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Basics of Accounting 35

According to Kinny and Miller, “Liabilities are debts, they are amounts
owed to creditors.”

Thus, the claims of those who are not owners are called liabilities. This can
be expressed as:
Liabilities = Assets — Capital

Classification of Liabilities

i) Current Liabilities/Short-Term Liabilities: Current liabilities refer to
those liabilities which fall due for payment in a relatively short period,
(normally, a period of not more than 12 months from the date of the
balance sheet). For example, bills payable, trade creditors, outstanding
expenses, bank overdraft.

ii) Long-Term Liabilities: Long-term liabilities refer to those liabilities
which do not fall due for payment in a relatively short period (normally a
period of not more than 12 months from the date of balance sheet). For
example, long-term loans, debentures, etc.

3) Capital: Capital is the investment made by the owner for use in the firm. For
the business, capital is a liability towards the owner. It is also known as
Owner’s Equity or Proprietorship or Net Worth. Owner’s equity means
owner’s claim against the assets. This can be expressed as:

Capital = Assets — Liabilities

Classification of Capital

:!'" ;1) Fixed Capital: Permanent of fixed working capital is the minimum
amount which is required to ensure effective utilization of fixed facilities

5 and for maintaining the circulation of current assets. There is always a
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Basics of Accounting 37
!

use certain goods and services to produce articles, sold by it. Payment for these

and services is called ‘expense’. Cost of raw material for the manufacture
of goods or the cost of goods purchased for sale, expenses incurred in
manufacturing or acquiring goods, such as wages, carriage, freight and amount
spent for selling and distributing goods such as salaries, rent, advertising and
insurance etc. are known as ‘expense’ in accounting terminology.

According to Finney and Miller, “Expense is the cost of use of things or
services for the purpose of generating revenue. Expenses are voluntarily

incurred to generate income”.
9) Expenditure: Payment of cash or cash-equivalent for goods or services, or a

charge against available funds in settlement of an obligation as evidenced by
an invoice, receipt, voucher, or other such document. Sec also revenue

expenditure, capital expenditure.

Classification of Expenditure
i) Capital Expenditure: Capital expenditure is the expenditure which is

incurred for the following purposes:
a) Acquiring or bringing into existence an asset or advantage of an

enduring benefits,
b) Extending or improving a fixed asset,
¢) Substantial replacement of an existing fixed asset.

 Capital expenditure is incurred to bring improvements in the following
) Productivity,

Eaming capacity.
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Basics of Accounting 39
i) Cash Transaction: Cash transaction is the one where cash receipt or
payment is involved in the transaction. For example, when Ram buys
goods from Karan and paying the price of goods by cash immediately, it

is a cash transaction.

i) Credit Transaction: Credit transaction is the one where cash is not
g involved immediately but will be paid or received later. In the above
~ example, if Ram, does not pay cash immediately but promises to pay
' later, it is credit transaction.

kS

shers: Accounting transaction must be supported by documents. These

atary proofs in support of the transactions are termed as vouchers. It
receipt, cash memo, invoice, wages bill, salaries bill, deeds or any
 an evidence of transaction having taken place.

oice is a business document which is prepared when one sell
er. The statement is prepared by the seller of goods. It contains
1 relating to name and address of the seller and the buyer, the
d the clear description of goods with quantity and price.

t is an acknowledgement for cash received. It is issued to the
h. Receipts form the basis for entries in cash book.

vary of relevant business transactions at one

set, expense or revenue named in the heading.

financial transactions of a particular person or
od debit side and ereditside.
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