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The expanded accounting equation, similar to the basic accounting
equation, illustrates the relationship among the major accounts of an enterprise.
The difference is that, the Equity or Owner’s Equity portion is broken down into
several components: Owner’s Capital, Revenues (or Income), Owner’s Drawings
(or Withdrawals), and Expenses.

Assets = Liabilities + Equity

Assets = Liabilities + (Owner’s Capital + Revenues — Owner’s Drawings — Expenses)

In the above equation, Owner’s Capital refers to the capital or original
investment and any additional investment made by the owner, which increases
Owner’s Equity. Owner’s Drawings of business cash for non-business or personal
use decreases Equity. Revenue or Income increases Owner’s Equity, while
Expenses decrease Owner’s Equity. (These have already been introduced to you in
LA-12.)

Exercise: Use the expanded accounting equation to answer the following
questions. Present your solutions properly and neatly.

1. The liabilities of Ocampo Company are Php800,000. Owner’s capital account
is Php1,400,000; withdrawals amount to Php300,000; income is
Php4,400,000; and expenses are Php3,100,000. What is the amount of
Ocampo Company'’s total assets?

2. The total assets of Tolentino Company are Php570,000. Owner’s capital
account is Php250,000; withdrawals amount to Php70,000; income is
Php520,000; and expenses are Php350,000. How much is the company’s
total liabilities?




