[bookmark: _GoBack]CHAPTER 10 REPORTING AND ANALYZING LIABILITIES


BRIEF EXERCISE 10-1

(a)
	Oct.	1	Cash ($6,000 + $780)		 6,780
				Sales			 6,000
				Sales Tax Payable ($6,000 × 13%)			780
				
(b)
	Oct.	1	Cash ($6,000 + $899)		 6,899
				Sales			 6,000
				Sales Tax Payable [($6,000 × 5%) +
				   ($6,000 × 9.975%)]			899



BRIEF EXERCISE 10-2

(a)
Apr. 30		Property Tax Expense ($36,000 ÷ 12 × 4)		12,000
			Property Tax Payable			12,000

(b)
July 15		Property Tax Payable		12,000
			Property Tax Expense ($36,000 ÷ 12 × 2.5)		7,500
			Prepaid Property Tax ($36,000 ÷ 12 × 5.5)		16,500 
			Cash			36,000

(c)
Dec. 31		Property Tax Expense		16,500
			Prepaid Property Tax			16,500

BRIEF EXERCISE 10-3

(a) 	Aug.	24	Salaries Expense		15,000
				Employee Income Tax Payable			6,258
				CPP Payable			743
				EI Payable			282
				Cash ($15,000 – $6,258 – $743 – $282)			7,717
	
(b) 	Aug.	24	Employee Benefits Expense		1,138
					CPP Payable			743
					EI Payable			395

(c)	      Sept.	3	Employee Income Tax Payable		6,258
			CPP Payable ($743 + $743)		1,486
			EI Payable ($282 + $395)		677
				Cash ($6,258 + $1,486 + $677)			8,421



BRIEF EXERCISE 10-4

(a)	July	1	Cash			60,000
				Bank Loan Payable			60,000

(b)	(1)	Aug.	1	Interest Expense ($60,000 × 5% × 1/12)		 250
				Cash			250
	
	(2)	Aug.	31	Interest Expense		 250
				Interest Payable			250

	(3)	Sept. 1		Interest Payable		 250
					Cash			250

	(4)	Oct.	1	Interest Expense		 250
				Cash			250

(c)	Oct.	1	Bank Loan Payable		60,000
				Cash 			60,000

 
BRIEF EXERCISE 10-10

a.	Non-current liability
b.	Current liability
c.	Current liability
d.	Neither – any unused portion is not a liability and no balance is outstanding but line of credit limits should be disclosed in the notes to the financial statements
e.	Current liability
f.	Neither – obligations are reported in the notes to the financial statements
g.	Non-current liability
h.	Current liability
i.	Neither – current asset
j.	Current liability for the $5,000 due next year. The remaining $70,000 balance is a non-current liability.
k.	Neither – because the outcome has a remote probability, it is neither recorded nor disclosed



BRIEF EXERCISE 10-11

(in $ millions)

(a) 	Current ratio 
	$443
	=
	1.0:1

	$423
	
	


		
	(b)
	Debt to total assets
	=
	$1,014
	=
	64.9%

	
	
	
	$1,563
	
	

	
	
	
	
	
	

	(c)
	Times interest earned 
	=
	$76 + $19 + $28
	=
	6.5
	times




	PROBLEM 10-1A



(a)	Mar.	2	Accounts Payable		10,000
			Notes Payable			10,000

	5	Cash		45,200
			Sales			40,000
			Sales Tax Payable ($40,000 × 13%)			5,200

		Cost of Goods Sold		24,000
			Inventory			24,000

	9	Property Tax Expense ($18,000 × 3/12)		4,500
			Property Tax Payable			4,500
As we are now in the third month, expense 3 months of property taxes.

	12	Unearned Revenue		11,300
			Service Revenue			10,000
			Sales Tax Payable ($11,300 ÷ 1.13 × 13%)			1,300

 13	Sales Tax Payable		5,800
			Cash			5,800
		
	16	CPP Payable ($1,340 + $1,340)		2,680
		EI Payable ($468 + $655)		1,123
		Employee Income Tax Payable		5,515
			Cash			9,318
		
		27	Accounts Payable		30,000
					Cash			30,000


PROBLEM 10-1A (CONTINUED)

(a)  (continued)

	Mar.	30	Salaries Expense		16,000
					CPP Payable				792
					EI Payable				301
					Employee Income Tax Payable				5,870
					Cash				9,037	

		30		Employee Benefits Expense		1,213
					CPP Payable				792
					EI Payable				421

(b)	Mar.	31	Interest Expense		50
	Interest Payable			50
		   ($10,000 × 6% × 1/12)

(c)
					MOLEGA LTD.
Statement of Financial Position (partial)
						March 31, 2018

Current liabilities
Accounts payable ($42,500 – $10,000 – $30,000)		$  2,500
Notes payable		10,000
Unearned revenue ($15,000 – $11,300)		3,700
Employee income tax payable ($5,515 – $5,515 + $5,870)		5,870
Property tax payable		4,500
Sales tax payable ($5,800 + $5,200 + $1,300 - $5,800)		6,500
CPP payable ($2,680 – $2,680 + $792 + $792)		1,584
EI payable ($1,123 – $1,123 + $301 + $421)		722
Interest payable		           50
 Total current liabilities		$35,426
	PROBLEM 10-6A



(a) 	1.	Current liabilities	Property tax payable	$  0
			(paid in May)

2. Current liabilities	Interest payable	7,000
		($200,000 × 7% × 6/12)
		Current portion of note payable	40,000

	Non-current liabilities	Notes payable	160,000
		($200,000 – $40,000)

3. Current liabilities	Accounts payable	120,000

4. Current liabilities	Unearned revenue	10,000
		(earned in January)
	
5. Current liabilities	Sales tax payable	1,040
		($8,000 × 13%)

6. Current liabilities	Salaries payable	2,157
		[($18,000 × 1/5 days) – $175 
		– $68 – $1,200]		
		CPP payable	350
		($175 + employer share $175)
		EI payable	163
		($68 + employer share $95 (1.4 × $68)
		Employee income tax payable	1,200

7.	Contingent liability	Not on statement of financial position	0
	
8.	Current liabilities 	Income tax payable	5,000
		($50,000 – $45,000)
	
9. 	Current liabilities	Debt due within one year	30,000
	Non-current liabilities	Non-current debt	220,000
		($250,000 – $30,000)

	10. Not on the financial statements as not drawn on	

PROBLEM 10-6A (CONTINUED)

(b)	The notes should disclose information on the contingent liability – the lawsuit, including the fact that the likelihood of the loss cannot be determined. 

	Information on the note payable should also be disclosed, including the interest rate and repayment terms and payments required in each of the next five years.
	
	Details of Wendell’s non-current debt should be disclosed, including interest rates, maturity dates, conversion privileges, and any assets pledged as collateral.

	Details of the operating line of credit terms and maximum balance should be disclosed in the notes to the financial statements, even though no funds have yet been drawn.
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	PROBLEM 10-7A


(a) 

	(in millions)
	2015
	2014

	 
	 
	 
	 
	 
	 
	 
	 
	 

	1. Current ratio
	 
	$1,962
	=
	1.7:1
	 
	$1,896
	=
	1.1:1

	
	 
	$1,179
	
	
	 
	$1,725
	
	

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	
	
	
	 
	
	
	 

	2. Receivables 
	$10,658 
	=
	13.4 times
	$9,223 
	=
	12.9 times

	turnover
	$785 + $807
	
	
	$807 + $625
	
	

	 
	2
	
	
	2
	
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	
	
	
	 
	
	
	 

	3. Inventory 
	$7,688 
	=
	7.9 times
	$6,518 
	=
	7.7 times

	turnover
	$1,006 + $933
	
	
	$933 + $770
	
	

	 
	2
	
	
	2
	
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	
	
	
	 
	
	
	 

	4. Debt to 
	 
	$3,172 
	=
	46.6%
	 
	$3,518 
	=
	55.3%

	total assets
	 
	$6,800 
	
	
	 
	$6,357 
	
	

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	
	
	
	 
	
	
	 

	5. Times 
    interest earned
	$613+$237+$73
	=
	12.6 times
	$534+$225+$69
	=
	12.0 times

	
	$73 
	
	
	$69 
	
	

	
	 
	 
	 
	 
	 
	 
	 
	 




PROBLEM 10-7A (CONTINUED)

(b)	Saputo’s current ratio has improved significantly and is more in line with industry averages in 2015. The receivables turnover ratio also improved from 12.9 times in 2014 to 13.4 times in 2015 and now matches the industry average. The inventory turnover improved as well from 7.7 times in 2014 to 7.9 times in 2015. In this respect, Saputo is well ahead of industry averages. This means that Saputo is collecting its receivables and moving its inventory more quickly in 2015 than in 2014. Improvements in the receivable and inventory turnover ratios likely lead to the improvement in the current ratio in 2015 because as the turnovers improved, cash was collected faster and used to pay down current liabilities. It is the reduction in the denominator of this ratio that caused the most significant change in the current ratio increase in 2015. . Overall, Saputo’s 2015 liquidity ratios are quite healthy. 

	During 2015, Saputo’s debt to total assets ratio improved from 55.3% in 2014 to 46.6% in 2015. The company’s times interest earned ratio also improved. In comparison to the industry average, Saputo is carrying less debt compared to total assets (partly due to the lower current liabilities mentioned in the previous paragraph), and its times interest earned ratio is significantly higher. This indicates that the company appears to be earning more than enough net income to make the required debt interest payments or the majority of the debt is non-interest bearing. Therefore, there do not appear to be any significant concerns regarding Saputo’s solvency in 2015.

(c)	Saputo has secured a line of credit that helps it through short-term liquidity problems during its operating cycle. The fact that it has used only 15% of the $1.1 billion line of credit as of the end of 2015 demonstrates that it is not in great need of cash to meet its obligations. Saputo is ready to take advantage of opportunities that may come up in the future that would require significant amounts of cash. As for the rise in the U.S. dollar relative to the Canadian dollar in 2015, this has a detrimental effect on Saputo as the business must purchase U.S. dollars to repay the debt. In addition, balances for any U.S. dollar debt would be reported at higher exchange rates as of the date on the statement of financial position. 

PROBLEM 10-7A (CONTINUED)

(d)	When assessing Saputo’s liquidity and solvency it is necessary to look at operating lease commitments that will require cash payments in the same way as all liabilities in the coming years. The fact that the amounts do not appear as liabilities on the statement of financial position does not erase the commitment to pay the amounts under those contracts in the future. The absence of these commitments on the statement of financial position artificially improves the company’s solvency. Upon further analysis, and with the inclusion of these amounts, one can better assess the company’s liquidity and solvency.

	PROBLEM 10-2B



(a)	Mar.	2	Equipment		 16,000
				Bank Loan Payable			 16,000
		
		31	Notes Payable		 30,000
			Interest Expense ($30,000 × 5% × 6/12)		  750
				Cash			 30,750
	
	Apr.	1	Land			50,000
				Notes Payable			50,000

	May	1	Interest Expense ($50,000 × 4% × 1/12)		167
				Cash			167

		2	Cash			36,000
				Bank Loan Payable			36,000

	June	1	Interest Expense ($50,000 × 4% × 1/12)		167
				Cash			167

		2	Bank Loan Payable		16,000
			Interest Expense ($16,000 × 3% × 3/12)		   120
				Cash			 16,120

		29	Vehicles		10,000
				Cash			1,000
				Bank Loan Payable			9,000

		30	Interest Expense ($167 + $180*)		   347
				Interest Payable			   347
			      ($50,000 × 4% × 1/12 - $167)
	(												*$36,000 × 3% × 2/12 = $180)

PROBLEM 10-2B (CONTINUED)

(b) 


	Interest Expense

	Mar. 1 Bal.	0
	 	

	Mar.31	750
	

	May 1	167
	

	June 1	167
	

	June 2	120
	

	June 30	347
	

	June 30 Bal. 	1,551
	



	Interest Payable

	 
	Mar. 1 Bal.	0

	
	June 30	347

	
	June 30 Bal. 	347




	Notes Payable

	Mar. 31	30,000
	 Mar. 1 Bal.	30,000

	 
	April 1	50,000

	
	June 30 Bal. 	50,000



	Bank Loans Payable

	
	 Mar. 1 Bal.	0

	
	Mar. 2	16,000

	
	May 2	36,000

	 June 2	16,000
	June 29	9,000

	
	June 30 Bal. 	45,000





(c)
SPARKY’S MOUNTAIN BIKES LTD.
Income Statement (partial) 
Year Ended June 30, 2018

	Other revenues and expenses 
		Interest expense		$1,551

(d)	
SPARKY’S MOUNTAIN BIKES LTD.
Statement of Financial Position (partial) 
June 30, 2018

	Current liabilities
		Bank loans payable		$45,000
		Notes payable		50,000
		Interest payable		   347


