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ADM 1340-Financial Accounting: Chapter 3- The Accounting Information System
Accounting Information System- The system of collecting and processing transaction data and communicating financial information to decision-makers.
Accounting Transaction- Occurs when assets, liabilities, or shareholders’ equity items change as a result of some economic event.
Analyzing Transactions
1- Investment by Shareholders (p107)
2- Issue of Note Payable (p107)
3- Purchase of Equipment (p108)
4- Receipt of Cash in Advance from Customer (p108)
5- Payment of Rent (p108)
6- Purchase of Insurance (p109)
7- Hiring of New Employees (p109)
8- Purchase of Supplies on Account (p110)
9- Services Performed on Account (p110)
10- Payment of Salaries (p111)
11- Payment of Dividend (p111)
12- Collection of Account (p111)
***See Illustration 3-2 on page 112 of the textbook for a summary of the transactions***
The illustration demonstrates that
1- Each transaction must be analyzed for its effect on the three primary components of the accounting equation (assets, liabilities, and shareholders’ equity).
2- The two sides of the equation must always be equal.
Account- Is an individual accounting record of increases and decreases in a specific asset, liability, or shareholders’ equity item.
T Account- A record of an account in its simplest form (See Illustration 3-3 on page 113 for an example).
1- Title
2- Left side (debit)
3- Right side (credit)
Each account has a natural balance of either credit or debit
1- Assets are usually a debit account.
2- Liabilities and Shareholders’ Equity are usually a credit account.
3- Increases in Shareholders’ Equity (Common Shares, Retained Earnings, and Revenues) are usually credit accounts.
4- Decreases in Shareholders’ equity (Dividends and Expenses) are usually debit accounts.
***See Illustration 3-4 on page 116 for a summary of natural balances***
Steps in the Recording Process
1- Analyze business transactions.
2- Journalize the transactions.
3- Post to general ledger accounts.
4- Prepare a Trial Balance
Accounting Cycle- The procedures used in the recording process are part of the accounting cycle.
Source Document- Evidence of a transaction such as a receipt or cheque.
General Journal- The most basic kind of journal to record transactions.
1- It discloses the complete effect of a transaction in one place, including an explanation and, where applicable, identification of the source document.
2- It provides a chronological record of transactions.
3- It helps to prevent errors and helps to locate errors, because the debit and credit amounts for each entry can by quickly compared.
Note the following features of the journal entry:
1- The date
2- The account to be debited is entered first at the left.  The account to be credited is then entered on the next line and is indented.
3- The amounts debited are shown in the following right column and the amounts credited are shown in the rightmost column.
4- A brief explanation.
***See page 119 of the textbook for an example***
General Ledger- Contains all of the asset, liability, shareholders’ equity, revenue, and expense accounts.
Chart of Accounts- Lists the accounts and the account numbers that identify where the accounts are in the ledger.
***See Illustration 3-6 on page 120 of the textbook for an example of the Chart of Accounts***
Posting- The procedure of transferring journal entries from the general journal to the general ledger accounts.
***See pages 121 to 126 (good note on 126) for examples of the steps in the Accounting Process (minus the Trial Balance (shown below)***
Trial Balance
1- Is a list of general ledger accounts and their balances at a specific time.
2- Prepared at the end of an accounting period.
The procedure for preparing a Trial Balance is as follows:
1- List the account titles and their balances in the same order as the chart of accounts.  Debit balances should be entered in the debit column and credit balances in the credit column.
2- Total the debit column and the credit column.
3- Ensure that the debit and credit column totals are equal (that they agree).
***See Illustration 3-8 on page 128 of the textbook for an example of the Trial Balance***
CAUTION: Errors may exist even though the trial balance column totals agree
1- A transaction is not journalized.
2- A correct journal entry is not posted.
3- A journal entry is posted twice.
4- Incorrect accounts are used in journalizing or posting.
5- [bookmark: _GoBack]Errors that cancel each other’s effect are made in recording the amount of a transaction.
