Line of Credit

Similar to a personal credit card, a line of credit (LOC) is a pre-set credit limit approved by a bank or another financial institution. An organization can draw on a line of credit as needed and repay the loan over time or as defined by the LOC terms. A line of credit, does not appear on the books of the organization until money is borrowed. When money is borrowed, the amount is recorded as a loan in the liability section of the Statement of Financial Position along with the interest owed on the outstanding balance. The interest payable amount is driven by the borrowing rate on the line of credit.
Below are examples of journal entries showing activity associated with a line of credit.
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XYZ Corporation has a $50k line of credit with their bank. During March,
XYZ borrowed $6,500 from the LOC to help cover operating expenses for
the month.

Record cash transfer from line of credit to operating cash account.

Date Account Debit
3/31/2023  Cash s 6500
3/31/2023  Loan Payable - Line of Credit s 6500

Record interest accrued on outstanding balance of line of credit.

Date. Account Debit
4/30/2023  Interest Expense s 3250
4/30/2023  Interest Payable s s

Record payment on balance of line of credit.

Date Account Debil
4/30/2023  Loan Payable - Line of Credit  $ 3,000.00
4/30/2023  Interest Payable $ 3250

4/30/2023 Cash ¢ 3,032.50




