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Income statement vs cash-flow

* |S: Shows sales as they

are generated

* Depreciation is shown .

* |Interest on loan is listed

* Beginning and ending
inventories are included
in cost of goods sold
calculations

CF: Show sales when
money is received

Lack of depreciation —
only investment items

Interest and principal
are included

Inventory purchases
recorded when bills are
paid
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Loans in balance sheet. Loans and advances in balance sheet. Loan payable in balance sheet. Loan repayment in balance sheet. Loan to directors in balance sheet. Loans and advances asset in balance sheet. Loan receivable in balance sheet. Loan repayable on demand in balance sheet.

Current Ratio Assets are listed on a company’s balance sheet along with liabilities and equity. Usually the balance sheet will record current assets separately from other long-term assets or fixed assets, if applicable. Likewise, the balance sheet will also draw a distinction between current liabilities, which are short-term debts that must be paid within
a year, and long-term liabilities. The ratio of current assets to current liabilities is called the current ratio and is used to determine a company’s ability to fulfill short-term obligations. To find out a company’s current ratio, just divide its current assets by its current liabilities using the following equation: Current Ratio = Current Assets / Current
Liabilities An important note is that only tangible assets can be counted as current. Intangible assets such as trademarks, copyrights, intellectual property, and goodwill are not able to be converted easily into cash within a year, even if they still provide a company with economic value. What Are Examples of Current Assets? There are five main
categories of current assets. In order of most to least liquid, here is a list of current assets: 1. Cash and Cash Equivalents Cash and cash equivalents are the most liquid of assets, meaning that they can be converted into hard currency most easily. Cash of course requires no conversion and is spendable as is, once withdrawn from the bank or other
place where it is held. Cash equivalents are any type of liquid securities that are not in the form of cash currently, but that will be in the form of cash within a year. US Treasury bills, for example, are a cash equivalent, as are money market funds. 2. Short-Term Investments and Marketable Securities Similar to cash equivalents, these are investments
in securities that will provide a cash return within a single year. These types of securities can be bought and sold in public stock and bonds markets. In the case of bonds, for them to be a current asset they must have a maturity of less than a year; in the case of marketable equity, it is a current asset if it will be sold or traded within a year. Marketable
equity can be either common stock or preferred stock. 3. Prepaid Expenses Prepaid expenses are funds that have been spent preemptively on goods or services to be received in the future. They are not technically liquid because they don’t earn a company money; however, they are listed among a company’s current assets because they free up capital
to be used later. Payments to insurance companies or contractors are common prepaid expenses that count towards current assets. A company can also choose to prepay rent it owes on buildings or real estate; however, only one year’s worth of that prepaid rent counts towards current assets. If a company elects to pay for, say, three years of rent in
advance, then the remaining 24 months of rent are not counted as a current asset. 4. Accounts Receivable Accounts receivable are funds that a company is owed by customers that have received a good or service but not yet paid. As usual, for these funds to be a current asset, they must be expected to be received within a year. Accounts receivable
are usually incurred when buyers pay a company for its products or services with credit. Paying for a purchase with a credit card, for example, adds to the accounts receivable of the company from which the purchase was made. If a business sells something to another business, the transaction also usually takes the form of a line of credit, adding to
accounts receivable. Notes receivable are also considered current assets if their lifespan is less than one year. 5. Inventory Any inventory that is expected to sell within a year of its production is a current asset. Inventory is the least liquid of all current assets because unlike short-term securities, which will always pay within a year, and accounts
receivable, which a customer is obligated to pay, inventory must be actively produced and sold in order to convert into cash. Likewise, not all inventory can reasonably be expected to sell within a single year; heavy machinery, particularly specialized machinery like airplanes or industrial equipment, may sit around in storage for a while before finding
a buyer. Inventory that is purchased by consumers and moves quickly is known as fast moving consumer goods, or FMCG, and is the primary type of inventory that also falls under the category of current assets. Current Assets Formula The equation for current assets is the following: Current Assets = C + CE + [ + AR + MS + PE + OLA Where: C =
Cash CE = Cash Equivalents I = Inventory AR = Accounts Receivable MS = Marketable Securities PE = Prepaid Expenses OLA = Other Liquid Assets Examples of Current Assets Depending on the industry of the company in question, a current asset could be anything from crude oil to foreign currency. For example, an auto manufacturer may count
auto parts as a current asset. On the other hand, a mutual fund may count short term investments or bonds. Current Assets Meaning A current asset is any asset a company owns that will provide value for or within one year. Current assets are often used to pay for day-to-day-expenses and current liabilities (short-term liabilities that must be paid
within one year). Current assets are important to ensure that the company does not run into a liquidity problem in the near future. Current Assets and Current Liabilities Current liabilities are essentially the opposite of current assets; they are anything that reduces a company’s spending power for one year. Examples include short term debts,
dividends, owed income taxes, and accounts payable. Current liabilities are often resolved with current assets. If current liabilities exceed current assets, it could indicate an impending liquidity problem. Current Asset FAQs Much like how a company’s assets are broken down into subcategories, liabilities are segmented as well. Usually, liabilities are
divided into two major categories - current liabilities and long-term liabilities. On a balance sheet, liabilities are typically listed in order of shortest term to longest term, which at a glance, can help you understand what is due and when. Current Liabilities on your Balance Sheet Current Liabilities are items that need to be paid off in less than a years’
time. Some examples of current liabilities include: Loans Short-term loans are factored under a company’s current liabilities. Securing the loans are the company’s existing assets and inventory. Because these loans have a short repayment schedule, the balance of the entire loan is recorded. Even though long-term loans are considered a long-term
liability, sections of these loans do show up under the “current liability” section of the balance sheet. Say for instance, a start-up company has a loan of $200,000 with $25,000 due this year. The portion of the loan due this year ($25,000) shows up in the current liabilities section, while the remainder ($175,000) will be recorded under the long-term
assets category. Accounts Payable Your accounts payable are usually set up on a payment schedule. On average, vendors will give a company thirty days to pay an invoice, unless other arrangements have been made. This thirty day period of credit is in essence a short-term loan, which is why payables are recorded under the current liabilities section
of the balance sheet. The amount of accounts payable recorded on a balance sheet is the amount due to vendors and suppliers as of the date the balance sheet is run. Accrued Liabilities (Expenses) Accrued liabilities (also called accrued expenses) are expenses that have occurred over the course of a set period, but have not been paid or recorded
under accounts payable. Accrued expenses include payroll. Employee wages aren’t paid ahead of time, but are compensation for work already provided. Take for example, a company whose payroll cycle occurs once per month. Charging an employee’s pay in June as an expense for June is inaccurate. You are technically paying for the employee’s work



he or she performed in May. To balance this out, you record the payroll as an accrued expense, as it reflects that it is a payment for May even though the check doesn’t get cut until June. Long-Term Liabilities Long-term liabilities are anything that has a repayment schedule of a time period of more than one year. Items that are considered long-term
liabilities include company bonds, and long-term loans such as mortgages and other bank-loans. Owner’s equity is also included in this category. Company shares and stocks are recorded as long-term liabilities as are retained earnings which are profits that have been reinvested into the business. A liability is something a person or company owes,
usually a sum of money. Liabilities are settled over time through the transfer of economic benefits including money, goods, or services. Recorded on the right side of the balance sheet, liabilities include loans, accounts payable, mortgages, deferred revenues, bonds, warranties, and accrued expenses. Liabilities can be contrasted with assets. Liabilities
refer to things that you owe or have borrowed; assets are things that you own or are owed. A liability (generally speaking) is something that is owed to somebody else.Liability can also mean a legal or regulatory risk or obligation.In accounting, companies book liabilities in opposition to assets.Current liabilities are a company's short-term financial
obligations that are due within one year or a normal operating cycle (e.g. accounts payable).Long-term (non-current) liabilities are obligations listed on the balance sheet not due for more than a year. In general, a liability is an obligation between one party and another not yet completed or paid for. In the world of accounting, a financial liability is also
an obligation but is more defined by previous business transactions, events, sales, exchange of assets or services, or anything that would provide economic benefit at a later date. Current liabilities are usually considered short-term (expected to be concluded in 12 months or less) and non-current liabilities are long-term (12 months or greater).
Liabilities are categorized as current or non-current depending on their temporality. They can include a future service owed to others (short- or long-term borrowing from banks, individuals, or other entities) or a previous transaction that has created an unsettled obligation. The most common liabilities are usually the largest like accounts payable and
bonds payable. Most companies will have these two line items on their balance sheet, as they are part of ongoing current and long-term operations. Liabilities are a vital aspect of a company because they are used to finance operations and pay for large expansions. They can also make transactions between businesses more efficient. For example, in
most cases, if a wine supplier sells a case of wine to a restaurant, it does not demand payment when it delivers the goods. Rather, it invoices the restaurant for the purchase to streamline the drop-off and make paying easier for the restaurant. The outstanding money that the restaurant owes to its wine supplier is considered a liability. In contrast, the
wine supplier considers the money it is owed to be an asset. Liability may also refer to the legal liability of a business or individual. For example, many businesses take out liability insurance in case a customer or employee sues them for negligence. Generally, liability refers to the state of being responsible for something, and this term can refer to any
money or service owed to another party. Tax liability, for example, can refer to the property taxes that a homeowner owes to the municipal government or the income tax he owes to the federal government. When a retailer collects sales tax from a customer, they have a sales tax liability on their books until they remit those funds to the
county/city/state. Liability can also refer to one's potential damages in a civil lawsuit. Businesses sort their liabilities into two categories: current and long-term. Current liabilities are debts payable within one year, while long-term liabilities are debts payable over a longer period. For example, if a business takes out a mortgage payable over a 15-year
period, that is a long-term liability. However, the mortgage payments that are due during the current year are considered the current portion of long-term debt and are recorded in the short-term liabilities section of the balance sheet. Ideally, analysts want to see that a company can pay current liabilities, which are due within a year, with cash. Some
examples of short-term liabilities include payroll expenses and accounts payable, which include money owed to vendors, monthly utilities, and similar expenses. Other examples include: Wages Payable: The total amount of accrued income employees have earned but not yet received. Since most companies pay their employees every two weeks, this
liability changes often. Interest Payable: Companies, just like individuals, often use credit to purchase goods and services to finance over short time periods. This represents the interest on those short-term credit purchases to be paid. Dividends Payable: For companies that have issued stock to investors and pay a dividend, this represents the amount
owed to shareholders after the dividend was declared. This period is around two weeks, so this liability usually pops up four times per year, until the dividend is paid. Unearned Revenues: This is a company's liability to deliver goods and/or services at a future date after being paid in advance. This amount will be reduced in the future with an offsetting
entry once the product or service is delivered. Liabilities of Discontinued Operations: This is a unique liability that most people glance over but should scrutinize more closely. Companies are required to account for the financial impact of an operation, division, or entity that is currently being held for sale or has been recently sold. This also includes
the financial impact of a product line that is or has recently been shut down. Considering the name, it’s quite obvious that any liability that is not near-term falls under non-current liabilities, expected to be paid in 12 months or more. Referring again to the AT&T example, there are more items than your garden variety company that may list one or two
items. Long-term debt, also known as bonds payable, is usually the largest liability and at the top of the list. Companies of all sizes finance part of their ongoing long-term operations by issuing bonds that are essentially loans from each party that purchases the bonds. This line item is in constant flux as bonds are issued, mature, or called back by

the issuer. Analysts want to see that long-term liabilities can be paid with assets derived from future earnings or financing transactions. Bonds and loans are not the only long-term liabilities companies incur. Items like rent, deferred taxes, payroll, and pension obligations can also be listed under long-term liabilities. Other examples include: Warranty
Liability: Some liabilities are not as exact as AP and have to be estimated. It’s the estimated amount of time and money that may be spent repairing products upon the agreement of a warranty. This is a common liability in the automotive industry, as most cars have long-term warranties that can be costly. Contingent Liability Evaluation: A contingent
liability is a liability that may occur depending on the outcome of an uncertain future event. Deferred Credits: This is a broad category that may be recorded as current or non-current depending on the specifics of the transactions. These credits are basically revenue collected before it is recorded as earned on the income statement. It may include
customer advances, deferred revenue, or a transaction where credits are owed but not yet considered revenue. Once the revenue is no longer deferred, this item is reduced by the amount earned and becomes part of the company's revenue stream. Post-Employment Benefits: These are benefits an employee or family members may receive upon his/her
retirement, which are carried as a long-term liability as it accrues. In the AT&T example, this constitutes one-half of the total non-current total second only to long-term debt. With rapidly rising health care and deferred compensation, this liability is not to be overlooked. Unamortized Investment Tax Credits (UITC): This represents the net between an
asset's historical cost and the amount that has already been depreciated. The unamortized portion is a liability, but it is only a rough estimate of the asset’s fair market value. For an analyst, this provides some details of how aggressive or conservative a company is with its depreciation methods. Assets are the things a company owns—or things owed
to the company—and they include tangible items such as buildings, machinery, and equipment as well as intangible items such as accounts receivable, interest owed, patents, or intellectual property. If a business subtracts its liabilities from its assets, the difference is its owner's or stockholders' equity. This relationship can be expressed as follows:
Assets — Liabilities = Owner’s Equity \text{Assets}-\text{Liabilities} =\text{Owner's Equity} Assets—Liabilities=Owner’s Equity However, in most cases, this accounting equation is commonly presented as such: Assets = Liabilities + Equity \text{Assets} = \text{Liabilities} + \text{Equity} Assets=Liabilities+Equity An expense is the cost of
operations that a company incurs to generate revenue. Unlike assets and liabilities, expenses are related to revenue, and both are listed on a company's income statement. In short, expenses are used to calculate net income. The equation to calculate net income is revenues minus expenses. For example, if a company has more expenses than revenues
for the past three years, it may signal weak financial stability because it has been losing money for those years. Expenses and liabilities should not be confused with each other. One is listed on a company's balance sheet, and the other is listed on the company's income statement. Expenses are the costs of a company's operation, while liabilities are
the obligations and debts a company owes. Expenses can be paid immediately with cash, or the payment could be delayed which would create a liability. As a practical example of understanding a firm's liabilities, let's look at a historical example using AT&T's (T) 2020 balance sheet. The current/short-term liabilities are separated from long-term/non-
current liabilities on the balance sheet. AT&T clearly defines its bank debt that is maturing in less than one year under current liabilities. For a company this size, this is often used as operating capital for day-to-day operations rather than funding larger items, which would be better suited using long-term debt. Like most assets, liabilities are carried
at cost, not market value, and under generally accepted accounting principle (GAAP) rules can be listed in order of preference as long as they are categorized. The AT&T example has a relatively high debt level under current liabilities. With smaller companies, other line items like accounts payable (AP) and various future liabilities like payroll, taxes
will be higher current debt obligations. AP typically carries the largest balances, as they encompass the day-to-day operations. AP can include services, raw materials, office supplies, or any other categories of products and services where no promissory note is issued. Since most companies do not pay for goods and services as they are acquired, AP is
equivalent to a stack of bills waiting to be paid. A liability is something that is borrowed from, owed to, or obligated to someone else. It can be real (e.g. a bill that needs to be paid) or potential (e.g. a possible lawsuit).A liability is not necessarily a bad thing. For instance, a company may take out debt (a liability) in order to expand and grow its
business. Or, an individual may take out a mortgage to purchase a home. Companies will segregate their liabilities by their time horizon for when they are due. Current liabilities are due within a year and are often paid for using current assets. Non-current liabilities are due in more than one year and most often include debt repayments and deferred
payments. The accounting equation states that—assets = liabilities + equity. As a result, we can re-arrange the formula to read liabilities = assets - equity. Thus, the value of a firm's total liabilities will equal the difference between the values of total assets and shareholders' equity. If a firm takes on more liabilities without accumulating additional
assets, it must result in a reduction in the value of the firm's equity position. A contingent liability is an obligation that might have to be paid in the future, but there are still unresolved matters that make it only a possibility and not a certainty. Lawsuits and the threat of lawsuits are the most common contingent liabilities, but unused gift cards,
product warranties, and recalls also fit into this category. Like businesses, an individual's or household's net worth is taken by balancing assets against liabilities. For most households, liabilities will include taxes due, bills that must be paid, rent or mortgage payments, loan interest and principal due, and so on. If you are pre-paid for performing work
or a service, the work owed may also be construed as a liability.
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