Summary: Accounting Equation of the CPJ

The accounting equation—Assets = Owner’s Equity + Liabilities—is the foundation of accounting. It shows that everything a business owns (assets) is financed either by the owner (owner’s equity) or by creditors (liabilities). This equation keeps the balance sheet in balance and forms the basis of double-entry accounting.

Key points:
· Assets include cash, inventory, equipment, property, and other resources owned or controlled by the business.
· Liabilities are debts or obligations such as loans and accounts payable.
· Owner’s equity represents the owner's investment and retained earnings, after liabilities are deducted from assets.
· The accounting equation ensures the balance sheet remains accurate and is essential for evaluating financial position and performance.

Cash Payments Encountered
These transactions decrease the bank (asset):
· Owner’s drawings for personal use.
· Payment for assets purchased (e.g., vehicles, equipment).
· Payment of expenses (wages, electricity, stationery).
· Bank charges deducted from bank statement.
· Repayment of loans.

To complete the accounting equation, follow the following steps:
Step ①	→ 	Decide if the business receive or pay money
→ 	If the business receive money, BANK will increase. Bank is an asset (A) that increase. 
→ 	If the business pay money, BANK will decrease. Bank is an asset (A) that decrease. 
Step ②	→ 	Ask yourself – what did I receive or pay the money for?
→ 	Your choices for money paid can be:
· Owners’ equity (OE): Drawings makes owners’ equity less
· Assets (A) bought, for example land and buildings, vehicles, equipment, cash float, petty cash. Assets increase.
· Expenses (E) paid, for example salaries and wages, water and electricity, telephone, advertisement etc. Expenses decreases owners’ equity.
Step ③	→ 	Write in the two accounts (for example bank; Capital)
→ 	Show in brackets, next to the account if the account is an asset / Owners’ equity / Income / expense, for example Bank (A), stationery (E)
Step ④	→ 	Complete the influence on the accounting equation




Example 1: 	Owner takes money for own use (Drawings)

· Transaction:
· Owner takes R800 for own use.

Step ①	→ Business paid money, bank decrease. Bank is an asset.
Step ②	→ The owner takes money for own use; thus drawings that decrease Owners’ equity.
Step ③	→ Write in your two accounts, in this case bank and drawings.
Step ④	→ Complete the influence on the accounting equation.

	Two accounts involved
	ASSETS
	OWNERS’ EQUITY
	LIABILITIES

	Bank (A -)
Drawings (OE -)
	- 800
	- 800
	0



Example 2: 	Business buys an asset
(For example, land and buildings, vehicles of equipment)

· Transaction:
· Buys a premises (thus land and buildings) per EFT, R 190 000

Step ①	→ Business paid money paid, thus bank decrease. Bank is an asset.
Step ②	→ Business gets land and buildings in return, thus the assets in the business increase.
Step ③	→ Write in your two accounts, in this case bank and land and buildings.
Step ④	→ Complete the influence on the accounting equation.

	Two accounts involved
	ASSETS
	OWNERS’ EQUITY
	LIABILITIES

	Bank (A -)
Land and buildings (A +)
	+ 190 000
- 190 000
	0
	0



Example 3: 	Business paid for an expense
(Advertisement, telephone, insurance etc.)

· Transaction:
· Paid for an advertisement per EFT, R 900

Step ①	→ Business paid money, thus bank decrease. Bank is an asset.
Step ②	→ Business paid for an advertisement, that is an expense; decrease owners’ equity.
Step ③	→ Write in your two accounts, in this case bank and advertisement.
Step ④	→ Complete the influence on the accounting equation.

	Two accounts involved
	ASSETS
	OWNERS’ EQUITY
	LIABILITIES

	Bank (A -)
Advertisement (*E    OE -)
	- 900 
	- 900
	0


* Expense decrease Owners’ equity 



Example 4: Business buys on credit or borrow money

· Transaction:
· Receive R 60 000 for a loan from the bank.

Step ①		→ 	Business received money, thus the bank increase. Bank is an asset.
Step ②	→ 	Business increases the debt in the form of a loan. Loans are a liability.
Step ③	→ 	Write in your two accounts, in this case bank and loan.
Step ④	→ 	Complete the influence on the accounting equation.

	Two accounts involved
	ASSETS
	OWNERS’ EQUITY
	LIABILITIES

	Bank (A +)
Loan (L +)
	+ 60 000 
	0
	+ 60 000



Example 5: Business paid off the debt

· Transaction:
· Paid R 6 000 off on the loan.

Step ①		→ Business paid money, thus word bank decrease. Bank is an asset.
Step ②	→ Business paid the debt (in the form of a loan). Loans is liabilities that decreases.
Step ③	→ Write in your two accounts, in this case bank and loan.
Step ④	→ Complete the influence on the accounting equation.

	Two accounts involved
	ASSETS
	OWNERS’ EQUITY
	LIABILITIES

	Bank (A -)
Loan (L -)
	- 6 000 
	0
	- 6 000





ACTIVITY 1: Accounting equation.

Use each transaction and identify the two accounts that will be used.
	No
	Transaction
	Two accounts

	a)
	Buy a computer and pay by EFT.
	

	b)
	Pay wages after drawing money from the ATM.
	

	c)
	Buy stationery and pay per EFT.
	

	d)
	Owner withdraw money for personal use.
	

	e)
	Buy a delivery truck and pay per internet payment
	



ACTIVITY 2: Accounting equation.
Read each transaction and identify the two accounts that will be used. Additionally, classify the accounts according to Assets, Liabilities, Owners' Equity, Incomes and expenses. Use the example to guide you.
	No.
	Transaction
	Two accounts
	Classification

	E.g.
	Buy stationery per EFT
	Stationary
Bank
	Expense
Asset

	a)
	The owner buys a new premises for the business, paid by EFT.
	
	

	b)
	Pay interest on loan.
	
	

	c)
	Make an internet payment to pay the salaries.
	
	

	d)
	Buy flowers for the owners wife for her birthday.
	
	

	e)
	Pay per EFT for water and electricity.
	
	

	f)
	Buy pens and other stationery for office use.
	
	

	g)
	Bank charges according to bank statement.
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ACTIVITY 3: Accounting equation.

Use each transaction and identify the two accounts that will be used. Classify the account and show the abbreviation in brackets. Indicate the influence on the arithmetic equation with a + / - or 0. Use the example to guide you.
	No.
	Transaction
	Two accounts
	A
	OE
	L

	E.g.
	Pay wages cash.
	Wages (E, OE-)
Bank (A)
	-
	-
	0

	a)
	Withdraw cash to increase the petty cash.
	
	
	
	

	b)
	The owner pays his daughter's school fees from the business account.
	
	
	
	

	c)
	Buy cleaning material and pay with a debit card.
	
	
	
	

	d)
	Withdraw cash from the ATM to pay the workers for the last week.
	
	
	
	

	e)
	Buy packaging material and pay by EFT.
	
	
	
	

	f)
	Bank charges paid according to the bank statement.
	
	
	
	

	g)
	Pay water and power per EFT to the municipality.
	
	
	
	



ACTIVITY 4: Accounting equation.

Use the information provided and complete the arithmetic equation as the example provided.
	
	No.
	Transaction
	Two accounts
	A
	OE
	L

	E.g.
	Pay wages cash, R8 000.
	Wages (E, OE-)
Bank (A)
	- 8 000
	- 8 000
	0

	a)
	Withdraw cash to increase the change, R900.
	
	
	
	

	b)
	Paid rent to the landlord, R18 000.
	
	
	
	

	c)
	Buy packaging material and pay by Credit card, R6 500.
	
	
	
	

	d)
	Withdraw cash for personal use, R900.
	
	
	
	

	e)
	Buy stationery and pay by EFT, R870.
	
	
	
	

	f)
	Withdraw cash from the ATM for the week's wages, R9 000.
	
	
	
	

	g)
	Pay water and power per EFT to the municipality, R4 500.
	
	
	
	







ACTIVITY 5: Accounting equation.

Identify if the transaction was received or paid.  Decide what source document was used.  Afterwards use the information provided and complete the accounting equation as the example provided.	

	
	Transaction
	Received or paid
	Source document
	Two accounts
	A
	OE 
	L

	Bv
	Pay wages cash, R8 000.
	Paid
	Bank statement
	Wages (E, OE-)
Bank (A-)
	- 8 000
	- 8 000
	0

	a)
	Withdraw cash from the ATM to pay the workers for the week, R17 000.
	
	
	
	
	
	

	b)
	Paid commission of R7 000. This was paid directly into the current bank account.
	
	
	
	
	
	

	c)
	Pay Water and electricity by means of a debit order, R7 500.
	
	
	
	
	
	

	d)
	Withdraw cash one hand over the money to ENGO for a donation, R900.
	
	
	
	
	
	

	e)
	Buy consumables to the value of        R8 700 and pay by Debit card.
	
	
	
	
	
	

	f)
	Buy a new computer and do an EFT after receiving a cash invoice,          R12 000.
	
	
	
	
	
	

	g)
	Bank charges according to the bank statement, R900.
	
	
	
	
	

	

	h)
	Stop order on the bank statement: Insurance R9 000 (R5 000 of which is for the owner's house).
	
	
	

	
	
	

	
	
	
	
	


	
	
	









MARKING GUIDELINES

ACTIVITY 1: Accounting equation.
Use each transaction and identify the two accounts that will be used.
	No
	Transaction
	Two accounts

	a)
	Buy a computer and pay by EFT.
	Equipment
Bank

	b)
	Pay wages after drawing money from the ATM.
	Wages
Bank

	c)
	Buy stationery and pay per EFT.
	Stationery
Bank

	d)
	Owner withdraw money for personal use.
	Drawings
Bank 

	e)
	Buy a delivery truck and pay per internet payment
	Vehicles
Bank 



ACTIVITY 2: Accounting equation.
Read each transaction and identify the two accounts that will be used. Additionally, classify the accounts according to Assets, Liabilities, Owners' Equity, Incomes and expenses. Use the example to guide you.
	No.
	Transaction
	Two accounts
	Classification

	E.g.
	Buy stationery per EFT
	Stationary
Bank
	Expense
Asset

	a)
	The owner buys a new premises for the business, paid by EFT.
	Land and buildings
Bank
	Asset
Asset

	b)
	Pay interest on loan.
	Loan
Bank
	Liability
Asset

	c)
	Make an internet payment to pay the salaries.
	Salaries
Bank
	Expense
Asset

	d)
	Buy flowers for the owners wife for her birthday.
	Drawings
Bank
	Owners equity
Asset

	e)
	Pay per EFT for water and electricity.
	Water and electricity
Bank
	Expense
Asset

	f)
	Buy pens and other stationery for office use.
	Stationery
Bank
	Expense
Asset

	g)
	Bank charges according to bank statement.
	Bank charges
Bank
	Expense
Asset





ACTIVITY 3: Accounting equation.

Use each transaction and identify the two accounts that will be used. Classify the account and show the abbreviation in brackets. Indicate the influence on the arithmetic equation with a + / - or 0. Use the example to guide you.
	No.
	Transaction
	Two accounts
	A
	OE
	L

	E.g.
	Pay wages cash.
	Wages (E, OE-)
Bank (A)
	-
	-
	0

	a)
	Withdraw cash to increase the petty cash.
	Petty cash (A+)
Bank (A-)
	+/-
	0
	0

	b)
	The owner pays his daughter's school fees from the business account.
	Drawings (OE-)
Bank (A-)
	-
	-
	0

	c)
	Buy cleaning material and pay with a debit card.
	Consumables (E, OE-)
Bank (A-)
	-
	-
	0

	d)
	Withdraw cash from the ATM to pay the workers for the last week.
	Wages (E, OE-)
Bank (A-)
	-
	-
	0

	e)
	Buy packaging material and pay by EFT.
	Packing material (E, OE-)
Bank (A-)
	-
	-
	0

	f)
	Bank charges paid according to the bank statement.
	Bank charges (E, OE-)
Bank (A-)
	-
	-
	0

	g)
	Pay water and power per EFT to the municipality.
	Water and electricity (E, OE-)
Bank (A-)
	-
	-
	0





ACTIVITY 4: Accounting equation.

Use the information provided and complete the arithmetic equation as the example provided.
	
	No.
	Transaction
	Two accounts
	A
	OE
	L

	E.g.
	Pay wages cash, R8 000.
	Wages (E, OE-)
Bank (A)
	- 8 000
	- 8 000
	0

	a)
	Withdraw cash to increase the change, R900.
	Cash float (A+)
Bank (A-)
	+900 / 
-900
	0
	0

	b)
	Paid rent to the landlord, R18 000.
	Rent expense (E, OE-)
Bank (A-)
	-18 000
	-18 000
	0

	c)
	Buy packaging material and pay by Credit card, R6 500.
	Packing material (E, OE-)
Bank (A-)
	-6 500
	-6 500
	0

	d)
	Withdraw cash for personal use, R900.
	Drawings (OE-)
Bank (A-)
	-900
	-900
	-

	e)
	Buy stationery and pay by EFT, R870.
	Stationery (E, OE-)
Bank (A-)
	-870
	-870
	0

	f)
	Withdraw cash from the ATM for the week's wages, R9 000.
	Wages (E, OE-)
Bank (A-)
	-9 000
	-9 000
	0

	g)
	Pay water and power per EFT to the municipality, R4 500.
	Water and electricity (E, OE-)
Bank (A-)
	-4 500
	-4 500
	0








ACTIVITY 5: Accounting equation.

Identify if the transaction was received or paid.  Decide what source document was used.  Afterwards use the information provided and complete the accounting equation as the example provided.	

	
	Transaction
	Received or paid
	Source document
	Two accounts
	A
	OE 
	L

	Ex
	Pay wages cash, R8 000.
	Paid
	Bank statement
	Wages (E, OE-)
Bank (A-)
	- 8 000
	- 8 000
	0

	a)
	Withdraw cash from the ATM to pay the workers for the week, R17 000.
	Paid
	Bank statement
	Wages (E, OE-)
Bank (A-)
	-17 000
	-17 000
	0

	b)
	Paid commission of      R7 000. This was paid directly into the current bank account.
	Paid
	Bank statement (EFT)
	Commission paid 
(E, OE-)
Bank (A-)
	-7 000
	-7 000
	0

	c)
	Pay Water and electricity by means of a debit order, R7 500.
	Paid
	Bank statement
	Water and electricity (E, OE-)
Bank (A-)
	-7 500
	-7 500
	0

	d)
	Withdraw cash one hand over the money to ENGO for a donation, R900.
	Paid
	Bank statement
	Donation (E, OE-)
Bank (A-)
	-900
	-900
	0

	e)
	Buy consumables to the value of        R8 700 and pay by Debit card.
	Paid
	Bank statement
	Consumables 
(E, OE-)
Bank (A-)
	-8 700
	-8 700
	0

	f)
	Buy a new computer and do an EFT after receiving a cash invoice,          R12 000.
	Paid
	Bank statement (EFT)
	Equipment (A+); Bank (A-)
	+12 000 
-12 000
	0
	0

	g)
	Bank charges according to the bank statement, R900.
	Paid
	Bank statement
	Bank charges 
(E, OE-)
Bank (A-) 
	-900
	-900

	0

	h)
	Stop order on the bank statement: Insurance R9 000 (R5 000 of which is for the owner's house).
	Paid
	Bank statement
	Insurance (E, OE-)
Bank (A-)
	-4 000
	-4 000
	0

	
	
	
	
	Drawings (OE-)
Bank (A-)
	-5 000
	-5 000
	0





