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AOF Principles of Accounting
Lesson 7
Statement of Changes in Owner’s Equity
This lesson provides students opportunities to learn about and hone their skills preparing statements of changes in owner’s equity (SCOE). Students begin by analyzing the similarities between a typical monthly bank statement and a statement of changes in owner’s equity. They then learn how to prepare an SCOE through modeling and guided practice, gradually transitioning into independent practice. In addition, students become increasingly proficient at journalizing as they apply these skills in their culminating project work.
This lesson is expected to take 4 class periods.
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Lesson Framework
Learning Objectives
Each student will:
Demonstrate the ability to prepare a statement of changes in owner’s equity
Display understanding of the steps necessary to prepare a statement of changes in owner’s equity
Academic Standards
The relevant Common Core State Standards are too extensive to list here but are an important basis for this lesson. For details, please refer to the separate document “Correlations to the Common Core Standards” (available in the Course Planning Tools section of the course materials).
Utilize accounting tools, strategies and systems to plan, monitor, manage and maintain the use of financial resources (Common Career Technical Core 2012, FN-ACT 2) 
Understand and apply basic procedures in the accounting cycle (McREL Business Education Standards 1999, Standard 1)
Understand the concepts of assets, liabilities, and owner’s equity (McREL Business Education Standards 1999, Standard 5)
Analyze and interpret data using common statistical procedures, charts, and graphs (McREL Business Education Standards 1999, Standard 13)
Complete the steps in the accounting cycle in order to prepare the financial statements (NBEA National Standards for Business Education 2013, Accounting V. Accounting Process) 
Assess the financial condition and operating results of a company and analyze and interpret financial statements and information to make informed business decisions (NBEA National Standards for Business Education 2013, Accounting III. Financial Analysis)
Assessment
	Assessment Product
	Means of Assessment

	Quiz on statement of changes in owner’s equity (Teacher Resource 7.6)
	Answer Key: Statement of Changes in Owner’s Equity Quiz (Teacher Resource 7.7)


Prerequisites
Proficiency in journalizing
Understanding of the steps of the accounting cycle 
Some experience preparing an income statement
Instructional Materials
Teacher Resources
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
Student Resources
Student Resource 7.1, Exhibit: Checking Account Statement
Student Resource 7.2, Exhibit: Statements of Changes in Owner’s Equity
Student Resource 7.3, Note-Taking Guide: Statement of Changes in Owner’s Equity
Student Resource 7.4, Reading: Statement of Changes in Owner’s Equity
Student Resource 7.5, Statements: Domingo’s Dance Studio General Ledger and Income Statement
Student Resource 7.6, Statements: Ike’s MP4 Tutorial General Ledger and Income Statement
Student Resource 7.7, Statements: Sally’s Surf and Scuba General Ledger and Income Statement
Student Resource 7.8, Note-Taking Guide: Monopoly Status
Equipment and Supplies
Blackboard, whiteboard, or flip chart
LCD projector and computer for PowerPoint presentation
Accounting paper, available in Teacher Resource 1.3, Accounting Paper (separate Word file)
Enough Monopoly games to accommodate teams of four to five students
Spiral notebook for the banker of each group of Monopoly players
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Lesson Steps
	Step
	Min.
	Activity

	
	
	class period 1

	1
	25
	Pair, Share: The Checking Account
Many of the characteristics of a checking account statement are similar to those of the statement of changes in owner’s equity (SCOE). This activity creates a foundation for understanding the SCOE by asking students to recognize the similarities between the two.
Refer students to Student Resource 7.1, Exhibit: Checking Account Statement, and tell them that this is one of the most important documents some people receive in the mail each month. Have students work in pairs to answer the following:
What is the balance in the account at the beginning of the customer’s accounting period? ($13,498.04)
How much money was withdrawn from ATMs during the customer’s accounting period? ($150)
How many checks were debited from the customer’s account? (10)
Where did the amount in the Total Debits line of the account summary come from? (Checks cashed plus ATM withdrawals)
What was the ending balance on the last statement? ($13,498.04—the same as the beginning balance on this statement)
When the next statement gets mailed to the customer, what will the beginning balance be? ($15,078.47—the same as the ending balance on this statement)
Why is this information important to the customer? (Because customers need to know how much money is in their account and to ensure that the bank didn’t make an error) 
After students have had a few moments to share their thoughts with one another, have them share their responses with the class. Tell them that the bank keeps track of money coming in and going out, and it records a daily balance to make sure there are enough funds to cover all of the checks written. You can also point out that the bank statement uses the term debits to indicate money going out of the account, which is different from the way accountants use the term.
Next, refer students to Student Resource 7.2, Exhibit: Statements of Changes in Owner’s Equity, and ask students to take a few minutes to identify the various line items that are similar to a checking account statement. For example, both documents show a beginning balance. Ask students to work independently to record their responses in their notebook. After a few minutes, have them share their ideas with their partners. 
Tell students that although bank statements vary somewhat in terms of presentation, the account summary information stays pretty much the same—and, in fact, you could break it down into an equation. Ask volunteers to come up with an equation that would reflect what’s going on in the top table on the bank statement. If students have trouble, prompt them by saying “Beginning balance plus….” Students should develop something like this:
Beginning Balance + Deposits – Withdrawals – Fees = Ending Balance
Ask pairs how the equation would change if the account paid interest (the equation would include “+ Interest”). 
Now ask pairs to develop an equation for the statement of changes in owner’s equity in Student Resource 7.2, prompting them if necessary. Their answers should look something like this:
Beginning Capital Balance + Investments by Owner + Net Income – Withdrawals by Owner = Ending Capital Balance
Now that students have been introduced to the concept of the statement of changes in owner’s equity in terms of something more familiar—a bank statement—they are prepared to deepen their understanding of the SCOE.

	2
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	25
	Presentation: Statement of Changes in Owner’s Equity
This activity gives students an in-depth look at the purpose of the SCOE and the place it holds among the other financial statements. It also develops students’ listening and note-taking skills.
To prepare, make notes to guide class discussion using Teacher Resource 7.1, Presentation Notes: Statement of Changes in Owner’s Equity. Have Teacher Resource 7.1, Presentation: Statement of Changes in Owner’s Equity (separate PowerPoint file), ready to show as a full-screen slideshow using an LCD projector.
Refer students to Student Resource 7.3, Note-Taking Guide: Statement of Changes in Owner’s Equity, and read and review the directions with the class. Explain that the resource will help students to organize and record their notes from the presentation. 
Present the slideshow. Use the notes you prepared and the questions on the slides to encourage class discussion.
This presentation is duplicated as Student Resource 7.4, Reading: Statement of Changes in Owner’s Equity. If an LCD projector is unavailable, students can read the presentation, answer the discussion questions in their notebook, and discuss their answers as a class. This student resource is also useful for review.
After the presentation, have students compare their notes for completeness and accuracy in pairs. Invite each pair to share their thoughts and questions. You may want to gauge student understanding by assessing this assignment on a credit/no-credit basis. 
Let students know that understanding how the financial statements fit together sequentially is useful because the information builds in subsequent statements.

	
	
	class period 2

	3
	25
	Modeling and Guided Practice: Statement of Changes in Owner’s Equity
The purpose of this activity is to demonstrate how to prepare an SCOE, gradually transitioning to student-generated responses and work. This approach enables you to gauge student understanding during the modeling and make the transition to guided practice according to the pace with which the class picks it up. Effective modeling and guided practice prepares students for independent practice of preparing an SCOE.
Use Student Resource 7.5, Statements: Domingo’s Dance Studio General Ledger and Income Statement, and explain to students that they will be following along with you as you model how to complete an SCOE. Mention to the class that all of the information that they need to prepare an SCOE is in the general ledger and income statement for Domingo’s. Make sure students all have SCOE paper for the activity, which is available in Teacher Resource 1.3, Accounting Paper (separate Word file).
Before beginning the process, refer students back to Student Resource 7.5 and point out where to find the net income: on the income statement. State that in the SCOE, the left column of numbers is for items to be added together (i.e., net income and investments are in the left column) and the right column of numbers is for category totals (i.e., after net income and investments are added together the result is written in the right column and labeled Total Increase in Capital). Make sure they understand this is different from in the journal, ledger, and trial balance, where the columns represent debit and credit amounts. Point out that the SCOE equation must be satisfied:
Beginning Capital + Inflow – Outflow = Ending Capital Balance
Next, present Teacher Resource 7.2, Modeling Template: Domingo’s Dance Studio Statement of Changes in Owner’s Equity (separate Excel file). There are various options for presenting this resource with your students, depending upon your situation and preferences:
This file can be projected onto a whiteboard and entries made on the whiteboard with markers.
This file can be projected onto a screen from a computer and completed electronically within the application.
This file can be used with a SmartBoard. 
In any case, have students refer to Student Resource 7.5 and use this data to complete the SCOE along with you. Begin by completing the first one or two entries on the resource, explaining how you arrive at each answer. Students should follow along with you, using the SCOE accounting paper to complete the activity. Use Teacher Resource 7.3, Answer Key: Domingo’s Dance Studio Statement of Changes in Owner’s Equity, to review students’ work.
When all students are finished, have the class report out their answers as a class and discuss any discrepancies. Answer any questions students might have about the SCOE. Let them know that at this point they’ll have an opportunity to practice preparing an SCOE independently.

	4
	25
	Independent Practice: Statement of Changes in Owner’s Equity
In this activity, students work individually to prepare an SCOE. This activity focuses on the following college and career skill:
Prioritizing and completing tasks without direct oversight.
Tell students that now that they’ve worked on preparing an SCOE for Domingo’s Dance Studio, they are ready to work independently to produce one on their own.
Review Student Resource 7.6, Statements: Ike’s MP4 Tutorial General Ledger and Income Statement, with the class. Make sure that all students have SCOE accounting paper, which can be found in Teacher Resource 1.3. Point out that students will have to record the statement heading, which should include the name of the company, the name of the statement, and the time period that it represents. Students should prepare this SCOE just as they did for Domingo’s in the last activity. 
Circulate among students, assisting where needed and bringing up learning moments for the whole class as opportunities present themselves. Refer to Teacher Resource 7.4, Answer Key: Ike’s MP4 Tutorial Statement of Changes in Owner’s Equity, to check students’ work. You may want to gauge student understanding by assessing their work on a credit/no-credit basis.
Before students are dismissed, explain that they will be given a quiz during the next class period on what they have learned about SCOE. Tell students that the homework they’ll have for tonight should help prepare them for the quiz. 
Refer students to Student Resource 7.7, Statements: Sally’s Surf and Scuba General Ledger and Income Statement, and make sure that everyone has SCOE accounting paper. Tell students that they will prepare an SCOE for Sally’s just as they did for Domingo’s and Ike’s. Mention to the class that you will be reviewing their homework for completeness and accuracy in the next class period. 
Let students know that ample practice in preparing SCOEs for other companies will help them not only with the quiz in the next class period but also with their culminating project work in Monopoly.

	
	
	class period 3

	5
	15
	Homework Review: Sally’s Statement of Changes in Owner’s Equity
In this activity, students review their homework, ensuring that they correctly understand how to complete an SCOE.
Have students get into groups of three and take out Student Resource 7.7, Statements: Sally’s Surf and Scuba General Ledger and Income Statement, and the SCOE for Sally’s Surf and Scuba they completed for homework. Groups should compare their answers and explain to each other how they came up with the answers. Let students know that they should try to resolve differences in answers in their groups. 
Note: While students work, circulate to make sure everyone has brought completed homework to class. 
After 10 minutes, have students come together as a class and answer any specific questions about the homework. Collect students’ SCOEs and assess them using Teacher Resource 7.5, Answer Key: Sally’s Surf and Scuba Statement of Changes in Owner’s Equity.
Now that students have had many opportunities to prepare SCOEs, they’re ready to demonstrate their skills in an assessment. 

	6
	25
	Quiz: Statement of Changes in Owner’s Equity
This assessment gives students an opportunity to apply their skills in preparing an SCOE.
Tell students that today’s quiz will focus on Latka’s Landscaping. Advise them that they’ll independently prepare the SCOE. Hand out Teacher Resource 7.6, Quiz: Statement of Changes in Owner’s Equity. Read and review the directions with the class and answer any questions.
Give students time to complete the quiz and then collect and grade the quizzes using Teacher Resource 7.7, Answer Key: Statement of Changes in Owner’s Equity Quiz.

	7
	10
	Review of Quiz: Statement of Changes in Owner’s Equity
In this activity, students are given the opportunity to review the quiz and clarify any misunderstandings that they may have. 
Begin the activity by reviewing the beginning and ending balance on the SCOE for Latka’s Landscaping. Answer any questions that the class may have. 
If time permits, you may choose to have students discuss in pairs some of the specific written questions from the quiz as well. For example:
1. Explain the beginning balance. Where does it come from and 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?
Invite pairs to share their responses with the class. 
Tell students that in the following class period they will have a chance to continue playing Monopoly and practice their journalizing skills. Adding journal entries will provide them with the information needed to produce financial statements for their own real estate development companies. 

	
	
	Class Period 4

	8
	40
	Culminating Project Work: Journalizing
The purpose of this activity is for students to continue playing Monopoly in order to increase the number of entries that need to be accounted for in their culminating project.
Have students play Monopoly and record every relevant event in their general journals —that is, every transaction in which money comes into or goes out of their account. Circulate and answer questions as needed. As students gain experience recording transactions, they will pick up speed, and their accounting skills should improve as well. 
Once again, students should use Student Resource 7.8, Note-Taking Guide: Monopoly Status, to record ending positions. Remind students to have the student sitting on their right check the notes for accuracy and sign off if they’re in agreement with them.
Notify students that this will be the last time they play Monopoly. For homework, they need to make sure all journal entries are posted to the ledger. 
Ask the class if any one of the real estate development groups had a different company take the lead or if a previous leading company advanced further. If so, ask the owner of the currently leading company to explain how some of his or her newly learned accounting skills have contributed to this success. 

	9
	10
	Group, Share: Statement of Changes in Owner’s Equity
In this activity, students reflect on some of the most important concepts learned in the lesson. 
Have students work in their Monopoly groups to discuss the following questions:
What is the purpose of the SCOE? How does it differ from the income statement?
What is the first step to take when preparing an SCOE?
What does the SCOE say about a company? 
Would you still invest in a company that showed a negative ending balance on its SCOE? Why or why not?
After groups have discussed the questions, invite them to share their answers with the rest of the class. 
Tell students that now that they understand the purpose of the income statement and the SCOE they will be prepared to learn about another financial statement: the balance sheet. 


Extensions
Enrichment
Create a company warehouse: have students in groups of four think of a product or a product line they’d like to sell. Next, ask them to sift through and cut out pictures from magazines of things they’d like to sell associated with the product/product line they chose. They then need to price the items. These items will become the products that other students can purchase, so the purchase price of the items must be kept below $2,000 and must not be in round dollar amounts—that is, the amounts must include cents.
Show students how to write a check and record it in the check register.
Provide students with checkbook registers and checking account statements that don’t match and must be reconciled. Tell students they must find the error(s). These could be slide errors, transposition errors, and arithmetic errors.
Invite a banking representative to speak to the class about the importance and responsibilities of owning a bank account. If possible, take a field trip to the bank instead. If you cannot leave school and the guest speaker cannot address the class in person, consider hosting a videoconference with the speaker.
Have students research another financial statement, the cash flow statement. Explain that the cash flow statement shows how a company’s cash was used during the reporting period and details reasons for the changes in the cash balance. Instruct students to prepare posters that describe the purpose of the cash flow statement, its importance to the business, and how it differs from the other financial statements.
Technology Integration
Have students play one of the following checkbook-register games or activities:
http://www.themint.org/kids/get-some-practice.html 
http://www.moneyinstructor.com/wsp/ctransactions.asp
Cross-Curricular Integration
English Language Arts: Collaborate with the English Language Arts department to have students write a business letter to an advertising firm that explains all three financial statements mentioned in Step 3 of this lesson, as they’d apply to students’ individual Monopoly companies. The context might be that the ad firm must have a firm grasp on the company’s performance in order to provide accurate information to the public.
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