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THE ACCOUNTING EQUATION

ASSETS LIABILITIES OWNER'S 
EQUITY= +

$100 000 $30 000 $70 000

A L OE+=

• Assets are the economic resources required to establish any business.
• Liabilities represent the debts of the business (claims of the creditors)
• Owner's equity is the claim of the owner against the assets
• Liabilities always come before Owner's equity on the right side of the equation; in 

Canadian courts the claims of creditors are considered before those of the owner(s)
• If you know the value of two elements of the equation you can figure out the value of 

the third:
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Cash: currency, cheques, money orders, and bank deposits 

Bank Loan Payable: the claim of a bank against the assets of 
a borrowing business

Accounts Payable: amounts owing to creditors (other than 
banks) for the purchase of goods or services

Mortgage Payable: a long­term debt wherein the collateral 
consist of the property bought

Some Terms to Know
(relating to the Accounting Equation)
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Homework

#1­6 on page 19

#1­6 on page 20
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Homework
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