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 In this Learning Activity, we will talk about another type of major account, 
the Liability account. 
 

Liabilities have the following characteristics: 
x These are present obligations resulting from a past transaction or event 

(e.g., getting a loan from the bank to acquire a building). 
x Because these are obligations, they should be settled in the future. 
x These can be settled by paying cash, delivering goods, performing or 

providing services, or in some other form. 
In simple terms, liabilities refer to the debts of the business. 

Examples of Liabilities: 

a. Accounts payable ± This refers to the obligations of an enterprise to its 
suppliers for goods/raw materials purchased or services received on account 
or on credit.  

b. Salaries and wages payable ± This refers to the obligations of an enterprise 
to its employees for salaries not yet paid. 

c. Utilities payable ± This refers to the obligations of an enterprise to utility 
companies for payable Internet, electricity, light and water charges. 

d. Advances from customers ± Also called Unearned revenue, these are 
obligations of an enterprise to its customers in the form of goods or services 
which have been paid in advance.  

e. Loans payable ± These are obligations of an enterprise to lenders or creditors 
such as banks and other financial institutions. 

 
Short Discussions: Answer each item in at most two simple sentences only. 

Why is it important for an enterprise to settle its obligations to its: 

1. suppliers? 
2. customers? 
3. employees? 
4. lenders? 
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