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ADM 1340- Financial Accounting: Chapter 10- Reporting and Analyzing Liabilities
Current Liability: A debt that will be paid within one year and from existing current assets or through the creation of other current liabilities.
Non-current (Long-term liabilities): Debts that do not meet both of the requirements to be considered a current liability.
Operating Line of Credit
Operating Line of Credit: The company has been pre-authorized by the bank to borrow money, up to a pre-set limit, when it is needed.
Floating (Variable) Interest Rate: An interest rate that changes as market rates change and is usually based on the prime borrowing rate.
Bank Indebtedness: This occurs in the event that the amounts drawn on an operating line of credit result in a negative, or overdrawn, cash balance at year end.  This account is a liability, NOT a contra asset account for cash.
*Review Sales Tax, Property Tax, Payroll, and Short-term Notes Payable examples on pages 523-528*
Statement Presentation and Analysis
Presentation
1- Current liabilities
2- Non-current liabilities
3- Provisions and contingent liabilities
a. Certain liabilities: Liabilities with a known payee, due date, and amount payable.
b. Uncertain liabilities: Known as provisions or contingent liabilities.
c. Provisions: Liabilities of uncertain timing or amount; however, there is no uncertainty about the fact that a charge will result.
d. Contingent liabilities: Existing or possible obligations arising from past events. Ex. consignment.
Analysis
1- Liquidity
a. An operating line of credit increases liquidity.
2- Solvency
a. Debt to Total Assets Ratio-see page 550 of the textbook
b. [bookmark: _GoBack]Times Interest Earned Ratio-see page 551 of the textbook
