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2.   Financial Test Liabilities 
 
     The financial test used to demonstrate compliance with 
     financial responsibility requirements under §265.143 
     utilizes a ratio of total liabilities to net worth, 
     §265.l43(e)(l)(i)(A). What is to be included in the total 
     liabilities estimate? Would accounts payable be included 
     in the total liability number? 
 
Neither the regulations nor the statute contains any definition of 
total liabilities. According to the Glossary of Terms, in 
"Financial Assurance for Closure and Post-Closure Care: 
Requirements for Owners and Operators of Hazardous Waste Treatment, 
Storage, or Disposal Facilities" (SW-955), total liabilities are 
defined as "total debts owed by a business or individual including 
all liabilities." (p. 13).  
 
     In that same glossary, EPA defines "liabilities" as: 
 
          "...probable future sacrifices of economic 
          benefits arising from present obligations to 
          transfer assets or provide services to other 
          entities in the future as a result of past 
          transactions or events." (p.8) 
 
     The Agency uses the same definition of total liabilities 
     as used in generally accepted accounting practices. 
     Therefore, for further clarification, owners or operators 
     should be directed to Financial Accounting Standards 
     Board Concepts statement No. 3, Elements of Financial 
     Statements of Business Enterprises, which stipulates 
     "three essential conditions that an item must fulfill to 
     qualify as a 'liability'": 
 
     o    It must involve a present duty or 
          responsibility to transfer or use assets at a 
          determinable date: 
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     o    It must be unavoidable; and  
 
     o    The event obligating the transfer or use of 
          assets must have already occurred. 
 
     According to this definition, owners or operators should 
     not exclude the company's day-to-day payables, or any 
     other current liabilities, from their computation of 
     total liabilities. Current liabilities are (1) payable at 
     a certain date (i.e., within one year), (2) are 
     unavoidable, and (3) the obligating event occurred when 
     the Company purchased the inventory, supply or service 
     associated with the current liability. For purposes of 
     the financial test, total liabilities should include any 
     obligation of the company which meets the three essential 
     characteristics listed above. The time period in which 
     the obligation is due, whether short or long-term does 
     not matter. 


