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Understanding how Mazie Supply Co. manages its accounts receivable is essential for
grasping its financial health and accounting practices. As of December 31, the company
employs the percent of accounts receivable method to estimate and record its allowance
for doubtful accounts. This approach provides a systematic way to anticipate potential bad
debts and ensure that the company's financial statements reflect a realistic view of its
receivables. In this article, we will explore the details of Mazie Supply Co.'s use of the
percent of accounts receivable method, the significance of outstanding accounts as of
year-end, and the broader implications for accounting and financial analysis.

Overview of the Percent of Accounts Receivable
Method

What Is the Percent of Accounts Receivable Method?

The percent of accounts receivable method is an accounting technique used to estimate
uncollectible accounts (bad debts) based on a predetermined percentage of outstanding
receivables. This method aligns with the matching principle in accounting by recognizing
potential losses in the same period as the related revenues.

e It involves analyzing historical collection data to determine an appropriate
percentage.

e The estimated uncollectible amount is then recorded as an allowance for doubtful
accounts on the balance sheet.

e This allowance reduces the net realizable value of accounts receivable, providing a
more accurate financial position.

Steps in Applying the Percent of Accounts Receivable



Method at Mazie Supply Co.

Mazie Supply Co. follows a systematic process to implement this method:
1. Identify the total accounts receivable outstanding at the end of the period (December
31).

2. Determine the historical percentage of uncollectible accounts based on past
experience.

3. Calculate the estimated uncollectible amount by applying the percentage to the
current receivables.

4. Record the estimated bad debt expense and adjust the allowance for doubtful
accounts accordingly.

This process ensures that the company's financial statements present a realistic estimate
of collectible receivables, reflecting potential credit losses.

Outstanding Accounts Receivable as of December
31

The Significance of Year-End Outstanding Accounts

As of December 31, Mazie Supply Co. reports outstanding accounts receivable,
representing the amounts owed by customers for goods or services delivered but not yet
paid. These receivables are vital indicators of the company's sales performance and cash
flow expectations.

e They reflect the company's credit policy and collection efficiency.

e Large or increasing receivables may suggest lenient credit terms or collection issues.

e Proper management of receivables affects liquidity and overall financial health.

Impact on Financial Statements

Outstanding accounts receivable directly influence the company's financial statements:

* Balance Sheet: Shows gross accounts receivable and the allowance for doubtful



accounts, resulting in net accounts receivable.

e Income Statement: Records bad debt expense, impacting net income.

By year-end, accurately estimating uncollectible accounts ensures that assets are not
overstated and that expenses are properly matched to revenues.

Calculating the Allowance for Doubtful Accounts

Determining the Appropriate Percentage

The key to the percent of accounts receivable method is selecting an appropriate
percentage, which is typically based on historical data and industry standards.

e Mazie Supply Co. reviews past collection rates to establish this percentage.

e If, historically, 2% of receivables turn uncollectible, this rate is applied to current
balances.

Example Calculation

Suppose Mazie Supply Co. has \$500,000 in outstanding accounts receivable as of
December 31, and the historical uncollectible rate is 3%. The estimated uncollectible
amount would be:

e Estimated Bad Debts = \$500,000 x 3% =\$15,000

This amount becomes the target balance in the allowance for doubtful accounts, and
adjustments are made accordingly.

Adjusting Journal Entries for Bad Debts

Recording the Bad Debt Expense

At year-end, Mazie Supply Co. records an adjusting entry to recognize the estimated bad
debts:



Debit: Bad Debt Expense .............coivu... $15,000
Credit: Allowance for Doubtful Accounts ... $15,000

This entry increases expenses and establishes a contra-asset account that offsets accounts
receivable.

Impact on Financial Ratios

Proper estimation and recording of bad debts affect key financial ratios:

e Accounts Receivable Turnover: Indicates how quickly receivables are collected.

¢ Allowance for Doubtful Accounts Ratio: Shows the proportion of receivables
expected to be uncollectible.

* Net Receivables: Provides a more realistic measure of expected cash inflows.

Effective management of these ratios helps investors and management assess credit risk
and liquidity.

Implications of Using the Percent of Accounts
Receivable Method

Advantages

The percent of accounts receivable method offers several benefits for Mazie Supply Co.:

e Consistency in estimating bad debts based on historical data.

e Aligns with the matching principle, ensuring expenses are recognized in the same
period as revenues.

e Simplifies the estimation process, especially for large receivables portfolios.

Limitations

Despite its advantages, there are some limitations to consider:



* Relies heavily on historical data, which may not accurately predict future defaults.

e Does not consider current economic conditions or customer-specific
creditworthiness.

e May require adjustments if collection patterns change significantly.

Best Practices for Mazie Supply Co.

To maximize accuracy, Mazie Supply Co. should:

1. Regularly review and update the percentage based on recent collection data.
2. Monitor economic conditions that could impact customer payments.

3. Combine this method with other analytical tools for a comprehensive credit risk
assessment.

Conclusion

Mazie Supply Co.'s use of the percent of accounts receivable method exemplifies a
practical approach to managing credit risk and preparing accurate financial statements.
As of December 31, the outstanding accounts receivable provide the basis for estimating
uncollectible amounts, which are crucial for determining the allowance for doubtful
accounts. By applying a consistent percentage derived from historical data, Mazie Supply
Co. ensures that its financial reports reflect a realistic view of its receivables and potential
losses. Proper management of this process not only improves financial transparency but
also supports better decision-making regarding credit policies and cash flow management.
As economic conditions evolve and customer behaviors shift, ongoing review and
adjustment of the percentage used will be essential for maintaining accurate estimates
and healthy financial statements.

Frequently Asked Questions

What is the Percent of Accounts Receivable method
used by Mazie Supply Co.?

It is a method of estimating uncollectible accounts by applying a predetermined
percentage to the outstanding accounts receivable balance.



How does Mazie Supply Co. determine the percentage to
use in their allowance for doubtful accounts?

They analyze historical data and industry averages to select a percentage that reflects the
likelihood of collection for their receivables.

Why is December 31 significant when calculating the
allowance for doubtful accounts?

December 31 marks the end of the fiscal year, serving as the cutoff date to assess the
outstanding accounts receivable and estimate uncollectibles accurately.

What are the steps Mazie Supply Co. takes to record the
allowance for doubtful accounts at year-end?

They determine the outstanding accounts receivable, apply the estimated percentage, and
make journal entries to adjust the allowance for doubtful accounts accordingly.

How might changes in customer payment behavior
impact Mazie Supply Co.'s percentage estimate?

If customer payment behavior worsens, the company may increase the percentage
estimate to reflect higher expected uncollectibles; if it improves, they may decrease it.

What are the advantages of using the Percent of
Accounts Receivable method for Mazie Supply Co.?

It provides a systematic and consistent way to estimate uncollectibles, aligns with the
aging of receivables, and simplifies year-end adjusting entries.

What are the potential drawbacks of the Percent of
Accounts Receivable method?

It relies on historical data and assumptions that may not reflect current conditions,
potentially leading to over- or under-estimation of bad debts.

How does the Percent of Accounts Receivable method
compare to the Aging of Accounts Receivable method?

While both methods estimate uncollectible accounts, the Aging method classifies
receivables by age and applies different percentages, potentially providing a more precise
estimate than a flat percentage approach.



Additional Resources

Accounts Receivable Method: An In-Depth Review of Mazie Supply Co.'s Approach on
December 31

Introduction to the Accounts Receivable Method

The accounts receivable method is a fundamental accounting tool used by businesses like
Mazie Supply Co. to estimate and manage their allowance for doubtful accounts. This
method hinges on analyzing outstanding receivables at a specific point in time to predict
potential bad debts, thereby ensuring the financial statements reflect a realistic view of
receivables' collectible value.

Mazie Supply Co., like many organizations, employs the percent of accounts receivable
method—a technique that bases the estimation of uncollectible accounts on a
predetermined percentage of outstanding receivables. As of December 31, the company’s
management undertakes this process to assess the adequacy of their allowance for
doubtful accounts, which directly impacts net income and the overall financial health
portrayed in their balance sheet.

Understanding the Percent of Accounts
Receivable Method

Fundamental Principles

- Basis of Estimation: The method estimates uncollectible accounts by applying a historical
or industry-based percentage to the total accounts receivable balance at the period's end.
- Timing: It is typically performed at the end of an accounting period (e.g., December 31)
to adjust the allowance for doubtful accounts.

- Objective: To match estimated bad debts against the revenues they relate to, aligning
with the matching principle in accounting.

Key Components

- Accounts Receivable (A/R) Balance: The total amount owed by customers at the reporting
date.

- Estimated Percentage: Derived from past experience, industry standards, or specific
customer analysis, indicating what portion of receivables is likely uncollectible.



- Allowance for Doubtful Accounts: A contra-asset account that reduces total receivables to
reflect the expected collectible amount.

Application at Mazie Supply Co. as of December
31

Outstanding Accounts Receivable Details

On December 31, Mazie Supply Co. reports an accounts receivable balance—say, for
example, $500,000. This figure represents the total amount owed by customers at that
date, but not all of it is expected to be collected.

Estimating Uncollectible Accounts

1. Determine the Appropriate Percentage: Based on historical data, industry averages, or
aging analysis, Mazie Supply Co. might select a percentage—say, 2%—to estimate
uncollectible accounts.

2. Calculate the Allowance for Doubtful Accounts:

\[
\text{ Estimated Uncollectible} = \text{Accounts Receivable} \times \text{Percent}

\]

\[
=\$500,000 \times 2\% =\$10,000

\]

3. Adjusting the Allowance: If the allowance account already has a balance (e.g., $8,000),
the company needs to record an additional adjustment:

\[
\text{Bad Debt Expense} =\$10,000 -\$8,000 =\$2,000

\]

Advantages of the Percent of Accounts Receivable



Method

- Reflects Realistic Financial Position: By basing estimates on the actual receivables
outstanding, the method provides a more accurate depiction of potential bad debts.

- Aligns with Period-End Receivables: Since receivables fluctuate over time, this method
adapts to the current state of accounts, making it responsive.

- Simplicity and Efficiency: Compared to aging methods, applying a flat percentage is
straightforward and less time-consuming.

Limitations and Challenges

- Lack of Granularity: The method uses a blanket percentage, which may not accurately
capture the risk associated with different customer segments or aging categories.

- Historical Data Dependency: Its accuracy depends heavily on past data, which may not
predict future defaults accurately, especially in changing economic conditions.

- Potential for Over or Understatement: If the chosen percentage is not reflective of actual
collection experiences, it can lead to misstatements in net income and receivables.

Deep Dive: The December 31 Scenario at Mazie
Supply Co.

Financial Data and Analysis

Suppose Mazie Supply Co. reports:

- Accounts receivable total: $500,000
- Existing Allowance for Doubtful Accounts: $8,000
- Historical uncollectibility percentage: 2%

Step-by-step process:
1. Calculate the desired allowance based on current receivables:

\[
\$500,000 \times 2\% = \$10,000

\]

2. Determine the adjustment needed:



\[
\$10,000 -\$8,000 =\$2,000
\]

3. Record the adjusting journal entry:

- Debit: Bad Debt Expense $2,000
- Credit: Allowance for Doubtful Accounts $2,000

This adjustment ensures that the company's balance sheet correctly reflects the estimated
uncollectible portion of receivables.

Impact on Financial Statements

- Income Statement: Increases expenses by $2,000, reducing net income.
- Balance Sheet: Reduces net accounts receivable from $492,000 ($500,000 - $8,000) to
$490,000 ($500,000 - $10,000).

Industry and Economic Considerations

The percentage applied isn't static; it varies based on multiple factors:

- Economic Climate: During downturns, default rates may increase, warranting a higher
percentage.

- Customer Creditworthiness: If customers are experiencing financial difficulties, the
company might increase the percentage.

- Historical Trends: Past collection rates can inform future estimates, but sudden changes
necessitate adjustments.

Mazie Supply Co. should regularly review these factors to ensure their allowance
accurately reflects current conditions.

Alternative Methods and Their Comparison

While the percent of accounts receivable method is widely used, other techniques exist:

- Aging of Accounts Receivable Method: Classifies receivables based on the age of the
debt, applying different percentages to each category.

- Specific Identification: Recognizes bad debt for individual accounts based on customer
history.

- Percentage of Sales Method: Applies a percentage to total sales rather than receivables,



focusing on matching expenses to revenues.
Comparison Highlights:

| Aspect | Percent of Accounts Receivable | Aging Method | Specific Identification | Percent
of Sales |

| | | | | I

| Focus | Outstanding receivables | Age of receivables | Specific customer accounts | Total
sales |

| Granularity | Moderate | High | Very high | Moderate |

| Suitability | Stable customer base | Varying credit risk | High-value customers | Revenue
matching |

Mazie Supply Co. opts for the percent of receivables method for its simplicity and
alignment with current receivables, but should consider supplementing with aging
analysis for more detailed insights.

Best Practices for Mazie Supply Co. and Similar
Companies

To maximize the effectiveness of the percent of accounts receivable method, companies
should:

- Regularly Review Historical Data: Update percentages annually or quarterly based on
recent collection experiences.

- Segment Accounts When Possible: Use different percentages for different customer
groups or industries.

- Combine with Aging Analysis: Cross-validate estimates to enhance accuracy.

- Monitor Economic Indicators: Adjust percentages in response to economic changes
affecting customer solvency.

- Document Assumptions: Maintain clear records of how percentages were derived for
audit purposes.

Conclusion and Final Thoughts

Mazie Supply Co.'s use of the percent of accounts receivable method on December 31
exemplifies a pragmatic approach to managing bad debts and ensuring financial statement
accuracy. While this method offers simplicity and a reasonable reflection of expected
uncollectible accounts, it also necessitates ongoing review and thoughtful application.

By applying a consistent percentage—such as 2%—based on historical and industry data,
Mazie Supply Co. can maintain a realistic view of its receivables, manage credit risk



effectively, and comply with accounting standards. However, integrating additional
methods like aging analysis can further refine estimates, especially in dynamic economic
environments.

Ultimately, the key to effective use of this method lies in regular review, transparent
documentation, and adaptability to changing circumstances, ensuring that the company's
financial health is accurately represented and that potential losses are anticipated and
managed proactively.
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