Basic Accounting Concepts – Learner Handout
This colourful handout summarises all the important concepts you learned in the slideshow!
What is Accounting?
Accounting is the system of recording, summarising, analysing and reporting financial transactions of a business.
Sole Trader / Sole Proprietor
A business owned and run by one person – common examples are hairdressers and plumbers.
Business Entity Rule
The owner’s money and the business’ money must always be kept separate.
The Accounting Equation
Most important!! Assets = Owner’s Equity + Liabilities
Assets
Assets are items the business OWNS. 
Assets consist of:
· Fixed assets → Land and buildings, vehicles and equipment (remember computers are part of equipment)
· Financial assets → Fixed deposits and investments
· Current assets → those that are cash, such as bank, petty cash and change
 		   	  ↓
That which will become cash, such as debtors and inventory/trading stock
Owner’s Equity
Owner’s investment in the business.
Owners’ Equity consists of:
+ Capital (money given by owner to start business)
+ Net profit (Income – Expenses)
- Drawings (money taken by owner from business for own use)



Examples of income and Expenses

	Incomes
	Expenses

	Increase Owners’ equity
	Decrease Owners’ equity

	Rent income
	Water and electricity

	Interest on fixed deposit
	Salaries

	Interest on current account
	Wages

	Sales
	Insurance

	Commission income
	Telephone

	Current Income (service fees / services rendered)
	Advertisement

	
	Consumable stores



Liabilities
Money the business OWES, such as loans or creditors.
Activities
Activity 1: State if the following statements are true or false

1. Assets are items the business owns.						____________________
2. Drawings increase Owner’s Equity.						____________________
3. A loan is a non-current liability.						____________________
4. Trading stock is a current asset.						____________________
5. The accounting equation is Assets = Liabilities + Owner’s Equity.	____________________
Activity 2: Choose the correct answer from the options given

1. Which of the following is a service business?
a) Furniture shop
b) Hairdresser
c) Clothing store								____________________
2. Which item is a non-current asset?
a) Bank
b) Trading stock
c) Vehicles									____________________
3. Which increases Owner’s Equity?
a) Expenses
b) Drawings
c) Net Profit									____________________
Activity 3: Match Column A to Column B
	Column A
	Column B

	3.1
	Assets
	A
	Owner’s investment in the business

	3.2
	Liabilities
	B
	Items the business owns

	3.3
	Owner’s Equity
	C
	Debts owed by the business



3.1	____________________

3.2	____________________

3.3	____________________ 	















Marking Guideline – Introduction to Accounting concepts
Activity 1: 
1. True
2. False
3. True
4. True
5. True
Activity 2: 
1. B
2. C
3. C
Activity 3: 
3.1 B
3.2 C
3.3 A


