Accounting Chapter 10: A Further Look At Financial Statements
Liabilities
· Present obligations resulting from past transactions
· Classified as current and non-current
Liabilities must be settled in the future by transfer of assets or provision of services
Current Liabilities
· Expected to be paid or settled:
· Through payment by cash, through the transfer of goods or services or through the creation of other current liabilities
· Within one year of the date on the statement of financial position
All other liabilities are classified as non-current (or long-term) liabilities
· Types of current liabilities include:
· Bank indebtedness from operating lines of credit
· Accounts payable and accrued liabilities
· Unearned revenue
· Notes and loan payable
· Sales taxes
· Property taxes
· Payroll
· Current maturities of non-current debt
· Provisions and contingent liabilities
Operating Line of Credit
· Pre-arranged agreement between a company and a lender to allow the company to borrow up to an agreed-upon amount:
· To help manage temporary cash shortfalls
· Interest is charged using floating (or variable) interest rate
· Security (collateral) may be required by bank
· When used, results in bank indebtedness
Sales Taxes
· Federal good and service tax (GST)
· Provincial sales tax (PST or QST)
· Combined into one harmonized sales tax (HST) in some provinces
Sales Tax Payable
· May or may not include in sale price
· Must be remitted periodically to respective governments:
· When paid, debit Sales Tax Payable account and credit cash
Property Taxes
· Businesses that own property pay property taxes for each calendar year to municipal or provincial governments
· Property taxes are calculated at a specified rate for very $100 of the assessed value of the property
Property Taxes Payable
· Upon receipt of the property tax bill (assume in march), an expense is recorded for the months that have passed (assume in January and February)
· When paid (assume in May), expense is recorded for additional months that have passed, and prepaid is set up for remaining months
· Prepaid is cleared to expense at the end of the year
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Payroll
· 3 types of liabilities related to employee salaries and wages:
1. Salary or wages owed to employees (known as gross pay)
2. Payroll deductions required to be withheld from employees’ gross pay
· Employees’ gross pay less payroll deductions is known as net pay (or take home pay)
3. Employer payroll obligations
Employee Payroll Deductions
· Mandatory payroll deductions
· Canada pension plan (CPP)
· Employment insurance (EI)
· Federal and provincial income taxes
· Voluntary payroll deductions:
· Benefits such as health and pension
· Union dues
· Charitable donations
Employer Payroll Obligations
· Employer’s share of CPP and EI
· Workers’ compensation
· Employee benefits:
· Compensated absences (vacation, statutory holidays)
· Employer-sponsored health plans and pensions

Short-Term Notes Payable
· A promise to pay a specified amount either at a future date or on demand
· Often used instead of accounts payable
· Provide written documentation, if needed, for legal remedies
· Normally has interest attached (at a fixed annual rate)
· Issued for varying periods of time:
· If due within one year of financial statement date, they are classified as current liabilities
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Current Maturities of Non-Current Debt
· The portion of non-current (long-term) debt that is due within the current year or operating cycle should be classified as a current liability
Non-Current Liabilities
· Obligations to be paid after one year or more
· Includes instalment notes payable, bonds payable, and finance leases
· May be secured or unsecured:
· Secured notes are known as mortgages if the note has property as collateral
Installment Notes Payable
· Normally repayable in series of periodic payments called installments
· Instalment payments usually take one of two forms:
· Fixed principal payments plus interest (fixed or floating interest)
· Blended principal and interest payments
Installment Payment Schedule – Fixed Principal Payments
· Loan is repayable in equal periodic amounts plus interest
· To illustrate, assume that Belanger Ltee borrows $120,000 for 5 years at 4%:
· Terms provide for monthly installment payments of $2,000 ($120,000 / 60 months)
· [bookmark: _GoBack]Monthly interest expense is calculated by multiplying the outstanding principal balance by the interest rate
Installment Payment Schedule – Blended Payments
· Loan is repayable in equal periodic amounts including interest
· To illustrate, assume that instead of fixed principal payments, Belanger Ltee repays its 120,000, 4%, 5-year loan payable in equal monthly installments of $2210
· Monthly interest expense is still calculated by multiplying the outstanding principal balance by the interest rate
Statement Presentation
· Current liabilities
· Reported as the first category of liabilities
· Can be listed separately on statement of financial position or detailed in the notes
· Normally listed in order in which they are due
· Non-current liabilities
· Reported separately in statement of financial position and detail in notes
· Measured and reported at amount due when liability is expected to be paid
Analysis of Debt Obligations
· Liquidity – measures short-term ability to pay maturing obligations and meet unexpected cash needs within the next year:
· Current ratio 
· Inventory turnover ratio
· Receivables turnover ratio
· Solvency – measures ability to meet long-term obligations:
· Debt to total assets
· Times interest earned
Debt to total assets
· Indicates the extent to which a company’s assets are financed by debt
Debt to total assets = total liabilities / total assets
*Lower is Better*
Times Interest Earned
· Provides an indication of a company’s ability to meet interest payments as they come due
Times interest earned = (net income + interest expense +income tax expense) / interest expense
*Higher is better*
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Operating Leases
· Treated as periodic rentals – no assets or liabilities are recorded
· Usually short-term:
· If longer term, considered to be “off-balance-sheet financing”
· Must be disclosed in the notes to the financial statements
