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If money makes the world go round, debt is the oil on its axis. Debt allows companies to buy large assets that would otherwise be inaccessible, and assets allow companies to generate profit through the sale of products and services. But not all debt is equal. Some of it is short-term, some long-term; some of it is simple, some complex. In any case, the
sum of all debt on the companys balance sheet is its total debt. This article defines total debt, shows the formula and related calculation, and provides examples using familiar companies financials such as NetFlix. It also discusses key concepts such as debt vs liabilities, the importance of interest, the time value of money, and financial ratios involving
debt. So youll walk away with a thorough understanding of the concept. Total Debt Formula Total debt is the sum of all balance sheet liabilities that represent principle balances held in exchange for interest paid also known as loans. Total debt does not include short term liabilities such as accounts payable, deferred revenue, or wages payable,
because these items do not involve the exchange of interest for principle. In other words, theyre obligations the company has towards other parties, but are not debt. Netflix 2021 Balance Sheet A companys debt is found on its balance sheet. The balance sheet represents all a companys(1) assets (cash, rights to cash, rights to products or services, or
material goods that can be used to generate cash), all its(2) liabilities (obligation to disburse cash, obligations to provide products or services, or obligations to pay loan principle balances), and all its(3) equity (money owed to investors including retained earnings, paid-in capital, and stocks). Total debt is the sum of liabilities that consist of principle
balances held in exchange for interest paid, aka loans. Unfortunately, these items are not labelled as such on the financial statements. In order to find them, you need to know what youre looking for on the balance sheet. Ill show you how to do this in the example section below using NetFlixs financial statements. First, lets understand what makes
debt different form other liabilities. The point is, debt is a special type of liability for which the time value of money plays a critical role, and as a consequence, interest payments are required on the principal amount.AnalystAnswers.com Debt is a special liability that represents money a creditor provides to a company in exchange for interest. The
money that the bank provides is called principal because its the driving value of the loan that determines its interest obligations. The company must pay the principal amount back to the bank in fixed installments, along with interest payments. But why does a bank require interest payment? After all, when it gets the principal back, the bank has not
lost any money it breaks even. If the bank has no variable costs to cover, then the interest rate should only be large enough to cover fixed costs and other operating expenses. Otherwise, another bank would come along and offer even cheaper interest rates. The reason this does not happen is that there is a value associated with time, and when banks
do not control a sum of cash because they lent it to a company, theyre actually losing money to inflation, and theyre losing the ability to invest it elsewhere. This idea is known as the time value of money. Written simply, the time value of money is a concept that means x money today is worth more than x money tomorrow because it can be invested
today and generate ROI by tomorrow, and because in a healthy economy inflation will decrease its value by tomorrow. This may sound like finance mumbo jumbo, but its not. If you have handled even a small amount of money saved, you can see the effects of the time value of money on your holdings. Banks know this all too well, which is why they
charge interest rates that can sometimes seem aggressive. The point is that debt is a special type of liability for which the time value of money plays a critical role, and as a consequence, interest payments are required on the principal amount held. Other liabilities, such as accounts payable, do not involve interest payments because the time value of
money is not as critical to the counterpartys business as it is to banks. The total debt formula is total debt = short term debt + long term debt = normal schedule loans + revolving credit facilities = national loans + foreign loans. Total Debt Formula To calculate total debt, follow these steps (detailed example on NetFlix is found below): Collect the
companys financial statements. For public companies in the United States, go to sec.gov > company filings (located under the search bar). Search for the companys 10-K or 10-Q, then click the Filing button. Youll find a blue button titled Interactive Data where you can download the financial statements.Examine the notes for these items to determine
which involve interest. Find the notes to financial statements (usually found just below the financial statements in the filing), which provide a written summary of major items. Most notes sections include a dedicated section for debt. This section explains what debt the company currently has, and explains nuances such as foreign holdings, types of
debt, and netting of issuance costs.Cross check these items on the balance sheet and add them up. Its important to ensure you see the connection between the notes section and the balance sheet.Break them down by significant category as outlined in the filing. Consider breaking them down as totals under headings such as foreign debt, short-term
vs long-term debt, revolving facilities vs normal life maturities. Short-term debt represents obligations that are due in less than 1 year, whereas long-term debt is due in more than one year. Current portion of long-term debt represents the portion of a long-term principal amount that is due within one year. Most corporate loans are paid on a monthly
basis, so this value on the balance sheet represents the sum of payments due from January December in one year vs all payments over multiple years. There is an FX impact of debts held in foreign currencies, which means these debts are important to outline separately. Corporate loans typically come in two forms a standard schedule loan and a
revolving credit facility. A standard schedule loan consists of fixed payments that are comprised of evolving amounts of interest and principal, whereas a revolving credit facility consists of a line of credit that can be drawn down and paid back month-over-month. Example Normal Schedule Loan Total debt either feels simple or overwhelming,
depending who you are. Its easy to assume youve grasped the topic but not be able to execute on it, or on the opposite end of the spectrum to feel like its a whole other world of information. The best way to ensure youve got it is to play with examples in Excel. Below you can download a model debt schedule (used for this article, but transferable to
any scenario). Play with it, and build the confidence you need to deal with total debt: Imagine a company has a credit line of $100,000/month with a daily rate of 0.05%. It uses $30,000 on January 1st. On January 2nd, her balance is $30,015 (30,000 + 30,000 * 0.05%). Lets imagine two scenarios: one where it pays by the last day of the month (grace
period) and one where she does not make the payment. Paid by Last Day of Month Not Paid by Last Day of Month As you can see, the credit facility is more dynamic than the normal life loan because amounts can be drawn down at various times, and each amount begins to collect interest on a daily basis. The best way to understand total debt is to
look at an example, so lets use Netflixs financial statements as a reference. We start with the balance sheet to determine possible debt items: Netflix 2021 Balance Sheet As you can see, two lines are important for debt. In principle, I can add these two lines together to see what the total debt of the company is $15,392,895 at 31-Dec-2022. This,
however, is an elementary view of the companys holdings. To calculate total debt, its always better to investigate whats underneath these lines to drive a more sophisticated understanding of the obligations. Lets look at this below. Using NetFlixs 2021 filing with the SEC, lets go step by step to calculate total debt. Collect the companys financial
statements. Navigate to sec.gov > Company Filings (below search bar) > Search NetFlix (NFLX). You should arrive at this page: From there, navigate to [+] 10-K (annual reports) and 10-Q (quarterly reports) > January 27, 2022 10-K: Annual report for year ending December 31, 2021. Click the Filing button. You should be on this page: Click the first
Seq one to open the filing. The use the table of contents to navigate to Financial Statements and Supplementary Data. When you scroll down to page 36 youll see another table of contents with the financials statements and notes. Click on the balance sheet to find the debt items: As we saw above, we see total debt is $15,392,895 at 31-Dec-2022, split
as $699,823 in short-term debt and $14,693,072 in long-term debt. Examine the notes for these debt items. Scroll down until you see a section called NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. Keep scrolling to section 6 Debt. Cross check these items on the balance sheet and add them up. Its important to ensure you see the connection
between the notes section and the official balance sheet. As you can see, the total $15,393 million balance sheet reconciles with the breakdown of notes in the image above once we add back $93 million issuance costs. We can also see that $700 million of this total belongs to short term debt (rounded from $699 million on the balance sheet). Break
them down by significant category as outlined in the filing. We can break down NetFlixs debt into the categories as shown in the table below to ensure were calculating total debt and not other liabilities. NetFlix Total Debt Table Net debt is a simple concept often used in the context of enterprise value that aims to show the total value of obligations a
company has in the case of a liquidity event. The formula for net debt is net debt = total debt cash. By subtracting cash from total debt, we arrive at the theoretical value of obligations that would need to be paid in the event that a company were sold. Outside the context of a sale, net debt provides an indicator of the companys solvency. It shows the
ability of the company to cover long-term debt with cash. The debt-to-equity ratio compares a companys total debt to total shareholder equity. It indicates how much leverage a company uses, and higher leverage indicates more risk to investors for two reasons. First, debt constitutes payments of interest that cannot be used to pay out dividends.
Second, in the case of insolvency, debt is paid out before equity. Total interest on total debt refers to all the interest owed or paid on the principal amount. If you found this article helpful, check out more free content on data, finance, and business analysis at the AnalystAnswers.com homepage. A company's net debt refers to its total debt obligations
after subtracting its cash holdings and liquid assets. This financial indicator provides a more accurate assessment of a company's obligations since it accounts for available liquid assets that could be immediately used to reduce debt. Net debt is a key consideration during corporate acquisitions. In addition, during periods of economic decline,
stakeholders focus on net debt levels to determine how well companies can withstand the financial difficulties ahead. Stakeholders use net debt to get a stronger sense of a firm's financial liabilities.It's found by subtracting cash and cash equivalents from total debt.Analyzing net debt shouldn't be done without a look at the industry the firm is in since
capital-intensive sectors generally sustain higher debt levels than service-oriented businesses.Net debt ratios such as net-debt-to-earnings before interest, taxes, depreciation, and amortization (EBITDA) help inform stakeholders about a firm's debt burden and ability to repay its obligations. A lower net debt is a good indicator of a company's financial
health.Investopedia / Mira Norian For many analysts, net debt shows the true picture of a company's financial obligations by looking at how much debt would remain if it used all its available cash to pay off what it owes. It's like looking at your ability to pay off your credit cards, college loans, and mortgage based on what you have in the bank and
things you can sell quickly. Unlike total debt, which adds up all money owed, net debt provides a more realistic view of a company's financial health by factoring in the cash resources it could immediately use to pay off those obligations. The formula is straightforward:Net Debt = Short-term Debt + Long-term Debt - Cash and Cash Equivalents (CCE)
Breaking this down:Short-term debt includes obligations due within 12 months, such as bank loans coming due, accounts payable, and upcoming lease payments.Long-term debt covers obligations due beyond one year, like bonds, mortgages, and multiyear loans.Cash and cash equivalents are money in the bank and investments that can be quickly
converted to cash (usually within 90 days), such as certificates of deposit, Treasury bills, and commercial paper. Some analysts might include marketable securities like stocks and bonds that can be sold quickly alongside cash when calculating net debt. Others might leave out that and other forms of "restricted cash" from their calculations. When
examining net debt, context matters. A high net debt isn't always badit might indicate a company has invested heavily in growth opportunities. Similarly, a very low or negative net debt (more cash than debt) might seem healthy but could suggest the company isn't investing enough in its future. Net debt per capitais a country-level metric that looks at
a nation's total sovereign debt and divides it by population size. It's used to understand how much debt a country has in proportion to its population, allowing for between-country comparisons. Suppose we're interested in investing in Evergreen Industries, a hypothetical midsized industrial equipment maker with the following financial position: Short-
term debt: $45 millionLong-term debt: $230 millionCCE: $85 millionNet debt = $45 + $230 - $85 = $190 million Now compare Evergreen with two hypothetical industry competitors: BlueRidge Industries Short-term debt: $30 millionLong-term debt: $315 millionCCE: $120 millionNet debt = $225 million Centerpoint Manufacturing Short-term debt:
$60 millionLong-term debt: $190 millionCCE: $75 millionNet debt = $175 million Despite having relatively similar business operations and revenue figures, these three companies have distinctly different debt profiles: Evergreen carries more debt than Centerpoint but less than BlueRidge. However, the net debt calculation reveals that BlueRidge
maintains a substantially larger cash reserve relative to its total debt, compared to Evergreen. If a recession were to occur, BlueRidge might face greater challenges servicing its higher debt load, yet its larger cash cushion provides some buffer against immediate financial distress. Meanwhile, Centerpoint maintains the lowest net debt position,
potentially being more financially flexible but perhaps with fewer growth investments. We might add more depth to our analysis if we consider how Evergreen recently invested heavily in modernizing its production facilities, which goes a long way toward explaining its elevated debt levels. These investments aim to improve operational efficiency and
boost future profitability. Without this context, investors might misinterpret Evergreen's debt position as negative rather than strategic. Amazon.com Inc.'s 2024 consolidated balance sheets from its form 10K, filed in February 2025, enables you to calculate its net debt. Based on Amazon.com Inc.'s (AMZN) 2024 balance sheet (see above), we can
calculate its net debt position. 2024: Total debt = Long-term debt = $52.6 billionCash and cash equivalents = $78.8 billionMarketable securities = $22.4 billion (these can be included as they're typically liquid) Net debt = Total debt - Cash and cash equivalents - Marketable securitiesNet debt = $52.6 billion - $78.8 billion - $22.4 billionNet debt = -
$48.6 billion 2023 (for comparison): Total debt = $58.3 billionCash and cash equivalents = $73.4 billionMarketable securities = $13.4 billion Net debt = $58.3 billion - $73.4 billion - $13.4 billionNet debt = -$28.5 billion The negative net debt in both years indicates that Amazon had significantly more cash and liquid assets than debt. In 2024,
Amazon's net debt position was even more negative than in 2023, showing the company increased its cash cushion relative to its debt. This strong cash position gives Amazon tremendous financial flexibility to invest in new initiatives, weather economic downturns, or make strategic acquisitions without raising additional capital. Financial analysts
typically combine net debt with other data points to judge how efficient and financially stable a firm is:Net-debt-to-EBITDA measures how long it would take a company to pay off its total debt using its present operational income and available cash reserves. Companies with debt ratios below 3.0 are said to be in good shape but anything over 5.0 could
mean they're having to borrow too much. What are acceptable debt levels vary widely among different industries. Capital-heavy sectors such as telecommunications or mining usually have higher ratios than those in the service industries.Net-debt-to-equity tweaks the better-known debt-to-equity ratio by evaluating net debt against shareholders'
equity after subtracting cash reserves. Companies that have higher net debt-to-equity ratios may offer better shareholder returns during expansions by borrowing to attain higher growth, but this comes with obvious risks as the debt piles up.Net-debt-to-free-cash-flow is a practical way to understand how long it would take a company to pay off all its
debt using the cash it generates after covering its operating expenses and investments. Imagine a company with $100 million in net debt that generates $25 million in free cash flow each yearit would take about four years to eliminate that debt if all free cash were dedicated to debt repayment. Traditional interest coverage ratios take EBIT and divide
it by interest expenses. But you can just as easily incorporate net debt positions. The adjustment recognizes that any interest income from cash balances also helps to reduce the interest payments made on debts. Enterprise Value (EV) includes net debt as a primary component: EV = Market Capitalization + Net Debt + Preferred Equity + Minority
Interest. This measure thus combines equity with debt components in company financing, which supports acquisition analysis and cross-organizational comparative valuations. Net debt offers a more detailed view of a company's real liabilities by subtracting available cash from total debt. You can also use it to make better comparisons among similar
firms, even if they have distinct cash management approaches. Net debt is usually combined with other financial metrics and operational indicators for fundamental analysis. Acceptable net debt levels vary across industries and also depend on capital intensity, growth outlook, and the business cycle. How to Calculate Net Debt How to Determine Year
End Balance... Definition of Non-Interest Bearing... How to Post a 401 (k) Journal Expense... How to Accrue Payroll How to Calculate Accounts Payable... How to Calculate Long Term Debt How do I Calculate Uncollectible... How to Calculate Total Debt Ratio What Are Accounts Payable Accruals? What Type of Account Is Gross Payroll? How to
Calculate the Average Number... How to Calculate Operating Liquidity Accounting for Purchase of Business Running a business is challenging. One essential part of succeeding is creating a sound financial strategy. Managing debt is a crucial component of an effective financial strategy.Understanding your businesss total debt is crucial for
maintaining healthy cash flow and making informed decisions. If youre unsure about what is included in total debt or how to calculate it, this confusion can lead to financial missteps and hurt your business.To make it easier for you, in this blog, well break down what total debt is, how to find it, and the formula to calculate it. By the end, youll have a
clear understanding of what total debt is, how to calculate it, and how to manage it effectively. Lets get to it.Table of ContentsIntroductionWhat Is Total Debt?What Is Included in Total Debt?Why Is it Crucial to Understand Your Total DebtHow to Calculate Total Debt: A Practical ExampleHow Streamlining Collections Can Help Reduce Total Debt?How
Can HighRadius Help?FAQs Total debt represents the sum of all financial obligations your business owes to external parties. It encompasses short-term debts, due within a year, and long-term debts, payable after one year. Understanding your total debt is crucial for assessing your businesss financial health.Think of your business like a household.
Just as you might have monthly bills (short-term debts) and a mortgage or car loan (long-term debts), your business has similar financial obligations. Managing both types of debt effectively ensures your business stays financially stable, just like keeping up with household expenses keeps your home running smoothly. Is total debt rising faster than
recoveries?Heres how to build a collections strategy that keeps up. Download The eBook Total debt includes all the financial obligations your business owes to others, both short-term and long-term. In this case, short-term debt are the ones that last for a year where as long-term debts have a payment timeline of more than a year. The sum of both
these debts gives the total debt. Short-Term Debt: These are debts that need to be paid within a year. They include:Bank Overdrafts: Money borrowed from the bank that needs to be repaid quickly.Short-Term Loans: Loans that are due within a year.Accounts Payable: Bills from suppliers that you need to pay soon.Current Portion of Long-Term Debt:
The part of long-term loans that you need to pay off this year.Long-Term Debt: These are debts that are due after a year. They include:Long-Term Loans: Loans that you repay over several years.Bonds Payable: Money borrowed through bonds that will be repaid in the future.Mortgages: Loans taken to buy a property, paid off over several years.By
understanding whats included in total debt, you can better manage your businesss financial obligations and keep your finances in check. Understanding and managing total debt is crucial for every business. Heres why: Knowing your total debt helps you gauge your businesss financial stability. It gives you a clear picture of how much you owe and to
whom, allowing you to make informed decisions about spending, saving, and investing. Total debt impacts your cash flow. By keeping track of your debts, you can plan your payments better, ensuring you have enough cash on hand to meet daily operational needs without getting caught off guard by large, unexpected payments. High levels of debt can
indicate higher financial risk. Understanding your total debt allows you to identify potential financial strains early and take corrective measures to mitigate risks, such as renegotiating payment terms or prioritizing debt repayment. Lenders and investors look at your total debt to assess your creditworthiness. A well-managed debt profile can improve
your chances of securing loans or attracting investment, as it shows that your business is capable of handling its financial obligations responsibly. Knowing your total debt helps in strategic business planning. Whether its planning for expansion, new investments, or debt repayment strategies, a clear understanding of your debt allows you to make
better long-term decisions.By monitoring your total debt, you can maintain a healthy balance sheet, enhance your financial stability, and set your business up for sustained success. Ebooks Explore the 5 pillars of collections and how they define collection success. Optimize collections Improve DSO Increase recovery rateDownload Now Total debt
represents the sum of all financial obligations a company owes, both short-term and long-term. To calculate total debt, you add together the companys short-term debt (due within one year) and long-term debt (due in more than one year). This gives a clear picture of the companys overall debt. For instance, if a company has $50,000 in short-term debt
and $150,000 in long-term debt, the total debt would be $200,000. This calculation helps assess the companys financial health and its ability to meet financial obligations. Lets take an example of a company named ABC Corp. Heres the balance sheet of the company:ABC Corp Balance SheetAmount ($)AssetsCash and Cash Equivalents50,000Accounts
Receivable30,000Inventory20,000Property, Plant, and Equipment200,000Total Assets300,000Liabilities and EquityAmount ($)Short-Term LiabilitiesAccounts Payable25,000Short-Term Loans15,000Current Portion of Long-Term Debt10,000Total Short-Term Liabilities50,000Long-Term LiabilitiesAmount ($)Long-Term Loans100,000Bonds
Payable50,000Mortgages150,000Total Long-Term Liabilities300,000Total Liabilities350,000EquityAmount ($)Owners Equity50,000Retained Earnings100,000Total Equity150,000Total Liabilities and Equity500,000 To calculate the total debt, we need to sum up the short-term liabilities and long-term liabilities.Short-Term Debt:Accounts Payable:
$25,000Short-Term Loans: $15,000Current Portion of Long-Term Debt: $10,000Total Short-Term Debt=$25,000+$15,000+$10,000=$50,000Long-Term Debt:Long-Term Loans: $100,000Bonds Payable: $50,000Mortgages: $150,000Total Long-Term Debt=$100,000+$50,000+$150,000=$300,000Total Debt:Total Short-Term Debt: $50,000Total Long-
Term Debt: $300,000Total Debt=$50,000+$300,000=$350,000 Debt TypeAmount ($)Short-Term Debt50,000Long-Term Debt300,000Total Debt350,000By adding together the short-term and long-term debts from the balance sheet, we find that ABC Corp has a total debt of $350,000. This straightforward calculation helps in understanding the
businesss financial obligations, allowing for better financial planning and management. Ebooks Discover how automating work-list prioritization can lead to faster cash flow and improved operational efficiency. Role of autonomous software Key automation technologies Real customer success stories Download Now Managing total debt is a crucial
aspect of maintaining a healthy financial status for small to mid-sized businesses. One effective way to manage and potentially reduce total debt is by streamlining the collections process. Heres how a more efficient collections system can make a significant impact on reducing total debt. Problem: Late payments can strain your cash flow, making it
harder to meet debt obligations and forcing you to rely on more borrowing.Solution: Streamlining collections ensures that invoices are paid promptly, improving cash flow. This reduces the need for additional short-term loans to cover operational expenses.Example: Automating invoice reminders and follow-ups ensures customers pay on time,
reducing the instances where you need to take out short-term loans to cover gaps in cash flow. Problem: Uncollected invoices eventually turn into bad debt, which can inflate your total debt figures if you need to borrow to cover these losses.Solution: Efficient collections processes, such as regular follow-ups and clear payment terms, reduce the risk of
invoices becoming bad debt. This means fewer write-offs and less need to borrow to cover these losses.Example: Implementing a robust credit control system that flags overdue accounts early allows you to take timely action, reducing the amount of debt that becomes uncollectible. Problem: High levels of outstanding debt often result in higher
interest expenses, increasing your total debt over time.Solution: By improving collections, you can pay down existing debts faster, thereby reducing the amount of interest accrued over time.Example: Faster collections mean you can pay off a $50,000 loan quicker, saving on interest payments and reducing the overall debt burden. Problem: Poor cash
flow due to delayed collections can strain your ability to pay suppliers on time, potentially damaging relationships and leading to less favorable credit terms.Solution: Consistent cash flow from streamlined collections allows you to pay suppliers promptly, maintaining strong relationships and potentially negotiating better credit terms, which can
reduce your overall debt.Example: Consistent payments to suppliers can lead to them offering early payment discounts or extended payment terms, reducing your short-term debt requirements. Problem: High outstanding debt can negatively impact your credit rating, making it more expensive or difficult to borrow when necessary.Solution: Efficient
collections improve your financial metrics, demonstrating strong cash flow management and reducing your overall debt load, thus enhancing your creditworthiness.Example: A business with timely collections can show a lower debt-to-equity ratio on its financial statements, making it more attractive to lenders and investors, potentially securing better
loan terms. HighRadius Debt collections software, a component of the Order To Cash Software, is powered by Al and offers a variety of features designed by experts to optimize your collections processes. Our extensive features include Al Prioritized Worklists, In-App Dialers, Intelligent Email Inboxes, Advanced Dunning, Generative Al via FreedaGPT,
AP Portal Automation, In-App Payments Acceptance, Dispute Management, Proof of Delivery Automation, ERP Connectivity, Collection Agency Cases Integration, Customer Master Hierarchy Extensibility, and Activity Logging and Tracking. These modules streamline collections workflows, automate communication with customers, facilitate dispute
resolution, integrate with ERP systems, and provide insights through data analytics, ultimately enhancing efficiency and effectiveness in your collections management. Accelerate payment recovery from delinquent customers and boost cash flow through automated collection workflows. Request a Demo Al Prioritized Worklist Target the right
customers with the right method, using Al to prioritize high-impact accounts for faster collections. Advanced Dunning Increase customer coverage by 10X with automated collections emails to increase your collectors efficiency. Intelligent Email Inbox Drive a reduction in past dues by letting your collectors send 3 times the number of personalized
emails everyday. Total debt is calculated using the formula:Total Debt = Short-Term Debt + Long-Term DebtTotal debt is the financial obligations that your business owes to others. It is usually categorized into short-term debts and long-term debts. Here, short-term debt is the finances within one year whereas long-term debt includes the financial
obligations that lasts for more than a year. No, total debt includes only short-term and long-term borrowings, while total liabilities encompass all financial obligations, including accounts payable and other non-debt liabilities. The total debt ratio is calculated by dividing total debt by total assets:Total Debt Ratio = Total Debt Total Assets The total debt
to total assets ratio measures the proportion of a companys assets financed by debt. It is calculated as:Total Debt to Total Assets Ratio = Total Debt Total Assets
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