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Previously we have seen...

» Types of Assets, Liabilities, and Equities
» Debit Vs Credit

Session 3

Transaction analysis
Further on Debit and Credit
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Transaction Analysis

Transaction:
Business’s economic events recorded by accountants. Transactions may

be external or internal.

a. External transactions

Involve economic events between the company and some
outside enterprise.

For example, McDonald purchases of cooking equipment
from a supplier, payment of monthly rent to the landlord,
and sale of burgers to customers are external transactions.




Cont...




Cont...

Internal transactions are economic events that occur entirely
within one company.

For example: The use of cooking and cleaning supplies are
internal transactions for McDonald.

Companies carry on many activities that do not represent
business transactions.

Examples are hiring employees, responding to e-mails.
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Criteria Is the financial position (assets, liabilities, or owner’s equity) of the company
changed?

Yes

Record / No record
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Basic Principles

Business entity principle:

Requires that the activities of the entity be kept separate and distinct from
the activities of its owner and all other economic entities.
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Dual Effect

« Each transaction must have a dual effect on the accounting equation.

* For example, if one asset is increased, there must be decrease
in another asset.

 Eg. if we purchase inventory on cash for $2,000, then our inventory will be
increased by $2,000 and our cash decreased by $2,000

m = Liability + Equity
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1. Exercises

What are the two accounts affected and types of the accounts.

1. The owner invested $25,000 cash in the business.

2. The company purchased $7,000 of office equipment on credit.

3. The company received $8,000 cash in exchange for services performed.
4. The company paid S$850 for this month'’s rent.

5. The owner withdrew $1,000 cash for personal use
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1. Exercises Solution

What are the two accounts affected and types of the accounts.
1. The owner invested $25,000 cash in the business.
Cash(asset), - Increase = Owner’s equity (Equity) - Increase

Owner’s equity/investment........................ 25,000
Account payable.............. 7,000

Train Up Institute, All rights reserved

16



1. Exercises Solution

2. The company purchased $7,000 of office equipment on credit.

Account payable (liability) —Increase
Office equipment (asset) - Increase

Office equip............ 7,000
Account payable.............. 7,000

Train Up Institute, All rights reserved
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1. Exercises Solution

3. The company received $8,000 cash in exchange for services performed.

; Train Up Institute, All rights reserved
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1. Exercises Solution

4. The company paid $850 for this month’s rent.

; Train Up Institute, All rights reserved
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1. Exercises Solution

5. The owner withdrew $1,000 cash for personal use

; Train Up Institute, All rights reserved
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Additional exercise

1. Mr. X invests to his new real state business an amount $23,000. And the
investment type is 20,000 in cash and the rest 3,000 is office equipment.

Train Up Institute, All rights reserved
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Additional exercise

2. The company purchased an office equipment of $5,000. And the amount is
paid $3,000 on cash and the remaining amount will be paid after one month.

Train Up Institute, All rights reserved
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Additional exercise

u
3. Mr. ABC invests to his new merchandise business $7,000 in the following

way:
a.$5,000 on Cash
b.$1,000 Furniture
c.$1,000 Computer

Train Up Institute, All rights reserved
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Additional exercise

4. The company purchased an inventory $3,000. And the $2,000 amount is
paid on cash while the remaining amount will be paid after 20 days.

Inventory.................. 3,000

Train Up Institute, All rights reserved
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