Financial Accounting
Chapter three: The Accounting Information System

· Accounting Transactions
· Accounting information system:
· The system of collecting and processing transaction data and communicating financial information
· Can vary widely based on factors such as:
· Type of business and its transactions
· Size of company
· Amount of data
· Information requirements
· Transactions are economic events that must be recorded in the financial statements
· Not all events are recorded and reported as accounting transactions:
· Only those that change assets, liabilities, or shareholders’ equity 
· Analyzing Transactions
· Transaction analysis determines impact on the accounting equation
· Assets = liabilities + shareholders’ equity
· The accounting equation must always balance
· Therefore, each transaction has a dual (double-sided) effect on the equation
· Account
· An individual accounting record of increases and decreases in a specific asset, liability, or shareholders’ equity item
· Three parts:
· The title of the account
· A left or debit side
· A right or credit side
· Debits and Credits
· Describe where entries are made in the accounts:
· Debiting: entering n amount on the left side
· Crediting: entering an amount on the right side
· If debit amounts exceed credit amounts, account has a debit balance
· If credit amounts exceed debit amounts, account has a credit balance
· The T-Account
· Debit (Dr.) on the left side
· Total the entries to each side. If the greater sum is on the left, the account has a debit balance
· Credit (Cr.) on the right side
· Total the entries to each side. If the greater sum is on the right, the account has a credit balance
· Steps in the Recording Process
· Step 1: analyze each transaction to determine its effect on accounts (if any)
· Evidence comes from a source document
· Step 2: record transaction as a journal entry in the general journal
· Step 3: transfer information to appropriate accounts in the general ledger
· Step 4: prepare a trial balance
· General Journal
· Accounting record where the transactions are recorded in chronological order
· General journal is most common
· Other journals can include:
· Cash receipts
· Cash disbursements
· Sales
· Purchases
· Entering transaction data is known as journalizing
· General Ledger
· Entire group of accounts maintained by a company
· List of accounts is called a chart of accounts
· Contains all the asset, liability, and shareholders’ equity accounts
· Posting is the process of transferring information from the general journal to the general ledger accounts
· Trial Balance
· List of all the accounts and their balances at a specific time
· Serves to prove the mathematical equality of debits and credits are posting
· Sum of debits = sum of credits
· Aids in the preparation of financial statements
· Subject to limitations
· Does not prove that the general ledger is correct
