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Current Liabilities
Accounting 422/522

Theoretically, the liability section of the balance sheet represents the source of financing that has been
used to acquire recorded assets/resources. This source of financing is usually classified into current and
non-current portions. Current liabilities represent amounts that are expected to be paid or services
that must be rendered within the next twelve months. All other liabilities are classified as non-current.

All liabilities, current and non-current, are valued at the present value of future obligations. Current
liabilities can be currently existing, accruals or estimated amounts.

Current liabilities, in total, usually comprise 20% to 30% of the right side of the balance sheet. Almost
all companies report three types of current liabilities: accounts payable (100%), employee-related (90%)
and current portion of long-term debt (85%). Other current liabilities reported by 20% to 25% of
companies6 are deferred revenues, interest, taxes and warranties.

Accounts payable are amounts owed to suppliers. The amount on the balance sheet is the carrying
amount in the accounts (the amount owed the vendor), any possible difference due to present value is
generally considered immaterial. Employee-related liabilities are usually accruals for wages, sick pay,
vacation pay, health-care and post-retirement. The current portion of long-term debt is for long-term
loans and bonds.

Target, Inc., reports a highly summarized section of current liabilities on its balance sheet, but
supplements this with detail reported in one of the notes to the financial statements. Target’s
current liabilities on February2, 2008, are 26.4% of total assets.
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