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Lesson 7
Statement of Changes in 
Owner’s Equity
Teacher Resources	
	Resource
	Description

	Teacher Resource 7.1
	Presentation and Notes: Statement of Changes in Owner’s Equity (includes separate PowerPoint file)

	Teacher Resource 7.2
	Modeling Template: Domingo’s Dance Studio Statement of Changes in Owner’s Equity (separate Excel file)

	Teacher Resource 7.3
	Answer Key: Domingo’s Dance Studio Statement of Changes in Owner’s Equity

	Teacher Resource 7.4
	Answer Key: Ike’s MP4 Tutorial Statement of Changes in Owner’s Equity

	Teacher Resource 7.5
	Answer Key: Sally’s Surf and Scuba Statement of Changes in Owner’s Equity

	Teacher Resource 7.6
	Quiz: Statement of Changes in Owner’s Equity

	Teacher Resource 7.7
	Answer Key: Statement of Changes in Owner’s Equity Quiz

	Teacher Resource 7.8
	Key Vocabulary: Statement of Changes in Owner’s Equity


Teacher Resource 7.1
Presentation Notes: Statement of Changes in Owner’s Equity
Before you show this presentation, use the text accompanying each slide to develop presentation notes. Writing the notes yourself enables you to approach the subject matter in a way that is comfortable to you and engaging for your students. Make this presentation as interactive as possible by stopping frequently to ask questions and encourage class discussion.  
	[image: C:\Users\Mika\Documents\Pearson\2014\December\23\Accounting_Lesson7_Presentation_ROOT_122314\Slide1.JPG]
Financial statements provide an overview of a business’s financial condition. The four basic types of financial statements include the income statement, the statement of changes in owner’s equity, the balance sheet, and the statement of cash flow. This presentation focuses on the statement of changes in owner’s equity (SCOE).

	Presentation notes
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Just as the accounting cycle is a series of steps that must be followed in a certain order, the financial documents are normally prepared in a specific order too. For example, before preparing the statement of changes in owner’s equity (sometimes called the statement of retained earnings) you must know the net income of the business for the period. This information is calculated through the income statement, so you must prepare the income statement before the SCOE. 
If the statement of changes in owner’s equity reports the change in retained earnings from the beginning to the end of an accounting cycle, what is meant by retained earnings? The term refers to the amount of income that is left in the company at the end of the accounting period. It is income that is not distributed to the stockholders or owners. 
Retained earnings can increase or decrease during each accounting cycle. It can increase through increases in net income and/or investments made by the owner. It can decrease by net losses, dividends (the payments paid out to the stockholders), and/or owner withdrawals from the company. Business owners want to see their retained earnings grow over time. Retained earnings can be reinvested into the company and used for improvements or expansion projects. 

	Presentation notes
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The statement of changes in owner’s equity shows how much capital the owner invested and withdrew during the accounting period. 
This information is important, because if a business requires large infusions of capital to stay afloat, there could be a problem the owner will need to deal with. On the other hand, if a business has a large retained earnings balance, the owner can consider expanding the business or reinvesting the money.

	Presentation notes
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Although each of the financial statements produced at the end of the accounting cycle has its own unique purpose, they are all related. 
The income statement shows whether the revenues earned are greater or less than the costs consumed in the process of generating those revenues over a certain period of time. When revenues exceed expenses, the result is net income. If expenses exceed revenues, the result is a net loss. The income statement must be prepared before the statement of changes in owner’s equity because you have to know the amount of the net income during the period to compute the ending balance for owner’s equity. 
The statement of changes in owner’s equity reports the change in value of the owner’s investment in the business for a period of time. This is similar to the way a checking account works. The statement of changes in owner’s equity is also referred to as the statement of shareholder’s equity. The statement of changes in owner’s equity provides a bridge between the income statement and the balance sheet.
The balance sheet shows what the business owns (assets, or collateral), what it owes (liabilities), and what it is worth (owner’s equity) at a specific point in time. The balance sheet is sometimes used to determine liquidity—in other words, how fast can the company’s assets be turned into cash in order to pay debts?
Looked at together, these statements provide their users with a fairly clear picture of a company’s financial health.

	Presentation notes


Teacher Resource 7.3
Answer Key: Domingo’s Dance Studio Statement of 
Changes in Owner’s Equity
	Domingo’s Dance Studio

	Statement of Changes in Owner’s Equity

	For the Month Ended February 28, 2013

	
	
	

	Beginning Capital Balance, February 1, 2013
	 
	0.00

	Add: Investments by Owner
	
	   2,000.00

	  Subtotal
	 
	   2,000.00

	Less: Withdrawals by Owner
	1,000.00
	

	          Net Loss
	 -270.00
	

	Total Decrease in Capital
	
	   1,270.00

	Ending Capital, February 28, 2013
	 
	      730.00



Teacher Resource 7.4
Answer Key: Ike’s MP4 Tutorial Statement of 
Changes in Owner’s Equity
	Ike’s MP4 Tutorial

	Statement of Changes in Owner’s Equity

	For the Month Ended March 31, 2013

	
	
	

	Beginning Capital, March 1, 2013
	 
	0.00

	Add: Investments by Owner
	2,000.00
	 

	        Net Income
	6,040.00
	 

	Total Increase in Capital
	 
	8,040.00

	  Subtotal
	 
	8,040.00

	Less: Withdrawals by Owner
	 
	500.00

	Ending Capital, March 31, 2013
	 
	7,540.00




Teacher Resource 7.5
Answer Key: Sally’s Surf and Scuba Statement of Changes in Owner’s Equity
	Sally’s Surf and Scuba

	Statement of Changes in Owner’s Equity

	For the Month Ended December 31, 2012

	
	
	

	Beginning Capital, December 1, 2012
	 
	0.00

	Add: Investments by Owner
	8,500.00
	 

	        Net Income
	2,400.00
	 

	Total Increase in Capital
	 
	10,900.00

	  Subtotal
	 
	10,900.00

	Less: Withdrawals by Owner
	 
	1,100.00

	Ending Capital, December 31, 2012
	 
	9,800.00




Teacher Resource 7.6
 Quiz: Statement of 
Changes in Owner’s Equity

Student Name:_______________________________________________________ Date:___________
Directions: Use the table immediately below to complete your SCOE for Latka’s Landscaping. Be sure to fill in all pertinent information in the heading of the SCOE. Then answer the questions. Be sure to answer fully. The general ledger and income statement for Latka’s Landscaping appear following the chart and questions. 

		

	

	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	





1. Explain the beginning balance. Where does it come from? What does it mean?








2. Name the two ways we’ve discussed that owner’s equity can be increased and explain what they are.










3. Name one of the two ways we’ve discussed that owner’s equity can be decreased and explain what it is.











4. Explain the ending balance. How do you figure out the ending balance and what does it tell you?















Latka's Landscaping

	GENERAL LEDGER

	
	
	
	
	
	
	

	ACCOUNT
	Cash
	ACCOUNT NO.
	101

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/2/2013
	 
	G1
	20,000.00
	 
	20,000.00
	 

	1/2/2013
	 
	G1
	 
	800.00
	19,200.00
	 

	1/2/2013
	 
	G1
	 
	100.00
	19,100.00
	 

	1/3/2013
	 
	G1
	750.00
	 
	19,850.00
	 

	1/4/2013
	 
	G2
	380.00
	 
	20,230.00
	 

	1/5/2013
	 
	G2
	 
	45.00
	20,185.00
	 

	1/8/2013
	 
	G2
	 
	75.00
	20,110.00
	 

	1/9/2013
	 
	G2
	 
	25.00
	20,085.00
	 

	1/10/2013
	 
	G2
	 
	200.00
	19,885.00
	 

	1/11/2013
	 
	G2
	 
	80.00
	19,805.00
	 

	1/12/2013
	 
	G3
	 
	115.00
	19,690.00
	 

	1/13/2013
	 
	G3
	35.00
	 
	19,725.00
	 

	1/15/2013
	 
	G3
	 
	445.00
	19,280.00
	 

	1/20/2013
	 
	G3
	 
	1,000.00
	18,280.00
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	ACCOUNT
	Accounts Receivable - Juen
	ACCOUNT NO.
	110

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/7/2013
	 
	G2
	975.00
	 
	975.00
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	ACCOUNT
	Mullis
	ACCOUNT NO.
	115

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/6/2013
	 
	G2
	650.00
	 
	650.00
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	




	
ACCOUNT
	Equipment
	ACCOUNT NO.
	150

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/2/2013
	 
	G1
	1,500.00
	 
	1,500.00
	 

	1/2/2013
	 
	G1
	500.00
	 
	2,000.00
	 

	1/2/2013
	 
	G1
	16,000.00
	 
	18,000.00
	 



	

ACCOUNT
	Accounts Payable - Ed's Small Motor Pts
	ACCOUNT NO.
	210

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/3/2013
	 
	G1
	 
	475.00
	 
	475.00

	1/11/2013
	 
	G2
	80.00
	 
	 
	395.00

	
	
	
	
	
	
	

	ACCOUNT
	Notes Payable - GMAC Financing
	ACCOUNT NO.
	250

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/2/2013
	 
	G1
	 
	16,000.00
	 
	16,000.00

	1/10/2013
	 
	G2
	200.00
	 
	 
	15,800.00

	
	
	
	
	
	
	

	ACCOUNT
	Notes Payable - Weed Chopper Express
	ACCOUNT NO.
	255

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/2/2013
	 
	G1
	 
	500.00
	 
	500.00

	1/5/2013
	 
	G2
	45.00
	 
	 
	455.00

	
	
	
	
	
	
	

	ACCOUNT
	Capital - Latka
	ACCOUNT NO.
	301

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/2/2013
	 
	G1
	 
	20,000.00
	 
	20,000.00

	1/2/2013
	 
	G1
	 
	1,500.00
	 
	21,500.00

	
	
	
	
	
	
	




	ACCOUNT
	Withdrawals - Latka
	ACCOUNT NO.
	305

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/20/2013
	 
	G3
	1,000.00
	 
	1,000.00
	 

	
	
	
	
	
	
	



	ACCOUNT
	Landscape Revenue
	ACCOUNT NO.
	401

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/3/2013
	 
	G1
	 
	750.00
	 
	750.00

	1/4/2013
	 
	G2
	 
	380.00
	 
	1,130.00

	1/6/2013
	 
	G2
	 
	650.00
	 
	1,780.00

	1/6/2013
	 
	G2
	 
	975.00
	 
	2,755.00

	
	
	
	
	
	
	

	ACCOUNT
	Advertising Expense
	ACCOUNT NO.
	505

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/15/2013
	 
	G3
	445.00
	 
	445.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Fuel Expense
	ACCOUNT NO.
	510

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/2/2013
	 
	G1
	100.00
	 
	100.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Maintenance Expense
	ACCOUNT NO.
	515

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/3/2013
	 
	G1
	475.00
	 
	475.00
	 

	1/12/2013
	 
	G3
	115.00
	 
	590.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Rent Expense
	ACCOUNT NO.
	520

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/2/2013
	 
	G1
	800.00
	 
	800.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Telephone Expense
	ACCOUNT NO.
	525

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/9/2013
	 
	G2
	25.00
	 
	25.00
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	



	
ACCOUNT
	Utilities Expense
	ACCOUNT NO.
	530

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/8/2013
	 
	G2
	75.00
	 
	75.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Interest Revenue
	ACCOUNT NO.
	601

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	1/13/2013
	 
	G3
	 
	35.00
	 
	35.00










	
Latka’s Landscaping

	Income Statement

	For the Month Ended January 31, 2013

	
	
	

	Revenue:
	 
	 

	     Landscaping Revenue
	 
	2,755.00

	Expenses:
	 
	 

	     Advertising Expense
	445.00
	 

	     Fuel Expense
	100.00
	 

	     Maintenance Expense
	590.00
	 

	     Rent Expense
	800.00
	 

	     Telephone Expense
	25.00
	 

	     Utilities Expense
	75.00
	 

	          Total Expenses
	 
	2,035.00

	Operating Income
	 
	720.00

	Other Revenue:
	 
	 

	     Interest Revenue
	 
	35.00

	Net Income
	 
	755.00


Teacher Resource 7.7
Answer Key: Statement of Changes in 
Owner’s Equity Quiz
	Latka’s Landscaping

	Statement of Changes in Owner’s Equity

	For the Month Ended January 31, 2013

	
	
	

	Beginning Capital, January 1, 2013
	 
	0.00

	Add: Investments by Owner
	21,500.00
	 

	        Net Income
	755.00
	 

	Total Increase in Capital
	 
	22,255.00

	  Subtotal
	 
	22,255.00

	Less: Withdrawals by Owner
	 
	1,000.00

	Ending Capital, January 31, 2013
	 
	21,255.00



1. Explain the beginning balance. Where does it come from and what does it mean?
The beginning balance represents the value of the owner’s investment in the company at the beginning of the reporting period. If this is the first reporting period, then the beginning capital balance is recorded as 0 (zero). 
Some students might also know that, if this is a subsequent reporting period, the ending balance from the previous statement of changes in owner’s equity becomes the beginning balance of the current statement of changes in owner’s equity.

2. Name the two ways we’ve discussed that owner’s equity can be increased and explain what they are.
Investments come from the owner in the form of money and other assets.
Net income comes from the company in the form of profit left over after expenses.

3. Name one of the two ways we’ve discussed that owner’s equity can be decreased and explain what it is.
The owner may take withdrawals from the company in the form of money or assets.
–or–
The business may report a net loss for the reporting period, meaning that more went out as expenses than came in to the business in revenue.

4. Explain the ending balance. How do you figure out the ending balance and what does it tell you?
Start with the beginning balance, add investments and net income (or subtract a net loss), then subtract withdrawals to arrive at the ending balance. The ending balance tells the reader the value of the owner’s investment in the company at the end of the reporting period.
 Teacher Resource 7.8
Key Vocabulary: Statement of 
Changes in Owner’s Equity
	Term
	Definition

	beginning capital balance
	This balance indicates the book value of the owner’s investment (or share of the business) at the beginning of the statement period. The ending capital balance of a previous SCOE becomes the beginning capital balance on the subsequent SCOE.

	book value
	The amount of money that an asset on the balance sheet is officially worth based on its age, style, and condition.

	ending capital balance
	This balance indicates the book value of the owner’s investment (or share of the business) at the end of the statement period. This amount needs to be compared with the owner’s equity balance on the balance sheet. The ending capital balance of a previous SCOE becomes the beginning capital balance on the subsequent SCOE.

	statement of changes in owner’s equity (SCOE)
	A statement that portrays how much the owner invested (contributed or put in), how much the owner withdrew (took out), and how much net income (or net loss) the company generated during a certain statement period. It represents how the value of the owner’s share of the business increased or decreased for a period of time.

	statement of changes in owner’s equity equation
	Beginning Capital Balance + Investments + Net Income (or – Net Loss) – Withdrawals = Ending Capital Balance
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