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As the fiscal year draws to a close, companies undertake a series of critical accounting procedures to
ensure their financial statements accurately reflect their financial position. One of these vital
processes is preparing the trial balance, which serves as a foundation for financial statement
preparation and auditing. Specifically, on December 31 of the current year, many businesses analyze
their receivables to estimate the amount of uncollectible accounts—an essential step in maintaining
accurate financial records.

Among the various methods used to estimate doubtful accounts, the Percent of Receivables method
stands out for its practicality and relevance, especially for businesses with significant receivables.
This article explores the significance of the unadjusted trial balance on December 31, focusing on
companies using the Percent of Receivables approach, detailing the process, and highlighting best
practices for accurate financial reporting.

---

Understanding the Unadjusted Trial Balance

What Is a Trial Balance?
A trial balance is a list of all the ledger account balances at a specific point in time, typically at the
end of an accounting period. It is used to verify that the total debits equal total credits, ensuring the
ledger is mathematically accurate before preparing financial statements.

The Unadjusted Trial Balance
The unadjusted trial balance is prepared before making any adjusting entries. It provides a snapshot
of the company's account balances as recorded in the ledger based on initial transactions. This stage
is crucial for identifying discrepancies, errors, or omissions that need correction before final financial
statements are prepared.

Key features of the unadjusted trial balance include:
- Listing of all accounts with their respective debit or credit balances
- It acts as a preliminary step in the closing process
- It helps detect errors such as unequal debits and credits or missing entries

---



The Importance of Year-End Receivables Analysis

Why December 31 Is Critical
December 31 is the fiscal year-end date for many companies. Conducting a comprehensive review of
receivables on this date ensures that the financial statements reflect a realistic valuation of assets
and liabilities. It helps in:
- Recognizing bad debts and doubtful accounts
- Ensuring compliance with accounting standards such as GAAP or IFRS
- Providing accurate information for stakeholders and management decisions

Role of Accounts Receivable in Financial Health
Accounts receivable represents money owed to the company by customers for goods or services
delivered. Since receivables are considered current assets, their accurate valuation impacts liquidity
ratios, working capital, and overall financial health.

---

Using the Percent of Receivables Method

Overview of the Method
The Percent of Receivables method estimates uncollectible accounts based on a predetermined
percentage of total receivables. This percentage is typically derived from historical data, industry
averages, or specific analysis of customer accounts.

Steps involved:
1. Determine the total accounts receivable at year-end.
2. Apply the estimated percentage of uncollectibility to the receivables.
3. Adjust the Allowance for Doubtful Accounts accordingly.

Advantages of the Percent of Receivables Method
- Reflects the current state of receivables more accurately
- Aligns with the balance sheet approach of estimating bad debts
- Simplifies the estimation process, especially for large volumes of receivables

Limitations to Consider
- Relies on historical data, which may not predict future



collectibility accurately
- May not capture specific customer issues or unusual
circumstances
- Needs periodic review to ensure percentages remain
relevant

---

Preparing the Unadjusted Trial Balance Using the
Percent of Receivables

Step-by-Step Process

1. Compile the List of Accounts Receivable:
Start with the ledger balances of all customer accounts and
the total receivables as of December 31.

2. Calculate the Estimated Uncollectible Amount:
Choose an appropriate percentage based on historical
experience or industry standards. For example, if the
company estimates that 2% of receivables are uncollectible,
multiply the total receivables by 2%.

3. Record the Allowance for Doubtful Accounts:
Create an adjusting entry to record bad debt expense and
increase the Allowance for Doubtful Accounts to match the
estimated uncollectible amount.

4. Update the Trial Balance:



Reflect the adjusted balances in the trial balance, including
the allowance account. The unadjusted trial balance will show
the original receivables and the initial allowance; the
adjusting entries will modify these for final reporting.

---

Sample Scenario: Year-End Receivables and Allowance
Estimation

Suppose a company has total accounts receivable of $500,000
at December 31. Based on historical data, the company
estimates that 3% of receivables will be uncollectible.

Calculation:
- Estimated uncollectible = $500,000 × 3% = $15,000

Unadjusted Trial Balance (Simplified):
| Account | Debit ($) | Credit ($) |
|---------------------------------|------------|------------|
| Accounts Receivable | 500,000 | |
| Allowance for Doubtful Accounts | | 0 |
| Bad Debt Expense | | |

Adjusting Entry:
- Debit Bad Debt Expense $15,000
- Credit Allowance for Doubtful Accounts $15,000

Updated Trial Balance:
| Account | Debit ($) | Credit ($) |
|---------------------------------|------------|------------|



| Accounts Receivable | 500,000 | |
| Allowance for Doubtful Accounts | | 15,000 |
| Bad Debt Expense | 15,000 | |

This process ensures that the net realizable value of
receivables is accurately reflected on the balance sheet.

---

Best Practices for Using Percent of Receivables Method

Regular Review and Adjustment

- Periodically review the historical percentage used and adjust
it based on recent trends or economic conditions.
- Update the percentage annually or as needed to reflect
current realities.

Segregate Customer Accounts

- Identify high-risk customers or overdue accounts for more
specific analysis.
- Use aging schedules to adjust estimates for specific
accounts with higher likelihood of default.

Combine with Other Methods

- While the Percent of Receivables method offers a quick



estimate, consider supplementing it with the Specific
Identification method for large or problematic accounts.

Documentation and Transparency

- Maintain thorough documentation of the basis for the
percentage used and any adjustments.
- Ensure compliance with accounting standards and facilitate
audits.

---

Conclusion

Preparing the unadjusted trial balance on December 31 for a
company using the Percent of Receivables method is a
fundamental step in accurately valuing receivables and
recognizing potential bad debts. This process not only
ensures compliance with accounting standards but also
provides stakeholders with a realistic view of the company's
financial health.

By understanding the methodology, applying best practices,
and regularly reviewing estimates, businesses can maintain
accurate financial records, enhance decision-making, and
uphold transparency in financial reporting. As the year closes,
meticulous analysis of receivables and proper adjustment
entries will pave the way for reliable financial statements and
sustained organizational success.



Frequently Asked Questions

What is the significance of the unadjusted trial balance on
December 31 in relation to the percent of receivables
method?

The unadjusted trial balance provides the initial account
balances before adjustments, serving as the basis for
estimating the allowance for doubtful accounts using the
percent of receivables method at year-end.

How is the percent of receivables method applied to the
unadjusted trial balance on December 31?

It involves calculating the estimated uncollectible accounts by
applying a predetermined percentage to the outstanding
accounts receivable balance from the unadjusted trial
balance.

Why is it important to use the unadjusted trial balance when
applying the percent of receivables method?

Using the unadjusted trial balance ensures that the accounts
receivable figure reflects all recorded transactions at year-
end, providing an accurate basis for estimating uncollectibles.

What adjustments are typically made after applying the
percent of receivables method on December 31?



Adjustments involve recording the estimated uncollectible
accounts as a bad debt expense and increasing the allowance
for doubtful accounts accordingly.

How does the percent of receivables method impact the
company's financial statements at year-end?

It ensures that accounts receivable are reported at their net
realizable value, providing a more accurate picture of
expected cash collections and financial health.

What are common percentages used in the percent of
receivables method, and how are they determined?

Percentages vary based on historical data, industry
standards, and collection experience, typically ranging from
1% to 10%, and are determined through analysis of past
receivables collections.

What are the potential pitfalls of relying solely on the
unadjusted trial balance when using the percent of
receivables method?

Relying only on the unadjusted trial balance may overlook
recent transactions or changes in customer creditworthiness,
potentially leading to inaccurate allowance estimations.

How does the timing of December 31 influence the application
of the percent of receivables method?



Year-end timing ensures that the estimation reflects the most
current receivable balances and collection patterns, aligning
financial reporting with accurate, up-to-date data.

Additional Resources

On December 31 Of The Current Year, The Unadjusted Trial
Balance Of A Company Using The Percent Of Receivables is a
pivotal component in the accounting cycle, especially for
companies aiming to assess their accounts receivable and
estimate potential bad debts accurately. This process involves
preparing an unadjusted trial balance to serve as a
preliminary snapshot of the company’s financial position
before making adjustments based on the percentage of
receivables method. This article provides an in-depth review
of this process, its significance, how it is executed, and its
advantages and disadvantages, offering clarity for accounting
professionals and students alike.

---

Understanding the Unadjusted Trial Balance

What Is an Unadjusted Trial Balance?

An unadjusted trial balance is a listing of all the general
ledger accounts and their balances at a specific point in time,



typically at the end of the accounting period. It serves as a
preliminary step in the closing process, helping to verify that
total debits equal total credits before adjustments are made.
For companies using the percent of receivables method, the
unadjusted trial balance provides the foundational data
necessary for estimating bad debts.

Role in Financial Reporting

The unadjusted trial balance acts as a starting point for
analyzing and adjusting accounts. It helps identify
discrepancies, errors, or omissions before preparing the
adjusted trial balance, income statement, and balance sheet.
Specifically, in the context of receivables, it highlights the
total accounts receivable amount, which is essential for
calculating the desired allowance for doubtful accounts.

---

The Percent of Receivables Method

Concept and Rationale

The percent of receivables method is an estimating technique
used to determine the appropriate allowance for doubtful
accounts based on a percentage of outstanding receivables. It
aligns with the matching principle, recognizing estimated bad



debts in the same period as the related revenues.

Key features include:

- Using historical data and industry averages to determine the
percentage.
- Applying that percentage to the current accounts receivable
balance.
- Adjusting the allowance for doubtful accounts accordingly.

Advantages of Using the Percent of Receivables Method

- Reflects the current receivables’ quality.
- Provides a more accurate estimate of potential bad debts.
- Facilitates ongoing, systematic estimation, which can be
updated regularly.
- Aligns with the concept of conservatism in accounting.

Limitations and Disadvantages

- Relies heavily on historical data, which may not always
predict future defaults.
- The percentage applied may need frequent adjustments.
- Does not consider individual customer analysis, potentially
overlooking high-risk accounts.
- Can be less precise compared to the aging method.

---



Preparing the Unadjusted Trial Balance Using the
Percent of Receivables

Step-by-Step Process

1. Gather the General Ledger Data: Collect all account
balances, especially focusing on accounts receivable and
allowance for doubtful accounts.

2. List the Accounts: Prepare a trial balance sheet listing all
accounts with their respective debit or credit balances.

3. Identify Accounts Receivable: Locate the total amount of
accounts receivable from the ledger.

4. Determine the Estimated Percentage: Based on historical
data or industry standards, select an appropriate percentage
to estimate doubtful accounts.

5. Calculate the Allowance for Doubtful Accounts: Multiply the
total receivables by the chosen percentage:

Allowance for Doubtful Accounts = Accounts Receivable ×
Estimated Percentage

6. Adjust the Allowance Account: Compare the calculated
allowance with existing balances to determine if an
adjustment is necessary.

7. Record the Unadjusted Trial Balance: Prepare the trial



balance entries with the current balances, noting that at this
stage, no adjustments have been made yet.

8. Make Necessary Adjustments: After reviewing, adjust the
allowance account to match the estimated amount, which will
be reflected in the adjusted trial balance.

Example Illustration

Suppose a company’s unadjusted trial balance shows:

- Accounts Receivable: $500,000
- Existing Allowance for Doubtful Accounts: $20,000

The company estimates that 3% of receivables may be
uncollectible, based on historical data.

Calculation:

- Estimated Allowance = $500,000 × 3% = $15,000

Since the existing allowance is $20,000, the adjustment would
involve reducing the allowance by $5,000.

---

Significance of the Unadjusted Trial Balance in the
Percent of Receivables Method



Facilitates Accurate Bad Debt Estimation

By preparing the unadjusted trial balance, companies can
accurately identify the total receivables and ensure that the
allowance for doubtful accounts reflects realistic expectations
of uncollectible amounts.

Ensures Financial Statement Accuracy

Accurate estimation of bad debts affects the income
statement (bad debt expense) and the balance sheet
(accounts receivable net realizable value). The unadjusted
trial balance provides a clear starting point for these
adjustments.

Supports Audit and Internal Controls

A well-prepared trial balance acts as a checkpoint, enabling
auditors and internal controllers to verify the correctness of
accounts before formal adjustments.

---

Pros and Cons of Using the Percent of Receivables
Method with the Unadjusted Trial Balance



Pros:

- Simplicity: Straightforward calculations based on a
percentage of receivables.
- Relevance: Reflects current receivables and their
collectibility.
- Consistency: Provides a systematic approach to estimating
bad debts.
- Timeliness: Can be performed regularly, aiding in proactive
financial management.

Cons:

- Lack of Precision: Does not analyze individual customer
accounts, potentially missing high-risk accounts.
- Historical Dependence: Relies on past data which may not
predict future defaults accurately.
- Potential for Misestimation: Incorrect percentage selection
can lead to over- or under-provisioning.
- Limited Insights: Does not provide detailed aging analysis,
which may be necessary for more precise estimation.

---

Conclusion

The process of preparing the Unadjusted Trial Balance of a
Company Using the Percent Of Receivables is a fundamental
step in effective receivables management and accurate
financial reporting. It provides the groundwork for estimating
uncollectible accounts, ensuring that the financial statements



mirror the true economic reality of the company’s receivables
portfolio. While the method is straightforward and easy to
implement, it requires careful consideration of historical data
and industry standards for selecting appropriate percentages.
When used judiciously, it significantly enhances the reliability
of financial statements and supports better decision-making.

However, users should remain aware of its limitations,
especially in environments with fluctuating economic
conditions or rapidly changing customer creditworthiness.
Combining the percent of receivables method with other
approaches, such as aging analysis, can offer a more
comprehensive view of doubtful accounts. Overall,
understanding the interplay between the unadjusted trial
balance and the percent of receivables method is essential for
accountants aiming to maintain precise and informative
financial records.

---

In summary, mastering the preparation of the unadjusted trial
balance within the context of the percent of receivables
method is crucial for accurate bad debt estimation, financial
statement integrity, and sound credit management. It
embodies the balance between simplicity and effectiveness,
making it a valuable tool in the accountant’s arsenal.
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