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[bookmark: _Toc235448445]1. Purpose & Scope
This Bad Debt and Write-Off Policy establishes the standards, procedures, and controls governing how [Company Name] identifies, reserves for, and writes off uncollectible accounts receivable. The policy ensures compliance with ASC 326 (Current Expected Credit Losses — CECL) and provides a consistent framework for determining when receivables are no longer collectible and should be removed from the balance sheet.
This policy applies to all trade receivables, contract assets, and other amounts owed to [Company Name] by customers and other commercial counterparties.
[bookmark: _Toc235448446]1.1 Objectives
•  Maintain an adequate allowance for expected credit losses per ASC 326 (CECL)
•  Establish clear criteria for when receivables should be written off
•  Ensure proper authorization for all write-off decisions
•  Maximize recovery through disciplined collection efforts before write-off
•  Maintain accurate reporting of bad debt expense and receivable balances
•  Support audit requirements with documented write-off justification


[bookmark: _Toc235448447]2. Definitions
	Term
	Definition

	Bad Debt Expense
	The cost recognized in the income statement for receivables estimated to be uncollectible.

	Allowance for Doubtful Accounts
	A contra-asset account representing the estimated amount of receivables not expected to be collected (also called Allowance for Credit Losses under CECL).

	Write-Off
	The removal of a specific receivable from the books when it is determined to be uncollectible.

	Recovery
	Cash received on a previously written-off receivable.

	CECL
	Current Expected Credit Losses — the ASC 326 model requiring recognition of expected lifetime losses at the time of origination.

	Loss Rate
	The historical percentage of receivables that ultimately become uncollectible, used as a basis for the allowance estimate.

	Specific Reserve
	An additional allowance for a specifically identified customer with known collection risk beyond what the general reserve covers.

	Charge-Off
	The act of reducing the receivable balance and the corresponding allowance when a write-off is approved.

	Collection Agency
	A third-party firm engaged to collect delinquent accounts on [Company Name]'s behalf.

	Statute of Limitations
	The legal time limit within which a creditor may pursue collection through the courts.




[bookmark: _Toc235448448]3. Policy Statements
[bookmark: _Toc235448449]3.1 CECL Allowance Methodology
[Company Name] shall maintain an allowance for expected credit losses calculated using the loss rate methodology. The allowance is estimated by: applying historical loss rates to the current AR aging schedule, adjusting for current economic conditions (unemployment, GDP, industry conditions), incorporating reasonable and supportable forecasts of future economic conditions, and adding specific reserves for individually assessed high-risk accounts.
[bookmark: _Toc235448450]3.2 Historical Loss Rate Calculation
Historical loss rates shall be calculated using at least [3] years of write-off history, segmented by: customer type (enterprise, mid-market, SMB), geography (domestic, international), product or service line, and aging bucket (current, 1-30, 31-60, 61-90, 91-120, 121-180, 180+). Loss rates shall be updated at least annually using the vintage analysis method.
[bookmark: _Toc235448451]3.3 Current Conditions and Forecast Adjustments
The Controller shall assess whether adjustments to historical loss rates are necessary based on: current macroeconomic conditions (compared to the historical period), industry-specific factors, changes in [Company Name]'s customer mix or credit standards, changes in payment terms or collection practices, and reasonable and supportable forecasts (limited to a forecast period after which the model reverts to historical loss rates).
[bookmark: _Toc235448452]3.4 Write-Off Criteria
A receivable shall be written off when all of the following conditions are met:
•  All reasonable collection efforts have been exhausted (per the AR Policy escalation schedule)
•  The probability of recovery is remote
•  The balance has been specifically reserved in the allowance
•  Approval has been obtained per the authority matrix in Section 6
Specific conditions supporting write-off include:
•  Customer bankruptcy with no expected distribution to unsecured creditors
•  Customer ceases operations with no recoverable assets identified
•  Account placed with collection agency for 180+ days with no payment or settlement
•  Legal counsel advises that further collection is not cost-effective
•  Balance is past due beyond [365] days with no customer contact or payment activity
•  Customer disputes the debt and settlement is not achievable
[bookmark: _Toc235448453]3.5 Recovery Procedures
When cash is received on a previously written-off account, the recovery shall be: recorded as a credit to bad debt expense (reversing the original charge) and the AR balance reinstated and then reduced by the payment. Recovery efforts shall continue even after write-off when cost-effective.
[bookmark: _Toc235448454]4. Roles & Responsibilities
	Role
	Responsibilities

	CFO
	Approves write-offs above [threshold]. Reviews the CECL methodology annually. Presents bad debt metrics to the Board.

	Controller
	Owns the CECL allowance calculation. Reviews and approves the quarterly allowance. Approves write-offs within authority.

	Credit Manager
	Recommends specific reserves for high-risk accounts. Recommends write-offs after exhausting collection efforts. Manages collection agency relationships.

	AR Manager
	Monitors aging and collection activity. Prepares write-off documentation. Tracks recovery activity on written-off accounts.

	Collections Team
	Executes the collection escalation schedule. Documents all collection activity. Recommends accounts for agency placement.

	Legal
	Advises on legal collection options. Reviews settlement agreements. Manages accounts referred for litigation.

	External Auditor
	Reviews the CECL methodology and allowance adequacy. Tests write-off authorization and documentation.




[bookmark: _Toc235448455]5. Detailed Procedures
[bookmark: _Toc235448456]5.1 Quarterly Allowance Calculation
1.  AR Manager prepares the AR aging report as of quarter-end
2.  Credit Manager identifies accounts requiring specific reserves (known problem accounts)
3.  Controller applies historical loss rates to each aging bucket
4.  Controller evaluates current conditions and forecast adjustments
5.  Controller calculates total required allowance: general reserve + specific reserves
6.  Controller compares required allowance to existing balance and records the adjustment
7.  Controller documents the CECL memo with methodology, assumptions, and conclusion
8.  External auditor reviews the CECL memo and allowance adequacy quarterly
[bookmark: _Toc235448457]5.2 Write-Off Process
[bookmark: _Toc235448458]5.2.1 Write-Off Request
The AR Manager or Credit Manager shall prepare a write-off request including: customer name and account number, invoice numbers and amounts, total write-off amount, summary of collection efforts (dates of calls, letters, agency placement, legal action), reason for write-off (specific criteria met per Section 3.4), supporting documentation (bankruptcy filing, ceased operations evidence, agency report, legal opinion), and whether the account should remain with the collection agency post-write-off.
[bookmark: _Toc235448459]5.2.2 Write-Off Approval
	Write-Off Amount
	Approver
	Additional Requirements

	< $5,000
	Credit Manager
	Documented collection efforts

	$5,000 – $25,000
	Controller
	Credit Manager recommendation + documentation

	$25,001 – $100,000
	CFO
	Controller recommendation + documentation

	> $100,000
	CFO + Audit Committee notification
	Full write-off package with legal opinion

	Any amount — related party
	CFO + Audit Committee
	Full write-off package


[bookmark: _Toc235448460]5.2.3 Write-Off Recording
Approved write-offs are recorded by debiting the allowance for credit losses and crediting accounts receivable. Write-offs do not affect the income statement if the allowance was adequate. If the write-off exceeds the allowance, additional bad debt expense is recognized.
[bookmark: _Toc235448461]5.3 Collection Agency Management
[bookmark: _Toc235448462]5.3.1 Placement Criteria
Accounts shall be placed with a collection agency when: internal collection efforts have been exhausted per the AR Policy escalation schedule (typically at [90-120] days past due), the account does not warrant direct legal action, and the Credit Manager or Controller has approved the placement.
[bookmark: _Toc235448463]5.3.2 Agency Selection and Monitoring
[Company Name] shall engage collection agencies that: are properly licensed in all applicable jurisdictions, carry adequate errors and omissions insurance, comply with the Fair Debt Collection Practices Act (FDCPA), provide monthly reporting on collection activity and results, and charge fees consistent with market rates (typically [25-35%] of amounts collected).
[bookmark: _Toc235448464]5.3.3 Agency Performance Review
Collection agency performance shall be reviewed quarterly based on: liquidation rate (percentage of placed balances collected), average time to first payment, compliance (no FDCPA complaints or regulatory actions), reporting timeliness and accuracy, and customer complaint rate.
[bookmark: _Toc235448465]5.4 Tax Treatment of Bad Debts
The Tax department shall ensure proper tax treatment of write-offs:
•  For tax purposes, bad debts are deductible when they become worthless (specific charge-off method)
•  Partially worthless debts may be deductible if charged off on the books
•  The timing of the tax deduction may differ from the GAAP write-off
•  Recovery of previously deducted bad debts must be included in taxable income
•  Documentation supporting worthlessness shall be maintained per the Record Retention Policy


[bookmark: _Toc235448466]6. Approval Authorities & Thresholds
See Section 5.2.2 for the write-off approval matrix. Additional authorities:
	Action
	Threshold
	Approver

	CECL methodology change
	All
	Controller + CFO

	Specific reserve establishment
	< $50K
	Credit Manager

	Specific reserve establishment
	> $50K
	Controller

	Collection agency engagement
	All
	Credit Manager + Controller

	Settlement at less than full value
	< $25K
	Controller

	Settlement at less than full value
	> $25K
	CFO

	Legal referral for collection
	All
	Credit Manager + Legal




[bookmark: _Toc235448467]7. Exceptions & Escalation
Write-offs of current (not past-due) receivables require CFO approval with enhanced documentation explaining why a current receivable is uncollectible. Write-offs involving related parties, officer/director accounts, or employee accounts require CFO approval regardless of amount and Audit Committee notification. If the quarterly CECL allowance calculation indicates a material change (>10% of the prior allowance), the Controller shall discuss with the external auditor before recording.


[bookmark: _Toc235448468]8. Compliance Monitoring & Testing
•  Monthly AR aging review with focus on accounts approaching write-off criteria
•  Quarterly CECL allowance calculation and documentation
•  Quarterly write-off register review (all write-offs approved per authority matrix)
•  Quarterly collection agency performance review
•  Annual CECL methodology review (loss rates, adjustment factors, forecast period)
•  Annual comparison of actual write-offs to prior-period allowance estimates (backtesting)
[bookmark: _Toc235448469]8.1 Key Metrics
	Metric
	Target

	Bad debt expense as % of revenue
	< [X%]

	Write-off as % of AR
	< [X%]

	Recovery rate on written-off accounts
	Track trend

	Allowance coverage ratio (allowance / past-due AR)
	[X-Y%] range

	CECL estimate vs. actual loss (backtesting)
	Within [20%]

	Collection agency liquidation rate
	> [X%]




[bookmark: _Toc235448470]9. Related Policies & References
•  Accounts Receivable & Credit Policy
•  Revenue Recognition Policy
•  Financial Close & Reporting Policy
•  Tax Compliance & Planning Policy
•  ASC 326, Financial Instruments — Credit Losses
•  ASC 310, Receivables
•  Fair Debt Collection Practices Act


[bookmark: _Toc235448471]10. Appendices
[bookmark: _Toc235448472]Appendix A — CECL Allowance Calculation Template
	Aging Bucket
	AR Balance
	Historical Loss Rate

	Current
	
	

	1-30 days
	
	

	31-60 days
	
	

	61-90 days
	
	

	91-180 days
	
	

	> 180 days
	
	

	Specific reserves
	
	N/A

	Total
	
	


Note: Full template includes all columns above plus comparative quarter and year-over-year analysis.
[bookmark: _Toc235448473]Appendix B — Write-Off Request Form
	Field
	Description

	Customer name
	Legal entity name

	Account number
	AR account or customer ID

	Total write-off amount
	Sum of all invoices being written off

	Invoice detail
	List of invoice numbers, dates, and amounts

	Collection history
	Summary of all collection actions taken with dates

	Write-off reason
	Specific criteria met per Section 3.4

	Supporting documentation
	Bankruptcy filing, ceased operations evidence, agency report, legal opinion

	Post-write-off collection
	Continue with agency? Yes/No

	Approval
	Per authority matrix
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