Chapter 10 – Reporting and Analyzing Liabilities

Current Liabilities: debt paid within one year from existing current assets or through creation of other current liabilities
Operating line of credit: credit facility set up at a company’s bank to help the company manage temporary cash shortfalls
Bank indebtedness: occurs when a company uses an operating line of credit, when there is an overdrawn amount, help manage temporary cash shortfalls 
Sales tax: when a company sells good, usually collected from the customer, and periodically sends total sales taxes to the government
Example: if $500 of merchandise is sold and the applicable tax is 13%:
Cash					565
	Sales					500		
	Sales Tax Payable			65

When remitted to the government:
Sales Tax Payable			65
	Cash					65

Property taxes: businesses that own property pay annually
If company’s year end is Dec. 31st, property tax bill of $8,400 on March 1 and pays bill on May 31st, On March 1st the company records:
Mar.1	Property Tax Expense (8,400X 2/12)	1,400
		Property Tax Payable			1,400
Then on May 31st:
May 31st	Property tax payable			1.400
		Property Tax expense (3 months)	2,100	
		Prepaid Property Tax (7)		4900
			Cash					8,400
And on December 31st (adjusting entry)
Dec.31st 	Property Tax expense		4,900
			Prepaid Property Tax		4,900

3 types of liabilities related to employees’ salaries/wages
1) net pay owed to employees
2) Employee payroll deductions: amounts withheld from paychecks that must be remitted to the government
3) Employer payroll obligations: deductions such as CPP and EI, as well as voluntary payroll deductions: compensation plans and health plans. 
Tax liability and payroll are current liability

Note Payable (loan) – promise to repay a specified amount of money
Example: Robin LTD borrows $20,000 and issues a three month 6% note payable 
Cash			20,000
	Notes Payable		20,000

Adjusting journal entry for accrued interest:
Interest expense			200
		Interest Payable			200
(Interest for 2 months)

On maturity date:
Notes Payable			2000
Interest Payable			200
Interest Expense			100
		Cash					20,300
(note plus interest)

Statement Presentation and Analysis
· current liabilities first, followed by non-current liabilities unless companies use a reverse-liquidity order.
· Uncertain liabilities: uncertain about who is owed, when/if, and how much
· Provisions: liabilities of uncertain timing or amount, where there is no uncertainty about the fact that a charge will result. Example: provision for product warranty costs. Estimated based on past experience/future expectations
· Contingent liabilities: existing or possible obligations arising from past events such as an unsettled lawsuit. Must be recorded or disclosed (in notes in financial statements)
Ratios
Liquidity – measure short-term ability to pay maturing obligations and meet cash needs
· current ratio
· inventory turnover ratio
· receivables turnover ratio
Solvency – measure ability to meet long-term obligations:
· debt to total assets = total liabilities/total assets (lower)
· times interest earned = (Profit+ interest expense + Income tax expense)/ 					Interest expense (higher)’

Off-balance sheet financing: refers to a situation where liabilities are not recorded on the statement of financial position. Common type: financing from operation lease transactions.
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