Chapter 3

Recording
Accounting Transactions




ACCOUNTING
EQUATION

Financial
Statements

Understanding the Accounting
Equation and Its Significance 1in
Finance

The accounting equation, represented as Assets
= Liabilities + Equity, is foundational to financial
reporting. Each transaction |mpacts this
equation, ensuring that a company's financial
position remains balanced. By grasping this
concept, students can better appreaate how
financial statements reflect a business's
performance and health.
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Accounting Period

Time Frames

Accounting periods can be
monthly or annually.
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Revenue Recognition

Aligning revenue with
corresponding expenses is
crucial.

Accrual Basis

Accrual accounting
recognizes transactions
when they occur.




The Accounting Cycle

Analyze Transactions Journalize Entries Prepare Trial Balance

Examine each transaction for
proper classification.

Record transactions accurately
in the journal.

Summarize accounts to ensure
accuracy checks.
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Transaction Analysis

Accounts Debit & Credit Accounting Equation
|ldentify which accounts are Determine whether to debit or Apply the equation to analyze
affected. credit. transactions.
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Chart of Accounts

Asset Accounts Liability Accounts Revenue Accounts
Represents resources owned Shows obligations owed by Records income generated
by the business. the business. from operations.
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Journals and Double-Entry

Double-Entry SIOLIHEE Reliability

Documents
Every transaction affects two Documents support transaction Accurate records ensure
accounts equally. recording accuracy. trustworthy financial information.
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Recording Journal Entries

Date Format Account Titles Debit and Credit
Proper date format is essential Clear titles help identify Accurate amounts maintain
for clarity. financial transactions balance in records.

effectively.
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General Ledger

Accounts Overview T-Accounts Balance Calculation
Individual accounts provide Visual representation Regularly updating balances
detailed transaction records. simplifies debits and credits. ensures accuracy.




Posting Process

Journal Transfer

Move entries accurately
between records.

Balance Updates

Ensure all accounts reflect

current totals.

Reference Maintenance

Keep track of original journal
entries.
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Preparing Trial Balance

Ledger Balances Equality Test Error Detection
List all accounts' debit and Ensure total debits equal total Identify discrepancies through
credit balances. credits verified. careful account review.

TRIAL BALANCE TABLE:

20:51,1001

Debiitt Credit) Credit Bratlecuricy

Debit v$ $,800 $,0 $3,000
Debit v$ $,666 575 $5,603
Debit v$ $,800 $,0 $3,000
Debit v$ $,500 $,0 $3,000
Debit v$ $,200 $,0 $3,000
Debit v4 $,43/ S;5 $5,000
Debit v$ $,900 S;5 $5,000
Debit v$ $,500 S,4 $3,000




Error Detection

One-Sided Posting Transposition Errors Omitted Entries

Transactions recorded without Incorrect digit placement can Missing transactions lead to
double-entry can mislead. cause significant discrepancies. incomplete financial records.
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Case Study:
Small
Retail
Business

Cash Sale

The shop records every cash transaction accurately.
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Exercises

1. Explain the accounting cycle and Bas
the role of the double-entry system
In recording business transactions.

g{ Accounting Cycle

g Double-Entry System |=

= g Double-Entry System

2. Describe the process from °o“'Q

journalizing to preparing a trial Q( Double-Entry System
balance and explain how errors can é‘z) o Trial Balance

be detected when the trial balance = >
does not agree. d )
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