
Accounting I 

Lesson Plan 
 

 

Name:  Terry Wilhelmi      Day/Date:  

Topic:  Starting a Proprietorship     Unit:   Chapter 2 

 

 

 

I.  Objective(s): By the end of day’s lesson, the student will be able to: 

 •  define accounting terms related to starting a service business organized as a proprietorship. 

 •  identify accounting concepts and practices related to starting a service business organized as a   

  proprietorship. 

 •  classify accounts as assets, liabilities, or owner’s equity. 

 •  analyze how transactions related to starting a service business organized as a proprietorship affect  

  accounts in an accounting equation. 

 •  prepare a balance sheet for a service business organized as a proprietorship from information in an  

  accounting equation. 

 

 

II.  Materials: 

 •  Textbook 

 •  Workbook 

 •  Transparencies 

 

 

III.  Anticipatory Set: 

 Hand out:  Accounting Concepts and Check Figures for Problems handouts. 
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 When a person chooses to start a business, that person must make many decisions.  To make these 

decisions, a businessperson needs information about the business.  To provide the information, several records 

relating to the business must be kept.  In order to create useful records and report, financial information must be 

kept in an organized way. 

 

 The planning, recording, analyzing, and interpreting of financial information is known as accounting. 

 

 A planned process for providing financial information that will be useful to management is known as an  

  accounting system. 

 

 

IV.  Learning Activities: 

 

THE BUSINESS 

 A business that performs an activity for a fee is called a service business.   (Doctors, plumbers,   

  clothing designers, etc.) 

 

 A business owned by one person is called a proprietorship or a sole proprietorship. 

 

 We are going to start a sole proprietorship called Rugcare. 

  *  we need to design the accounting system that will be used to keep Rugcare’s accounting  

    records. 

  *  are we going to mix our personal and business assets together? 

 

 

 Business Entity  (CONCEPT)    (Appendix A) 

  Financial information is recorded and reported separately from the owner’s personal financial  

    information. 

   *  a business’ financial records and reports must not be mixed with an owner’s personal  

    records and reports. 

   *  the business exists separately from its owner. 
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 Accountants often refer to GAAP (Generally Accepted Accounting Principles).  These principles are  

  developed  by the Financial Accounting Standards Board and are the foundation for all  

  accounting procedures and practices. 

 

 

ACCOUNTING EQUATION 

 Asset - anything of value that is owned.   (Examples  cash, supplies, etc.) 

  *  assets have value because they can be used to acquire other assets or be used to operate a  

   business. 

 Equities - financial rights to the assets of a business. 

  1)  Equity of those to whom money is owed. 

   Liability - an amount owed by a business. 

  2)  Equity of the owner. 

   Owner’s Equity - the amount remaining after the value of all liabilities is subtracted  

    from the value of all assets. 

  Do: have students give their assets, liabilities, and equities.  Write on board. 

 

 The relationship among assets, liabilities, and owner’s equity can thus be written as an equation; the  

  accounting equation: 

     Assets = Liabilities + Owner’s Equity 

 

  *  the accounting equation must be in balance to be correct 

   -  thus, the total of the amounts on the left side of the equation must always equal the  

    total of the amounts on the right side. 

   -  an example before starting a business  (pg. 21 in book) 

 

  Do: on board - 100 = 25 + ____ 

     500 = ____ + 150 

     ___ = 2000 + 3500 
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HOW BUSINESS ACTIVITIES CHANGE THE ACCOUNTING EQUATION 

 Transaction - a business activity that changes assets, liabilities, or owner’s equity. 

  *  after each transaction, the accounting equation must remain in balance. 

 

 

 Unit of Measurement  (CONCEPT) 

  Business transactions are stated in numbers that have common values – that is, using a common  

    unit of measurement. 

   *  all transactions are recorded in the common unit of measurement – the dollar. 

   *  this facilitates a clear understanding of reports by having figures that have comparable  

    values. 

 

 Account - a record summarizing all the information pertaining to a single item in the accounting   

  equation. 

 Account title - the name given to an account.  (Cash, supplies, capital) 

 Account balance - the amount in an account 

   

 Each part of the accounting equation consists of one or more accounts. 

  *  the cash account is used to summarize information about the amount of money the business  

   has available. 

 There will always be at least two accounts for each transaction. 

 

 Doing transactions: 

  Establish the habit of using three steps when analyzing a transaction: 

   1)  Read the transaction 

   2)  Identify the accounts involved 

   3)  Classify the accounts 

 

 

 Capital - the account used to summarize the owner’s equity in business. 

   Use the layout on pg. 22 for the transactions 
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 Received Cash from Owner as an Investment  $10,000  (pg. 22) 

     Assets  = Liabilities + Owner’s Equity 

     Cash      Ben Furman, Capital 

     $10,000      $10,000 

  *  both sides of the equation are changed by the same amount and, therefore, balances. 

 

 

 Paid Cash for Supplies  $1577      (pg.  23) 

  *  in this transaction, two asset accounts are changed - cash and supplies. 

  *  cash has been exchanged for supplies - cash is decreased and supplies increased. 

  *  the two changes are both on the left side of the accounting equation, but it must still balance. 

  *  there does not have to be an amount recorded on both sides of the equation for a transaction to 

   occur.  There can be two changes on one side or the other, also. 

 

 

 Paid Cash for Insurance  $1200      (pg. 23) 

  *  insurance premiums must be paid in advance for future insurance coverage. 

  *  the insurance coverage is something of value owned by Rugcare and is, therefore, an asset. 

  *  because insurance premiums are paid in advance, or prepaid, the premiums are recorded in an  

   asset account titled Prepaid Insurance. 

  *  the asset, cash, has been exchanged for another asset, prepaid insurance. 

  *  cash is decreased and prepaid insurance is increased. 

 

 

 

 Bought Supplies on Account  $2720     (pg. 24) 

  *  it is a common business practice to buy items and pay for them at a future date. 

  *  this is called buying on account. 

  *  one asset and one liability account are changed. 

  *  Butler Cleaning Supplies will have a claim against some of Rugcare’s assets until Rugcare  

   pays for the supplies it bought.  Therefore, it is a liability account because we owe them. 
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  *  the asset account, Supplies, is increased and the liability account, Butler Cleaning Supplies, is  

   increased by the amount owed for the supplies. 

 

 

 Paid Cash on Account  $1360      (pg. 25) 

  *  one asset and one liability account are changed. 

  *  the asset account, Cash, is decreased and the liability account, Butler Cleaning Supplies, is  

   also decreased because we owe them less. 

 

 

Assignment: 

  Be sure you know and understand: 

   •  IN CLASS - Drill 2-D1, pg. 31 & Drill 2-D2, pg. 32 (record answers in wkbk). 

   •  IN CLASS - Case 2, pg. 31 

   •  accounting terms in workbook - Section A, pg. 3. 

   •  questions 1 - 4, 7 on pg. 30. 

   •  Problem 2-1, pg. 32 (record answers in workbook). 

   •  read pages 26 - 30. 

 

 

 

REPORTING FINANCIAL INFORMATION ON A BALANCE SHEET 

 Periodically, a business reports details about its assets, liabilities, and owner’s equity. 

 

 Going Concern   (CONCEPT) 

  Financial statements are prepared with the expectation that a business will remain in operation  

    indefinitely. 

   *  a business is expected to continue indefinitely even if the owner retires or sells the  

    business. 

   *  if a business is sold, the new owner is expected to continue the business’ operations. 
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 Balance Sheet - a financial statement that reports assets, liabilities, and owner’s equity on a specific  

  date. 

 

 Body of a balance sheet 

  A balance sheet has three major sections: 

   1)  Assets - listed on the left side of the balance sheet just like they are on the left side of  

    the accounting equation. 

   2)  Liabilities - listed on the right side of the balance sheet just like they are on the right  

    side of the accounting equation. 

   3)  Owner’s Equity - also listed on the right side of the balance sheet just like it is on the  

    right side of the accounting equation. 

 

 Preparing a balance sheet       (Illustration 2, pg. 27) 

  A basic balance sheet is prepared in six steps: 

   1)  Heading - centered on three lines at the top of the balance sheet. 

    *  Name of the business 

    *  Name of the report  Balance Sheet 

    *  Date of the report 

    Every financial statement has a three-line heading that consists of the name of  

     the company, the name of the statement, and the date. 

   2)  Assets Section - LEFT side of the balance sheet. 

    *  center the word Assets on the first line of the wide column on the left side. 

    *  under the heading, write each asset account title and amount. 

   3)  Liabilities Section -RIGHT side of the balance sheet. 

    *  center the word Liabilities on the first line of the wide column on the right side. 

    *  under the heading, write each liability account title and amount. 

   4)  Owner’s Equity Section - RIGHT side of the balance sheet. 

    *  center the words Owner’s Equity on the next blank line of the wide column on  

     the right side. 

    *  under the heading, write the owner’s equity account title and amount. 

   5)  Balance - determine if the balance sheet is in balance. 
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    *  add all the asset amounts on the LEFT side. 

    *  add the liabilities and owner’s equity amounts on the RIGHT side. 

    *  the total on the right side must be the same as the total on the left side. 

    *  if the balance sheet is NOT in balance, find the errors before completing any  

     more work. 

   6)  Complete - complete the balance sheet by ruling a singe line across both amount  

     columns. 

    *  a single line means that amounts are to be added or subtracted. 

    *  on the next line, write Total Assets and the amount of all assets in the wide  

      column on the left side. 

    *  on the same line on the right side, write Total Liabilities and Owner’s Equity  

     and the amount. 

    *  rule double lines below the amount column totals. 

     Double lines mean that the totals have been verified as correct. 

 

   Words are to be spelled in full so there can be no doubt about what word was intended.   

    However, there many be times when you need to abbreviate words due to   

     insufficient space. 

 

 

RULES HOW TRANSACTIONS AFFECT ACCOUNTING EQUATION   (pg. 29) 

 1)  Each transaction changes at least two accounts in the accounting equation. 

 2)  When all the changes occur on one side of the accounting equation, increases on that side must be  

  matched (offset) by decreases on the same side.   (trans. 2 & 3) 

 3)  When a transaction increases one side of the accounting equation, the other side of the equation must 

   also be increased by the same amount.   (trans. 1 & 4) 

 4)  When a transaction decreases one side of the accounting equation, the other side of the equation must 

   also be decreased by the same amount.   (trans. 5) 

 

 

  Summary Illustration 2-7, pg. 30. 
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 Doing transactions: 

  Establish the habit of using three steps when analyzing a transaction: 

   1)  Read the transaction 

   2)  Identify the accounts involved 

   3)  Classify the accounts 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  Drill 2-D3, pg. 32 (record answers in wkbk) in class. 

   •  questions 10 - 14, pg. 30. 

   •  Problem 2-2, pg. 33 & Problem 2-M, pg. 34 (record answers in workbook). 

   •  Foreign Currency, pg. 28 - use worksheet. 

 

 

 

 

V.  Closure: 

 To review for test do Study Guide 2 and Problem 2-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problem 2-M and Chapter 2 test. 
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