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WhatIstheAccountingEquation?
Theaccountingequationisconsideredtobethefoundationofthe double-
entry accountingsystem.

Thedoubleentrypracticeensuresthattheaccountingequationalwaysremains
balanced,meaningthattheleftsidevalueoftheequationwillalwaysmatchwiththe
rightsidevalue.

Inotherwords,thetotalamountofallassetswillalwaysequalthesum ofliabilities
andowner’sequity.

Theaccountingequationcanbepresentedas:

ASSETS=EQUITIES(TOTALCLAIMS)

OR

ASSETS=LIABILITIES+CAPITAL

Anaccountingequationalwaysholdstruewitheverychangethatoccursdueto
transactionsenteredinto.

Transactionsfrom theaccountingequationviewpointcanbedivided
intotwo,i.e.

1.Transactionsaffectingtwoitems
2.Transactionsaffectingmorethantwoitems



TRANSACTIONSAFFECTINGTWOITEMS:

Asthetitlesuggests,thesearethosetransactionsthataffecttwoitemsofthe
accountingequationorbalancesheet:

a)Increaseinasset,increaseincapital

Examples:

 Introductionofcapitalbyproprietor

 Rentreceived

b)Decreaseincapital,decreaseinasset

Examples:

 Drawingsbyproprietor

 Paymentofsalaries

c)Increaseinasset,increaseinliability

Examples:

 Loantakenfrom bank

 Goodpurchasedoncredit

 Furniturepurchasedoncredit

d)Decreaseinliability,decreaseinasset

Examples:



 Repaymentofloan

 Paymenttoacreditor

 Billspayabledischarged

e)Increaseinoneasset,decreaseinanotherasset

Examples:

 Saleofgoodsoncash

 Saleofgoodsoncredit

 Cashdepositedintobank

f) Decreaseinoneliability,increaseinanotherliability

Examples:

 Acceptanceofbillspayable

TRANSACTIONSAFFECTINGMORETHANTWOITEMS:

Sometransactionsaffectmorethantwoitemsoftheaccountingequationora

balancesheet:

Examples:

 Saleofgoodsataprofit

 Saleoffixedassetataloss

 Discountingofabillofexchangefrom bank



 Paymenttoacreditorinfullsettlement

EFFECTOFADJUSTMNENTTRANSACTIONSONACCOUNTING

EQUATION

1.OUTSTANDINGEXPENSES

MEANING:Thoseexpenseswhichhavebeenincurredbutnotpaidduringthe

currentaccountingyear.

TREATMENTINACCOUNTINGEQUATION:

Assets Capital Liabilities

(-) (+)o/sexpense

2.PREPAIDEXPENSESORUNEXPIREDEXPENSES

MEANING:Thoseexpenseswhichhavebeenpaidinadvancei.e.theyareyet

notduebutpaid.

TREATMENTINACCOUNTINGEQUATION:

Assets Capital Liabilities

(-)cash

(+)prepaidexpense



3.ACCRUEDINCOME

MEANING:Incomewhichhasbeenearnedbutnotreceivedduringthe

currentaccountingperiod.

TREATMENTINACCOUNTINGEQUATION:

Assets Capital Liabilities

(+)accruedincome (+)

4.UNEARNEDINCOMEORINCOMERECEIVEDINADVANCE

MEANING:Incomewhichhasbeenreceivedbutnotearnedduringthe

currentaccountingyear.

TREATMENTINACCOUNTINGEQUATION:

Assets Capital Liabilities

(+)cash (+)unearnedincome

 ThefollowingYouTubelinkswillbehelpfulinrevisingtheconcept

ofaccountingequation:

https://www.youtube.com/watch?v=EsoFijAw4A0

https://www.youtube.com/watch?v=PKYjMAnN5Uc




