The Balance Sheet

· A balance sheet is a financial statement that shows the company’s assets, liabilities, and equity (net worth) on a given date

· Can be prepared at any point within a fiscal period to illustrate current equity of the business

· Usually prepared at the end of the fiscal period to be compared with previous years

The Fundamental Accounting Equation (FAE)
· All accounting is based upon the FAE

· The balance sheet is set-up using the equation

· Equity is calculated using the equation

· Because it is an equation, both sides must be in balance

ASSETS =  LIABILITIES +  EQUITY
Assets

· Assets are anything the company owns that has a dollar value

· Cash, Accounts Receivable, Supplies, Equipment, Furniture, Automobiles, Building, Land
· Accounts Receivable is money for which a company has billed its customers and is awaiting payment. These amounts can be entered on the balance sheet because the company has earned this money

· On the balance sheet, assets are listed in the order of liquidity
· The order of liquidity is how fast the item can be converted into cash.
Liabilities

· Liabilities are debts owed by an organization or person to another organization or person

· Most common liabilities for a business are Accounts Payable, Bank Loan, Mortgage Payable
· Accounts Payable is the money which the business owes to other businesses/people 
· Liabilities could arise from purchasing items for the business or borrowing money

· Liabilities are listed in the order in which they are due

· Liabilities are often broken down into current and long-term liabilities

· Current are liabilities which are due within a year

· Long-Term are debts that do not have to be paid within a year

Equity

· Equity is the amount of money the owner invested into the business plus any accumulated profits over the duration of the businesses life

· When using the FAE, equity is the amount left over after subtracting the liabilities from the assets

