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Fundamentals of
Accounting Equations & Answers

Accounting is a complex field that requires patience, dedication, critical thinking, and meticulous analysis
to master by heart. To understand the fundamental accounting equation, you must first familiarize yourself
with the basic elements of accounting, basic accounting terminology, and the components of financial
statements.

Types of Financial Statements

BALANCE SHEET - Reports the financial status of a business or company as of a given period of time.

INCOME STATEMENT - Reports the results of operations for a given period of time.
OWNER’S EQUITY STATEMENT - Reports the changes or differences in the owner’s equity or capital

resulting from the investments and withdrawals.

CASH FLOW STATEMENT - Reports the summary of cash receipts and cash disbursements made

during the accounting period.

AGGOUNT TITLES
BALANCE SHEET

Balance Sheet accounts are those classified as
permanent or real accounts and consist of items
that measure a company’s financial position.

e Assets - Refers to the economic resources
owned by the business or company. Assets
may be classified as current and non-
current. Current assets include cash, cash
equivalents, marketable securities, trade and
other receivables, inventories, and prepaid
expenses. Non-current assets include long-
term investments, properties, plants, and
equipments.

Liabilities - Refers to what the business
or company owes. A liability may also be
current or non-current. Current liabilities
include credits, payment obligations (service
bills), loans, unearned revenues, and accrued
liabilities like salaries payable and taxes
payable. Non-current liabilities include
mortgages and bonds.

Owner’s/Stockholder’s Equity or Capital -
Refers to the difference between the assets
and the liabilities which includes owner
interests on the business (income summary),
owner claims on the asset (drawing), and
owner investments (capital).

The balance sheet accounts are what reflects or
represents the basic accounting equation. For a
sole proprietorship, the accounting equation is:

e Assets = Liabilities + Owner’s Equity
For a corporation, the accounting equation is:
e Assets = Liabilities + Stockholder’s Equity

The equation for computing the owner’s or
stockholder’s equity is:

e Assets - Liabilities = Owner’s (or
Stockholders’) Equity

The owner’s or stockholder’s equity represents
the amount of investment of the owner or owners
to the business or company and the net income
of the business or company that was not yet been
distributed to the owners.
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