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n Chapter 2, you learned how to calculate the financial position of a com-

pany and to present it using a balance sheet. You found that assets, liabilities,

and equity were constantly changing. In this chapter, you will begin a process
to track these changes.

3.1» Business Transactions

On any given day, many events occur that cause the financial position of a busi-
ness to change. Each of these events is called a business transaction which
may be defined as a financial event that causes a change in financial position.

For example, suppose the business buys a truck for which it pays $20 000
cash. This event is a transaction because it causes the financial position of the
business to change. There would be an increase in assets of 320 000 in the item
Trucks. There would also be a decrease of $20 000 in the asset Cash.

Suppose that the business owes $7000 to City Finance and makes a pay-
ment of 31000 against the debt. This event is also a transaction that causes
the financial position to change. The amount in liabilities owed to City Finance
would be reduced by $1000. In assets, the cash on hand would be reduced by
$1000.

On the other hand, suppose that the city plumbing inspector inspects the
building and leaves a letter suggesting some improvements. This is not a busi-
ness transaction because no assets or liabilities have changed as a result of the
activity.
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Source Documents

When an asset, liability, or equity item is recorded for accounting purposes,
a business paper or document is required to verify the dollar amount. The
business paper is called a source document. It is the original record of the
transaction—which is why it is called the source—and it provides accounting
personnel with the information they need to process the transaction properly.
Examples of source documents include hydro bills, telephone hills, cheque
copies, store receipts, cash register summaries, and eredit card slips. They pro-
vide proof of payment, proof of purchase, and reference. Depending on the size
of the business, source documents may move from person to person and from
department to department. They are eventually filed because owners, manag-
ers, auditors, and others may want to ask questions. In Chapter 6, a full discus-
sion is devoted to source documents, with illustrations. For now, remember

1. accounting entries are made from business papers known as source
documents

2. source documents are kept on file for reference purposes and are proof of
transactions

Accounting Standards—The Objectivity Principle

Objectivity is a long-standing accounting principle related to source documents.
The objectivity principle requires that a business’s accounting be recorded on
the basis of clear, verifiable evidence. This principle means that different people
looking at the evidence will arrive at the same values for the transaction. Sim-
ply put, this means that transactions will be recorded on fact, not on personal
opinion or feelings.
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Objectivity Principle: accounting data should be verifiable.

All accounting transactions must be supported by business papers
called source documents.

Source Documents: business forms (papers) that give evidence of
business transactions on a certain date.

The source document for a transaction is almost always the best ohjective
evidence available. For example, the best objective evidence for the purchase of
a new desk used in the business is the hill received from the retailer. The source
document shows the amount agreed to by the buver and the seller, who are usu-
ally independent of each other.
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Five common source documents are:
1.) the opening balance sheet

2.) invoice

3.) cheque record

4.) remittance slip

5.) Bank deposit slip
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THE FIRST BALANCE SHEET

- when a business is established the details of assets,
liabilities and owner's equity are presented in the first
balance sheet.

- this becomes a source document as at the date when
the owner begins his or her business

T-accounts would need to be opened to record each
asset, liabilities and owner's capital account as at the opening
balance sheet date.
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THE INVOICE
- when a business buys an asset with cash or on credit, the seller
completes a bill of sale often called the sales invoice or just the invoice.

The name of the document my vary
invoice
sales Sllp I[;io;:gﬂgmme] —
sales ticket ———"
cash register tape

- the buyer will receive the original, which
becomes the source document for the
transaction =S v ] s ] et

-----
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-This is called the purchase invoice by the buyer (J. Emery Real
Estate), because he/she receives the original for buying the asset.
- The seller retains a copy of the invoice and it becomes the
source document for the sales or the sales invoice - it is proof
that the sale occurred.



Day 1 - Origintating Transaction Data (after).notebook October 01, 2018




Day 1 - Origintating Transaction Data (after).notebook

THE CHEQUE RECORD

- used as evidence of each cash payment
- it may take many forms: one is the cheque stub

Date: 7 Fanesd SHE

To: e Posaratars
For: Seredace of I Dead
Balance bA

Deposit

Balance

ABC BANK sucrce iz

600 001

= Dater ek Fpos
Pay difee Devmratina or Bearer

---5T0. 0

The sum of T Samanarl done Scoewiy fotars Gmlg————————

This Chegue &2 SF6, OF (!

Balance X

105

Handyman Hardware Store

105: G0O0001: 1003030031 01

I

Cheque stub: kept by the
buyer as a record of
payment

I

Completed cheque: sent to the seller
of the services (Office Decorators)

October 01, 2018
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THE REMITTANCE SLIP

- When a customer pays a debt by cheque, many businesses prepare
a business form called the remittance slip. It becomes the source
document for the record of the dollar amount received. It may also
be called a receipt.

Remittance Slip - a source document proving the receipt of a
customer's cheque.

11
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REMITTANCE SLIP
J. EMERY REAL ESTATE
Any Streel
Any Town, Canado Account Copy
Payment Receipt No. 001
Name Wii -

100 Dpum lials Date 7o/ 19-

ol Canado. casH []
creaue [7]

MONEY ORDER [_]
Amount Received: $500.00

Received Payment on Account

BT R

October 01, 2018

This remittance slip would
be prepared before the
customer's cheque is
deposited info to J.
Emery

Real Estate's bank
account.

- this is important
because accounting
requires evidence that a
cheque has been received.
-once prepared the
remittance slip becomes

the source document for
?2?2?

12
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Homework

&c\_\m ?)0\
Kﬂ\\\ﬂb& Q\AQSlr\'mSn\‘ )

EX&(Q(S&S -5

October 01, 2018
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SECTION 3.1 REVIEW QUESTIONS (page 59)
1. A business transaction is a financial event that causes a change in financial posilion.

October 01, 2018

Answers will vary. An example of a transaction could be a new office desk that is purchased

and paid for in cash.

Answers will vary. An example of an event that is not a transaction could be the owner

examining some new compuler equipment that is demonstrated by a salesperson.

A source document is the original record of a transaction that provides the accounting

department with the information it needs related to the transaction.

Examples of source documents include hydro bills, telephone bills, cheque copies, store

receipts, cash register tapes, and credit card slips.

After the accouniing entries have been completed, the source documenis are filed for future

reference.

The objectivity principle states that accounting will be recorded on the basis of objective

evidence. This means that transactions will be recorded based on facts not on personal

opinions or feelings. For example, the best objective evidence for the cost of cellphone use is

the bill from the cellphone company.

14
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SECTION 3.1 EXERCISES (page 59)

Exercise |, p. 59

A,
B.
C.
D.

transaction

transaction

not a transaction

transaction

Exercise 2, p. 59

A.

B.
C.
D.

transaction

not a transaction

nol a transaction

transaction

Exercise 3, p. 60

CSoRre

Campbell & Associales issued the bill.

TeEs

TeEE

transaction

October 01, 2018

not a transaction

transaction

not a transaction

not a transaction

fransaclion

transaction

not a transaction

Smokey Valley Ski Club received the bill.

The bill was issued July 22, 20-.

Campbell and Associales issued the bill because they audiled the records of Smokey Valley

Ski Club and also prepared financial statements for them.

Yes, the bill represenis good objecltive evidence because il originales from a source

independent of the business.

15
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Exercise 4, p. 60
The Davey Company issued the bill.

Smokey Valley Ski Club received the bill.

The bill was issued December 5, 20-.

The soods were delivered December 5, 20-. They were delivered by CPX

The bill is due for payment 20 days from December 5, 20—, which would be the following
January 4.

mEaRrRe

F. The bill was issued as evidence of the transaction to be used in the accounting records of
both the purchaser and the vendor.

. No, this was not a cash sale transaction. It is a sale on eredit.

H. The bill represenis good objective evidence because if comes from an independent source.

Exercise 5, p. 61
A. The memorandum is not good objective evidence because it does not come from an

independent source.

B. The best objective evidence for this transaction would be the bill from the supplier.

16
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Topic 1 Problems
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