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Describe the nature, type, and valuation of current liabilities.

Explain the classification issues of short-term debt expected to be refinanced.
Identify types of employee-related liabilities.

Identify the criteria used to account for and disclose gain and loss contingencies.
Explain the accounting for different types of loss contingencies.

Indicate how current liabilities and contingencies are presented and analyzed.
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*7. Compute employee bonuses under differing arrangements.
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Usually short-term bank loans are arranged under an existing line of credit with a
bank or group of banks. These can be noncommitted or committed lines of credit. A
noncommitted line of credit isan informal agreement that permits a company to
borrow up to a prearranged limit without having to follow formal loan procedures
and paperwork. Banks sometimes require the company to maintain a compensating
balance on deposit with the bank, say, 5% of the line of credit.

A committed line of credit is a more formal agreement that usually requires the firm
to pay a commitment fee to the bank. A typical annual commitment fee is1/4% of
the total committed funds. Banks often require smaller firms to keep compensating
balances in the bank.

E13-2 (Accounts and Notes Payable) The following are selected 2007 transactions of Sean Astin
Corporation.
Sept. 1 - Purchased inventory from Encino Company on account for $50,000. Astin records
purchases gross and uses a periodic inventory system.
Oct. 1 - Issued a $50,000, 12-month, 8% note to Encino in payment of account.
Oct. 1 - Borrowed $50,000 from the Shore Bank by signing a 12-month, zero-interest-bearing
$54,000 note.
Sept. 1 - Purchased inventory from Encino Company on account for $50,000. Astin records
purchases gross and uses a periodic inventory system.
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Sept. 1 Purchases 50,000
Accounts payable 50,000

Oct. 1 - Issued a $50,000, 12-month, 8% note to Encino in payment of account.
Oct. 1 Accounts payable 50,000

Notes payable 50,000
Dec. 31 Interest expense 1,000

Interest payable 1,000

($50,000 X 8% X 3/12)
Oct. 1 - Borrowed $50,000 from the Shore Bank by signing a 12-month, zero-interest-bearing

$54,000 note.
Oct. 1 Cash 50,000
Discount on notes payable 4,000
Notes payable 54,000
Dec. 31 Interest expense 1,000
Discount on notes payable 1,000
($4,000 x 3/12)
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3. Secured L oans. Sometimes short-term loans are secured, meaning a
specified asset of the borrower is pledged as collateral or security for the
loan. When accounts receivable serve as collateral, we refer to the
arrangement as pledging accounts receivable. Sometimes, the receivables
actually are sold outright to a finance company as a means of short-term
financing. Thisis called factoring receivables.

4.Commercial Paper. Some large corporations obtain temporary financing by
issuing commercial paper, often purchased by other companies as a
short-term investment.  Interest often is discounted at the issuance of the
note. Usually commercial paper is issued directly to the buyer (lender) and is
backed by a line of credit with abank. This allows the interest rate to be
lower than in abank loan.  Since commercial paper is a form of notes
payable, recording its issuance and payment is exactly the same as our
earlier illustration.

= =Wpf- = [‘J}{fj’?ﬂﬁﬂﬁﬁ {77 Current Maturities of Long -term Debt

1. E,Jfﬁ :

D =g EFPJ?HEIEJff Dy > A E Hﬁ“ﬁ GIRI gl =
Eiff -

(2) (i~ e e R SR

() [WifartE l'ﬁﬁ' Fiac o AR A B =R ERELDY fiff (Dueon
Demand ) jE9[|£3 ffpﬂp@ﬁ o

2. IIERRE E R B9 -

(L) #rfgase (e Fi) HRY

(2) RT3 5 e 7 =0 ik

(3) P IIF AT

5 F1 s 4 22 FI
PRERRE S B2 RMUMEHT




LESERE- & R R A
g s (C) giha

2007/9/20
M IR i F FjEY short-term obligations expected to be refinanced
BE 13-4, Exercises 13-3, 13-4
LF eyl E5
HHPIEIRE S SR = = (= W ESCEPD T T TR R e s
S R T

(1) FI=Mpffhzvis
(2) Mgt

(3) 5880~ S5 ~ 50 b AP REVES U S AR TR
— F (= WEEP)

zﬁmfﬁg P52 ™ IR R B D IIER T E 1 -

(1) 2Rl R ﬁiﬂ[alntendtorefmance iy i g 5 R
(2) - f[JJ ﬂEﬁ HE A F YUY 2 ) demonstrate an ability
3*5 ﬁiﬂlg~ l/ H ﬂ*lgl[_k 4F‘KJ%JT\‘ I —

SPED
(1) rirﬁﬁ&ﬁﬂ FE i 91 Y actually refinancing

FIJT\ SRR }JFJI I?J I &EgEr) §§?F’[ fﬁﬁl{llgﬁl—:@ﬁy 5 Fl fH & FEEL[E
(2) =rEif © R AR A IR R

AF ¥ ANE F2 BT LR R 2+ L PRI RT2EE 1

VREENERFERE T EE

AFGRFEQLZZATHRHELEN P EQPFCFRET 2T ¥ F £
P - E(REE SR

BAfFAfF4P 2 ﬁﬁ\ma P NP2 EFEE S ORTLHFE -

CamARETART &2 Mizat 765 -

| Short-Term Obligations Expected to be Refinanced |

I NO

| Mgmt. Intends of Refinance Classify as
YES == Current

- - Liabilit
| Demonstrates Ability to Refinance o 4

YES

Actual Refinancing after Financing Agreement

balance sheet date but or Noncancellable with Capable
before issue date Lender

Exclude Short-Term Obligations from Current
Liabilities and Reclassify as LT Debt

SRR NS E e NG R e
A. f&jﬁF TET I?I V& %El

B. 27 I/% ﬁiﬂ[ T FE (JRIEFHEN R Py H gﬁ 75

B AR F e S JERES PR R HL F' %Iﬁ[%ﬂfﬁ

5T 6 FIo H 22 FI
PRERRE S B2 RMUMEHT



SERE XA F % TR LT
PR EE (Z) BEita 2007/9/20
BE)
T B~ CF‘VEI’VA*%’E?'%A%I'E‘E HTA R = gl ﬁEI*JFII?J °
(”TJ) Codfr&iz 37— Iﬁ,fnwb 90 ARTEAT R RIURK
iE2 80%  FFH T - g3 E @;r@w&ﬁ&a 438 % $1,700,000 3. 1%
= $900,000 B ¥ # 7| £ # § F 2 & Ff 5 $900,000x80%= 720,000
6. | Ae < f e RS E '/F'Jgﬁi(seep 623IIIustrat|on 13-2)

SfHIHFI ) FIFAAGIERE A (LS R I A R S A
Fi| 9 SRS T AV R [ Ve E'[J#Fllﬁim% il1£%
HREET 2

APPSR e IR I R
SRS RNE R e PUSTERR I L N o S T S T | RR S B v s
(PRI A 3D o (YRR PIE ff
=~ =[] 15%] Dividends Payable
U=y FﬁFEﬁFV VIHERH] > F @V AERUEF TR 1 o A VR
EHIZEL EI
1./ 55 = EF||(cash dividend payable) = S £ 1 ﬁ&%ﬂzﬁp& ’ f}iﬁ@ﬁiﬁ
s o A5 RlE
2. BT 1127 | (preferred dividends in arrears) = A AIZRE ff > (1 i
R ST REEL o
3JERIIEF |(stock dividend) : [NELS Y v [UFSTF  TIIRLE o L S
PEREFINT R E Yy st SRRV R IR AR -
pLEy A5 -
& 7 [EE Customer Advances and Deposits
Lo Pt & R fepaif B & » R 98 Far2 B (7 o ¢~

:,5_2:}%1
2 SRRy PR B L OSSR LA ﬂ?}?ﬁ,}@r -
P -

3E L ;[;4*@@%%;’{%&[]@ » PPt Fﬁ?rip LERAIN E%'j?rﬂ FIRGREE ™ IS -
=~ #¥ 45 (Unearned Revenues or Payment received in advance)
LIS ETRCO RS S AR ~ T IR Fﬁ"’;@'ﬂ qg%ﬁﬁ);ﬁ“éﬁ? fif
SES RS L Fw e ¥ ‘EEF o F R P Y - R
e PRI i -
2 BTN T R R [ 1ok
FLEII

() 54271850 % 7 1000056 Esp F P & » B & B pFens b s

577 F1o H 22 T
IR KRB G B R MMEHT



FUs A B e R ARk

PR (Z) kA 2007/9/20
& 500,000
IR T T ~ 500,000
EEFETSHFIHF > FHBRFLARE S DETES &
TRESERN 100,000
Lo~ 100,000

3. various account titles on p. 625 Illustration 13-3

Account Tikle

Type of

Business Unearnad Revenus Earned Revanue
Airline Lnearnes Passanger Tickst Revanus Passenger Revenues
Magazine publisher Unearned Subscription Aevenue Subscription Revenue
Hotel Uneamed Rental Revenus Rertal Revenus
Auto daalar Unsarned Wamanty Revenue Warranty Revarnus
Ratailars Unsarned Gift Card Reveanue Sales Havenue
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(1) (2)
Cash(A/R) 3,150 3,000
Sales 3,000 2,857
Sales Taxes Payable (%ﬁif@%ﬁ%ﬁ) 150 143

$3,000+-1.05=%$2,857 - $2,857x5%=$143
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& 14,000
At § % 10,000
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Ho Tt Rt ERIDAZ L o 22007 £ 5 = f 307
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12/31/2006 ¥ % % * 9,600
BHE 1 RS H 9,600(480* 20)
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iLLUSTRATION Paid Future Absences

Davidson-Getty Chemicals has 8,000 employees. Each employee earns two weeks
of paid vacation per year. Vacation time not taken in the year earned can be carried
over to subsequent years. During 2006, 2,500 employees took both weeks’
vacation, but at the end of the year, 5,500 employees had vacation time carryovers

as follows:
Vacation Weeks Total
Employees Earned but Not Taken Carryover Weeks
2,500 0 0
2,000 1 2,000
3,500 2 7,000
8,000 9,000 (K)

During 2006, compensation averaged $600 a week per employee.
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When Vacations Were Taken in 2006
Salaries and wages expense (2,500 X 2 wks. x $600) +
(20000 3¢ 1w b 30 R0 = e ey s e ot s e 4,200,000

Cash (or wages payable) ciiiiv oo i v aiienni s 4,200,000
December 31, 2006 (adjusting entry)
Salaries and wages expense (9,000 carryover weeks X $600)....... 5,400,000
Liability—compensated future absences . . ... ............... 5,400,000

Theliability for paid absences usually is accrued at the existing wage rate.
(SFAS43issilent on how theliability should be measured. In practice, most
companies choose the current rate because it avoids estimates and usually
produces alower expense and liability.) Assumeall the carryover vacation time
is taken in 2007 and the actual amount paid to employees is $5,700,000:

When Year 2006 Vacations Are Taken in 2007

Liability—compensated future absences (account balance). .. ... . 5,400,000
Salaries and wages expense (difference) .. ................... 300,000
Cash (or salaries and wages payable) (given) . ............ s 5,700,000
1= HPER
UVEFTAIRL ~ 78 R B AT (s taE s o (A

IR - S J‘J%Jrﬂméﬁﬁ /IJJf o
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2. 8415 lﬁ?ﬁ%ﬁ k== I'F‘Efi%ﬁﬁjﬁ’ﬁ%’ﬁ?fﬂ ’ i“”[“ﬁfﬁ?f;'f ol F’%M%ET
*I/iﬁ%ﬁ o
3.[& GAAP ARk, I/F“Jrﬂ?rﬁ*ﬂﬁ (ARIR AR BEIETH BT A
RUSH [ ALY = BEE - - (F—a‘mﬁo

s F“%ME ~ 7| Profit-Sharing Bonus Payabld BE 13-9
LAY Sy et 8y 22 pLV AR =gl o (PSR R] PRTAHYH] Bonus
Expense, %[ [ 1 JJF il s o (Z51 97 & 1 AR @533 73 [ 96 1 37
BRY BT IR TIEAIIRR R ER D SI0T o SRR ﬂj:\a 07 & % S W
W 97 # RV Y T A
2+JIE D F o VAT AR L - i
ATV R B ED 2 R V5 (% » S VR A

fi
[fl > 7% - BE13-17
(1) A 'J ) a\;ﬂJHfJ (2) ﬁﬁﬁ’J s F)
(3) Al wFIIHT (4) iz 7 F|x

C(f51) B 2% filo3 P A W AT IR £5$100,000 » F AT £ 40% - A F[ RS F{f
20%’ r'ﬁ\ﬂuf TR ITH[IES -
(1) B A7 F (2) B - A=
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(3) AMES %’T?HF] (4) Biz » 7l =
FTHIF R ALY
TEE
(1) #&fiwm 2 & \fﬁr_ﬁ’]i BE A
i 41 : $100,000 " 20% = $ 20,000
#7174 : (100,000-20,000) * 0.4 = $ 32,000
(2)$%ﬁﬁﬁE£”**?lgfﬁ FrE o
B = ($100,000-B) © 20%
1.2B = $20,000 & B = $16,667
“7#7 #& = (100,000-16,667) ~ 40% = 33,333
(3) Refits fejfrk il 2 g3 8
B =($100,000-T) " 20% --(2)
T =($100,000-B) " 40% --(2)
(2)® » (1) € B =($100,000-40,000+0.4B) " 0.2
0.92B = $12,000
B =$13,043
T = ($100,000-13,043) * 0.4 = $34,783
(4) #Aiis % /)é‘“/fﬁ%$ g2 M EE
B =($100,000—B—T) " 20% —(2)
T =($100,000—B) ~ 40% —(2
(2#* »~ (1) e B=%10,714
T=8$35714
A
R 1 f& £ Employees’ Bonus Expense 10,714
10,714

J& i f& £ Profit-Sharing Bonus Payable
R ﬂﬁ”#%ﬁlbﬁﬁiﬁ%ﬁﬂiﬁw
PR 9T ERAATAAT
1.3 fﬁ,_ R ETES ;fmu ¥ F 1 $100,000
29718 f (T) 5 1 20%

3.1 4 747 :$10,000
DR P RARA FERRGESE A BA

4. F 1 =11 (B) :

#ftfé“ﬂ AL L E R PARSFES H 10%5 B 1 ]
— [ ($100,000—B—T) -10,000] x90%x10%:-+-+++-++- (1)
— ($100,000—B) x20%  «--eeeeeee- (2)

:ta%-(2) “oao(1) @
B= [$100,000—B— ($100,000—B) x20%-10,000] x90%x10%

= ($100,000— B —$20,000+0.2B-10,000) x90%x10%
— ($70,000—0.8B) x0.09
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=6,300-0.072B
# 1.072B=$6,300
B=%5,877 «+--eeeeeeee [ADN (2)
T= ($100,000—$5,877) x20%=$18,823
TR 4 7F ¢ http://www.sfb.gov.tw/reference/q& a/6-960507.doc

{f * B{53I1F Contingencies

- \*ﬁiﬁﬂﬁwéﬁﬁi%

SN S a3 1 VHVECESTNN > e SIS R
W@Wﬁi,%ﬁwef?wvq#ﬂﬁﬁﬂpeﬁﬁﬁvﬁiwjﬁiI
%f/’%:{ °

A AR > o U AR N P LT I G TR e
(SEAShm 5 PPEHEf S 3587 9 BR)

P - PG R p g 2 ey (i e s = Ui AR | L VR & Vs
i o PFEHCFIE HE-RAE VBT aa s A T AL AP 2k
eSS Nias QUL EET 72 R o g T E R AaT Fal e S AN R N i T S
B I PR R F I R e L IR
Pl o PNET =R AT i%ﬂéﬁﬁ%ﬁ@l}d? Higre Vgt ok Err
e

Events occurring during subsequent period can be used to clarify the nature of financial
statement elements at thereport date.  For instance, if information becomes
available that sheds light on a claim that existed when thefiscal year ended, that
information should be used in determining the probability of aloss contingency
materializing and in estimating the amount of the loss.

Cause of Loss Contingency Clarification

v
} A

Fiscal Year Ends Financial Statements
The cause of a loss contingency occurs after the end of the year but before the financial
statements are issued. A liability cannot be accrued because it didn’t exist at the
end of the year. However, if the failure to disclose the possible loss would cause the
financial statements to be misleading, the situation should be described in a
disclosure note, including the effect of the possible loss on key accounting numbers
affected.

Cause of Loss Contingency Clarification or  Clarification

| Y Y
} }

Fiscal Year Ends Financial Statements

23 FERMDIRE > T REF - AT ASE - LR - AT R
G 4 R - A e

5715 F1I o H 22 FI
PR RE S B2 RMUMEHT


http://www.sfb.gov.tw/reference/q&a/6-960507.doc

FUs A B e R ARk

P g (Z) i 2007/9/20

i

B LR R (R RS HPERA G L R L
TP e g
(D) ’%Wﬁim“??ﬁ*?WﬂWﬁ°
(2) & s s .FIB[T r[mﬁbmlﬁkaﬁjﬁ L UE il e
F‘ffﬁ"ﬁjﬁ °
() R gD PR G LS JET AR S YR
E&TEHLEJJ:
(4 EYE R I éﬂ[’ﬁ‘/is‘ﬂ{’ﬁi}
(5) [P &34[? AR BRI R Y ﬁ*[ﬁ@ R ) g AR e
#4 F2 A4 (p.632)
Y E[HE (T%ﬂﬂ”ﬁﬁ%ﬁifﬁ) (Aoh e difb st (MREHFIE ) |
’“/\ifl/ﬁr (o froT RN A
1.050F p = (probable) : 5 HIFFE L @ P AL Vs “Iﬁf‘?'* °
Jp 2 (reasonably pOSSIb|e) SRR R AL E g 0 U S e
@J/F' SR
3. ﬁy J/ i (remote) R EIEE ERUAR & SURNiRE SN
C#F 192 AUT  (p. 632)
23 FIF R E A KRR L R ) s a7
R BT EEERT L ARG FIF SR T A RIS R )
¥ g Jﬁhﬁy‘:f‘-rqu;fmﬁ\ ; BB AT g 4 *ﬁ SURCE e b NP -0l fm;%,} 225
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1. ft«L"EJF["F'J‘ZE;Eﬁ
TR RERL AT AR FS T IR R 1 R - (L
2 Jﬁr;aﬁ%pf” B H IV “'f“%‘ °
2F| -
HAS Y £ @%I@[’Tﬁﬁffll?@:ﬂ?gv (EIE E'J?ﬁ]i%ﬁi?éj?iﬂmiﬂgt FIIH L e
HEUNE Sl (1K
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o
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BT | SRR (CRIhET | P  E  ( E ) [C SHCRE [ e
ik ff@TFFﬁi‘fﬁ[% TE R T%BH?HEJ% (E1 e o 8 S SR i i 2 R
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w &4 4F % 2 U2 (see p. 633 lllustration 13-10), Exercises 13-13
(MELEE SRS e
(1) T%I'FL[%E\%%E" A rirj:ahéi S CEY ™))
(Z)ﬁiW%ﬁﬁ‘%QﬁaéVﬁﬁKW%%d’Wm¥ﬁWﬁ@W¥HKW
@Pﬁ#lfﬁi%’ﬁ?t - 5 [#m A
2. ELE AL o (AT %; IFL[E
@;@gﬁgﬁt O %”F’F SRR R N
3 -R s
{21 A A AU ¢rf§%ﬁV§%“L’P*B¢]$§ﬁ” A %ﬁﬁaﬁ? #E
VHVE o
Af Dt F- gt E
@@%ﬁi?ﬁ@’%ﬁé@ﬁﬂwfmﬁw@*W@$%@ﬁéﬁiﬁ
A | i
(1) 777 H&zg’(Z) W“W7BUR” (3)rﬁﬂﬁ¥§%lﬂ&l S

e pRECHIR_JpnE
ST ADE TR I IR T RS e
By P RS A AR A SR e 2 2 121 SN

I~ e~ kg 7 sk BE13-10  BE 13-11)
FYRFIE Cadl g s R At 2% d B4 2 B timeperiod
b.7 f1& % % 24 2 ¥ & | probability
C.& 12 iz 3+ reasonable estimate 4f’ % £ % 2 it

A~ A& & & 14 PRI i%-2% (Product Warranty) Exercises 13-10, 13-11,
PAn g 2 AR iR F T AR TR H R TR A B RGE
*}1 & 5L#3% cash basis
FEA R R PR AR QA
aé‘ % ’b’@\imv I
b.f f £ @iz g 23
2.7+ 5L #3 accrual basis[BE 13-13
(1) WEETYH FHEYE (Expense Warranty Approach)
D2 2002 & 7-12 # 41 & 100 $548 % » 5 21 8 § $5,000 %8 ¥
- E o RIERTEERFF * $200
2002 & F # = A~ $4,000
2003 & F % = 4 $16,000

5T 17 1o H 22 |
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=L
F

Fic~ B¢
P g R (D) Baka

£
v

-8 FRERES

2007/9/20

A L
2002 &

PRI

-2 & LAY

GISIRIS R G

mE

L 21
=

1993 & % 2 % 1$16,000
BRI L B

e

Wi

500,000
500,000

20,000
4,000
BRI EE L B 16,000

16,000

16,000

(2) [WEEYS e (Sales Warranty Approach) : &

“w%

F R R A A

Badd &;78 - 3nvgad 3# %E$200,000 0 ¥ ¢k I & f e £ 3 & iF2E$600
MET B e R RELE N2 AT
& 20,600

4T~ 20,000

AT ILIRIZ T T~ 600
¥ E R4 U3(E MRS #rsl)

AR IRAR T~ 200
PRA® T3 T » 200

d g

REE 9

A

5!]'«]’( PN

¥ i

BB

Mmis A Baed s i v e £ B

N ﬁj%ﬁ[@ﬁﬂ Fé'[ f%]'$20,000 ==

=3 E}JITEU’

S 5 AR

RULZNIIRT$600 - fe R iad = & 1 AaEfSR - :M‘PJ?Z[;I[H'[F%L R s
AL DES
e F‘% E?ﬁ Cash 20,600
Sales 20,000
Unearned Warranty Revenue 600
13 5 [ T | R e
Warranty Expense XXX Estimated Liability XXX
Cash XXX Under Warranty
Cash XXX
Warranty Expense XXX Warranty Expense XXX
Estimated Liability Estimated Liability
Under Warranty XXX Under Warranty XXX
57 18 FroH 22 T
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27 4~6 F  Unearned Warranty Revenue 200
) Warranty Revenue 200

=~ p¥ &2 377 % Premiums and Coupons|BE 13-16  Exercises 13-12, 13-15
1156 jﬁLﬁﬁJ:rFEE F‘ftl SN V‘g)[f/‘ﬁﬁj (74F @ﬁifutr ,érm .
P"W“ -~ e #‘F'JFJ”F“*”"&WW PR
[ i< F1 CRTE NG EE T’F"K’@&iw&ﬁéﬂp@ 1 e
IEA%F{I[J/fIF[

Blde D F 2 P B St & 10 B g 4825 A TV Al - o A5
X A$T5 e 2P B3 60%2 § EVARE W o
2001 # A.PEF 20,000 it 5-@$75

B f 1,500,000
o 1,500,000
B.4' & 300,000 £ 44+ @$80
o 24,000,000
B e~ 24,000,000

C.#% v 60,000 & £ ¥ 3 $150,000
7 4 [(60,000/10)*25] 150,000
B 300,000
5% § [(60,000/10)*75] 450,000
D+ ABAMSE G-

P r‘%%ﬂf # 600,000
oy 600,000
5 e }i?’j 1 B F'

[ (300,000*60%-60,000)/10] x(75-25)=600,000

NBRBAAEFE D NG
128 £1{fi Environmental Liabilities BE 13-12|, Exercise 13-14
(1) Asset retirement obligation (ARO): SFAS No. 143
(8 Required when there is an existing legal obligation associated with the
retirement of a long-lived asset and the amount can be reasonably
estimated.
(2) AnARO should be measured at fair value.
(& The amount the firm would be required to pay in an active market to settle
the ARO.
(b) If no activity market exists, use an estimate.
(c) May be based on present value techniques.
(3) The cost of the ARO is included in the cost of the related long-lived asset.
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(& A liability isrecorded for the same amount.
(b) The cost is expensed through the depreciation expense recognized on the
related long-lived asset.

A sample asset’s carrying cost includes the $1 million original cost plus the capitalized
retirement cost—equal to the initial liability amount—of $162,892.

Assumptions:
1. Original cost—aside from the capitalized retirement cost--$1 million

Company incurs an oblikgation to retire asset upon installation.

Straight-line depreciation over a 10-year useful life.

10% credit-adjusted, risk-free rate at the time of installation.

Three scenarios of estimated market-based cash outflows (in year 10) to settle the
obligation.

o > w D

Estimated cash

Scenario outflow year 10 Probability ~ Weighting
A $ 250,000 25% $ 62,500
B 450,000 45% 202,500
C 525,000 30% 157,500
Estimated cash outflow $ 422500
Present value for year 0 at 10% $ 162,892

Note the timing and classification of the retirement cost liability and asset and their
attendant expenses.

Annual accounting under Statement no. 143
Balance Sheet

Asset Accumyla}ted Net book Liability Net balance
depreciation sheet

install $ 1,162,892 $ - $ 1,162,892 $ 162,892 $ 1,000,000
Year 1 1,162,892 116,289 1,046,603 179,181 867,422
Year 2 1,162,892 232,578 930,314 197,099 733,215
Year 3 1,162,892 348,867 814,025 216,809 597,216
Year 4 1,162,892 465,156 697,736 238,490 459,246
Year 5 1,162,892 581,446 581,446 262,339 319,107
Year 6 1,162,892 697,735 465,157 288,573 176,584
Year 7 1,162,892 814,024 348,868 317,430 31,438
Year 8 1,162,892 930,313 232,579 349,173 (116,594)
Year 9 1,162,892 1,046,602 116,290 384,090 (267,800)
Year 10 1,162,892 1,162,892 0 422,500 (422,500)
Retire (1,162,892) 2,325,784

Year 11

BT 20 F1I o H 22 FI
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Income Statement

Interest expense

Depreciation expense Net Income statement

(accretion)
Yerl  $ 116,289 $ 16,289 $ 132,578
Year 2 116,289 17,918 134,207
Year 3 116,289 19,710 135,999
Year 4 116,289 21,681 137,970
Year 5 116,290 23,849 140,139
Year 6 116,289 26,234 142,523
Year 7 116,289 28,857 145,146
Year 8 116,289 31,743 148,032
Year 9 116,289 34,917 151,206
Year 10 116,290 38,410 154,700
Total $ 1,162,892 $ 259,608 $ 1,422,500

The retirement entry of the long-lived asset would be as follows, assuming the actual
cash flows to settle the retirement obligation match those estimated.

Dr. Accumulated depreciation $1,162,892
Dr. Asset retirement liability 422,500
Cr. Long-lived asset 1,162,892
Cr. Cash (retirement costs incurred) 422,500
2.1 135 (pl
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6. */ EJ:J& TE R (T Qgsﬁ/ﬂ AL */mji IFF[;{-_ZP%EI VIR
= ffEL*JF,J @J/;J?F’?
NS . _ Current  Assets
1. =k Current Ratio =
il Cu ! Current Liabilities

Cash + Market Securities + Net Receivable
Current Liabilities

2. SfEE¥ Quick Ratio =
Acid-test Ratio
Problems P13-2, P13-4, P13-11*, P13-12**, C13-3*
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