST WIDELY USED
TECHNIQUES IS THE AGING APPROACH, WHICH ASSESSES THE COLLECTIBILITY OF ACCOUNTS RECEIVABLE BASED ON THEIR AGE.
THIS METHOD NOT ONLY HELPS IN ESTIMATING BAD DEBT EXPENSE BUT ALSO AIDS IN DETERMINING THE ENDING BALANCE OF
ACCOUNTS RECEIVABLE AND THE ALLOWANCE FOR DOUBTFUL ACCOUNTS. IN THIS ARTICLE, WE EXPLORE HOW CASILDA
COMPANY IMPLEMENTS THE AGING APPROACH, UNDERSTAND THE PROCESS OF ESTIMATING BAD DEBTS, AND ANALYZE THE IMPACT
ON FINANCIAL STATEMENTS.

UNDERSTANDING ACCOUNTS RECEIVABLE AND BAD DEBT EXPENSE

WHAT ARE ACCOUNTS RECEIVABLE?

ACCOUNTS RECEIVABLE REPRESENT THE AMOUNTS OWED TO A COMPANY BY ITS CUSTOMERS FOR GOODS OR SERVICES
PROVIDED ON CREDIT. THEY ARE CLASSIFIED AS CURRENT ASSETS ON THE BALANCE SHEET BECAUSE THEY ARE EXPECTED TO BE
CONVERTED INTO CASH WITHIN A YEAR OR WITHIN THE COMPANY'S OPERATING CYCLE.

WHAT |Is BAD DesT EXPENSE?

BAD DEBT EXPENSE REFERS TO THE ESTIMATED AMOUNT OF RECEIVABLES THAT A COMPANY EXPECTS WILL NOT BE COLLECTED.
RECOGNIZING BAD DEBT EXPENSE ENSURES THAT THE COMPANY'S FINANCIAL STATEMENTS REFLECT A REALISTIC VIEW OF THE NET
REALIZABLE VALUE OF RECEIVABLES.

WHY Is ESTIMATING BAD DesT IMPORTANT?

PROPER ESTIMATION OF BAD DEBTS AFFECTS:

- THE ACCURACY OF NET INCOME

- THE VALUATION OF ACCOUNTS RECEIVABLE

- THE COMPANY'S OVERALL FINANCIAL POSITION
- STAKEHOLDERS' DECISION-MAKING

THE AGING APPROACH TO ESTIMATING BAD DEBT EXPENSE

WHAT Is THE AGING METHOD?

THE AGING APPROACH INVOLVES ANALYZING ACCOUNTS RECEIVABLE BASED ON HOW LONG THEY HAVE BEEN OUTSTANDING.
RECEIVABLES ARE CATEGORIZED INTO DIFFERENT AGE BRACKETS, AND EACH CATEGORY IS ASSIGNED A SPECIFIC PERCENTAGE THAT
ESTIMATES THE LIKELIHOOD OF COLLECTION.



STEPS IN THE AGING APPROACH

THE PROCESS TYPICALLY INVOLVES:

1. LISTING ALL ACCOUNTS RECEIVABLE WITH THEIR RESPECTIVE AGES.

2. CATEGORIZING RECEIVABLES INTO AGING GROUPS (£.G., 0-30 pAYs, 31-60 pays, 61-90 paYs, over 90 DAYS).
3. APPLYING APPROPRIATE ESTIMATED UNCOLLECTIBLE PERCENTAGES TO EACH GROUP BASED ON HISTORICAL COLLECTION
DATA.

4. CALCULATING THE TOTAL ESTIMATED UNCOLLECTIBLE AMOUNT, WHICH BECOMES THE DESIRED ENDING BALANCE OF THE
ALLOW ANCE FOR DOUBTFUL ACCOUNTS.

5. DETERMINING THE BAD DEBT EXPENSE BY ADJUSTING THE ALLOWANCE ACCOUNT TO THIS ESTIMATED BALANCE.

ADVANTAGES OF THE AGING APPROACH

- PROVIDES A DETAILED VIEW OF RECEIVABLES’ COLLECTIBILITY.

- REFLECTS CURRENT CUSTOMER PAYMENT BEHAVIORS.

- HELPS IN MAKING MORE ACCURATE ALLOWANCES FOR DOUBTFUL ACCOUNTS.
- USEFUL FOR COMPANIES WITH LARGE OR DIVERSE RECEIVABLES PORTFOLIOS.

IMPLEMENTING THE AGING APPROACH AT CASILDA COMPANY

STeP 1: PREPARE THE ACCOUNTS RECEIVABLE LISTING

CasiLbA COMPANY BEGINS BY PREPARING A DETAILED LISTING OF ALL OUTSTANDING ACCOUNTS RECEIVABLE, NOTING THE
AMOUNT OWED AND THE AGE OF EACH RECEIVABLE.

STEP 2: CATEGORIZE RECEIVABLES BY AGE BRACKETS

THE RECEIVABLES ARE DIVIDED INTO CATEGORIES SUCH AS:
- 0-30 DAYS PAST DUE

- 31-60 DAYS PAST DUE

- 61-90 DAYS PAST DUE

- Over 90 DAYS PAST DUE

FOR EXAMPLE:

| CusTOMER | AMOUNT | AGE BRACKET |
|--mmmme - . |--mmmmmm e |

| CusTomer A | $10,000 | 0-30 pavs |

| CusTomer B | $5,000 | 31-60 pAYs |

| CusTomer C |$2,000| 61-90 pavs |

| Customer D | $1,000 | Over 90 pAaYs |

STEP 3: ASSIGN ESTIMATED UNCOLLECTIBLE PERCENTAGES

CasiLba COMPANY APPLIES HISTORICAL COLLECTION DATA TO ASSIGN PERCENTAGES REPRESENTING THE LIKELIHOOD THAT
RECEIVABLES IN EACH AGE GROUP WILL BE UNCOLLECTIBLE. FOR INSTANCE:

- 0-30 pAavs: 29

- 31-60 pavs: 5%

- 61-90 pavs: 10%

- Over 90 pAays: 20%



STep 4: CALCULATE THE ESTIMATED UNCOLLECTIBLE AMOUNTS

BY MULTIPLYING THE AMOUNT IN EACH CATEGORY BY THE RESPECTIVE PERCENTAGE:
- 0-30 pAYs: $10,000 x 2% = $200

- 31-60pAvs: $5,000 x 5% = $250

- 61-90 pAavs: $2,000 x 10% =$200

- Over 90 paYs: $1,000 x 20% = $200

TOTAL ESTIMATED UNCOLLECTIBLE ACCOUNTS = $200 + $250 + $200 + $200 = $850

STeP 5: DETERMINE THE REQUIRED ALLOWANCE FOR DOUBTFUL ACCOUNTS

THE TOTAL ESTIMATED UNCOLLECTIBLE AMOUNT ($850) BECOMES THE DESIRED ENDING BALANCE IN THE ALLOW ANCE FOR
DOUBTFUL ACCOUNTS.

STeEP 6: ADJUST THE ALLOWANCE ACCOUNT

IF THE CURRENT BALANCE OF THE ALLOWANCE ACCOUNT IS DIFFERENT FROM $850, CAsiLbA COMPANY ADJUSTS IT BY
RECORDING A BAD DEBT EXPENSE OR RECOVERING PREVIOUS WRITE-OFFS. FOR EXAMPLE:
- IF THE ALLOWANCE ACCOUNT HAS A BALANCE OF $500, THEN THE ADJUSTING JOURNAL ENTRY WOULD BE:

DesIT: BAD DeaT Expense $350
CREDIT: ALLOWANCE FOR DOUBTFUL ACCOUNTS $350

THIS ADJUSTMENT ENSURES THAT THE ALLOWANCE ACCOUNT REFLECTS THE ESTIMATED UNCOLLECTIBLE RECEIVABLES
ACCURATELY.

IMPACT ON FINANCIAL STATEMENTS

BALANCE SHEET

THE ACCOUNTS RECEIVABLE ARE REPORTED AT THEIR NET REALIZABLE VALUE, WHICH IS:
- ACCOUNTS RECEIVABLE BALANCE
- LESS: ALLOWANCE FOR DOUBTFUL ACCOUNTS

THIS PRESENTATION PROVIDES STAKEHOLDERS WITH A REALISTIC VIEW OF THE COMPANY'S EXPECTED CASH INFLOWS FROM
RECEIVABLES.

INCOME STATEMENT

THE BAD DEBT EXPENSE RECORDED DURING THE PERIOD INCREASES EXPENSES, THEREBY REDUCING NET INCOME. ACCURATE
ESTIMATION ENSURES THAT INCOME REFLECTS THE TRUE PROFITABILITY OF THE COMPANY.

CAsH FLow AND CreDIT PoLicy IMPLICATIONS

THE AGING ANALYSIS ALSO INFORMS CASILDA COMPANY’S CREDIT POLICIES AND COLLECTION STRATEGIES BY IDENTIFYING HIGH-
RISK RECEIVABLES AND FACILITATING TARGETED COLLECTION EFFORTS.



BENEFITS OF THE AGING APPROACH FOR CAsILDA COMPANY

- ENHANCED ACCURACY: BY ANALYZING RECEIVABLES BASED ON AGE, CASILDA COMPANY CAN MORE PRECISELY ESTIMATE BAD
DEBTS.

- BETTER CREDIT MANAGEMENT: THE AGING REPORT HIGHLIGHTS DELINQUENT ACCOUNTS, AIDING IN PROACTIVE COLLECTION
EFFORTS.

- COMPLIANCE WITH ACCOUNTING STANDARDS: THE METHOD ALIGNS WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES
(GAAP), WHICH RECOMMEND THE ALLOWANCE METHOD FOR DOUBTFUL ACCOUNTS.

- FINANCIAL PLANNING: ACCURATE BAD DEBT ESTIMATES ENABLE BETTER CASH FLOW FORECASTING AND FINANCIAL PLANNING.

CoNcLUSION

CasiLbA COMPANY’S ADOPTION OF THE AGING APPROACH EXEMPLIFIES A METICULOUS AND EFFECTIVE METHOD FOR ESTIMATING
BAD DEBT EXPENSE. BY CATEGORIZING RECEIVABLES BASED ON THEIR AGE AND APPLYING HISTORICAL COLLECTION PERCENTAGES,
THE COMPANY ENSURES ITS FINANCIAL STATEMENTS REFLECT A REALISTIC VIEW OF ITS RECEIVABLES’ COLLECTIBILITY. THIS
APPROACH NOT ONLY COMPLIES WITH ACCOUNTING STANDARDS BUT ALSO PROVIDES MANAGERIAL INSIGHTS INTO CREDIT RISK
MANAGEMENT. REGULARLY UPDATING AND ANALYZING AGING SCHEDULES HELPS CASILDA COMPANY MAINTAIN ACCURATE
ALLOW ANCE BALANCES, OPTIMIZE CREDIT POLICIES, AND IMPROVE OVERALL FINANCIAL HEALTH. AS BUSINESSES FACE VARYING
ECONOMIC CONDITIONS, THE AGING METHOD REMAINS A VITAL TOOL IN SAFEGUARDING AGAINST UNCOLLECTIBLE RECEIVABLES
AND ENSURING TRANSPARENT FINANCIAL REPORTING.

FREQUENTLY ASkeD QUESTIONS

\WHAT IS THE AGING APPROACH USED BY CASILDA COMPANY TO ESTIMATE BAD DEBT
EXPENSE?

THE AGING APPROACH INVOLVES CATEGORIZING ACCOUNTS RECEIVABLE BASED ON THE LENGTH OF TIME THEY HAVE BEEN
OUTSTANDING AND APPLYING DIFFERENT ESTIMATED UNCOLLECTIBLE RATES TO EACH AGE CATEGORY TO DETERMINE THE BAD
DEBT EXPENSE.

How poes CAsiILDA COMPANY DETERMINE THE ENDING BALANCE OF EACH ACCOUNTS
RECEIVABLE CATEGORY?

CasILDA COMPANY ASSESSES THE ACCOUNTS RECEIVABLE RECORDS AND CLASSIFIES EACH RECEIVABLE INTO AGE BRACKETS
(e.c., 0-30 DAYS, 31-60 DAYS, ETC.) TO ESTABLISH THE ENDING BALANCES FOR EACH CATEGORY.

\WHY IS THE AGING APPROACH CONSIDERED A MORE ACCURATE METHOD FOR ESTIMATING
BAD DEBTS?

BECAUSE IT ACCOUNTS FOR THE VARYING LIKELIHOOD OF COLLECTION BASED ON HOW LONG RECEIVABLES HAVE BEEN
OUTSTANDING, LEADING TO A MORE PRECISE ESTIMATE OF UNCOLLECTIBLE ACCOUNTS.

How poes CAsILDA COMPANY CALCULATE THE BAD DEBT EXPENSE USING THE AGING
APPROACH?

THE COMPANY MULTIPLIES THE ENDING BALANCES OF EACH AGE CATEGORY BY THEIR RESPECTIVE ESTIMATED UNCOLLECTIBLE
PERCENTAGES AND SUMS THESE AMOUNTS TO DETERMINE THE TOTAL BAD DEBT EXPENSE.



W/HAT IMPACT DOES USING THE AGING APPROACH HAVE oN CAsSILDA COMPANY'S
FINANCIAL STATEMENTS?

[T PROVIDES A MORE REALISTIC VALUATION OF ACCOUNTS RECEIVABLE ON THE BALANCE SHEET AND ENSURES THAT BAD DEBT
EXPENSE IS ACCURATELY REFLECTED IN THE INCOME STATEMENT, IMPROVING FINANCIAL STATEMENT RELIABILITY.

CAN CasiLbA COMPANY ADJUST THE AGING CATEGORIES OVER TIME? IF SO, WHY?

YES, CASILDA CAN ADJUST AGING CATEGORIES AND ESTIMATED UNCOLLECTIBLE RATES PERIODICALLY TO REFLECT CHANGES IN
CUSTOMER PAYMENT BEHAVIORS AND ECONOMIC CONDITIONS, MAINTAINING ACCURATE ESTIMATES.

\WHAT ARE COMMON ESTIMATED UNCOLLECTIBLE PERCENTAGES USED IN THE AGING
APPROACH?

THESE PERCENTAGES TYPICALLY INCREASE WITH THE AGE OF THE RECEIVABLE, FOR EXAMPLE, 29 For 0-30 pAYs, 5% For
31-60 pAays, 20% For 6 1-90 DAYS, AND HIGHER FOR OLDER RECEIV ABLES.

How DOES THE AGING APPROACH HELP CASILDA COMPANY MANAGE CREDIT RISK?

BY IDENTIFYING OLDER RECEIVABLES THAT ARE MORE LIKELY TO BECOME UNCOLLECTIBLE, CASILDA CAN TAKE PROACTIVE
MEASURES SUCH AS COLLECTION EFFORTS OR CREDIT POLICY ADJUSTMENTS TO MITIGATE POTENTIAL LOSSES.

\WHAT ARE THE LIMITATIONS OF USING THE AGING APPROACH FOR ESTIMATING BAD DEBT
EXPENSE?

LIMITATIONS INCLUDE RELIANCE ON HISTORICAL DATA, POTENTIAL INACCURACIES IN ESTIMATING UNCOLLECTIBLE RATES, AND
THE NEED FOR REGULAR UPDATES TO REFLECT CURRENT ECONOMIC CONDITIONS AND CUSTOMER PAYMENT PATTERNS.

ADDITIONAL RESOURCES

CasiLba CoMpANY Uses THE AGING APPROACH To ESTIMATE BAD DeaT ExpensE: THE ENDING BALANCE OF EACH ACCOUNT

UNDERSTANDING HOW BUSINESSES ESTIMATE AND ACCOUNT FOR BAD DEBT EXPENSE IS ESSENTIAL FOR ACCURATE FINANCIAL
REPORTING AND MAINTAINING HEALTHY CASH FLOWS. CASILDA COMPANY’S IMPLEMENTATION OF THE AGING APPROACH
EXEMPLIFIES A METICULOUS AND STRATEGIC METHOD OF ESTIMATING UNCOLLECTIBLE ACCOUNTS RECEIVABLE. THIS DETAILED
REVIEW DELVES INTO THE AGING APPROACH, ITS APPLICATION AT CASILDAI AND THE SIGNIFICANCE OF ANALYZING THE ENDING
BALANCES OF INDIVIDUAL ACCOUNTS TO ENSURE PRECISE FINANCIAL STATEMENTS.

INTRODUCTION TO BAD DEBT EXPENSE AND ITS SIGNIFICANCE

BEFORE EXPLORING THE AGING APPROACH, IT IS CRUCIAL TO UNDERSTAND WHY BAD DEBT EXPENSE MATTERS!

- DEFINITION: BAD DEBT EXPENSE REPRESENTS THE ESTIMATED AMOUNT OF ACCOUNTS RECEIVABLE THAT A COMPANY EXPECTS
WILL NOT BE COLLECTED.

- IMPORTANCE:

- REFLECTS A REALISTIC VIEW OF ASSETS ON THE BALANCE SHEET.

- ENSURES INCOME STATEMENTS ARE NOT OVERSTATED.

- COMPLIES WITH THE MATCHING PRINCIPLE IN ACCOUNTING, ALIGNING EXPENSES WITH REVENUES.



THe AGING APPROACH: AN IN-DePTH OVERVIEW

THE AGING APPROACH IS A METHOD USED TO ESTIMATE THE ALLOW ANCE FOR DOUBTFUL ACCOUNTS BASED ON THE AGE OF
INDIVIDUAL RECEIVABLES. |T INVOLVES ANALYZING ACCOUNTS RECEIVABLE BY CATEGORIZING THEM BASED ON HOW LONG THEY
HAVE BEEN OUTSTANDING AND APPLYING DIFFERENT ESTIMATED UNCOLLECTIBILITY RATES FOR EACH CATEGORY.

STEPS IN THE AGING APPROACH

1. SEGREGATE ACCOUNTS RECEIVABLE BY AGE BRACKETS:

- TYPICALLY CATEGORIZED INTO RANGES SUCH AS 0-30 pAYs, 31-60 paYs, 61-90 pavs, over 90 DAYS, ETC.
- FOR EXAMPLE:

- 0-30 pAYs

- 31-60 bAYs

-61-90 bAYs

- Over 90 DAYS

2. DETERMINE THE ENDING ACCOUNT BALANCES FOR EACH CATEGORY:
- USING THE ACCOUNTS RECEIVABLE LEDGER, LIST OUTSTANDING BALANCES WITHIN EACH AGE BRACKET.

3. AsSIGN ESTIMATED UNCOLLECTIBILITY RATES:
- BASED ON HISTORICAL COLLECTION DATA, MANAGEMENT ASSIGNS PROBABILITY RATES OF DEFAULT FOR EACH AGE CATEGORY.
- TYPICALLY, THE OLDER THE RECEIVABLE, THE HIGHER THE UNCOLLECTIBILITY RATE.

4. CALCULATE THE ESTIMATED UNCOLLECTIBLE AMOUNTS PER CATEGORY:
- MULTIPLY THE ENDING BALANCE IN EACH CATEGORY BY ITS RESPECTIVE UNCOLLECTIBILITY RATE.

5. SUM THE ESTIMATED UNCOLLECTIBLE AMOUNTS:
- THE TOTAL PROVIDES THE DESIRED ENDING BALANCE FOR THE ALLOWANCE FOR DOUBTFUL ACCOUNTS.

6. ADJUST JOURNAL ENTRIES ACCORDINGLY:
- THE DIFFERENCE BETWEEN THE EXISTING ALLOWANCE ACCOUNT AND THE NEWLY ESTIMATED AMOUNT IS RECORDED AS BAD DEBT
EXPENSE.

APPLICATION OF THE AGING APPROACH AT CAsiLDA CoOMPANY

CasiLbA COMPANY’S MANAGEMENT HAS ADOPTED THE AGING APPROACH BECAUSE OF ITS PRECISION AND HISTORICAL
RELIABILITY IN ESTIMATING UNCOLLECTIBLES. HERE’S A BREAKDOWN OF HOW THEY IMPLEMENT IT:

DATA CoLLECTION AND CATEGORIZATION

- CASILDA’S ACCOUNTING TEAM PULLS THE ACCOUNTS RECEIVABLE LEDGER AT THE END OF EACH PERIOD.
- THEY CATEGORIZE EACH RECEIVABLE BASED ON DAYS OVERDUE:

- 0-30 pAYs

- 31-60 bAYs

- 61-90 pbAyYs

- Over 90 pAYS



ASSIGNING UNCOLLECTIBILITY RATES

BASED ON HISTORICAL COLLECTION TRENDS, CASILDA ASSIGNS UNCOLLECTIBILITY RATES SUCH AS:

| AGe BRACKET | ESTIMATED UNCOLLECTIBILITY RATE |
- S ————— |

| 0-30 pays | 2% |

| 31-60 pavs | 5% |

| 61-90 pavs | 10% |

| Over 90 pAaYs | 20% |

CALCULATING THE ALLOWANCE FOR DoOUBTFUL ACCOUNTS

SupPosE CASILDA’S ENDING ACCOUNTS RECEIVABLE BALANCES ARE:

- 0-30pAyYs: $100,000
- 31-60pays: $50,000
- 61-90 pAays: $20,000
- Over 920 paYs: $10,000

THE ESTIMATED UNCOLLECTIBLE AMOUNTS ARE:

- 0-30pAvYs: $100,000 x 29% =$2,000

- 31-60 pAays: $50,000 x 59, =$2,500

- 61-90 pAYs: $20,000 x 10% = $2,000
- Over 90 pAYs: $10,000 x 20% = $2,000
TOTAL ESTIMATED UNCOLLECTIBLE ACCOUNTS:

$2,000 + $2,500 + $2,000 + $2,000 = $8,500

THIS SUM BECOMES THE DESIRED ENDING BALANCE OF THE ALLOWANCE FOR DOUBTFUL ACCOUNTS.

ADJUSTING THE ALLOWANCE FOR DouBTFUL ACCOUNTS

- |[F THE EXISTING BALANCE IN THE ALLOWANCE ACCOUNT IS $5,000, CASILDA NEEDS TO RECORD A BAD DEBT EXPENSE OF:
$8,500 - $5,000 = $3,500

- THE JOURNAL ENTRY:

ARNY

Dr. Bap DesT Expense $3,500
Cr. ALLOWANCE FOrR DousTFUL AccounTs $3,500

ARNY

THIS ENSURES THE ALLOWANCE REFLECTS THE MOST RECENT ESTIMATIONS.



ANALYZING THE ENDING BALANCE OF EACH ACCOUNT

THE ENDING BALANCES OF INDIVIDUAL ACCOUNTS WITHIN ACCOUNTS RECEIVABLE ARE CRITICAL FOR SEVERAL REASONS:

1. ACCURATE FINANCIAL REPORTING

- ENSURES THE BALANCE SHEET PRESENTS A REALISTIC VALUE OF RECEIVABLES.
- AVOIDS OVERSTATING ASSETS BY RECOGNIZING POTENTIAL LOSSES EARLY.

2. Risk MANAGEMENT AND CREDIT PoLICY ADJUSTMENT

- BY ANALYZING AGING DATA, CASILDA CAN IDENTIFY PATTERNS OF LATE PAYMENTS.
- ALLOWS THE COMPANY TO REFINE CREDIT POLICIES, SUCH AS TIGHTENING CREDIT TERMS FOR OLDER RECEIVABLES.

3. CoLLECTION EFFORTS OPTIMIZATION

- FOCUS COLLECTION EFFORTS ON ACCOUNTS WITH LONGER AGING.
- PRIORITIZE COLLECTION STRATEGIES FOR HIGH-RISK RECEIVABLES.

4. HisTorICAL TREND ANALYSIS

- COMPARING AGING DATA OVER MULTIPLE PERIODS HELPS ASSESS THE EFFECTIVENESS OF CREDIT AND COLLECTION POLICIES.
- IDENTIFIES WHETHER UNCOLLECTIBLE RATES SHOULD BE ADJUSTED.

5. INTERNAL CONTROL AND AUDIT READINESS

- MAINTAINING DETAILED AGING REPORTS SUPPORTS TRANSPARENCY DURING AUDITS.
- PROVIDES CLEAR DOCUMENTATION FOR AUDITORS TO VERIFY ESTIMATIONS.

IMPLICATIONS OF THE AGING APPROACH ON FINANCIAL STATEMENTS

USING THE AGING APPROACH IMPACTS VARIOUS FINANCIAL STATEMENT COMPONENTS:

BALANCE SHEET

- ACCOUNTS RECEIVABLE: REPORTED GROSS AMOUNT.
- ALLOWANCE FOR DOUBTFUL ACCOUNTS: REPORTED AS A CONTRA-ASSET ACCOUNT, REDUCING NET RECEIV ABLES.
- NET ACCOUNTS RECEIVABLE: THE AMOUNT EXPECTED TO BE COLLECTED.



INCOME STATEMENT

- BAD DEBT EXPENSE: RECOGNIZED IN THE PERIOD WHEN THE ESTIMATE IS MADE, AFFECTING NET INCOME.

CAsH FLow STATEMENT

- \WHILE BAD DEBT EXPENSE IS A NON-CASH CHARGE, IT AFFECTS CASH FLOW INDIRECTLY THROUGH COLLECTION EFFORTS AND
CREDIT POLICIES.

ADVANTAGES OF THE AGING APPROACH

CASILDA’S CHOICE OF THE AGING APPROACH OFFERS SEVERAL BENEFITS:

- PRecISION: T AILORS ESTIMATES BASED ON SPECIFIC AGE CATEGORIES.

- HiIsTORICAL RELEVANCE: USES ACTUAL COLLECTION DATA TO INFORM ESTIMATES.

- FLEXIBILITY: ALLOWS ADJUSTMENT FOR SEASONAL OR INDUSTRY-SPECIFIC COLLECTION TRENDS.
- TRANSPARENCY: CLEAR LINKAGE BETWEEN RECEIVABLES AGING AND ESTIMATED UNCOLLECTIBLES.

LIMITATIONS AND CHALLENGES OF THE AGING APPROACH

DESPITE ITS STRENGTHS, THE AGING APPROACH HAS CERTAIN LIMITATIONS!:

- DATA INTENSIVE: REQUIRES DETAILED AND ACCURATE CATEGORIZATION OF RECEIVABLES.

- SUBJECTIVITY IN RATES: ASSIGNING UNCOLLECTIBILITY RATES INVOLVES MANAGEMENT JUDGMENT.

- HiIsTORICAL BIAS: PAST COLLECTION PATTERNS MAY NOT PREDICT FUTURE COLLECTIBILITY ACCURATELY.
- TIMING: MAY REQUIRE FREQUENT UPDATES TO REFLECT CURRENT CONDITIONS.

BesT PrRACTICES FOR CASILDA CoMPANY IN USING THE AGING APPROACH

T o MAXIMIZE THE EFFECTIVENESS OF THE AGING APPROACH, CASILDA SHOULD CONSIDER THE FOLLOWING BEST PRACTICES:

- REGULAR MONITORING: UPDATE AGING REPORTS WEEKLY OR MONTHLY.

- HISTORICAL ANALYSIS: REVIEW COLLECTION TRENDS OVER MULTIPLE PERIODS.

- ADJUST RATES AS NEEDED: REEVALUATE UNCOLLECTIBILITY PERCENTAGES PERIODICALLY.

- SEGREGATE BY CUSTOMER: IDENTIFY HIGH-RISK CUSTOMERS FOR TARGETED COLLECTION EFFORTS.
- INTEGRATE WITH CREDIT PoLICY: USE AGING DATA TO INFORM CREDIT EXTENSION DECISIONS.



CoNcCLUSION

CAasiLbA COMPANY’S UTILIZATION OF THE AGING APPROACH TO ESTIMATE BAD DEBT EXPENSE EXEMPLIFIES A COMPREHENSIVE
AND METHODICAL ACCOUNTING PRACTICE. BY METICULOUSLY CATEGORIZING RECEIV ABLES BASED ON AGE, APPLYING
APPROPRIATE UNCOLLECTIBILITY RATES, AND ANALYZING THE ENDING BALANCES OF EACH ACCOUNT, CASILDA ENHANCES THE
ACCURACY OF ITS FINANCIAL STATEMENTS AND STRENGTHENS ITS CREDIT MANAGEMENT STRATEGY. RECOGNIZING THE
IMPORTANCE OF THE ENDING BALANCES OF INDIVIDUAL ACCOUNTS NOT ONLY IMPROVES ESTIMATION PRECISION BUT ALSO
PROVIDES VALUABLE INSIGHTS INTO COLLECTION RISKS AND OPERATIONAL EFFECTIVENESS. AS BUSINESSES NAVIGATE COMPLEX
FINANCIAL LANDSCAPES, ADOPTING SUCH DETAILED APPROACHES ENSURES TRANSPARENCY , COMPLIANCE, AND SOUND FINANCIAL
HEALTH.

IN SUMMARY:

- THE AGING APPROACH OFFERS A DETAILED, DATA-DRIVEN METHOD FOR ESTIMATING UNCOLLECTIBLE RECEIVABLES.

- ACCURATE ANALYSIS OF ENDING ACCOUNT BALANCES SUPPORTS PRUDENT FINANCIAL REPORTING.

- REGULAR REVIEW AND ADJUSTMENT OF ESTIMATES HELP MAINTAIN ALIGNMENT WITH CURRENT COLLECTION REALITIES.
- THE INTEGRATION OF AGING DATA INTO BROADER CREDIT AND COLLECTION POLICIES FOSTERS STRONGER FINANCIAL
MANAGEMENT.

BY APPLYING THESE PRINCIPLES, CAsiLbA COMPANY EXEMPLIFIES BEST
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