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Abstract 

Business entity concept is fundamental principle of accounting. 
Business entity concept assumes that for accounting purposes the 
business enterprise and its owners are two separated independent 
entities. Thus, the business and personal transactions of its owners are 
separated. The implementation of this concept is the initial stage that 
must be done in an effort to apply good accounting by a business in 
order to develop. Implementation of business entity concept in large 
companies must have been running, but in companies with small scale 
the separation of finance owners with financial business is often not 
applied. This study aims at finding out the implementation of business 
accounting concept at homestay in Karangasem regency, Bali. 
Homestay is a small business where the place of business blends with 
the owner's residence. The analysis technique of this research is 
qualitative descriptive analysis technique. The primary data used in 
this study is obtained through interviews and questionnaires. The 
results show that most homestay owners have no knowledge and 
understanding of the importance of the business entity concept, so most 
homestay owners have not yet implemented the separation of personal 
and business finance. 

Keywords: Business entity concept,accounting, homestay 

  

Introduction 

 Every company has a goal to generate a profit. Profit is the 
difference between the amount received from the customer for the 
goods or services produced by the amount incurred to purchase natural 
resources in producing the goods or services. The recording of each 
transaction in the business activity must also be correct to perform a 
proper calculation of the company's profit. A private transaction 
conducted by the owners of the company should not be admitted into 

www.ijmer.in 1



INTERNATIONAL JOURNAL OF MULTIDISCIPLINARY EDUCATIONAL RESEARCH 

ISSN : 2277-7881; IMPACT FACTOR – 5.818; IC VALUE:5.16; ISI VALUE:2.286 
VOLUME 7, ISSUE 8(2), AUGUST 2018   

 
bookkeeping unless the private transaction involving the addition or 
draw of the resources from business. Basically a business entity or 
company regarded as an entity that is separated from the owners and 
should be treated separately. The company assets owned by the 
company can not be mixed with the owner’s assets. This concept is 
called the Business Entity Concept. 

 Business Entity Concept states that a company is regarded as an 
independent entity or an independent economic entity acting on its own 
behalf and its position is separate from the owner or any other party 
investing funds in the enterprise and the economic unity becomes the 
center of accounting concern or the point of view (Suwardjono, 2012 ). 
This basic concept supported its legitimacy in terms of good 
administration. Administratively, the separation between owner and 
management (especially a non-legal entity) is an important healthy 
practice. The assumption of this business entity emerged since the 
middle ages in Italy and began to be formalized since the 19th century 
in England and the United States (Basu and Waymire, 2006). This 
assumption must be maintained otherwise the company's transactions 
will mix with the private transactions, it’s mean that if someone buy 
assets for the purpose of personal should not be admitted into the 
company's transaction, or otherwise (Suryo, 2007). 

 One of the businesses that contribute to employment 
opportunities and empowerment of communities while enhancing the 
lives and welfare of the community is homestay. Homestay is a 
community house that is boarded or rented by tourists with the aim to 
know the language, culture, daily life and local wisdom of the 
community (Chairunisa, 2015). Homestay becomes a new service 
business opportunity that is able to drive other business sectors, such 
as vehicle rental, parker services, tour guide services, laundry service, 
and souvenirs (Mahadewi, 2017). To be able to expand its business, 
homestay requires a good financial record because financial 
information has an important role to achieve business success, 
including for homestay business. Financial information can be a 
reliable basis for economic decision making in home-based 
management, among others pricing decisions, employee additions and 
more. Financial information of the homestay is also required especially 
if they want to get a loan from a creditor (bank). 
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 In running a business, all forms of business entities must make a 
distinction between personal and business finances, as well as on 
homestay. Research Purnamasari (2013) found that the form of micro, 
small and medium enterprises often do not apply the separation of 
financial for themselves with business activities, especially business in 
the form of individual. Furthermore Purnamasari (2013) also provides 
the fact that the management of MSME funds is a factor of business 
failure and revealed that the business entity concept is the solution. 
According Risnaningsih (2017) economic entity concept is a concept 
that is ideal for Micro Enterprises, because by using this concept Micro 
Enterprises will know the operating profit of the actual business. 
According to Iien (2009), there are several benefits of applying unified 
business assumption for micro and small enterprises. First, the 
business can determine the cost of production more reliable. Secondly, 
the owner's entity will more easily diagnose the financial health of his 
business. 

 This homestay development has spread in various regencies in 
Bali Island, including in Karangasem Regency. Karangasem Regency is 
a district located in Bali Province. Karangasem has a huge tourism 
potential, both natural and cultural tourism. Destinations in 
Karangasem include Pura Besakih which is the largest temple in Bali, 
Amed and Tulamben Beach is famous for its underwater beauty and 
various cultural attractions that are often performed in Karangasem. 
The development of Homestay in Karangasem is presented in Figure 
1.1 as follows: 

 
Figure 1 
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 A priori business entity concept is difficult to apply to a homestay 
because the place of business and home owners become one, so this 
becomes interesting to be studied. This research aims to explain how 
the implementation of business entity concept at homestay in 
Karangasem. This study is also to give contribution of thought about 
the separation of business and personal financial as a source of 
financial information that can be used as cost planning, cost control, 
and decision making for homestay. 

LITERATURE REVIEW 

 In Accounting Principles Board (APB) Statement No.4 states that 
the meaning of an entity or entity of accounting is a company 
considered as an economic entity and a legal entity separate from the 
parties concerned, therefore, accounting information relates only to the 
entity which limits the interest owners. 

 The Business Entity Concept states that a company is regarded as 
a stand-alone entity or economic entity, acting on its own behalf and its 
position is separate from the owner or any other party investing in the 
enterprise and the economic unity becomes the center of accounting 
concern or the point of view (Suwardjono, 2012). This basic concept 
supported its legitimacy in terms of good administration. 
Administratively, the separation between owner and management 
(especially a non-legal entity) is an important healthy practice. 

 Meanwhile, according to Baridwan (2004), the concept of business 
entity is a concept which states that in the accounting, company is seen 
as a stand-alone business entity, acting on its own behalf and separated 
from the owner and other parties who invest funds in the company. 
According to Basu and Waymire (2006), the assumption of this business 
entity emerged since the Middle Ages in Italy and began to be 
formalized since the 19th century in England and the United States. 

 Corporate entities are concerned with accounting by this concept. 
This concept must remain in the company and the individual company. 
Revenue and profits should be viewed as an increase in corporate 
wealth while costs and losses are deducted to corporate wealth. While 
net income or loss is a change in the company's wealth, not in personal 
wealth (Karyawati: 2008). 
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 All asset, debt, income, and expenses unrelated to its line of 
business should be excluded from the company's estimate. If the 
individual business owner has two or more different companies then for 
accounting purposes each company should be treated as a separate 
business entity and independent. However, legally individual business 
owners are personally responsible for all debts of the company and may 
use property not owned by the company to cover the debts of the 
company. On the other hand, company assets can be used to pay claims 
on the debts of business owners (Sole, 1997) 

 This assumption must be maintained, otherwise the company's 
transactions will be mixed with private transactions. It’s mean that if 
someone buy assets for the purpose of personal should not be admitted 
into the company's transaction, or otherwise (Suryo,2007). According to 
Karyawati (2008) personal bookkeeping and undivided business will 
result in the calculation of profit or loss at the end of the month to be 
unreal due to the cutting of various private takings that have not been 
recorded. In addition, the budget allocation for business turnover 
becomes chaotic because every month there is no fixed cost so that it 
can disrupt the budget for product raw material expenditure. By 
separating records between business finances and personal finance it is 
easier to distinguish between the cash flow of funds from the business 
and the use of money for private entities. Separation of records can also 
provide clearer information about the financial state of the business. 
On the other hand, the purpose of separation of records between 
personal finance and business finance is for regularity, because 
separate financial accounting records will be clearly and true which 
components of the business as well as personal components, in order 
not to interfere with each other. 

 From the explanation above, business entity concept is actually 
very broad, this concept should be understood by every business man. 
Business entity concept is a very good concept for a small business like 
a homestay. Implementation of business entity concept on the 
homestay is expected to lead to the management of homestay more 
professional and certainly provide economic benefits to homestay 
owners and the community. 

 Research on applying business entity concept has been done. 
Purnamasari Research (2013) provides the fact that the management of 
SMEs funds is a factor of business failure and reveals that the business 
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entity concept is the solution. Adoption of good accounting means 
requiring industry to apply accounting principles and concepts. The 
forms of SMEs business often do not apply the separation of personal 
finances with business activities, especially business in the form of 
individuals (Purnamasari, 2013). 

 According Risnaningsih (2017) business entity concept is a 
concept that is ideal for micro enterprises, because by using this 
concept micro enterprises will know the operating profit of the actual 
business. The results showed that micro business tried to implement 
business entity concept in its business although not yet perfect. With 
the implementation of these Micro Enterprises also make a simply 
financial statements. The perceived benefits of micro business is to 
facilitate its business when it wants to expand its business through 
loans to other parties (Bank). 

 The existence of the influence of accounting knowledge on the use 
of accounting information in research conducted by Linawati and 
Restuti (2015) indicates that an entrepreneur must have accounting 
knowledge. The entrepreneur can use information in the accounting to 
avoid the business failure. Padachi (2012) also confirmed in the results 
of his research that the important variables that distinguish between 
companies that have an accounting system with companies with 
minimal accounting system is the owner-level manager's education, 
outside influences in the decision making process, market conditions 
and the existence of part / department of accounting.  

Method of Research 

 The method used in this research is descriptive analysis method 
that is research method by collecting data in accordance with the actual 
then the data - data is compiled, processed and analyzed to be able to 
give description about existing problem (Sugiyono, 2013). Indicators 
used in preparing the research questionnaire are as follows: 1) 
Recording of business activities; 2) Preparation of financial statements; 
3) Separation of personal property with business; 4) Separation of 
recording of personal and business expenses. 

 Respondent in this research is owner or manager of homestay in 
Karangasem. Questionnaires are sent by coming directly or indirectly 
to the intended respondents in order to be effective and enlarge the 
rate of return of the questionnaire. Sampling technique in this research 
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is probability sampling, while the sampling method used is simple 
random sampling. According Sugiyono (2014) probability sampling is a 
sampling technique that provides equal opportunities for each element 
(member) of the population to be elected as a member of the sample. 
The definition of the sample according to Sugiyono (2014) is part of the 
number and characteristics possessed by the population, the sample 
size is good to fill the questionnaire is based on 5-10 times the number 
of variables or indicators. The sample size is expected to be not less 
than 30 and not more than 500. The number of samples used according 
to the indicators in this study are 4 indicators multiplied by 10, 
determined by 40 respondents. 

Results and Discussion 

This study aims to explain how the implementation of business 
entity concept at homestay in Karangasem. Respondents in this study 
were Homestay owners or managers in Karangasem. The number of 
respondents in this study was 40 respondents. 

Profile of Respondents 

Respondents in this research are the owner / manager of homestay 
in Karangasem. Of the 40 respondents surveyed there are 72.5% 
homestays in Karangasem owned or managed by men. While the 
remaining 27.5% homestay is managed by women. 

 

 

 

 

 

 

 

 

 

 

Figure 2. Gender 
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Whereas in terms of education, 3% (1 person) of the homestay owner / 
manager in Karangasem had Junior High School education, 73% (29 
people) had Senior High School education, 18% (7 people) Diploma 
education and 8% (3 people) Bachelor degree, as presented in Figure 2. 

 

 

 
Figure 3. Education Level 

 

Analysis of Financial Statement Availability  

Financial Statements are prepared to measure, assess, and 
evaluate the conditions and business potential. In a business, generally 
financial statements consist of balance sheets, income statements, 
changes in capital statements, cash flow statements. According to 
Karyawati (2008) stated that usually micro and small businesses only 
make simple business financial reporting, this is in line with the results 
of this study, shown in Figure 3. 
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Figure 4. Financial Statement Availability 

 

 

The results of this study indicate that 87% of homestays do not 
have financial statements. There are various reasons presented by 
respondents who underlie their reluctance to make financial 
statements, among others; 1) The owner / manager feels that he does 
not need a financial report because the business scale is still small; 2) 
The owner / manager acknowledges that he does not have the ability to 
make financial statements; 3) The owner / manager of the homestay 
considers that the preparation of financial statements in his business is 
not useful for his business. Even though on the other hand the making 
of financial statements is very useful to know the financial condition of 
a business. But of course not all respondents did not make financial 
reporting, there were still 13% of respondents who made even though 
the financial statements made were only profit and loss reports. 
However, most homestays have made record of income and expenses. 
Records of income and expenses are considered easier to create and 
require no cost in the making compared to financial reporting. Figure 4 
shows that as many as 70% of homestays make notes on income and 
expenses while 30% of respondents do not take notes. 
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Figure 5. Income and Expense Records Availability 

 

Analysis of Financial Separation between Personal and 
Business 

Homestay is a community house that is boarded or rented by 
tourists. The same place of business and owner's house leads to a 
mixture of business and personal expenses. The Business Entity 
Concept states that a company is regarded as a stand-alone economic 
entity or entity, so that all assets, debt, income, and expenses not 
related to its line of business should be excluded from the company's 
estimates. Suwardjono (2012) discloses that administratively, the 
separation between owner and management (especially corporations 
are not legal entities) is a very important health practice. Purnamasari 
(2013) also provides the fact that business entity concept is a solution 
in managing MSME funds. However, in this study found that the 
understanding of the practice of separation of personal finance and 
business is still very low. It can be seen in figure 5 that 95% of 
homestays do not yet understand the business entity concept. 
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Figure 6. Business Entity Concept Kowledge 

 

Although only 5% of homestays are aware of the business entity 
concept, the study found that 22% of homestays have recorded private 
property for business activities. Although more respondents did not 
record personal property as much as 78%. 

 
Figure 7. Personal Property Records 
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The study also found that most homestays are as many as 85% of 
owners hiring families as laborers at homestays. Nevertheless, it can be 
seen in Figure 7 that 70% of respondents have performed salary 
calculations for families who work in homestays owned or managed and 
only 30% say they do not do salary calculations. 

 

Figure 8. Salary Calculation 

. 

Beside manpower, the separation of personal and business finances 
can be seen from the transportation costs incurred for the purchase of 
homestay supplies. Micro and small businesses usually buy supplies 
along with the purchase of household needs. This study found that 82% 
of homestay owners or managers made purchases at the same time with 
household needs. While the rest as much as 18% did not do it at once. 
Figure 8 shows that of 82% of homestay owners who purchased 
inventories simultaneously with household needs that accounted for 
27% of transport costs while 73% did not calculate transportation costs. 
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Figure 9. Calculation of Transportation Costs 

Figure 9 shows that 83% of homestay owners / managers do not 
segregate electricity, telephone and water charges. While 17% of 
respondents answered that they are separating electricity, telephone 
and water charges by allocating the costs used for business and 
personal. Respondents allocate costs by estimating the calculation of 
the cost of electricity, water and telephone every month that will be 
included in the operating costs. Estimates were obtained from how long 
the use of electricity, phone, and water in every month. 

 

 

Figure 10. Separation of Electricity, telephone and water cost. 
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Conclusions and Recommendations 

 Based on the results of research on respondents who are managers 
or owners of homestay in Karangasem, then taken some conclusions, 
among others; 1) Low understanding of respondents to the business 
entity concept; 2) Most homestays already make notes on income and 
expenses, whereas in the case of availability of financial statements, 
only a few homestays have made financial statements; 3) This study 
found that 100% of respondents used their personal property for a 
homestay business but only 22% recorded personal property used for 
business; 4) With regard to the remuneration of homestay family 
homes, most homestays have already calculated their salaries; 5) As for 
homestays purchasing supplies in conjunction with domestic purposes, 
only 27% separate transportation costs. for electricity, water and 
telephone costs, 83% of respondents did not separate between usage for 
homestay and personal use. 

 The application of Business Entity concept is an absolute thing to 
be able to produce reliable financial information so that it can be a 
reference for economic decision making in homestay management. 
Based on the results of this study, the government or related parties 
are advised to start conducting financial training for homestay 
managers / owners in Karangasem. So there is an understanding that 
there must be a separation between personal finance and homestay. 
This research only finds out how the business entity concept is applied 
to the homestay in Karangasem. For further research it is 
recommended to be able to do research on the factors that influence the 
application of business entity concept to the homestay. 
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