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“Economists are a lot like Accountants - without the personality.”  
Let’s try to catch up with Accountants. 
 
Many people think that Accounting is boring. Many people think that you need to 
know a lot about math in order to be a good accountant. The second group is wrong. 
 
Making money is important in order to make a living, therefore a basic understanding 
of accounting is very important. If you are running a business in the future, you may be able to come up with 
great ideas about products, or new ways to meet customer's needs, but if it doesn't make money, then it is a 

hobby, and you better be enjoying yourself.  
 

Accounting defined: The process of recording financial transactions and then summarising them in order to 
make business decisions. 

 
We will focus on an understanding of the "summary statements" and what they mean. To get into the other 
stuff, you will have to take an accounting course. Not a bad idea. 
 

The basic accounting equation: Assets = Liabilities + Owner's Equity 
Assets: the value of the stuff that the business owns: cash, buildings, supplies, trucks etc 

Liabilities: Money that the business owes others: Bank loans  

Owner's Equity: Money that the owner has invested in the business. 

 
Therefore, if the business has $10,000 in assets and $4,000 in liabilities, how much did the owner invest?  

 

The two main financial statements: 

1. Balance Sheet: This is a financial "snapshot" of the company. It shows what a company owns, owes 

and OE on a specified day. Economists refer to assets as “stock”. 
  

Adam's Trucking Limited
Example Balance Sheet

As of February 1, 2017

Assets: Liabilities

   Cash 1,000           Bank Loan 12,000     

   Supplies 4,512        

   Truck 17,000      Total Liabilities: 12,000     

Total Assets: 22,512      

 Owner's Equity: 10,512     

Total Liabilities and OE: 22,512     

 



2. Income Statement: This shows how much money the company has made over a given period of 

time: One year, one month, or one week. Economists refer to the movement of money as a “flow”. 
The plumbing of the balance sheet is simple. It must balance. The total of the left side will always equal the 
right. The total of all the assets will equal the total of all liabilities and what the owner has invested in the 

company. The process is quite simple. You add up the value of all the stuff that a company owns, then 
subtract all then known debts that the company owes. Then you get the Owner’s Equity. 

Look at the above balance sheet. What if the owner says “Just a second - I put $25,000 into the company!”. 
As accountants, we would say “too bad - it looks like the value of your assets have been dropping.” 

 
 
 
The Income Statement and the Balance Sheet have a 
symbiotic relationship. OK - let’s define symbiotic. 

 
Symbiotic: A relationship of mutual benefit or 

dependence. 
 

Here, we will focus on the term “mutual dependence”. 
 

A good income statement creates a better balance sheet.  
When a company makes income, the Asset Cash goes up, 

and to balance it out on the right side, Owner’s Equity goes 
up. When a company has a net loss, Cash will drop, or a 

Liability will increase, while Owner’s Equity drops. 

 
A good balance sheet creates a better income statement. 

Liabilities are loans. Interest must be paid on loans. 
Interest is an expense that lowers a company’s income on 

the income statement. Assets should generate income 
that increases income on the income statement. If a 

company has a lot of high-interest loans, then that will 
have a negative impact on the Income Statement. 
 

 

Adam's Trucking Limited
Income Statement

For the Month Ending Feb 28 2017

Revenue:

   Sales 1,500      

   Lessons 500         

Total Revenue: 2,000      

Expenses:

   Rent 450         

   Supplies 100         

Total Expenses 550         

Net Income 1,450      

 


