ENGLISH FOR THE STUDENT OF ACCOUNTING - LESSON (15) - CURRENT LIABILITIES

CURRENT LIABILITIES
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Liabilities are defined as probable future sacrifices of economic benefits arising from present obligations of a particular
entity to transfer assets or provide services to other entities in the future as a result of past transactions or events.
Current (i.e., short-term) liabilities are defined as "obligations whose liquidation is reasonably expected to require the use
of existing resources properly classified as current assets, or the creation of other liabilities". Recall that current assets are
those assets which are expected to be converted into cash or be used in normal operations during the operating cycle of
the business, or one year from the balance date, whichever is longer. The operating cycle is the period of time elapsing
between the acquisition of goods and services involved in the manufacturing process and the final cash realization
resulting from sales and subsequent collections.
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Examples of Liabilities

There are numerous current liabilities, primarily accounts and notes payable, Dividends payable, returnable deposits,
sales taxes payable, property taxes payable, income taxes payable, employee related liabilities, current maturities or
portions of long-term liabilities, and revenues collected in advance are also classified as current liabilities.

Lol ould aigod
> ol canaS, I S 05w csuislyy olpw Sow i lsyy slicwl 9 ol Slpslus . 30)ls 5929 Sl S Slpadny
Ui 9 el Slpaw Sl iz b Sol s WL @ by Slpaday cosiizlsyy Jlsol 5 wldle csaislsyy ol

U9 o S b S)l> S wd Ulgie 4 sl Wl

Current Liabilities Classified

Current liabilities can be divided into two groups. The first groups are those that we know for sure exist at the balance
sheet date and we know the exact amount of each of these liabilities. Notes payable, interest payable, accounts payable,
salaries payable, and unearned revenues are examples of this kind of liabilities.

The second groups of liabilities are those liabilities that may or may not exist and their amounts may or may not be
determined at the balance sheet date. Contingent liabilities and estimated liabilities, such as product warranties and
corporate income taxes payable, are examples of this second type of liabilities.
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Contingent Liabilities

Contingent liabilities are potential obligations that will materialize only if certain events occur in the future. The basis for
recognizing a loss contingency is whether the loss is probable, reasonably possible, or remote. If the liability is probable
and the amount of the liability can be reasonably estimated, it should be recorded in the accounts. If the amount can not
be reasonably estimated, the details of the contingency should be disclosed in the financial statements. In the case that
the liability is possible, it should not be recorded, but disclosed. If a loss contingency is remote, it should not be recorded
but disclosure is permitted.
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Product Warranties

At the time of sale, a company may grant a warranty on a product. Therefore, there is a potential liability for the
company for the period of warranty in that the customers may return the product to the company. A liability to cover the
warranty, which may be current or non-current, should be estimated and recorded during the period of sale.
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Employees’ Related Liabilities

Accounting for the cost of labor begins with the establishment of a payroll system designed to process the basic payroll
information, generate employee paychecks in a timely manner, generate appropriate reports and remittances as required
by various governmental agencies, and safeguard the entity against improper payments.

Most companies provide a variety of benefits to their employees in addition to salary and wages earned. These benefits
are referred to as fringe benefits and may take the form of vacations, employee pension plans, stock options, health
insurance, etc. The estimated cost of these benefits should be recognized as an expense of the period during which the
employee earns the benefits.
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Notes Payable

Notes payable may be issued to creditors in temporary satisfaction of an account payable created earlier, or they may be
issued at the time merchandise or other assets are purchased. Notes may also be issued to borrow money from banks.
Notes may be interest bearing or non-—interest bearing. In the case of a non-interest bearing note, the interest or
discount is deducted from the face of the note and the borrower receives the proceeds. In the other case, the note is
issued at the face value and the interest is paid at the maturity date of the note.
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