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Accounting Equation

* The underlying concept of the Accounting Equation is that the entire value of all
assets should equal the sum of the amounts due to third parties and the amount
of money invested by the owners in their businesses. [i.e. Assets = Liabilities +
Owner's Equity]

* Every company should be familiar with the concept of the Accounting Equation
since it provides a clear picture of a company's financial status.

* It indicates that the company is in an excellent financial condition if the value of
owners' equity exceeds the value of liabilities [Owner's Equity > Liabilities].

— This is because more of the assets are obtained via company money rather %
than through a loan. Wz

-—/

R RN EE R EE R R R R T R I E I

2 3 g g R ®E P 8 3 8 3 P FF A T E E PSS 3 P KT RSN S F RN
L

&

Accounting Equation

* The opposite is true if the value of liabilities exceeds the company's equity value —
[Owner's Equity < Liabilities].

— This indicates that the company is in a terrible financial condition since more
assets are bought through debt rather than capital.

— Companies that are just getting started often find themselves in this scenario
[In other words, there isn't enough money to start a business].

* To better comprehend the concept behind the accounting equation, | want to «:
provide you with the following illustration. W
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- Accounting Equation — lllustration

o A company owns machinery, office equipment, stock, and money in its bank
account. All of these items are worth RM200K when taken together.

o The company obtained an RM120K bank loan to purchase the machinery and office
equipment it needs to run its operations.

o The owners are responsible for supplying the inventory and the funds in the bank
account.

o Liabilities total RM120K, but the value of ownership equity is RM80K [RM200 = &
RM120 + RM80] in this instance.

12/28/21 CCS | Bookkeeping - Everybody Can Do It 5

CCS - Your Trusted Accountants 3



Bookkeeping - Everybody Can Do It 12/28/21

CCS - Your Trusted Accountants




Bookkeeping - Everybody Can Do It

or further consultation, please contact:

Chin Chee Seng
Partner

+6012 365 4331
cschin@ccs-co.com

Wong Woei Teng
Audit Partner

+6017 237 8233
woeiteng@ccs-co.com

Jared Low
Assurance Director
+6018 763 4813
jared@ccs-co.com

CCS & Co

. All rights reserved. Not for further distribution without the permi
esents the views of CCS and does not constitute the provisio
legislation as at the published date. While CCS makes
information provided is complete, accurate, up to date or non-misleadi
fi ng any decision or taking any action, you should consult a pre

The information provided herein s
onal adviser who has been p;

12/28/21

e S . The information contained in

ional advice of any kind. The information contained in the slides is based on our interpretation of
to provide information which ntations or warranties that the
ultation with professional advis

ould not be used substitute for con: 3
s relevant to your parti tuation. No

ovided with all the pertinent f:

responsibility for loss occasioned to any person action or refraining from action as a result from using the information in the slides can be accepted by CCS.

CCS - Your Trusted Accountants




