
WRITE A SHORT NOTE ON ACCOUNTING EQUATION

The fundamental accounting equation, also called the balance sheet equation, represents the This equation is part of
the transaction analysis model, for which we also write. Owner's equity = Contributed Libby, Libby, and Short. Financial.

Property, plant, and equipment is the title given to long-lived assets the business uses to help generate revenue.
We need to understand the underlying concept and thumb rule of accounting which relates to debit and credit
entries at the root level. Retained earnings equal net income or loss over the life of the business less any
amounts given back to stockholders in the form of dividends. Accounting equation in an Income Statement
Not only does the balance sheet reflect the basic accounting equation as implemented, but also the income
statement. The global adherence to the double-entry book-entry accounting system makes the account keeping
and tallying processes much easier, standardized and fool-proof to a good extent. Total all liabilities, which
should be a separate listing on the balance sheet. If a business buys raw material by paying cash, it will lead to
an increase in the inventory asset while reducing cash capital another asset. Equity also includes retained
earnings. This category is sometimes called fixed assets. Contributed capital accounts record the total amount
invested by stockholders in the corporation. It is based on the idea that each transaction has an equal effect.
Liabilities are the company's existing debts and obligations owed to third parties. Once all of the claims by
outside companies and claims by shareholders are added up, they will always equal the total company assets.
In a sole proprietorship or partnership, owner's equity equals the total net investment in the business plus the
net income or loss generated during the business's life. Inventory is the cost to acquire or manufacture
merchandise for sale to customers. Hence, the account from where the amount is withdrawn gets credited and
there needs to be an account debited for the asset purchased the account which relates to the asset purchased
gets debited. Current assets typically include cash and assets the company reasonably expects to use, sell, or
collect within one year. The accounting equation ensures that all entries in the books and records are vetted,
and a verifiable relationship exists between each liability or expense and its corresponding source, or between
each item of income or asset and its source. All of these claims on the company assets are separated into two
categories: liabilities and equity. The Cost of Property, Plant, Equipment The Accounting Equation The ability
to read financial statements requires an understanding of the items they include and the standard categories
used to classify these items. You might also notice that the accounting equation is in the same order as the
balance sheet. This includes expense reports, cash flow , interest and loan payments, salaries, and company
investments. In a corporation, ownership is represented by shares of stock, so the owners' equity. That is why
the second part of the accounting equation is made up of the claims on company assets. A brief description of
some tangible assets follows. Instead, investors must interpret the numbers and decide for themselves whether
the company has too many or too few liabilities, not enough assets or perhaps too many assets, or is financing
the company properly to ensure long term growth. Net investment equals the sum of all investment in the
business by the owner or owners minus withdrawals made by the owner or owners. The owner's investment is
recorded in the owner's capital account, and any withdrawals are recorded in a separate owner's drawing
account. The bank has a claim to the business building or land that is mortgaged. If it's financed through debt,
it'll show as a liability, and if it's financed through issuing equity shares to investors, it'll show in shareholders'
equity. Cash Flow vs. Examples include amounts owed to suppliers for goods or services received accounts
payable , to employees for work performed wages payable , and to banks for principal and interest on loans
notes payable and interest payable. Dividends affect stockholders' equity in the same way that owner
withdrawals affect owner's equity in sole proprietorships and partnerships. Thus, the accounting equation is an
essential step in determining company profitability. Examples include land, natural resources such as timber or
mineral reserves, buildings, production equipment, vehicles, and office furniture. The Journal entries for the
above transactions are as below: The corresponding entries in a balance sheet as of Jan 15 should be as below:
It is seen that the total credit amount equals the total debt amount. Revenues are inflows of money or other
assets received from customers in exchange for goods or services. This is the amount of money shareholders
have contributed to the company for an ownership stake. The balance sheet is based on the double-entry
accounting system where total assets of a company are equal to the total of liabilities and shareholder equity.
Intangible assets lack physical substance, but they may, nevertheless, provide substantial value to the company
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that owns them. Because there are two or more accounts affected by every transaction carried out by a
company, the accounting system is referred to as double-entry accounting. The accounting equation is a
representation of how these three important components are associated with each other. Long-term
investments include purchases of debt or stock issued by other companies and investments with other
companies in joint ventures. The cash flow statement CFS measures how well a company manages and
generates cash to pay its debt obligations and fund operating expenses. In a partnership, there are separate
capital and drawing accounts for each partner.


