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Assets = Liabilities + Owners Equity

A = L + OE or A = L + SHE

Balance Sheet
ACCT 422/522

The balance sheet is the oldest of the set of required statements. In its most elemental form, the
balance sheet includes assets, liabilities and owners (stockholders) equity. In the United States, the
most popular organization of the Balance Sheet is asset equal liabilities plus owners equity. Assets are
the resources possessed by the business, and are used to conduct business operations. Liabilities and
stockholders equity are the sources of capital needed to fund the acquisition of these resources.

The balance sheet lists the financial (dollar) amount of assets possessed by the company on a
specific date. In a set of financial statements, the balance sheet lists the assets available on the last day
of the accounting period. The other statements–income statement, cash flows, changes in stockholders
equity–are comprised of data for the entire accounting period.

GAAP require that a comparative balance sheet for the immediate prior year be presented
side-by-side with that of the current year. Tradition calls for the balance sheet for the current year be
presented first, with that of the preceding year being presented to its right.

Quick Facts
Form (US): Assets = Liabilities + Owners Equity or A = L + OE
Form (UK): Assets  Liabilities = Owners Equity or A  L = OE
Purpose: To show the resources available for business use (assets)

To show the source of financing used for purchase of resources
Building blocks: Assets, Liabilities, Equities
Definition: Assets – resources available for business use. The three

essential characteristics for recording an asset on a balance
sheet are (1) expected future benefit, (2) control, (3) results
from exchange transaction. Ownership is not required.

Definition: Liabilities – lender and creditor financing provided to acquire resources. Liabilities
usually arise from credit transactions and loans. Liabilities are an obligation to
provide a specific good or service or make a payment in the future

Definition: Equities – owner financing provided to acquire resources. The two common forms
of equity are contributed capital (common stock) and retained earnings.

Importance Second to the Income Statement. Knowledge of resources is essential for predicting
what can be done with those resources in the future. Also important for showing
financial obligations of company, which analysts use for assessing risk. The key
words are liquidity and leverage.
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Sections: Assets: Current Assets, Long Term Investments, Property Plant Equipment,
Intangibles
Liabilities & Equities: Current Liabilities, Long Term Liabilities, Contributed
Capital, Retained Earnings, Accumulated Items of Other Comprehensive Income,
Treasury Stock

There is a lot of variation in just which items are presented on a company’s balance sheet, because
industry characteristics can dictate the composition of a company’s resources and sources of financing,
and each company is unique. A general example is presented following this paragraph.

XYZ Company
Balance Sheet

for year ending 12/31/2003

Assets Liabilities
Current Assets Current

Cash & equivalents Accounts & other payables
Trading securities Services or products owed
Receivables (net of allowances) Long term
Inventories Loans
Prepaid and other Bonds

Long Term Investments Preferred stock
Funds & fixed term investments Stockholders Equity
Equity investments of less than 50% Contributed Capital

Property, Plant, Equipment Common stock
Land Additional paid-in capital
Buildings (net of depreciation) Retained Earnings
Equipment (net of depreciation) Accumulated Items of Other Comprehensive Income

Intangibles & Other Treasury Stock

Of course, more assets exist than shown above. The Google balance sheet for 2005 (as well as
comparative statements) is presented on the next page. Notice that a great deal of summarization and
grouping has taken, because this ten billion dollar company reports only eleven resources. Generally,
only a small amount of detail is ever disclosed.

The balance sheet is primarily analyzed measures liquidity and risk. Liquidity in this instance
means the ability to marshal resources to pay debts. Risk occurs when a company borrows more than it
can repay. The most common examination is when the balance sheet is converted to common size.
Also called vertical analysis, every individual line on the balance sheet is presented as a percentage of
total assets.

A less common, but indispensable, examination is when various ratios are computed. The most
common ratios are: current ratio, quick ratio, days sales in receivables, inventory turnover, asset
turnover, return on assets, debt percentage (total liabilities divided by total assets) and debt to equity.

For additional information, see the resource on financial statement analysis.
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