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The first step in
interpreting your bank’s
financial performance is

understanding
where the numbers
come from.
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The Accounting Equation Demonstrated @

Your Dream Career Move o)
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o

A few years ago, you and nine colleagues decided to quit your day jobs to start your very ovwn bank.
We'll assume that each of you made an initial investment of $100,000, for a total of one cool million
dollars to begin your enterprise. Let’s o back in time and look at some of the financial transactions that
took place as you began the business. How docs the company start-up fit into the accounting cquation?
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4 / Assets =

+  Shareholders’ Equity

+  $1,000,000

/ Q: Isthe equation in balance?

Q: Where docs the cash go? Make an assumption about what you do with the cash and write the
expanded accounting cquation below.
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Effect of Deposits on the A ing Eq
Assets = Liabilities + Shareholders’ Equity
@l CUGEAGED 0 C“@TT&:@'& Financial Statement Basics 7
+ Additional Cash Deposits  $300,000
300,000
Total $1.300,000 = $300,000 + $1,000,000

As you can see, the deposits affected the accounting equation in two places: they increased liabilities by
$300,000, and they increased cash by the same amount. Since the new total assets ($1,300,000) equal the
new total liabilities + shareholders® equity ($1,300,000), the accounting equation is still in balance.

It’s Spending Time...

What happens when you begin spending money to set up your bank? Advance the calendar several
months, and you now have a full banking facility in place, in a rented space formerly used by another
bank. The facility has a retail (branch) storcfront, with a second floor for commercial banking and
administrative functions. The tab so far? $400,000, all of which you spent on various fumishings and
equipment—cquipment you will need to operate as a bank, including office furniture, an ATM, @
refrigerator for the lunch room, and some computers.

Q: How does the $400,000 spent on the equipment fit into the accounting equation? Re-write and add
to your accounting equation, taking the new equipment into consideration.
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